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Executive Summary

The Minnesota Department of Transportation (MNnDOT) commissioned the Mileage-Based User
Fee (MBUF) Policy Study to identify and evaluate issues related to potential future
implementation of an MBUF system in Minnesota. Under a potential MBUF system, drivers
would be charged based on the number of miles they drive, regardless of the type of energy
source used to propel the vehicle, instead of being charged by the gallon for fuel consumed in
operating a vehicle.

Over a period of approximately one year, the MBUF Project Management Team — comprised of
individuals from MnDOT and the Humphrey School of Public Affairs, as well as consultants —
secured valuable quantitative and qualitative policy feedback, drove completion of several
deliverables including development of potential MBUF business models, and staffed a Policy
Task Force.

The MBUF Policy Study Supporting Technical Information document is intended to offer
necessary detail regarding the work performed and reviewed as part of the MBUF Policy Study.
The document serves to complement the separate MBUF Policy Task Force Report and it
summarizes activity within and inputs informing all phases of the MBUF Policy Study process,
including findings from:

e Greater Minnesota listening sessions;
2011 MBUF Symposium in Breckenridge, CO;
Perspectives from national experts;
National expert and transportation finance roundtable events;
Internet panel survey of Minnesotans; and
Additional targeted outreach

Stakeholder analysis was useful in identifying MBUF stakeholders and aiding in the design of
appropriate outreach activities. Once stakeholders were identified, the specific MBUF policy
areas of interest (e.g., revenue collection, transit, equity) were anticipated for each group. An
Influence/Interest Grid was also assembled to determine the level of influence and interest of
each of the stakeholder groups. Finally, the various outreach activities were analyzed to ensure
that the activities gave each of the stakeholder groups an opportunity to stay informed and
provide input on the project.

To incorporate stakeholder feedback from throughout the state, the Policy Study included a
series of five listening sessions in Greater Minnesota. Each session began with an overview of
the MBUF concept and proceeded to poll participants regarding their individual attitudes on
various attributes of a potential MBUF system. Invitations were extended to select local
government leaders, transportation officials, and trucking and business representatives. The
listening sessions took place in Bemidji, Duluth, Rochester, Saint Cloud and Willmar, occurring
over a course of eight weeks from April to June 2011. On average, listening sessions included
about a dozen participants each and lasted approximately two hours.

The Policy Study included public opinion polling to measure baseline attitudes among the
general public regarding attributes of a potential MBUF approach. An online survey was hosted



by Accora Research, with 400 interviews conducted from May 18 — 23, 2011. The sample was
census balanced to metro and Greater Minnesota, and the survey included a representative
sample of Minnesota residents who each were sent an email invite to participate in an online
study design-ed to gain input on a possible future funding source for transportation.

Engaging national experts, policymakers and agency officials familiar with the MBUF concept
was an important aspect of the MBUF Policy Study. A small delegation of MBUF Policy Team
and Task Force members attended the 2011 MBUF Symposium held June 13 — 15, 2011, in
Breckenridge, CO. In addition, Parsons Brinkerhoff conducted a separate analysis of possible
implementation options for MBUF as part of the research for the MBUF project. Since the Task
Force focus was on the policy level issues rather than implementation details, the business model
analysis was not introduced in the Task Force deliberations. However, the alternatives analysis
developed by Parsons Brinkerhoff was used in framing the Task Force policy options that were
included in its recommendations.

The Policy Task Force was a crucial component of the MBUF Policy Study. The stated purpose
of the Task Force was to identify and evaluate issues related to potential future implementation
of a MBUF system in Minnesota. The Task Force was formed to assist in providing policy
direction to the Department of Transportation’s commissioner for the technology demonstration
and potential broader implementation of MBUF in Minnesota.

The Policy Task Force was comprised of 25 Minnesotans who were charged with examining the
state’s long-term transportation needs. The group considered the challenges and opportunities
for an MBUF system to support broad societal goals for mobility, safety, sustainability, and
transparency. While Task Force members had been invited to serve by key stakeholder groups,
they were not expected to strictly represent the perspective of their particular constituency. The
Task Force was balanced geographically and politically, and members were appointed by the
MnDOT commissioner.

Under the leadership of Task Force Chair Bernie Lieder and Vice Chair Jim Hovland, the
Task Force was responsible for charting its own agenda and deliberations, as well as
producing eventual findings and policy recommendations in a Task Force report. The
University of Minnesota’s Humphrey School of Public Affairs and MnDOT staff facilitated
the process and provided technical advice to the Task Force. The Task Force was provided
market research derived from listening sessions and a large sample public survey of
Minnesotans. In addition, the Task Force viewed presentations and received information from
national MBUF experts, as well as MnDOT staff familiar with Minnesota’s separate MBUF
technical demonstration.

The Policy Task Force met monthly on six separate occasions between June and November
2011. The Task Force delivered its findings and recommendations via a Task Force report to
the MNnDOT commissioner in December 2011.

Following adoption of the MBUF Policy Task Force report, the Task Force chair and vice chair —
along with project staff — briefed the MnDOT commissioner on report findings and
recommendations. In their conveyance letter to the commissioner, the chair and vice chair noted:



Ultimately, the Task Force ... “does not recommend a statewide, full-scale
implementation of MBUF until concerns are satisfactorily addressed.” The Task
Force report does ask MnDOT to propose a detailed MBUF system design for the
public and policymakers to consider...the Task Force report recommends goals,
parameters and a next step for thoughtfully moving the MBUF conversation
forward to the next stage of consideration.

MnDOT subsequently issued a press release on December 16, 2011, highlighting the Task Force
and its report.

Although both the Task Force and the broader MBUF Policy Study have concluded its official
work, project staff anticipates the report and related activity will give rise to continued
discussion of MBUF as a potentially more fair and flexible transportation funding option.
Project staff looks forward to future legislative hearings on the topic, as well as a “Rethinking
Transportation Finance” round-table event featuring MBUF expert James Whitty of Oregon
DOT during the first quarter of 2012.

In a separate but related initiative, MNnDOT is conducting a demonstration project wherein 500
people from Hennepin and Wright Counties are testing technology that could potentially be used
to collect MBUF in the future. Aggregated participant feedback will be supplied to the MnDOT
commissioner and other state policymakers upon completion of the project.



Chapter 1. Introduction

The Mileage-Based User Fee (MBUF) Policy Study was commissioned by the Minnesota
Department of Transportation (MnDOT) to identify and evaluate issues related to potential future
implementation of an MBUF system in Minnesota. Under a potential MBUF system, drivers
would be charged based on the number of miles they drive, regardless of the type of energy
source used to propel the vehicle, instead of being charged by the gallon for fuel consumed in
operating a vehicle.

Over a period of approximately one year, the MBUF Project Management Team —comprised of
individuals from MnDOT and the Humphrey School of Public Affairs, as well as consultants —
secured valuable quantitative and qualitative policy feedback, drove completion of several
deliverables including development of potential MBUF business models, and staffed a Policy
Task Force.

The Policy Task Force consisted of 25 Minnesotans who met six times between June and
November 2011. It was charged with evaluating the overall MBUF concept and related issues,
determining related benefits and concerns, considering potential system design options and
preferences, and formulating policy objectives, findings and recommendations. The Policy Task
Force issued its findings and recommendations in a report dated December 2011.

The MBUF Policy Study Supporting Technical Information document is intended to offer
necessary detail regarding the work performed and reviewed as part of the MBUF Policy Study.
The document serves to complement the separate MBUF Policy Task Force report; it
summarizes activity within and inputs informing all phases of the MBUF Policy Study process,
including findings from:

e Greater Minnesota listening sessions;
2011 MBUF Symposium in Breckenridge, CO;
Perspectives from national experts;
National expert and transportation finance roundtable events;
Internet panel survey of Minnesotans; and
Additional targeted outreach

Chapter 2 provides information on public outreach and data collection, with Chapter 3 focusing
on the national context and Chapter 4 offering an overview of the Task Force process and
outcomes. Two foundational reports that served as forerunners to the study of mileage-based
user fees and proceedings of the MBUF Policy Study and related Policy Task Force are included
as Appendices A and B, respectively.

In a separate but related initiative, MNnDOT is conducting a demonstration project wherein 500
people from Hennepin and Wright Counties are testing technology that could potentially be used
to collect MBUF in the future. Aggregated participant feedback will be supplied to the MnDOT
commissioner and other state policymakers upon completion of the project.



Chapter 2. Public Outreach and Data Collection
A. Stakeholder and Issue Identification

Stakeholder analysis is useful in identifying MBUF stakeholders and aiding in the design of
appropriate outreach activities. Once stakeholders were identified, the specific MBUF policy
areas of interest (e.g., revenue collection, transit, equity) were anticipated for each group. An
Influence/Interest Grid was also assembled to determine the level of influence and interest of
each of the stakeholder groups. Finally, the various outreach activities were analyzed to ensure
that the activities gave each of the stakeholder groups an opportunity to stay informed and
provide input on the project.

Stakeholder Identification

One of the first steps in a stakeholder analysis is the identification of stakeholders. Stakeholders
may be directly or indirectly affected by the implementation of MBUF. In addition, they may
have concerns related to the project that should be addressed or bring up ideas that have not yet
been considered. Furthermore, they may have decision-making authority or influence to shape a
potential MBUF approach and/or make a policy decisions on future implementation.

Table 1: Stakeholder Groups

Elected Officials

Governor

Legislators

Regional Officials

County and Local Officials

Regional Council of Mayors (ULI Supported)
Association of Minnesota Counties

League of Minnesota Cities

Public Agencies

State Agencies

Department of Transportation (MnDOT)

Department of Revenue

Department of Public Safety

Minnesota Management and Budget

Department of Employment and Economic Development
Department of Commerce

Minnesota Pollution Control Agency

MPOs

Twin Cities Metropolitan Council

Fargo-Moorhead Council of Governments

Rochester Olmsted Council of Governments
Duluth-Superior Metropolitan Interstate Commission
St Cloud Area Planning Organization

Grand Forks-East Grand Forks MPO

La Crosse-La Crescent Area Planning Committee
Regional Development Commissions

County Finance Officials

Opinion Leaders

Citizens League

Transportation Alliance

Minnesota Public Transit Association
Minnesota Taxpayers Association
Minnesota AAA

Environmental and Social Justice Groups
Transit for Livable Communities
Foundations

McKnight Foundation

Blandin Foundation

Northwest Area Foundation
Fresh Energy

Sierra Club

Urban League

United Way

American Civil Liberties Union

Business and Industry Groups

Minnesota Association of General Contractors
American Council of Engineering Consultants
Minnesota Trucking Association

American Trucking Research Institute
Chambers of Commerce

Minnesota Business Partnership

Itasca Group

Oil Distributors & Gas Stations

General Public




The comprehensive list of stakeholder groups was broken into six main categories as shown in
Table 1. Major stakeholder groups included:
e Elected Officials
Public Agencies
Opinion Leaders
Environmental and Social Justice Groups
Business and Industry Groups
General Public

Stakeholder Input Opportunities

A number of activities were planned as part of this effort to help gather input on a potential
MBUF. Table 2 describes the stakeholder input opportunities and the groups targeted for each
activity. There is a wide range of different ways in which input was gathered from stakeholders.
Some activities targeted stakeholders with higher levels of influence such as the legislative and
executive briefings. Other activities, such as the Internet panel survey gauged interest and
understanding on the project from the general public.

Table 2: Outreach and Stakeholder Input Opportunities

Activity Description Stakeholder Group Involvement
1. Policy Task Force 6 meetings e Elected Officials
Meetings e Public Agencies
e  Business/Industry Groups
e Environmental/Social Justice
Groups
2. Internet Panel Survey 1 wave of 400 e  General Public
respondents
3. Greater MN Listening 5 meetings e Elected Officials
Sessions e Public Agencies
e  Business/Industry Groups
e  Opinions Leaders
4. Legislative and Executive | 1 meeting with o Public Agencics
Briefings MnDOT
Commissioner
5. Expert Panel / 3 sessions (1 at MBUF e Elected Officials
Transportation Finance Symposium and 2 in s Public Agencies
Roundtables MN) e  Business/Industry Groups
e  General Public
e  Opinion Leaders
e Environmental/Social Justice
Groups




Influence/Interest Grid

An Influence/Interest Grid is used to evaluate each stakeholder group in regard to their level of
interest in the project and their degree of influence. The stakeholders are placed in one of four
guadrants based upon these two variables (Figure 1). For a project such as this, level of interest
can be generally estimated based on the level of impact or general concern, either positive or
negative, that a change to a MBUF system would have on a particular group. Influence can
either be formal, such as that exerted by elected officials, or informal such as is the case with the
media. The arrows in Figure 1 suggest that stakeholders are not isolated to one quadrant, but can
vacillate between two quadrants depending on the stage of the project and other project

happenings.

By understanding the quadrant or quadrants that a stakeholder group belongs, project leaders can
adjust their level of engagement and amount of information sent to stakeholders.

SUBJECTS PLAYERS
High
Public Elected
_ / cies (# Officials (#1
Environmental / Ag e11u:1es (*2) ILIT s 67l
Social Justice » !
Groups (#4) . o
! 4o  Dusiness/ |
i ' Industry |
A . Groups (#5) |
Interest o | |
vy
] . Media / v
cherf_t_l 7 Opinion
Public (#6) Leaders (#3)
CONTEXT
CROWD SETTERS
Low
Low Influence High

Figure 1: MBUF Influence/Interest Grid

A brief description of each of the four quadrants in Figure 1 follows:
e Players (High Influence, High Interest) — these stakeholders should be actively engaged

in the project, so that they feel a sense of ownership in the outcome. They should be
informed and comfortable with the process and its potential outcomes. These individuals
or groups can become major project champions.



e Context Setters (High Influence, Low Interest) — these stakeholders will not be overly

concerned with the details of the project, so they should not be overwhelmed with data

and project materials. However, they should be informed of major project

activities/outcomes.
e Crowd (Low Influence, Low Interest) — stakeholders in this quadrant should be given an

opportunity to provide input on the project, but their overall interest is often minimal.
Outreach events should cover the main issue areas and not delve too much into the details

of the topic.

e Subjects (Low Influence, High Interest) — this group will want to be engaged in the topic

area because it affects them in a meaningful way. Project leaders should try to meet the

needs of these groups, so that they fell that their voice was heard in the process.

Oftentimes, these stakeholders can add positive elements to the overall discussion.
Groups in this quadrant can form allies to positively or negatively affect the process or

outcomes.

Anticipated Policy Issues by Stakeholder Groups

After identifying the various MBUF stakeholders, the potential policy areas of interest for each
group were anticipated. Table 3 displays 13 major policy and issue areas, and includes topics

such as freight, enforcement, and equity. For example, it can be anticipated that the Minnesota
Trucking Association and the American Trucking Research Institute will be interested in how a

MBUF will affect freight movements. Making these connections will help to design

opportunities to engage specific stakeholder groups in activities that address their major topic

area(s), yet at the same time provide a forum to discuss other more indirect issues.

Table 3: Anticipated Policy Areas of Interest for Key Stakeholder Groups

Key Stakeholder G s
Environment &
Policy and Issue Media & Opinion | Social Justice Business & Industry
Areas Elected Officials Public Agencies Lead Groups Group:
* Transit for * MN Association of
Transit Livable General Contractors
* Transportation __(;qununities | * American Council
Roads « Mn/DOT Nlia.nce of Engineering
« MPOs . Mr.nnesota. Consultants ]
Public Transit * MN Trucking
Freight Association nssocia.lion :
* American Trucking
7 Research Institute
State and Local * MN Management and Budget
Budgets * Governor | * Department of Revenue
Implications * Legislators | * Regional Development
Use of Revenues + Regional Officials Commissions
Revenue Collections | * Regional Council of = Department of Employment h Eclindatione
Mayors (ULl supported) | and Economic Development
Revenue Adequacy |, County Officials *County Finance Officials *« News Media E Chambers of
* Local Officials « Department of Revenue = Citizens League on'rmerce
Enforcement « Department of Public Safety * Minnesota g 5 £ M_mneWta 2
Efficiency Taxbayirs Business Partnership
Equity Association * Urban League : :;iaf;?sg:g:'&rs &
* Minnesota AAA » United Way =
* Mn/DOT | Gas Stations
Environmental  MPOS 1
e * Department of Commerce | : F.rem ENeRy
i) * MN Pollution Control Agency Jetilell
Consumption
Feasibility
Privacy | ACLUEE S



B. Greater Minnesota Listening Session Prevailing Themes

In order to incorporate stakeholder feedback from throughout the state, the Policy Study included
a series of five listening sessions in Greater Minnesota. Each session began with an overview of
the MBUF concept and proceeded to poll participants regarding their individual attitudes on
various attributes of a potential MBUF system. The focus group discussion tool with results is
available in Appendix C. Invitations were extended to select local government leaders,
transportation officials, and trucking and business representatives. The listening sessions took
place in Bemidji, Duluth, Rochester, Saint Cloud and Willmar, occurring over a course of eight
weeks from April to June 2011. On average, listening sessions included about a dozen
participants and lasted approximately two hours. The following provides a summary of
aggregate findings, organized by topic area and emphasized to properly convey overall
participant priorities. More detailed findings are provided in Appendix D.

General

e Concern that elected officials will lack the “political will” to implement a system as
complex as MBUF.

e Lacking knowledge of specific project characteristics, some individuals had trouble
answering hypothetical questions about MBUF.

Road User Pays Principle

e Strong sense that current fuel tax regime is inequitable, not all users pay their fair share.
e Frame MBUF discussion on fact that some vehicles don’t pay for using roads; identify
equity issues that are larger than revenue shortfalls.

MBUF Policy Issues

e General belief that any MBUF approach would be best if implemented at national rather
than state level; concern over scale and complications due to interstate travel.

¢ Including additional pricing factors and policy objectives may muddy the water on
MBUF costs and benefits and hinder the likelihood of MBUF implementation. Keep it
simple.

e Some concern over social engineering and potential for market distortion.

Revenue

e Widespread belief that current system is flawed and/or failing to raise necessary revenue.

e Any MBUF scheme should result in additional revenue for transportation system; strong,
consistent opposition to revenue-neutral approach.

e Curiosity over whether MBUF would replace or supplement current fuel tax  system.

Fuel Efficiency & Environmental Concerns

e Some aversion to penalizing environmentally-conscious consumers who purchase electric
or hybrid vehicles to reduce gas consumption and emissions (especially if anticipated fuel
cost savings factored into decision). MBUF could introduce disincentive for electric and
hybrid vehicle ownership, advancing one policy objective to the detriment of another.
Would MBUF put a damper on future technology and fleet choice?



Heavy Commercial Vehicles

e Concern that increased freight costs will be passed along to consumers in the form of
increased prices for goods.

Rural vs. Urban

e Impression that MBUF could discriminate against rural drivers; belief that rural
populations drive longer distances in course of daily life.

Technology

e Does MnDOT know all potential costs of various technologies?
e Concern about bureaucracy associated with implementing a complicated MBUF scheme

Privacy

e MBUF sounds like more government intrusion. What units of government would be able
to access data? Who would protect data privacy?

e General understanding that smart phone technology already tracks consumer location;
however, recognition that consumer choice makes this privacy risk more accessible (and
privacy risk under a mandatory MBUF system less acceptable).

Other Considerations

e Concern over costs of implementing and administrating MBUF, especially given relative
efficiency of current fuel tax system.

e Regardless the funding mechanism, some people will try to game or cheat the system.

e Skepticism over whether general public or policymakers could ever support MBUF given
its complexities.

e Appreciation for familiarity with fuel tax system; “we may not love what we have, but we
know what we have.”

e Some expressed difficulty in answering questions (due incomplete information and
limited understanding of specifics of a potential MBUF system).

e Would MBUF stigmatize those who drive more? Strong reaction to any use of a fee for
“social engineering” purposes.

C. Internet Panel Survey Results

The Policy Study included public opinion polling to measure baseline attitudes among the
general public regarding attributes of a potential MBUF approach. An online survey was hosted
by Accora Research, with 400 interviews conducted from May 18 — 23, 2011. The survey tool
and detailed findings are available in Appendix E. The sample was census balanced to metro and
Greater Minnesota, and the survey included a representative sample of Minnesota residents who
each were sent an email invite to participate in an online study designed to gain input on a
possible future funding source for transportation. All respondents were 18 years of age or older.
Following is a summary of survey findings.

The primary objectives of the survey were to determine:
e Familiarity with fees based on vehicle miles traveled;



e Public acceptance for various system characteristics/features; and
e Level of overall support for fees based on vehicle miles traveled.

Almost half of the respondents claimed to have heard of a fee based on miles traveled concept
prior to the survey; of those aware, more than three fourths claimed to have some familiarity
with the concept.

Overall, respondents’ ratings were not as negative on the system or system characteristics as may
have been expected (Neutral range on a 10-point scale).

In addition, there was a higher awareness and familiarity with a vehicle miles traveled system
than may have been expected (48% and 76%, respectively).

Important characteristics of a mileage-based user fee system include:
e Transparency — Driver must always know the costs being incurred.
e Operating costs — All costs related to a mileage-based user fee should be the
responsibility of the government.
e Auditing — System should be audited regularly to ensure privacy and accuracy.

e Flexibility — System should flexible to accommodate requirements that may come up in
the future.

The primary hurdles of a mileage-based user fee are:

e Privacy. High tech devices alone imply loss of privacy, however, the use of high tech
devices with explained driver benefits tend to be rated higher.

e Expensive to implement and maintain. Overall, respondents think that the cost of a
mileage-based user fee is more expensive to operate than the current motor fuel tax.

e Perception of an added tax. Mileage-based use fees are thought to be in addition to the
motor fuel tax, and therefore, it is considered to be double-taxing or a new tax.

e Use of MBUF system for public policy issues. Statements that put forth different user
fees depending on where or when drive tend to be rated lower.



Chapter 3. National Context
A. 2011 MBUF Symposium Summary — Breckenridge, CO

Engaging national experts, policymakers and agency officials familiar with the MBUF concept
was an important aspect of the MBUF Policy Study. A small delegation of MBUF Policy Team
and Task Force members attended the 2011 MBUF Symposium held June 13 - 15 in
Breckenridge, CO. Representing the MBUF Policy Study were: Bernie Lieder, MBUF Task
Force chair; Jim Hovland, MBUF Task Force vice-chair; Ken Buckeye, MNnDOT; John Doan,
Atkins; Cory Johnson, MnDOT; Lee Munnich, Humphrey School; Marthand Nookala, Hennepin
County; and Ferrol Robinson, Humphrey School. The following provides a summary of
symposium proceedings:

e Growing agreement that MBUF approach is feasible, and that the focus should be on
implementation and transition issues: What’s the sequence of implementation and adoption
leading to a national system for all vehicles? Many uncertainties remain. System trials are
needed to address these (Paul Sorensen).

e Consensus that MBUF initiatives will have to come from multiple states. To ensure a basic
level of coordination, avoid duplication, and ensure a certain level of interoperability, an
implementation framework will be needed. This would come either from the federal
government or from a coalition of states — perhaps through AASHTO. In any case, federal
funds will be needed to help jump-start the states’ initiative.

e There was a lot of discussion of keeping the initial implementations “simple”: Oregon
electric vehicle pending legislation; Arizona’s flat fee; voluntary subscription; low tech. It
was agreed that simple referred to “what was seen by the public,” even if what was behind
the scene was complex.

e Oregon vision of how to move forward includes five elements (Jim Whitty):
1. Motorists choice of reporting
2. No mandate for GPS
3. Open technology platform
4. Public-private partnerships
5. Apply to vehicles that have the equipment

e Additional implementation principles for truck VMT fees (Dick Mudge):

Revenue generation

Implementation in short term

Keep simple and understandable

Deal with actual revenues (unlike recent trials)

Scalable hardware and software

Control costs (keep less than 10%, motor fuel: 1%; tolls or registration fees: 10 —

25%)

7. Tangible benefits (e.g., reduce administrative costs to truckers through single instead
of current multiple fees across states)

Sk wdE



B.

Emphasis on articulating a VValue Proposition: How is MBUF going to help the public? What
are they getting? Develop a credible statement of benefits. The deal with the practicalities of
privacy, cost, technology, etc. Develop a coherent framework: Aging infrastructure;
inadequate funds; infrastructure and traffic are key policy concerns; public needs to be
educated (Bruce Schaller).

Some are adding national security to other traditional benefits (congestion relief,
environmental benefits, securing funding, etc.) National security is a reason for federal
involvement.

An important point: we have failed to make it clear to the public that MBUF is a substitution
fee for the fuel tax, not an additional tax.

Many participants indicated the need to clearly point out equity (or lack thereof) as one of the
main shortcomings of the motor fuel tax. The equity issue resonates better than the revenue-
generation argument (Alex Hergott).

Two user groups now support MBUF: AAA and GMAC Insurance (PAYD).

Lack of public trust in government is seen as a serious impediment for supporting
government initiatives such as MBUF. Need to restore public trust.

Evolutionary approach for MBUF implementation (Bern Grush):
Design for congestion

Adjust for the environment

Scale for funding

Plan for national security as byproduct

Apwnh e

Breckenridge Session with National Experts

The following provides a summary of a separate discussion among MBUF Policy Study
participants and national experts at the 2011 MBUF Symposium held June 15 in Breckenridge,
CO. Discussion participants included: Bernie Lieder, MBUF Task Force chair; Jim Hovland,
MBUF Task Force vice-chair; Ken Buckeye, MnDOT; John Doan, Atkins; Ginger Goodin, TTI;
Cory Johnson, MnDOT; Adrian Moore, Reason Foundation; Lee Munnich, Humphrey School;
Marthand Nookala, Hennepin County; David Reeves, Colorado DOT; Ferrol Robinson,
Humphrey School; Paul Sorensen, RAND; and Jim Whitty, Oregon DOT.

Paul Sorensen, RAND Corporation

e MBUF will likely be state-led with a strong market-oriented approach. The provision of
other user services utilizing the in-vehicle technology that goes well beyond the
collection of MBUF, such as Pay-As-U-Go insurance will be the enabling factor.

e Voluntary adoption by individuals will be a key feature to implementation

e Issues of interoperability will need to be addressed. The federal government will need to
lead on this issue.

e The two key challenges will be (1) public acceptance and (2) cost.
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Starting with electric vehicles resonates with decision makers and the public.

Jim Whitty, Oregon DOT

Described pending legislation in Oregon and their use of a task force process to get there.
He is not sure if it will be passed this year, but these efforts tend to take multiple years to
accomplish. The Oregon legislation focuses on electric vehicles.

Discussed strategies he has employed to work with the media.

Recommends that technology should stay in the background and that the policy
discussion should focus on the why not the how.

Ginger Goodin, Texas Transportation Institute

Described the different approach TXDOT has taken due to their political environment.
TXDOT has deferred to the Texas Transportation Institute (TTI) as the face of MBUF in
Texas, as they are seen as a more neutral, independent academic institution.
TTI has done extensive market research (primarily statewide focus groups). In her
testimony to the Texas legislature, she stressed the following three points:

1. Need for fairness to all users

2. Public desire to have a low cost, low technology option

3. Agreement that the user pays principle is strong in Texas.
Presented an update for the FHWA National Concept of Operations for MBUF project.
They are developing three concepts and will have a stakeholder meeting on July 25,
2011, to discuss these concepts.

Discussion

C.

Much of the discussion centered around strategies for working with the media. Jim went
into length about his experience in Oregon. He suggested using the task force and other
experts as surrogates for the DOT. Also, he said that there is nothing better than a pilot
project (i.e. trial) to help answer many of the questions from policy makers and the
public.

Paul Sorensen suggested bringing policy makers from Oregon to Minnesota to share their
experience and perspective.

Jim strongly recommended that the task force should lead the effort. Give them the
information and resources they need to come to their own conclusion. They became
credible and strong champions on this issue. Due to the length of time Oregon has
worked on MBUF, they have needed to outreach and educate several cycles of legislators
over the years due to turnover.

Possible MBUF Implementation Options

Parsons Brinkerhoff conducted a separate analysis of possible implementation options for MBUF
as part of the research for the MBUF project. Since the Task Force focus was on the policy level
issues rather than implementation details, the business model analysis was not introduced in the
Task Force deliberations. However, the alternatives analysis developed by Parsons Brinkerhoff
was used in framing the Task Force policy options that were included in their recommendations.
The alternatives analysis is included in Appendix F.
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D. Rethinking Transportation Finance Roundtables

Are Mileage Based User Fees a Good Idea? — Dr. Adrian Moore

The first of two roundtable events to take place during the course of the MBUF Policy Study,
this session was held in partnership with the Citizens League on May 25, 2011. The event
featured Dr. Adrian Moore of the Reason Foundation — a California-based think tank.

The roundtable agenda featured introductory remarks by the Humphrey School’s Ferrol
Robinson, followed by a keynote presentation from Dr. Moore. A reaction panel and audience
questions concluded the 90-minute event. A published description of the roundtable follows:

With the emergence of electric cars and broader use of highly fuel-
efficient and hybrid vehicles, the gas tax may not produce enough long-
term revenue to build and maintain Minnesota’s roadway infrastructure.
In 2007, the Minnesota Legislature and Governor passed a bill requiring
the Minnesota Department of Transportation to conduct a research study
on the feasibility and implications of implementing a mileage-based user
fee in Minnesota. This study includes a policy task force as well a
technology demonstration, which will kick-off in June 2011.

At the national level, heated discussions are underway regarding the
potential application of mileage-based user fees. The concept was
highlighted and recommended by the 2009 Congressional National
Surface Transportation Infrastructure Financing Commission. Adrian
Moore, Ph.D., served on this commission, which offered "specific
recommendations for increasing investment in transportation infrastructure
while at the same time moving the Federal Government away from
reliance on motor fuel taxes toward more direct fees charged to
transportation infrastructure users."

The roundtable event attracted approximately 20 attendees, including leading lawmakers and
government officials.

Opportunities and Challenges to Direct Usage-Based Charges for Transportation Funding —
Dr. Paul Sorensen

The second of two roundtable events to take place during the course of the MBUF Policy Study,
this session was held at the Humphrey School of Public Affairs on September 21, 2011. The
event featured Dr. Paul Sorensen, a researcher at the RAND Corporation and leading national
expert on MBUF. The presentation is provided in Appendix G.

The roundtable agenda featured introductory remarks by the Humphrey School’s Lee Munnich,
followed by a keynote presentation from Dr. Sorensen. Audience questions and discussion
concluded the 90-minute event. A published description of the roundtable follows:

As vehicles become more fuel efficient, the motor vehicle fuel tax is becoming a less
equitable and sustainable user fee for funding transportation in the U.S. Dr. Paul
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Sorensen is a leading national expert on the potential for replacing or supplementing the
motor vehicle fuel tax with a new approach referred to as mileage-based road user
charges. He is the lead author for two seminal national studies on the challenges and
potential for replacing the fuel tax with a mileage-based user charges: Implementable
Strategies for Shifting to Direct Usage-Based Charges for Transportation Funding
(2009) and System Trials to Demonstrate Mileage-Based Road Use Charges (2010).

The roundtable event attracted approximately 20 attendees, including a number of MBUF Policy
Task Force members.
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Chapter 4. MBUF Policy Task Force

The Policy Task Force was a crucial component of the MBUF Policy Study. The stated purpose
of the Task Force was to identify and evaluate issues related to potential future implementation
of a MBUF system in Minnesota. The Task Force was formed to assist in providing policy
direction to the Department of Transportation’s commissioner for the technology demonstration
and potential broader implementation of MBUF in Minnesota.

The Policy Task Force was comprised of 25 Minnesotans who were charged with examining the
State’s long-term transportation needs. The group considered the challenges and opportunities
for an MBUF system to support broad societal goals for mobility, safety, sustainability, and
transparency. While Task Force members had been invited to serve from key stakeholder
groups, they were not expected to strictly represent the perspective of their particular
constituency. The Task Force was balanced geographically and politically, and members were
appointed by the MNDOT commissioner.

Under the leadership of Task Force chair Bernie Lieder and vice-chair Jim Hovland, the Task
Force was responsible for charting its own agenda and deliberations, as well as producing
eventual findings and policy recommendations in a Task Force report. The University of
Minnesota’s Humphrey School of Public Affairs and MnDOT staff facilitated the process and
provided technical advice to the Task Force. The Task Force was provided market research
derived from focus groups and the results of a large sample public survey of Minnesotans on
MBUF had presentations and reviewed information from technical experts on the subject and
held a series of six meetings discussing the various MBUF system related issues.

The Policy Task Force met monthly on six separate occasions between June and November
2011. Table 4 provides a meeting schedule and agenda outline. The Task Force delivered its
findings and recommendations via a Task Force report to the MnDOT commissioner in
December 2011.

14



Table 4: Policy Task Force Meeting Schedule

#1 — June 6, 2011

#2 -July 27, 2011

1. Background 1. Informational Items
o0 Policy Study Overview & Schedule o Transportation Revenues and Uses
o0 Task Force Charge 0 Technology Demonstration
o0 MBUF Tech Demo 0 Online Survey & Listening Sessions
0 MBUF Issues and Concerns o Discussion
2. Transportation Funding Issues 0 Problem Statement
o0 Description of Problem
3. Policy Alternatives
4. List of Issues
5. Task Force Policy Questions and Problem
Statement
6. Stakeholder Identification
7. Core Transportation Funding Principles
#3 — Aug 31, 2011 #4 — Sept 21, 2011
1. Informational Item 1. Uses of Revenues (dedication and allowable

W N

N

0 Online Survey Summary Results (10-
15 minutes max)

. Review and approval of Problem Statement
. Definition of Policy Objectives

0 User-pays principle
0 Revenue generation;

. Replace vs. supplement fuel taxes

0 Revenue neutrality vs. revenue
enhancement

uses)
2. Privacy
3. Rate setting criteria
o Distance
0 Vehicle Weight and Per-Axle
o Fuel Efficiency
o Level of Emissions
o Time of Day
0 Geographic Area
4. Cost of MBUF System
5. Implementation and Transition Issues (cost,
transition, complexity, technology, etc.)

#5 - Oct 26, 2011

#6 — Nov 29, 2011

Al

Review draft Task Force report
Task Force Recommendations

1. Adopt Task Force report
2. ID potential next steps
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A. Task Force Questions

To help guide Policy Task Force discussion and deliberation, the MBUF Policy Team assembled
a list of questions for Task Force consideration. Following is a list of policy questions
confronting the MBUF Policy Task Force as identified by the project team:

1. What are the objectives and intended outcomes of an MBUF’s solution in MN?

Is MBUF a means for collecting transportation revenue?

Increased revenue from certain classes of vehicles

Collect fees from underpaying vehicles

Or is MBUF intended to serve other societal goals, such as providing explicit pricing and
price signals (to give users a better understanding of costs and benefits of travel)
Time-of-day pricing to help reduce congestion (on all roads or on selected roads)

Pricing of high-emission vehicles to help reduce emissions

Pricing to achieve an overall reduction in VMT and fuel consumption

Collect more fees from heavy vehicles to cover the greater road damage caused

2. If additional revenues are collected, what should these revenues be used for?
e For roads and safety improvements
e For roads, safety and transit improvements

3. Should MBUF replace the gas tax or supplement it?
e If MBUF is implemented, should gasoline become untaxed?
e The fuel tax rewards environmentally beneficial behavior and vehicle purchase choices.
Should MBUF pricing replicate these advantages?

4. Should a switch from fuel tax to MBUF be revenue neutral, or should it generate additional
revenue to fill the shortfall in transportation funding?

5. If MBUF is revenue neutral, will it need to be raised at some point to meet transportation
funding needs?

6. How would a state-based MBUF and a federal MBUF coexist?
e Would the state collect MBUF for the federal government?
e Would the federal government collect MBUF for the states?
e Would drivers have to pay state MBUF separately from federal MBUF?

7. What level of technology should be required in vehicles?

e High technology can save manual effort, but it could be more expensive to implement
and maintain

e Many people are afraid of technology and of government’s ability to protect individual
privacy

e Market research has indicated that people prefer simpler systems

8. Who pays for the cost of the required MBUF technology: the driver — or the implementing
agency or jurisdiction?
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10.

11.

12.

13.

Should private companies operate MBUF systems?

Private companies could be certified as meeting the state’s requirements for data quality,
auditability, privacy, etc.

Private companies could be allowed to provide whatever type of in-vehicle technology
they want

Data could be provided by private companies to the state in a specified format

Drivers could choose which company to get their technology from, with private
companies offering options for additional features

Should alternate fuel vehicles be treated differently?

Should owners of these vehicles be charged a lower MBUF fee as an incentive to
purchase these vehicles?

What are the alternatives to collecting fees from these vehicles, and what are the
comparative costs?

How should fees be collected?

At the fuel pump? (What about electric vehicles?)

Sending monthly invoices? (What about people who are unable to pay?)

Annually, similar to tab fees? (Would a year’s worth of MBUF be too much for some?)
Does a person have to have a credit card, as with MnPASS? (Would a special MBUF
credit card be issued?)

What entity should administer the MBUF program and collect the fees?

MN Department of Revenue, which now collects the fuel tax?
MnDOT, which now collects MNPASS fees (using a contractor)

MN Department of Public Safety, which now keeps vehicle records?
A new MBUF authority?

What process for rate-setting should be put in place?

Who sets the rates? (See question 11)

Should rates be tied to inflation?

How many rates are an acceptable number? A single flat rate? Multiple rates to achieve
policy objectives? (See Question 1)

What should be the process for modifying rates?

14. What would be the enforcement mechanism if someone does not pay?

Deny renewal of tabs?
Criminal charges?
Impound vehicle?

15. How might a transition to MBUF occur?

Start with vehicles that do not currently use taxed fuels?
Start with vehicles that are already equipped with most of the technology needed?
Allow MBUF to coexist with fuel taxes for some time; expand to all vehicles in time?
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B. Task Force Problem Statement

Among the first challenges facing the Task Force was adopting an appropriate Policy Study
Problem Statement. The project team and Task Force leadership presented the full Task Force
with proposed Problem Statement language for consideration at the July 27, 2011 Task Force
meeting. However, alternative language was offered by a member of the Task Force. After
thorough discussion, including consideration of the respective roles of equity and revenue in
driving the need for MBUF, the Task Force adopted the alternative language — albeit following
additional revision included in several friendly amendments. As subsequent Task Force
discussions tended to shift focus away from revenue concerns toward issues of equity, the Task
Force chairs agreed to final Problem Statement language that reflected this change in Task Force
discussion. The final Problem Statement language was incorporated into the draft and final Task
Force report, each of which was subject to approval of the Task Force.

Final language adopted following July 27, 2011 Task Force Meeting:
As more people continue to use fuel efficient and alternative-fuel vehicles that are not
fully taxed or are untaxed, less revenue will be generated by the fuel tax. In addition,
changes in demographics and travel trends will further reduce revenue contributed to the
fuel tax fund. As a result, future revenues will be inadequate to fund Minnesota's
transportation infrastructure. Several states, including Minnesota, Oregon and
Washington, are evaluating charging motorists based on the miles they drive, referred to
as mileage-based user fees, to understand the opportunities and challenges of such a
transportation funding approach in Minnesota. The Mileage-Based User Fee Task Force
will recommend to the Commissioner of the Department of Transportation if such an
approach has merit for Minnesota.

C. Task Force Discussion Items

The MBUF Policy Study Project Team provided the Task Force with a list of various discussion
items, including potential policy objectives. The initial list is provided below:

1. MBUF Policy Objectives
e Equity — Everyone pays for the roadway system regardless of their power source.

e Transportation Funding —Generate revenue to replace or supplement motor fuel taxes
with a MBUF.

e Environment — Help achieve environmental objectives such as reducing vehicle
emissions and fuel consumption.

e Congestion Mitigation — Help achieve travel demand management objectives such as
increasing transit usage and reducing peak period congestion.

e Other Options — Other policy objectives or combinations of the above

2. Use of Revenues
e Roads Only — Roadway construction and maintenance only, which supports the direct
user-pays-and-benefits principle)
e Roads and Transit — For highway and transit purposes, if an objective of MBUF is to
direct resources to encourage transit usage
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e Transportation — Dedicated for broad transportation uses, particularly if MBUF is a
replacement for fuel taxes

3. Other Issues for Future Discussions

Privacy

Rate setting criteria

Cost of MBUF System

Role of Public and Private Sectors (business model)

e Implementation and Transition Issues (cost, transition, complexity, technology, etc.)

Following considerable deliberation of these discussion items, the Task Force distinguished
between two Primary Objectives and a pair of Ancillary Long Term Objectives:

Primary Objectives

Promote Equity: Ensure that all motorists pay for their use of the roadway
transportation system, regardless of vehicle energy source.

Generate Transportation Funds: Generate transportation revenues by
supplementing or replacing the motor fuel tax with mileage-based user fees over time.

Ancillary Long Term Objectives

Protect the Environment: Support environmental objectives by reducing vehicle
emissions and fuel consumption.

Improve Transportation System Performance: Reduce the need for additional
investment in roadway transportation system capacity by more efficiently managing
travel demand.

The primary objectives and ancillary long-term objectives were highlighted in the full
MBUF Policy Task Force Report. A comprehensive record of Task Force deliberations
are included in Appendix H.

D. Task Force Report

The MBUF Policy Task Force report was the product of Task Force discussion and deliberation
over a six-month period from June through November 2011. The Task Force report was based
directly upon Task Force proceedings and included a set of findings and recommendations. The
Policy Task Force report was the product of an iterative writing process involving contributions
from the Task Force chair and vice-chair, as well as the MBUF Project Team. Task Force
proceedings informed the report’s first draft, and the full Task Force in turn provided detailed
feedback that led to a final draft — which was adopted unanimously before the Task Force
adjourned.

The final Task Force report is included as part of Appendix | and was divided into two parts:

e Part 1 briefly summarizes what the Task Force learned during its
discovery/investigative phase.
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e Part 2 describes the findings and recommendations of the Task Force to the MnDOT
Commissioner.

The Report also included a Minority Opinion supported by three Task Force members.

Task Force findings and recommendations were summarized in a presentation for future
stakeholder audiences (Appendix J).
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Chapter 5. Project Conclusion

Following adoption of the MBUF Policy Task Force report, the Task Force chair and vice-chair
—along with project staff — briefed the MnDOT Commissioner on report findings and
recommendations. In their conveyance letter to the commissioner, the chair and vice-chair
noted:

Ultimately, the Task Force, as our report says, “...does not recommend a statewide, full-
scale implementation of MBUF until concerns are satisfactorily addressed.” The Task
Force report does ask MnDOT to propose a detailed MBUF system design for the public
and policymakers to consider...the Task Force report recommends goals, parameters and
a next step for thoughtfully moving the MBUF conversation forward to the next stage of
consideration.

MnDOT subsequently issued a press release on December 16, 2011, highlighting the Task Force
and its report.

Although both the Task Force and the broader MBUF Policy Study have concluded its official
work, project staff anticipates the report and related activity will give rise to continued
discussion of MBUF as a potentially more fair and flexible transportation funding option.
Project staff looks forward to future legislative hearings and public discussion on the topic.
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Appendix A. Greater Minnesota Listening Session Tool



TABLE OF CONTENTS

L Summary of Findings
Il. Summary of Recommendations

III.  Final Report

1. Introduction

* Legislation

* Advisory Council Membership
2. Summary of Advisory Council Meetings
3. Transportation Funding Needs

4. Financing Alternatives

5. Council Findings and Recommendations

IV.  Appendix

PAGE

12

17

A-1




I. SUMMARY OF FINDINGS

MAJOR TRANSPORTATION PROJECTS — PLANNING

1. In general, the priorities for investing in major transportation projects should be to:
= Preserve existing levels of highway and transit service
= Reinvest in existing systems
+ Improve highway and transit service beyond their present levels

* Undertake major transportation projects

2. Major uan;pnnaﬁm projects are those projects that:
* Have a high cost
* Require several years to plan and construct
* Are critical elements of a regional transportation system

* Are vital to the economic health of the region or state

3. Major transportation projects must:
* Emerge from a comprehensive planning and selection process
+ Support land use planning
* Expand transportation choices
* Reduce highway congestion and improve air quality
* Achieve broad state and local policy goals

4, The Legislature should have no greater role in selecting major transportation projects
than in selecting other projects.
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MAJOR TRANSPORTATION PROJECTS - FUNDING

Changing the Minnesota Constitution as part of a comprehensive transportation funding
proposal would be divisive and politically challenging.

The Advisory Council believes that a workable funding package can be assembled
without changes in the Constitution.

A sound transportation funding package must provide for preserving the existing
transportation system and making necessary improvements to it, as well as providing for
major transportation projects.

The Advisory Council identified the most important criteria in evaluating funding options
a5

* Revenue potential

* Public acceptability

* Potential for having an impact on travel behavior

Il. SUMMARY OF RECOMMENDATIONS

. The Legislature should increase the present motor fuels tax by five cents per gallon and
provide for annual indexing of the tax at the rate of inflation in subsequent years.

The Legislature should authorize the Metropolitan Council to impose a sales tax of up
to one-half cent within the seven-county area to fund transit improvement projects
currently identified by the Metropolitan Council, to replace general fund metro transit
appropriations {other than Metro Mobility) and to replace the metro transit property
tax currently levied by the Metropolitan Council.

. The Legislature, Metropolitan Council, and Department of Transportation should take
the necessary steps to authorize and eventually implement a system of road pricing to
fund major transportation projects by the year 2000. Beyond the funding initiatives
already proposed by the Advisory Council, the Legislature should identify a funding
source or sources, following the recommended priorities established by the Advisory
Council, to support the development of major transportation projects until such time as
sufficient road-pricing revenues become available to underwrite those projects.

The Legislature should examine the state trunk highway system with a view toward
reducing the size of the system and placing some trunk highways under local jurisdiction.
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STATE ADVISORY COUNCIL
ON MAJOR TRANSPORTATION PROJECTS

FINAL REPORT

1. INTRODUCTION

In 1994, the Legislature passed a bill creating a State Advisory Council on Major Trans-
portation Projects. This Council was to provide a forum at the state level for education,
discussion, and advice to the Legislature regarding the financing of major transportation projects.
The Council’s charge was to identify projects that could not be funded within the current
transportation funding structure, evaluate funding methods, receive public testimony, and submit
to the Legislature a report and recommendations for a preferred financing plan for significant
highway and transit projects.

The Council consisted of fifteen members appointed as follows: three senators and two public
members appointed by the Senate, three representatives and two public members appointed by
the Speaker of the House, and five public members appointed by the Governor. In addition, one
of the legislative members appointed by the Senate and the House was a member of the minority
caucus to assure that the work of the Council represented a bi-partisan effort.

A copy of the 1994 legislation and listing of the Council members is shown on pages 2 and
3

The Advisory Council met eleven times between September 1994 and January 1995. These
meetings covered a variety of topics and issues, and resulted in 2 recommendation for a
transportation financing package which was submitted to the Legislature in February 1995,

One of the most difficult issues the Council struggled with was how to define the scope of
their work. While the legislation specifically mentioned the financing of major transportation
projects, there was a realization on the part of Council members that it was very difficult to limit
their discussions and recommendations to this narrow mission. Transportation projects -- whether
they be for preservation and maintenance, or expansion and upgrading of the existing system, or
for major construction and reconstruction projects -- are intertwined and may compete for the
same revenue sources. There was a general fear that if the Council were to concentrate only on
the financing of major transportation projects, the need for increased financing of the existing
transportation system would be ignored and possibly foregone.,

The Council came to the agreement that while major transportation projects are important
1o the state’s economic vitality, they should not be funded at the expense of preserving the public’s
existing investment in the transportation system and making needed improvements to it. The
Council’s recommendations, therefore, include measures both for addressing the financing needs
of our existing transportation system and for major transportation projects. While not all votes
of the Council were unanimous, this report represents a consensus of the Council’s membership.

The remainder of this report contains a summary of the Council's meetings, a review of
transportation funding needs within the state, potential financing mechanisms for meeting these
needs, and a listing of the Council’s final findings and recommendations,
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LEGISLATION
Laws of 1894, Chapter 635, Article 1

gec. 11. [ADVISORY COUNCIL ON MAJOR TRANSPORTATION
PROJECTS. |
gubdivision 1. [ESTABLISHMENT; PORPOSE.] A state advisory

council is established to provide a forum at the state lewel for
education, discussion, and advice ko the legislature on the

Einancing of major transportation projects.
Subd, 2. [AUTHORITY; DUTIES.] The advisor

eoun=il shall:

1} identify aignificant highway and transit projects that

could not be Egynded within the eurrent transportation fundinm

structuce;
2} evaluate methods for funding the fdentified projects:
[3] receive public testimony and congult with governmental
units; and
4} subami: to the le
for & preferred plan to finance significant highway and ktransit
projects by February 1, 1995.
Subd. 3, [MEMBERSHIF.] The advisory council shall consist

rt and recommendations

of 15 members who serve at the

authority as follows:
1} aix legislatorcs

by the subcommittes on committees of the copmittes on rules and
adminiseration, and three members of the house of

cepresentatives appeinted by the speaker; and

(#) nine public members who ace residents of the state:

two appointed by the subcommittes on committess of the committes

the governor. The appointing authorities must consult with each

sther o assure that no more than eight members of the advisor

council are of the same gender.

Subd. 4. [CHAIRS.] The legislative appointing authorities

shall each designate a legislative & intes to sscve as

co=chalr of the advisery council.
Subd., 5. [ADMINISTRATION.) Legislative ataff and the

commissioner of transportation shall provide administrative and
staff assistance when requested by the adviscry couneil.




ADVISORY COUNCIL MEMBERSHIP

Senate Appointments

Senator Carol Flynn, Council Co-Chair

Senator Keith Langseth

Senator William Belanger

Gary DeCramer, Senior Fellow, State and Local Policy Program, Humphrey Institute
of Public Affairs

Rebecca Yanisch, Executive Director, Minneapolis Community Development Agency

House Appointments

Representative Bernie Lieder, Council Co-Chair
Representative Betty McCollum

Representative Virgil Johnson

El Tinklenberg, Mayor, City of Blaine

James Prosser, City Manager, City of Richfield

Governor Appointments

Dottie Rietow, Chair, Metropolitan Council

Sally Evert, Special Assistant to the Chair, Metropolitan Counil,
and former Chair, Regional Transit Board

Elaine Hanson, Commissioner, Department of Administration, and former Director
of Finance, City of Duluth

Diane Vinge, Owner, L and D Trucking Corporation

Charles Ferrell, Partner, Faegre & Benson
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2. SUMMARY OF ADVISORY COUNCIL MEETINGS

The Advisory Council’s meetings can be categorized into three distinct phases: a
gathering of transportation information and review of financing needs; establishment of
group consensus on transportation needs, the definition of major transportation projects, and
criteria for evaluating financing mechanisms; and selection of a package of financing
mechanisms for funding transportation needs. A copy of the agenda for each meeting can
be found in the appendix.

Information Gathering

During its first five meetings, the Council invited a number of individuals from the
transportation industry to make presentations on the existing transportation financing system
and transportation needs within the state. The purpose of this information-gathering phase
was to give the Council members a common base of knowledge and understanding of
transportation from which to make decisions.

In particular, the Council’s second meeting was devoted to a full-day retreat held at the
Minnesota Department of Transportation's training center in Arden Hills. At this meeting,
the members received presentations on the:

+ Present highway financing system and constitutional dedication of highway funds
» Present transit financing system for both Greater Minnesota and the metro area
= The State Transportation Improvement Program for 1995-1997
+ Metropolitan area highway/transit plan to year 2015
+ Travel behavior inventory and major transportation trends
= Comparison of Minnesota’s transportation financing with other states
Meetings three and four concentrated on the financing needs for both highways and
transit and the unfunded portions of these needs. These needs are described in more detail
in Section 3 of this report. The Council's fifth meeting consisted of a number of
presentations on the subject of road pricing (congestion pricing) and a2 mileage-based
revenue system.
Consensus Bullding
At the sixth and seventh meetings, the Council members split into two separate groups

and discussed identical questions relating to spending needs, the definition of major
transportation projects, investment priorities, constitutional dedication, and preferred critenia
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for evaluating financing options. At the end of each meeting, the two groups came back
together to compare responses and identify areas of agreement. The consensus items which
emerged from these meetings are shown below.

. 'IhcpmrmMnfspundingktmliﬂhfmbuthhighwapudﬁam&t.althmgh
highway spending is closer to being adequate than is transit spending.

* Transit and highway service levels can range from superior to inadequate
although, in general, both have inadequate service levels.

* The primary characteristics of major transportation projects are:
- Large cost and long time to build

— Vital to the economic stability of the state; are of critical importance to the
state or & region; are a critical element of a transportation system

- Positive economic benefit over the long term

= Achieve state and regional policy goals
* Selection of a major transportation project should:

- Emerge from a comprehensive planning process
Be evaluated through a cost-benefit analysis

Involve the public and stakeholders

- Be objectively selected through a professional process

Avoid legislative project selection

* Transportation needs exceed funding availability and available funding limits
transportation spending.

* Transit and highway funding must be linked.

* The highest investment priority is to operate and maintain key transportation service
levels,

* Transportation financing should generally move towards more flexibility to respond to
future changes, The existing constitutional dedication of highway user fees tends to
limit flexibility and separates highway and transit funding,

* Major transportation projects will most likely require a unique funding source that does
not distract from other transportation needs,
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. = ‘The preferred criteria for evaluating financing options in order are:

1. Revenue yield 7. Environment/energy impacts
2, Public acceptability 8. Sensitivity to inflation

3. Effects on travel behavior 9. Interstate competitiveness
4. Equity 10. Effect on state finance

5. Ease of administration 11. Constitutional restrictions
6. Progressivity

Selection of a Transportation Financing Package

Atitsﬁnalmthlg;,thcf.uun:il‘seﬁmtsmmﬂcdnnthnmlwﬁmofaﬁnm
package that would contain recommendations for meeting both the funding needs of the
existing transit and highway systems and major transportation projects. The staff presented
anmnbernfput:nﬁalfundingupﬁumunddﬁm'bcdlhnpumnﬂalmenmﬁcldfm:ach.
The Council reviewed each option in light of the criteria it had previously identified in its
work. A detailed description of the financing options is contained in Section 4 of this report.

The public was invited to testify at the eighth meeting of the Council. Each testifier was
asked to respond to the following questions:

1. What constitutes a major transportation project and why are they needed?

2. How should major transportation projects and other transportation needs
be financed?

Eight individuals chose to testify before the Council, and one additional individual
submitted written comments. A copy of the public testimony and written comments is con-
tained in the appendix to this report.

The Council’s final three meetings concentrated on further analysis of the financing
options, developing consensus on the preferred financing package, and approving the final
report and recommendations of the Council. The Council’s final findings and recommen-
dations are shown in Section 5 of this report.

3. TRANSPORTATION FUNDING NEEDS

As part of its charge, the Advisory Council looked in detail at the level of transportation
need facing the state. This need is often difficult to quantify because it can vary considerably
with the level of service goals which are to be met. While there is not widespread agree-
ment on the precise dollar amount of need, there is general agreement that transportation
funding must be increased if we are going to maintain and improve the existing system.
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There are a number of factors and trends which are contributing to Minnesota's growing
transportation needs and the gap between these needs and transportation spending. Over
the past decade, travel on Minnesota's highways has increased at a rate much faster than
population or job growth. From 1980 to 1990, population rose seven percent, the number
of households grew by 14 percent, Minnesota added over 400,000 new jobs, and total travel
on our roadways increased by over 36 percent. This rapidly growing travel demand is being
put on an aging transportation system that receives comparatively fewer dollars than it did
in 1972,

Minnesota’s last gas tax increase occurred in 1988, at which time the tax went from 16
cents per gallon to the present-day 20 cents per gallon. However, because the gas tax is not
indexed for inflation, Minnesota’s buying power in the area of transportation has dropped.
An Information Brief prepared by House Research and shown in the appendix to this report
indicates that, since 1972, highway expenditures as a percent of total state and local
government spending have dropped from 11.6 percent of total spending in 1972 to 7.5
percent of government expenditures in 1992,

In 1988, the Legislature created the Transportation Study Board to conduct a study of
Minnesota’s Surface Transportation Needs into the 21st century and recommend a program
for making transportation improvements to meet those needs. The Study Board issued its
final report in 1991 and found substantial needs in all areas of Minnesota’s transpartation
systems. Unfortunately, the funding recommendations of the Study Board were never
implemented and most of these needs continue to exist today. A summary of the identified
needs from this report is shown below and was presented to the Advisory Council on Major
Transportation Projects at its third meeting,

* The Study Board needs were identified in two broad categories: “full service needs”
which include all identified transportation needs through the year 2011 and "acceptable
level of service needs"” which are those needs critical to maintaining current levels of
mobility.

* Full-service transportation needs (both highways and transit) through 2011 were
estimated to be $63.9 billion (1990 dollars); the state and federal share of this 20-year
need was estimated at $38.5 billion, or $1.9 billion annually.

* Current state and federal 20-year revenues are projected at $24 billion, or $1.2 billion
annually.

* Resulting in a 20-vear unfunded full-service transportation need of $21.6 billion, or $725
million annually. This is a 60 percent increase over existing funding levels.

* Acceptable level of service 20-year needs were estimated at $54.5 billion; the state and
federal share of this need was estimated at $32.1 billion, or $1.6 billion annually.

* Resulting in a 20-year unfunded acceptable level of service need of $8.1 billion or an
annual unfunded need of $400 million, a 33 percent increase over existing funding
levels,
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In 1992, the Minnesota Department of Transportation (MnDOT) also conducted an
mﬁvemdyhhhﬁnnmm'sumspumﬁmnmmmmm:m MnDOT
lmk:datﬁvepﬂenﬁﬂhnﬁngmaﬁmudidmﬁﬁmmmmﬁmwmﬁm
funding that would be needed to accomplish each scenario. The results of this study were
ﬂmpmumdtnthchﬂﬁsmy(humﬂatimmirdmuﬁngmdammpl:mdum'ipdmuf
each scenario is contained in the appendix. A summary of the results of this study is shown
below.

The first scenario -- described as a "deteriorating infrastructure” scenario - estimates the
impacﬁmth:smu'smpcmﬁmsjmmﬁmfundiuginﬂﬂmmmmughmcmd
of the decade. The scenario predicts a loss of federal funds due to insufficient matching
state funds, no annual construction program beginning in FY 2000, a serious decline in
transit programs, and a significant reduction in private-sector jobs dependent upon highway
construction. (MnDD‘Thasmkmst:pstuwmﬁismariommughimphmmﬁng
efficiency measures and reducing agency costs.)

m'mmsnnmtprmﬁnnplmuanﬁfmminwmmmmnmsﬂngkvdd
higlmwmnsmﬁnnpmgrﬂmspendhgatﬂmwlﬁmmmﬂyandwuhpmﬁdthr
identified transit needs. This scenario would require an additional average annual invest-
ment of $93 million for state highways and $45 million for state transit programs. The third
scenario is similar, except that funding would be provided only for the next biennium to
avoid cuts in the annual construction program. This would require an increase of $65
million for highways and $27 million for state transit programs.

The final two scenarios — “"economic development” and “competitive advantage” —
deseribe instances in which significant funding increases would be devoted to transportation
to provide for greater levels of highway construction and reconstruction and new transit
program development. The economic development scenario would require an increase of
$465 million per year for highways and $45 million per year for transit (similar to the Study
Board's adequate level of service needs), and the competitive advantage scenario would
require $867 million per year for highways and $47 million per year for transit programs
(similar to the Study Board's full-service needs).

While the Advisory Council did not spend a lot of time and effort trying to reach
agreement on the exact level of transportation need in Minnesota, it did come to the
conclusion that significant funding increases were necessary to bring our transportation
system up to an adequate level of service. Further, it concluded that if major transportation
projects were to be funded, these projects would require a source of funding that was
capable of raising substantial revenue and which did not have an adverse impact on the level
of funding needed to maintain our existing system. A description and summary of the
revenue options considered is given in the following section.
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4. FINANCING ALTERNATIVES

As part of its exploration of how to pay for major transportation projects, the Advisory
Council considered a wide variety of revenue sources. In doing so, the Advisory Council
began with the broadest possible range of alternatives, gradually reducing them to a
manageable number,

The Advisory Council began with this range of options:

Fuel-Based Revenue Sources

+ Fuel tax

* Extension of general sales tax to fuels
* Wholesale fuel tax

* Local fue] tax

+ Diese] differential

Indexed fuel tax

Petroleum gross receipts tax
Environmenta] taxes

-

Vehicle-Based Revenue Sources
Increased vehicle license taxes
Indexed vehicle tax rates
Increased minimum auto tax
Weight-distance tax

Motor vehicle sales (excise) tax
Mileage tax
Environment-based taxes
Driver license fees

& & = & & & = @

General Sales Tax Revenue Sources

* Statewide sales tax for transportation
* Sales tax on vehicle repair services
* Metro-area regional sales tax

Property-Based Revenue Sources

* Value-capture financing
Public-private partnerships
Transportation benefit districts
Severance taxes

- & & @&

Highway-Based Revenue Sources

* Toll financing
* Road pricing
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Credit Financing
» Bonding

Local Revenue Sources
» Tax increment financing
« Transportation impact fees
* Wheelage taxes
» Local sales tax
= Local fuel tax
» Transportation districts

Numerous criteria were used to systematically evaluate these alternatives. The first
mngcnfcﬁmriaminmndedmb:asudda-mnaingaﬂh:rmnuﬂﬂmmm

FINANCIAL CRITERIA

Revenue yield. What revenues has the alternative yielded in the past? How do these
compare with the scope of the needs? Is the alternative likely to be significantly more
or less productive in the future?

Revenue certainty. Does the alternative produce a reasonably predictable revenue yield?
What fluctuations in revenue yield has it historically experienced? Is it sensitive to
inflation? What other factors can affect revenue certainty?

Administrative efficiency. How easy or difficult is the alternative to administer? Does
the administrative framework already exist, or would it have to be invented? What is
the cost of administration/collection compared to the revenue generated?
State finance. What effect would the alternative have on the state general fund?
Local finance. Would the alternative have an effect on the finances of local govern-.
ments?

ECONOMIC CRITERIA
Equity. How is collection of the revenue related to use of the transportation facility
being financed? Is there a relationship between taxes paid and cost imposed? Does the
alternative involve cross-subsidization among facility users? To what extent does the
alternative reflect the true overall cost of the transportation improvement?

Progressivity. How is payment of the revenue related to ability to pay? Is it more or
less progressive than existing revenue sources?

Transportation efficiency. Does the alternative promote efficiency in the use of
transportation systems?

=10 -
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POLITICAL/LEGAL CRITERIA

Public acceptability. How likely is the public to accept the alternative? Can it be
explained in readily understandable terms? Is it likely to be perceived by the public as
fair and reasonable? Would it be perceived as a "new tax™?

Constitutional status, Does the alternative potentially conflict with any constitutional
restrictions? What is the likelihood of having to defend it in court? What would be the
likelihood of its constitutionality being sustained?

SOCIAL/ENVIRONMENTAL CRITERIA

Travel behavior. How would the alternative affect travel behavior? Would it affect an
overall goal of reducing average peak-hour vehicle occupancy? Would it expand or limit
transportation alternatives?

Environmental. What are the alternative’s likely environmental effects?

Development. Would the alternative have identifiable effects on development patterns
in metropolitan areas, regional centers, or rural areas?

Energy. How would the alternative affect energy consumption?

OTHER CRITERIA

Experience. Has the alternative ever been used in Minnesota, and what were the
experiences? Is the alternative being used in other states or regions? Has it ever been
used in other jurisdictions? Is their experience with it relevant to Minnesota?

The Advisory Council ranked these criteria in importance, then evaluated the major
revenue sources (major in terms of revenue potential) according to the weighted criteria.
The leading financial alternatives according to this process were:

Road pricing

Motor vehicle sales (excise) tax
Gasoline tax increase

Sales tax on gasoline

General or regional sales tax
Gasoline tax indexing

Further refinement of these alternatives led to-detailed revenue estimaies over a five-
year period, These estimates are shown in Table 1. Using these revenue estimates, the
Advisory Council then developed findings and recommendations on funding.

=11

A-14




TABLE 1

Revenue Estimates for Major Financial Alternatives
{in $ millions, for fiscal years)

1995 1996 1997 1998 1999
One cent gas tax 215 24.1 24.6 252 25.6
Three cent gas tax 64.6 723 738 75.6 76.7
Five cent gas tax 107.7 | 1204 1230 | 1260 | 1279
6.5% Motor vehicle sales tax 3626 |[3611 | 3715 | 3807 | 445
6.59 Gasoline sales tax 1653 | 1829 | 1847 1866 | 1BRS
5% Statewide sales tax 2052 | 2088 | 2156 |2247 | 2324
5% Metro sales tax 1218 | 1545 | 1595 1663 | 1721
(including vehicles)

(The assumed effective dates for each of these alternatives is July 1, 1995, except for the
metro sales tax which probably could not be implemented before September 1, 1995.
Revenue from a gas tax imposed effective July 1, 1995, would not be received until the next
month. The gasoline sales tax estimate assumes a pump price of $1.10 per gallon with the
entire price taxable.)

5. COUNCIL FINDINGS AND RECOMMENDATIONS

MAJOR TRANSPORTATION PROJECTS —~ PLANNING

In general, the priorities for investing in major transportation projects should be:

» Preserve existing levels of highway and transit serviee

« Reinvest in existing systems to provide the capital necessary to maintain
existing service levels

+ Improve highway and transit service beyond their present levels

* Undertake major transportation projects

.12.
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Major transporiation projects are those projects that:

* Have a high cost (in excess of $100 million or, in the case of highway projects,
exceed 100 percent of a district’s annual improvement budget)

* Require several years to plan and construct

* Are critical elements of a regional transportation system

* Are vital to the economic health of the region or state

Major transportation projects must:

* Emerge from a comprehensive planning and selection process that includes the public
and local elected officials, following the model of area transportation partnerships and
the Metropolitan Council’s transportation advisory board

* Support land wse planning

* Expand transportation choices

* Reduce highway congestion and improve air quality

* Achieve broad state and local policy goals

hmnﬂ,thtlﬁgilhmreshuﬂhawmmmhhuhﬂngmq}nrmmﬁ:
projects than in selecting other prajects.

This policy recognizes that the Legislature may need to identify major transportation
projects in order to fund them.,

The Legislature should examine the state trunk highway system with a view toward reducing
the size of the system and placing some trunk highways under local jurisdiction.

One factor complicating highway funding is the cost of providing for Minnesota's large
state trunk highway system. Those trunk highways that MnDOT has identified as
belonging on the 4,800-mile market artery system clearly serve a statewide function and
should be a state responsibility, as do many other miles of state highway. However,
testimony before the Advisory Couneil indicated that some 2,000 miles of trunk highways
are potential candidates for turnback to local government. The Legislature should
seriously consider how many miles should be turned back, how the process should be
handled, whether overall cost savings would result, and what requirements should be
imposed as to pre-turnback improvements.

-13-
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MAJOR TRANSPORTATION PROJECTS — FUNDING

Mmmm“mﬁawmmmm
would be divisive and politically challenging.

Although there is considerable support for either loosening dedication of highway user
taxes or for constitutionally dedicating another revenue source for transit, there is also
considerable opposition. This controversy has helped to doom transportation funding
packages that otherwise had broad support in the Legislature.

The Advisory Council believes that a workable funding package can be assembled without
changes in the Constitution.

Although statutory, rather than constitutional, dedication of funds runs the msk of
subsequent diversion of revenue for non-transportation purposes, the Advisory Council
still believes that avoiding constitutional changes offers the best prospect of assembling
a politically viable funding proposal.

Ammdtmnnpoﬂnﬁuumﬂingmkn;:mmpmﬂdeﬁrmmtmﬁu
mmﬂmqsmﬂmﬂnxnmmsmmﬂmwummu
well as providing for major transportation projects.

As important as major transportation projects are to the economic vitality of the state,
they should not be funded if it means that preserving the public’s investment in the
present transportation system and making needed improvements in present-day service
levels would be neglected. Transportation needs must be seen as a whiole, even while
they are being addressed with separate measures.

The Advisory Council has identified the most important criteria in evaluating funding
options as:
* Revenue potential

+ Public acceptability
» Potential for having an impact on travel behavior

-1 -
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RECOMMENDATIONS FOR FUNDING TRANSPORTATION NEEDS

mmmlhﬂuﬂhmmtmﬂnmﬁumhyﬂumuppﬂumm
for annuel indexing of the tax at the rate of inflation in subsequent years,

Aﬁv:nentmhumewummupﬁordmﬁmhpmmmufmnpsm
since the last increase in 1988, and allow the state not only to maintain the present level
ufMghwnymvhehutalmtumakeamuﬂmmpammtb:highwayﬁnpmmt
program. Indexing the gas tax to annual changes in the consumer price index would
protect this revenue source from future erosions in its purchasing power.

The Legislature should authorize the Metropolitan Council to impose a sales tax of up to
one-half cent within the seven-county area to fund transit improvement projects currently
identified by the Metropolitan Council, to replace general fund metro transit appropriations
(other than Metro Mobility) and to replace the metro transit property tax currently levied
by the Metropolitan Council.

A one-half cent sales tax in the region would generate approximately $150 million per
year when fully implemented, assuming that it applied to motor vehicles as well as to
other purchases. This revenue would take the place of the $80 million in transit
property taxes collected in the region each year as well as most of the present (FY 1995)
general fund appropriation of $36 million to metropolitan transit. (Metro Mobility,
which is funded at about $15 million per vear, is a state-mandated program and
therefore should continue to be paid for by state general fund appropriations.) It would
also make up a projected $8 million deficit in the metropolitan transit budget and make
substantial strides toward funding the Metropolitan Council's "vision for transit” to meet
the region's transit needs.

Stability is a major issue in transit funding, and the fear that a dedicated revenue source
for transit could be "undedicated” by a future legislature is a widespread one.
Delegation of the taxing authority to the Metropolitan Council would diminish the
likelihood of this kind of diversion and help to insure long-term continuity in funding
transit.

The Legislature, Metropolitan Council, and Department of Transportation should take the
necessary steps to authorize and eventually implement a system of road pricing to fund
major transportation projects by the year 2000.

"Road pricing” is the collection of payments from motorists for the privilege of using a
specific highway. The form of road pricing that most persons are familiar with is toll
collection at plazas, but technology is now making it possible to electronically record
highway use by a particular vehicle and periodically bill the vehicle owner for that use.
Road pricing offers the potential to raise money for funding major transportation
projects that cannot be funded by other methods (including the methods recommended

-5 .
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nmlwhuuhnlpingmmmgcmummmﬁuum to achieve greater efficiency
and reduce social costs. It may be implemented statewide or in the metro area only.

Much work remains in order to identify the steps needed to implement road pricing and
determine the specific policies that will guide its use. The Advisory Council recommends
that these general policies be followed in that process:

+ Road pricing should eventually be implemented in the metropolitan area on all
ﬁmysmdnrmmwmﬂataﬂmjurampoinmmmcmgm

= Road prices should attempt to recover the actual cost to the system of each class
of vehicle, and also to encourage single-occupant drivers to shift to transit o high-
occupancy vehicles during peak periods.

. [mphmmtaﬁnnufmdpﬂciugshnuldbepmmdndhyuemﬁmmmnmmm
statement. Whﬂethcrckpmmtcmhmmamhﬂnmmimcﬁmmnpmaﬁm
nfamﬂ-pﬁmdfm]iﬂ,themﬁtofthnEISshnuldalmbesh&mﬂbmmihc
public and private sectors.

« Projects that involve road pricing should have components 10 increase transit and
HOV use, with road pricing revenues helping to support those components.

+ Road pricing should first be undertaken on a demonstration-project basis, possibly
using a major river crossing.

» The road-pricing study now being done by MuDOT and the Metropolitan Council
should guide the decision as to whether road pricing should be in place during the
construction of a major highway project or be implemented only after completion
of the project.

Initially, road pricing would probably supplement rather than replace existing highway
user taxes as a source of road financing. Eventually, however, it is reasonable to expect
that for these projects road pricing would eventually replace highway user taxes as a
financing source. In the long run, as envisioned in legislation passed in 1994 (Laws 1994,
chapter 635, article 1, section 30), highway user taxes would largely be replaced statewide
by-an electronically-monitored mileage tax where each vehicle would be taxed directly
on the basis of actual miles traveled. Road pricing as a means of funding major
transportation projects would be integrated into such a system.

Beyond the funding initiatives already proposed by the Advisory Council, the Lepislature
should identify a funding source or sources, following the recommended priorities
established by the Advisory Council, to support the development of major transportation
projects until such time as sufficient road-pricing revenues become available to
underwrite those projects.

T
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IV. APPENDIX

Meeting Agendas.

. House Information Brief, "Highway Spending in Minnesota 1972 to 1932."

- Minnesota Department of Transportation, “Minnesota Transportation Scenarios”,
Fall/Winter 1882-83,

. Public Testimony/Written Statements.

The appendix to this report is available upon request.

Flease call (12) 296-7681 to receive a copy.
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Executive Summary

The purpose of the Study of Transportation Long-Range Funding Solutions is to identify and
evaluate options for transportation funding in Minnesota during the next 20 years. As directed by
the Minnesota Legislature, the study investigates the ability of existing sources of revenue to
meet current and future fransportation needs. The study includes state trunk highways, Greater
Minnesota transit and Twin Cities metropolitan area fransit. Freight movements outside the trunk
highway system and other modes of transportation such as air, water and intercity bus and rail
are not included. This study builds en previous Minnescta Department of Transportation and
Metropolitan Council plans as well as the work of two national commissicns that have examined
the issue of long-term funding for fransportation.

The revenue-generating potential of current sources was compared with long-range plans for
each system in the study. Projected future trends affecting the current fuel tax and motor vehicle
regisiration and sales taxes were then considered. In particular, changes to the vehicle fleet, such
as increased fuel economy and the potential of alternative fuels, are noted. Combined with rising
construction costs and changing demographic patterns, the result of these effects is that future
revenues are unlikely to be sufficient to maintain and operate the transportation system or
sustainable if funding remains at current sources and levels. Alternative funding strategies are
investigated, and their potential application in Minnesota is evaluated using several criteria.

Transportation Investment Needs

The Statewide 20-Year Highway Investment Plan 2009-2028, the Mn/DOT Draft Greater

Minnesota Transit Plan 2010-2030 and the
Metropolitan Council 2030 Transportation

Summary of 20-year transportation needs and revenues

Policy Plan each contain information about Investment Revenue

investment needs and current funding Type of sgrvice need projection

sources. Highway investments are needed to Highways

: Operating $14B

improve traveler safety, preserve Capital $658

infra_st_ructure and provid_e increas_ed _ Total $79B $298

mobility. I.ncreased t{’ans1.t.oper'c.mons in Greater MN Transit2

areas outside the Twin Cities will be needed Operating $2B

as the population continues to grow and age. Capital $1B

Transit expansions are also planned for the Total $3B $28B

Twin Cities metropolitan area to provide an Twin Cities Transit’

alternative to congestion and improve Operating 3128

service, with a goal of doubling ridership by Capital $9B

2030. Total $21B $17B
Total $103B $48B

The investment needs for each plan are
summarized in the table to the right, along
with the revenue projection from existing
sources used to develop the plans. The state

Note: Alffigures in year-of-construction dollars

" Statewide 20-Year Highway investment Plan 2005-2028;
operating estimate s bassd on currantbutdget lbvals and doss
not reflect all performance-based needs. M/DOT is preparing to
develop a highway operations ard investment plan, which will
betler evaliale operations and maintenance need's.

2 Mm/DOT Draft Greater Minnesota Transit Plan 2010-2030

E Mefrapolitan Council 2030 Transpartaiion Palicy Plan

Study of Transportation Long-Range Funding Solutions
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motor fuel tax, motor vehicle sales tax and motor vehicle regisiration tax are included in the
revenue projection, along with projected federal and state general funds and other dedicated
sources such as fares and local option sales taxes.

Current and Future Revenue Trends

Revenues from taxes on vehicles and fuel have not kept pace with needs, and are forecast to
decline in the years ahead for a variety of reasons. Motor fuel tax revenue is likely to decrease
due to increased fuel economy, and its buying power will decline because the rate does not keep
up with inflation. Sharp increases in the price of fuel cause consumers to drive less and thus
decrease revenue potential, since the fuel tax is fixed and does not vary with price. As electric
vehicles, plug-in hybrids and alternative fuels are developed and become more widespread, this
effect is magnified. The potential effects of increasing fuel economy, plug-in hybrids and electric
vehicles are shown in the figure below. Federal funds collected from the national fuel tax are
susceptible to the same trends as the state tax.

Changes to the vehicle fleet can also
affect sales and registration tax
revenues. The recent adjustments to
the depreciation schedule for
vehicles means owners of newer
vehicles are paying a larger share of
registration taxes. Therefore,
revenues are sensitive to economic
downtums that cause drivers to put
off buying new vehicles. Smaller
cars with better fuel economy also
tend to be less expensive than the
larger trucks and SUVs they are
replacing. An exira challenge arises
from funding transit operations with
vehicle sales taxes. As transit
ridership increases, vehicle sales and
the associated tax revenues decrease.

Other economic and policy trends
will have a broader impact. Volatility
in the costs of consiruction materials
makes the revenue needed for
specific projects less predictable.
Environmental policies and changing
land use and demographic patterns
can affect the demand for
transportation services.

Motor Fuel Tax Revenue {Millions, year of collection)
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Revenues fram sale of gasoline only
Excludes revenues from diesel and other fuels

$100

0
2010

2012 2014

2018 2020 2022 2024 2026 2028
Year

2018 2030
====Fyel| economy follows 2007 CAFE standards (35 mpg by 2020)
—Fuel economyincreases at rate implied by proposed CAFE standards (35.5 mpg by 2018)
=#=Plug-in hybrid adoption rate increases annually before lexeling at 50%

Electric vehicle adoption rate increases annually before leveling at 50%

Plug-in hybrid adoption rate increases annually before leveling at 100%
===( | ctric vehicle adoption rate increases annually before leveling at 100%

Assumptions:

Gas Tax remains at §0.285 starting 2073

Average annual VM T per vehicle assumed fo be constant

Rate of new vehicle purchases iz 5%

Fleet grows af 0.8% annually due fo population growlh

Far plug-in hybrids, an average 100 milkes pergalion was assumed

Effects of electric and plug-in hybrid vehicles on state motor
fuel tax revenues

Source: Mn/DOT Office of investment Management
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Evaluation of Revenue Options for Minnesota

The potential effectiveness of several alternatives for use in Minnesota was evaluated based on
the following categories of criteria:

e Viability —Revenue potential, implementation complexity, and public acceptance

o Resilience — Susceptibility to increased fuel economy and use of alternative fuels,
increased use of alternate modes, and fuel price volatility

e Policy Impact — Potential to relieve congestion and reduce greenhouse gas emissions

The funding alternatives considered ranged from user fees and value capture strategies to
existing sources and general revenues. The following strategies were evaluated:

o Existing Sources — Motor fuel excise taxes, motor vehicle sales taxes, vehicle
registration taxes, state general funds, local option sales taxes, property taxes, High
Occupancy Toll lanes, tax increment financing, wheelage taxes, fares, and advertising

e Modification of Existing Sources — Indexed motor fuel excise taxes, motor fuel sales
taxes, and emission-based vehicle registration taxes

e Potential Sources — Mileage-based taxes, emission-adjusted mileage-based taxes,
location- or time-adjusted mileage-based taxes, tolling existing lanes, tolling new lanes,
tolling based on congestion level, cordon pricing, parking pricing, general sales taxes,
land value taxes, transportation utility fees, and cap-and-trade revenues

Each strategy was given a positive, negative or neutral rating with respect to the criteria. No
single strategy is perfect, and revenue will likely need to continue to come from a variety of
sources.

Summary of Findings and Conclusions

With the Metropolitan Council and the Center for Transportation Studies at the University of
Minnesota, Mn/DOT held a symposium to inform interested parties about long-range
transportation plans and to gather input about what to include in the study. Based on the
assessment of current and future needs, options and input from stakeholders, the following
conclusions can be drawn:

1. Minnesota’s primary transportation revenue sources are unlikely to be sustainable in
the long term.

- The combined effects of increases in fuel economy and alternative fuels, increasing
use of alternative modes of transportation, and demographic shifts will begin to erode
fuel tax revenue after the full rate increase is implemented in 2012.

- Federal funds are heavily dependent on the federal motor fuel excise tax, which is
susceptible to the same trends affecting Minnesota’s motor fuel tax.

- The constitutional dedication of the Motor Vehicle Sales Tax revenue to
transportation has increased funding for transportation, but total MVST revenues

Study of Transportation Long-Range Funding Solutions iii
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have been declining. The recent economic recession and increasing consumer
preference for smaller, more fuel efficient cars have decreased MVST receipts in the
past two years. Cars are lasting longer and the demand for additicnal vehicles has
slowed, so MVST revenues are likely to be slow to recover.

- Fees from newer vehicles constitute a significant portion of annual vehicle
regisiration fees because of the depreciation schedule for vehicles. As a result, at least
in the short term, the same trends impacting MVST revenues also impact registration
fees.

- New revenues have been dedicated to fund transit eapital improvements, but funding
transit operations is likely to be an ongoing challenge.

Reliable and predictable funding sources are important for planning purposecs.
Transportation investments are planned years in advance of construction, and it is difficult to
plan and program investments if revenues fluctuate widely. Therefore, the sustainability and
reliability of those revenue sources are important considerations.

Despite the many options available, only a few revenue mechanisms offer the potential
to generate significant revenue similar to the current primary revenue sources. Most of
the options considered in this study are unlikely to generate revenue similar to the current
primary sources. Other than modifying existing sources, mileage-based fees, tolling existing
lanes, and dedicating a portion of the general sales tax are the only three options with the
potential to generate revenue comparable to the fuel tax.

Dependence on a single revenue source exposes transportation funding levels to more
risk. A portfolio of revenue sources reduces the risk of negative trends and is more likely to
provide stable revenue to fund the transportation system.

Fuel taxes are still a viable option in the short term. The fuel tax is inexpensive to
administer and provides an incentive to reduce greenhouse gas emissions. Historieally, it has
taken roughly 20 years for the passenger vehicle fleet to fully turn over, so even with
increasing fuel economy a decade may pass before fuel tax revenues are significantly
reduced. Nevertheless, under the current CAFE standards (35 miles per gallon by 2020), fuel
tax revenues are projected to begin decreasing after the increased tax rate is fully
implemented in 2012. Even if the nominal value of tax revenues remained constant through
rate increases, the purchasing power of the tax revenue would continue to decline due to
inflation.

Mileage-based fees, or VMT fees, have the potential to generate significant revenue, but
there are many implementation and public acceptance issues that need to be resolved.
Mileage-based fees may be best implemented at the national level. More directly linking
taxes to system use could help achieve other policy goals.

Minnesota transportation revenue mechanisms could better recognize and support
multiple established policy goals related to economic development, natural resource
preservation, GHG emissions and safety. These goals can conflict at times and can have
unintended revenue consequences. The mix of revenue sources used should generate

Study of Transportation Long-Range Funding Solutions
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sufficient and stable revenue, and support diverse goals and objectives for the Minnesota
economy, transportation system and natural environment. Some options like congestion
pricing may generate less revenue, but may be desirable for their environmental or
congestion benefits.

8. The Minnesota approach to funding could better support and enable the emerging
vision of a multi-modal transportation system. Both the Statewide Transportation Pelicy
Plan and the Metropolitan Council 2030 Transportation Policy Plan envision a more multi-
modal transportation system in the future. Mn/DOT and the Metropolitan Council are
currently working together to develop strategies to optimize the existing system, provide
advantages for transit and find other ways to meet transportation needs. Statewide plans are
also being developed for freight, passenger rail and transit. These efforts offer an opportunity
to create a safe, efficient and sustainable transportation system for the future. Minnescta
revenue sources could be more consistent with these new approaches to achieving mobility
and access objectives for the population of Minnesota.

Study of Transportation Long-Range Funding Solutions v
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Appendix C. Greater Minnesota Listening Session Tool



Mileage-Based User Fee
Community Listening Session

June 9, 2011
Mn/DOT District 8
Willmar, MN
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\
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OF mp@‘"

HUBERT H. HUMPHREY . SCHOOL OF PUBLIC AFFAIRS

riven to Discover

Welcome

John Doan, Facilitator, SRF Consulting
Jon Huseby, Mn/DOT District 8 Engineer

Lee Munnich, Humphrey School, University of
Minnesota

Introductions of participants
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Welcome & Introductions

Policy Study Overview

Instant Polling “Clicker” Instructions

MBUF Issues and Discussion
Wrap Up and Adjourn

Policy Study Overview

@ MiLEAGE-BASED USER Fee (MBUF) -
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Why are we here today?

e Mn/DQOT is conducting a research project on
Miles Based User Fees (MBUF)

— One possible funding alternative
— Approved legislation to study MBUF in 2007

 Mn/DOT needs your help
— Want to hear from you

— Your feedback will help us learn

Mileage-Based User Fee

 Drivers pay for road use on a per-mile rather

than per-gallon basis
* In-vehicle technology could be used to record
total miles driven

e Payment collected on a periodic basis

e Complex issue with many technical and policy
options




Characteristics of

Mileage-Based User Fees (MBUF

e Also called vehicle-miles traveled (VMT) fee

e Charges based on distance and other potential
factors, rather than strictly on amount or type
of fuel used

e Revenues increase or decrease with vehicle
miles traveled

Study Overview

Two-Part Research Effort

1. Technology Demonstration

— 500 vehicles in Hennepin
and Wright Counties

— Recent news headlines
2. Policy Study
— Will engage stakeholders to

identify and evaluate MBUF

issues (including your
involvement today)




Policy Study Overview

1. Focus Group Discussions in Greater MN
— Rochester, Duluth, Bemidji, Willmar & St Cloud

Individual Stakeholder Meetings
Internet Panel Survey
Expert Panel Roundtable Forums

Policy Task Force led by:

— Bernie Lieder, Former State House Transportation
Committee Chair (Crookston)

— Jim Hovland, Mayor, City of Edina

vk wnwN

Instant Polling “ Clickers”
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How do | use my “clicker?”

* Press number on “clicker”
that corresponds to an
answer that is asked

e Allows for instant polling of
the group

e Let’s practice!

0%

0%

0%

0%

Who is your favorite Twins player?

1. Joe Mauer
2. Jim Thome
3. Joe Nathan
4. Justin Morneau
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How will the Twins finish the year?

0%

0%

0%

0%

Win the World Series!
Forfeit the season due to injuries
Lose to the Yankees again in the playoffs

P wbh e

Don’t care

Where do you live?

0%

0%

0%

0%

1. Unincorporated area
2. Township

3. City less than 50,000
4. City 50,000 or greater
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0%

0%

0%

0%

0%

0%

0%

Elected official

Local government staff

DOT staff

Business or industry group position
Non-profit staff

General public

Other

N o U ke WD RE

14%

14%

14%

3. Full-size car

5. Single-unit truck
6. Semi-truck
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How familiar are you with the
concept of Mileage-Based User Fees?

0% 1. Very familiar
0% 2. Somewhat familiar

0% 3. Not familiar

Transportation Funding

@ MiLEAGE-BASED USER Fee (MBUF) -
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History of the Fuel Tax

State fuel tax (commonly referred to as gas tax)
introduced in MN in 1925

National fuel tax introduced in 1950s

In MN, fuel tax revenues are constitutionally
dedicated for highway use

Other sources for transportation funding

— License tabs - Vehicle sales tax

— Property taxes - Tolls

— General fund revenues

How much is the MN state gas tax?

0%

0%

0%

0%

0%

vk wihe

Less than 16 cents/gallon
16 to 25 cents/gallon

26 to 35 cents/gallon

36 to 45 cents/gallon
More than 45 cents/gallon
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How much is the federal gas tax?

0%

0%

0%

0%

0%

vk W PRE

Less than 16 cents/gallon
16 to 25 cents/gallon

26 to 35 cents/gallon

36 to 45 cents/gallon
More than 45 cents/gallon

gasoline diesel

(cents/gallon) (cents/gallon)
State Gas TaX....c.coeeeeeennenn 27.5 i, 27.5
Federal Gas Tax................ 184 . 27.5
Total Gas Tax............. 45.9 51.9
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How much do you pay in MN

state gas tax per year?

Less than S50
$51 to $100
$101 to $150
$151 to $200
$201 to $250
More than $251

0%

0%

0%

0%

0%

SR

0%

Annual MN State Gas Taxes Paid
s 10,000 miles | 15,000 miles | 20,000 miles
(miles per gallon) per year per year per year

20 mpg $138 $206 $275
30 mpg $92 $138 $183
40 mpg $69 $103 $138
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How much do you pay per mile in

0% Less than 1 cent per mile

0% 1.1 to 2 cents per mile
0% 2.1 to 3 cents per mile

0% 3.1 to 4 cents per mile

vk e

0% More than 4 cents per mile

Gas Taxes Paid per Mile

Fuel Consumption State Gas Tax State + Federal Gas
(mpg) (cents per mile) | Tax (cents per mile)

10 (delivery truck)

20 (passenger car) 1.4 2.3
30 (passenger car) 0.9 1.5
40 (hybrid) 0.7 1.1
50 (hybrid) 0.6 0.9
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Emerging Trends

1. Gas tax revenues expected to trend
downward due to:
— Greater number of hybrids and electric vehicles
— Higher fuel-efficient vehicles

2. Growth of auto VMT may moderate, but
truck due to higher gas prices

3. Decline in purchasing power of fuel tax due
to inflation

sy 7

33 -

31

Miles Per Gallon

29

27 A . .
1985 1988 1991 1994 1997 2000 2003 2006 2009 2012 2015 2018

Source: U.S. Department of Transportation National Highway Traffic Safety Administration. "Automotive Fuel Economy Program: Annual
Update Calendar Year 2004.” DOT HS 809 512.http://www.nhtsa.gov/DOT/NHTSA/Vehicle%205afety/CAFE/2004_Fuel_Economy_Program.pdf
Accessed June 29, 2010.
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U.S. Average Annual

3,100

2,900

2,700

2,500

2,300

VMT in Billions

2,100 -
1,900

1,700

RO AR R SR S L I L R O AR I S SR USRI o I AR I
FFFFFFISILFTTST PSS F LSS

Source: U.S. Department of Transportation Federal Highway Administration Office of Highway Policy Information. “Traffic Volume Trends:
April 2010.” Complied data on hand as of June 16, 2010. http://www.fhwa.dot.gov/ohim/tvtw/tvtpage.cfm Accessed June 29, 2010.

100%
90%
80%
70%
60%
50%
40%
30%

20%
10%

0%
1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015

Source: AASHTO. Jack Basso, Director of Program Finance and Management presentation January 26, 2010. “Transportation systems. The
outlook for reauthorization of the Surface Transportation Programs.
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Other Factors

1. Reluctance to raise gas tax or adjust it for
inflation

2. State estimates S50 billion shortfall for road
construction and maintenance over next 20
years ($2.5 billion per year)

Potential Alternatives

1. Continued reliance on the gas tax & other
transportation fees (tabs, MVST, wheelage
tax, CTIB, etc)

2. General fund revenue transfer (sales tax,
income tax, property tax, etc)

3. New user-pays system (mileage-based user
fees) to supplement or replace fuel taxes

C-16



Road User Pays Principle

@ MiLEAGE-BASED USER Fee (MBUF) -

User Pays Principle

1. Road construction and maintenance costs are
a function of road use and vehicle/axle
weight

2. Vehicles of the same weight that use less fuel

or no fuel at all cause the same damage to
roads as those that use more fuel

3. Users should pay based on how much they
use of a public good and its impact

C-17



User fees should be tied to
distance traveled & vehicle weig

Strongly Agree
Agree

Neutral
Disagree

e e

Strongly Disagree

0% 0% 0% 0% 0%

MBUF can address impact of electric, hybrid and
alternative fuel vehicles to gas tax revenues

Strongly Agree
Agree

Neutral
Disagree

e e

Strongly Disagree

0% 0% 0% 0% 0%
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Purpose of Mileage-Based User
Fees, June

@ MiLEAGE-BASED USER Fee (MBUF) -

Purpose

e Collect revenues that are adequate and
sustainable to fund the roadway system

* Promote policy objectives such as:
— Reduce fuel consumption
— Reduce total miles traveled
— Reduce emissions
— Reduce congestion

C-19



Policy Objective

* Collect revenues that are adequate and
sustainable to fund the roadway system

* Per-mile rate could be adjusted by:
— Weight
— Class of vehicle
— Vehicle fuel economy
— Type of roadway
— Time of day

BENEFITS CONCERNS
1. Affects total vehicle-miles 1. Enforcement Challenges
traveled 2. Cost to administer
2. Not tied to fuel 3. Does not provide incentive
consumption to drive in less congested
3. Environmental incentive times or areas
Versatility 4. May not provide incentive
5. Congestion management to use a hybrid, electric or
tool highly-fuel efficient vehicle
6. Improved safety 5. Potential privacy concerns
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If MBUF were implemented,

what level of revenue should be collected?

1. Revenue neutral-
Replace dollar for
dollar existing fuel
tax revenues

2. Generate more
revenue to cover
future road funding

shortfall 0% 0% 0%

3. None of the above

How should Mileage-Based User
Fee rates be set?

@ MiLEAGE-BASED USER Fee (MBUF) -
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Aside from distance and weight, other rate

setting factors should be considered, such as

Strongly Agree
Agree

Neutral
Disagree

o e N e

Strongly Disagree

0% 0% 0% 0% 0%

Mileage-based user fee rates should provide
incentives for owning a fuel-efficient vehicle.

Strongly Agree
Agree

Neutral
Disagree

s e

Strongly Disagree

0% 0% 0% 0% 0%
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Plug In electric vehicles should pay a mileage

fee (they currently do not pay the gas tax).

Strongly Agree
Agree

Neutral
Disagree

o e N e

Strongly Disagree

0% 0% 0% 0% 0%

Heavy commercial vehicles should pay a higher
rate per mile than cars and light-trucks.

Strongly Agree
Agree

Neutral
Disagree

s e

Strongly Disagree

0% 0% 0% 0% 0%
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Higher polluting vehicles should pay higher fees

per mile than less polluting vehicles

Strongly Agree
Agree

Neutral
Disagree

o e N e

Strongly Disagree

0% 0% 0% 0% 0%

Drivers in rural areas should pay a different
rate per mile than drivers in urban areas

Strongly Agree
Agree

Neutral
Disagree

s e

Strongly Disagree

0% 0% 0% 0% 0%
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Technology & Privacy

@ MiLEAGE-BASED USER Fee (MBUF) -

Technology

Three possible technology approaches:
1. Annual odometer reading (low tech)

e similar to former emission checks
e no location information obtained
2. On-board unit (medium tech)

e connect with diagnostic port of any vehicles since
1996

* Uses cellular communications, general location
information obtained

C-25



Technology (cont.)

Three available technology approaches:
3. Geographical Positioning System (GPS)

* Hightech
*  Provides accurate mileage, route and location
information

e Uses wireless communications

Periodic odometer reading is an
acceptable approach (low tech)

Strongly Agree
Agree

Neutral
Disagree

s e

Strongly Disagree

0% 0% 0% 0% 0%
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On-board unit is an acceptable

approach (medium tech)

1. Strongly Agree
2. Agree

3. Neutral

4. Disagree

5. Strongly Disagree

0% 0% 0% 0% 0%

GPS is an acceptable
approach (high tech)

1. Strongly Agree
2. Agree

3. Neutral

4. Disagree

5. Strongly Disagree

0% 0% 0% 0% 0%
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Irrespective of technology, MBUF user data

must be protected and this confidential.

Strongly Agree
Agree

Neutral
Disagree

o e N e

Strongly Disagree

0% 0% 0% 0% 0%

Private companies are better able to protect
privacy of individual data than the government

Strongly Agree
Agree

Neutral
Disagree

s e

Strongly Disagree

0% 0% 0% 0% 0%
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Cost & Use of Revenues

@ MiLEAGE-BASED USER Fee (MBUF) -

Collection Costs

e Gas tax is simple and cost effective to collect
— 1% to 2% collection cost
— Collected from wholesalers, paid for at the pump
— Included in price of gas

e MBUF requires entirely new collection method

— Upfront capital cost to install equipment

— Likely more expensive to collect, administer and
enforce relative to gas tax

C-29



MBUF revenues should be constitutionally

dedicated to transportation purpose?

0% 1. Yes
0% 2. Maybe
0% 3. No

MBUF revenues should be constitutionally
dedicated to roadway purpose?

0% 1. Yes
0% 2. Maybe
0% 3. No
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If MBUF were used to achieve objectives, such as

0% 1. No
0% 2. Maybe
0% 3. Yes

If MBUF provided other services (directions, crash
avoidance, emergency assistance) would that justify

0% 1. No
0% 2. Maybe
0% 3. Yes
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What would be an acceptable cost to collect

Mileage-Based User Fees in the short-term?

20% 1. 1-3%

20% 3. 7—10%
20% 4. 11-15%

Collection of Fees

@ MiLEAGE-BASED USER Fee (MBUF) -
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Transparency

* Mileage-based user fees can provide drivers
direct price signal

* Price signal can give drivers better information
to manage how much, where and when they
drive so as to reduce their driving cost

How to collect fees?

* Fees could be collected in a number of ways:
— At the gas pump
— Monthly invoices
— Quarterly, or less often

— Using a credit card account to replenish once
minimum threshold is reached
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Drivers should be billed monthly or more

frequently

1. Strongly Agree
2. Agree

3. Neutral

4. Disagree

5. Strongly Disagree

0% 0% 0% 0% 0%

Drivers should be billed quarterly
or less frequently

1. Strongly Agree
2. Agree

3. Neutral

4. Disagree

5. Strongly Disagree

0% 0% 0% 0% 0%
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Receiving periodic bills showing mileage and per-mile

costs will help users make better driving decisions.

Strongly Agree
Agree

Neutral
Disagree

o e N e

Strongly Disagree

0% 0% 0% 0% 0%

Other Issues

@ MiLEAGE-BASED USER Fee (MBUF) -
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Is MBUF a good idea for the future?

Strongly Agree
Agree

Neutral
Disagree

o e N e

Strongly Disagree

0% 0% 0% 0% 0%

Wrap Up

e Your feedback will inform the MBUF Policy

Task Force

» Task Force final report will be available in
December 2011

 Visit MBUF study website for additional
information

www.dot.state.mn.us/mileagebaseduserfee/
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Thank youl!

Additional comment forms are available

Lee Munnich
Humphrey School, University of Minnesota

John Doan
SRF Consulting Group

HUBERT H. HUMPHREY ' SCHOOL OF PUBLIC AFFAIRS

[\

@ MILEAGE-BASED USER FEE (MBUF) -4&3
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Appendix D. Greater Minnesota Listening Session Themes



In order to incorporate stakeholder feedback from throughout the state, the Policy Study included
a series of five listening sessions in Greater Minnesota. Each session began with an overview of
the MBUF concept and proceeded to poll participants regarding their individual attitudes on var-
ious attributes of a potential MBUF system. Invitations were extended to select local govern-
ment leaders, transportation officials, and trucking and business representatives. The listening
sessions took place in the communities of Bemidji, Duluth, Rochester, Saint Cloud and Willmar,
occurring over a course of eight weeks from April to June, 2011. On average, listening sessions
included about a dozen participants and lasted approximately two hours. The following provides
a summary of aggregate findings, organized by topic area and emphasized to properly convey
overall participant priorities.

General
1. Concern that elected officials will lack the “political will” to implement a system as complex
as MBUF.

2. Lacking knowledge of specific project characteristics, some individuals had trouble answer-
ing hypothetical questions about MBUF.

3. Participants were curious if other states had studied MBUF and, if so, what issues each state dealt
with in examining the system.

4. Widespread belief that current system is flawed and/or failing to raise necessary revenue; skepti-
cism if MBUF is the best alternative.

5. From trucking industry:

e Some sensitivity over use of the term “gas tax;” “fuel tax” tends to be more acceptable and
reflects various taxes paid by the trucking industry.

e Pointed criticism of the assumption that vehicle miles traveled is declining or stabilizing, es-
pecially when one controls for commercial vehicles.

e Attitude that vehicles miles travelled is not tied to gas tax levels; rather, change in fuel prices
has greater bearing on behavior than gas tax levels.

e Consistent support for continued use of current fuel tax regime and increase in fuel tax rates
as future need requires.

e The Oregon MBUF study was unreliable, inaccurate and expensive according to the Minne-
sota Trucking Association.

Road User Pays Principle

1. Strong sense that current fuel tax regime is inequitable, not all users pay their fair share.

2. Frame MBUF discussion on fact that some vehicles don’t pay for using roads; identify equi-
ty issues that are larger than revenue shortfalls.

3. MBUF could solve current inequities and be adjusted based upon any number of variables, such
as vehicle weight, fuel source, etc.

4. Understanding that general fund could supplement fuel tax revenues, serve as alternative to
MBUF; however, concern that funding levels could vary considerably as legislative composition
and priorities, as well as fiscal realities, changes from year to year.

5. Some support for increased license or tab fees, or wheelage or sales taxes, to address inequalities
with electric and hybrid vehicles — or with revenue shortfall generally.

6. Some appreciation for idea that just as paying for roads and paying for fuel are two separate is-
sues, funding sources for road construction and road maintenance should be distinguishable. As
such, license or tab fees should be used to fund initial construction of roads and bridges; user fee
such as fuel tax or MBUF should be targeted to maintenance.

7. Understanding that many miles are driven on all types of roads and that people want safe, smooth
roads that can carry heavy loads; however, Minnesota is not even close to being able to fund the
required annual road maintenance for its existing infrastructure.
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MBUF Policy Issues

1. General belief that any MBUF approach would be best if implemented at national rather
than state level; concern over scale and complications due to interstate travel.

2. Including additional pricing factors and policy objectives may muddy the water on MBUF
costs and benefits and hinder the likelihood of MBUF implementation. Keep it simple.

3. Some concern over social engineering and potential for market distortion.

4. Incorporating a timely billing and/or payment system is important; pay at the pump or on a
monthly basis. How would MnDOT charge people who don’t have credit cards?

5. If MnDOT makes the effort to implement MBUF, be sure to incorporate added value of conges-
tion pricing, for instance.

Revenue

1. Widespread belief that current system is flawed and/or failing to raise necessary revenue.

2. Any MBUF scheme should result in additional revenue for transportation system; strong,
consistent opposition to revenue-neutral approach.

3. Curiosity over whether MBUF would replace or supplement current fuel tax system.

4. How would MBUF revenue be distributed — to roads and bridges exclusively, or to transit, public
safety and state patrol as well?

5. How much revenue would each additional incremental increase in the MBUF rate add to the state

transportation revenue pie?

Fuel Efficiency & Environmental Concerns

1.

Some aversion to penalizing environmentally-conscious consumers who purchase electric or hy-
brid vehicles to reduce gas consumption and emissions (especially if anticipated fuel cost savings
factored into decision). MBUF could introduce disincentive for electric and hybrid vehicle own-
ership, advancing one policy objective to the detriment of another. Would MBUF put a damper
on future technology and fleet choice?

Heavy Commercial Vehicles

1.

wmn

Concern that increased freight costs will be passed along to consumers in the form of in-
creased prices for goods.

Trucks already pay more to use the roads since they are less fuel-efficient.

Questions over how to measure average vehicle weight, classify vehicles.

Freight community has the International Fuel Tax Agreement (IFTA). It is an agreement between
the lower 48 states of the United States and the Canadian provinces, to simply the reporting of
fuel use by motor carriers that operate in more than one jurisdiction.

Rural vs. Urban

1. Impression that MBUF could discriminate against rural drivers; belief that rural popula-
tions drive longer distances in course of daily life.

2. How do you classify rural versus urban under an MBUF pricing scheme?

3. Sensitivities over potential for large income disparities in between urban centers and rural Minne-
sota communities.

4. Belief that current transportation finance system allocates revenues inequitably; would this
change under MBUF?

5. MBUF could introduce unintended social and economic consequences, such as additional costs
and disincentives for the freight deliveries to rural markets.

Technology

1. Does MnDOT know all potential costs of various technologies?

2. Concern about bureaucracy associated with implementing a complicated MBUF scheme

3. Will collection costs differ depending on the type of technology used?

4. Some concern that odometer readings can be manipulated rather easily.

5. Would someone need to record odometer readings?
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6.

Skepticism over accuracy of GPS units.

7. If necessary, how to phase in older vehicles if on-board technology is needed?
Privacy
1. MBUF sounds like more government intrusion. What units of government would be able to

2.

R

7.

access data? Who would protect data privacy?

General understanding that smart phone technology already tracks consumer location;
however, recognition that consumer choice makes this privacy risk more accessible (and
privacy risk under a mandatory MBUF system less acceptable).

Consistent concerns over privacy, protection of private information.

Could data be admissible in a court of law?

Privacy would be a greater concern under a GPS approach.

Devices could be installed to track data for insurance purposes, such as data related to accelera-
tion, deceleration, near misses, etc.

The more data that is collected creates more opportunities for accessing or selling it.

Other Considerations

1.

2.
3.

Concern over costs of implementing and administrating MBUF, especially given relative ef-
ficiency of current fuel tax system.

Regardless the funding mechanism, some people will try to game or cheat the system.
Skepticism over whether general public or policymakers could ever support MBUF given
its complexities.

Appreciation for familiarity with fuel tax system; “we may not love what we have, but we
know what we have.”

Some expressed difficulty in answering questions (due incomplete information and limited
understanding of specifics of a potential MBUF system).

Would MBUF stigmatize those who drive more? Strong reaction to any use of a fee for “so-
cial engineering” purposes.

How do you collect taxes from other transportation modes not using roads? Should bikes pay in-
to the system since they benefit from well-maintained roads and bridges?

How do we capture revenue from vehicles crossing the border from Canada or Mexico?
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Appendix E. Internet Panel Survey Results



MBUF Policy Study

Online Survey Wave 1

Objectives & Methodology

Objectives
The primary objectives of this study were to determine:
¥ Familiarity with fees based on vehicle miles traveled
» Public acceptance for various system characteristics/features
¥» Level of overall support for fees based on vehicle miles traveled

Background and Methodology

A representative sample of Minnesota residents was sent an email invite to
participate in an online study designed to gain input on a possible future funding
source for transportation.

All respondents were 18 years of age or older

400 interviews — census balanced to metro and GM
Survey hosted by Accora Research

Interviews conducted May 18 — May 23, 2011

YyYvYvyy
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Familiarity with MBUF Concept

Almost half of the respondents claimed to have heard of a fee based
on miles traveled concept prior to the survey; of those aware,
more than three fourths claimed to have some familiarity with the concept.

Hod Heard About the Concept of Paying o

Road Use Fee Based on the Miles You Drive If Aware, Familiarity With the Concept
100% 100%
o
0% 90%
30% 20°,
- Mean =3.87
70%
70%
60%
60%
50%
50%
40%
. 20%
o
2o 30% o
%
0 +————— 20%
10% 48%
T 10% A
0% 12%
0% -
se =400
Base =200 Very Familiar Mot very familiar Mot at all familiar ~ Only heardthe

name
Base =130

2. Before parsjcipating in this survey, had you heard about the concept of paying a road use fee based on the miles you drive ?
2] 24 b4 'l Y p) b4
3. How familiar are you with the concept of paying a road use fee based on the miles driven?

.

.

MBUF Policy Study, June 2011

Overall Perception of Program Characteristics

Respondents were asked to rate their level of agreement with statements that related to
possible characteristics of a Vehicles Miles Traveled System. Statements were related to:

— How to Charge Fee Based on Miles Traveled (10 statements)
— Collection of Miles Traveled Information (10 statements)
— General Reguirements of a Transportation Funding Mechanism (8 statements)

At the end of each statement group, respondents were given the epportunity to provide their comments,

Key points from each statement group folfow.

WMBUF Policy Study, June 2011




How to Charge Fee Based on Miles Traveled

People are more likely to agree that different rates should be charged for
vehicle size or pollution emissions than for congestion pricing.

More likely to agree

14b. Large, heavy trucks should be charged a higher fee based
on miles traveled than regular vehicles; because trucks cause
more road/bridge wear than cars. (Mean 5.98)

14c. Heavy polluting vehicles should be charged at a higher fee

based on miles traveled than light polluting vehicles. (Mean
5.90)

Less likely to agree

14f. Vehicles should be charged more for driving in areas with
high traffic velume than in areas with low traffic volume.
(Mean 4.08)

14d. All vehicles should be charged more for driving on
roadways during rush hour periods (5:30 a.m.-3:00 a.m. and
3:00 p.m.-6:00 p.m.) to help reduce congestion. (Mean 3.83)
14e. Vehicles should be charged the regular rate for driving on
city streets and more for driving on state highways and
freeways. (Mean 3.80)

W percent Positive (Rate 8 10) MPercent Neutral (Rate 4-7) " Percent Negative (Rate 1-3)
MBUF Policy Study, June 2011

w

Collection of Miles Traveled Information

A majority agree that a system should be transparent and all costs be the
responsibility of the government. Whereas, a majority disagree that a system
should use high technology to collect information.

More likely to agree

16d. If a fee based on miles traveled is ever implemented, the driver of a
vehicle should always know the cost per mile and the total amount being
charged to-date. (Mean 7.55)

16f. The cost and maintenance of basic devices to collect information about
wvehicle miles traveled should be the responsibility of the state and federal
governments, not the drivers. (Mean 7.11})

Less likely to agree

16h. When | buy motor fuel, a device in my car should zell the pump how
many miles have been driven since my last reading and should charge
accordingly. (Mean 4.01)

16c. Miles traveled on Minnesota roadways should be collected on a device
inmy vehicle that uses Global Positioning Systems (GPS] technology and
then transmitted securely to a central location for billing purposes. (Mean
3.88)
16b. Miles traveled on Minnesota roadways should be collected on a device
inmy vehicle that uses cellular phone-based technology and then
transmitted securely to a central location for billing purposes. (Mean 3.53)

M percent Positive (Rate 8-10) ™ Percent Neutral (Rate 4-7)

MEUF Folicy Study, June 2011




General Requirements of a
Transportation Funding System

People want their privacy protected; flexibility to accommodate future vehicles.
They are less likely to favor the use of high tech devices and social policy initiatives.

More likely to agree

18f. A nongovernmental audit firm should regularly audit the system to ensure 21.8%
private data gathered by the system was being well protected. (Mean 6.45) .

18b. We can't know what type of fuels vehicles will use in the future, so any new
transportation funding system must be flexible enough to work with any type of
vehicle, no matter the type of propulsion. {Mean 6.44)

18.8%

Less likely to agree

18h. A program should allow flexibility for inidatives such as congestion pxing,
pvt toll ways, lane-sp ecific chges, pxing to encourage use of ecofriendly vehicles
and reflect road damage imposed by vehicles. {(Mean 5.09)

18d. An alternative funding program that may supplement or replace the current
motor fuel tax in the future should have a billing process just like my phone
where I receive amonthly bill and | can pay by credit card. (Mean 4,99}

18e. I would like a high-tech system to collect fees based on miles traveled that
also provides driver benefits such as directions, traffic information, location and
fuel consumption. (Mean 4.94)

34.3% I

Epercent Positive (Rate 8-10) ™ Percent Neutral (Rate 4-7) ™ Percent Negative (Rate 1-3)
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Conclusions

*  Overall, respondents ratings not as negative on the system or system characteristics as may have been
experted (Neutral range on a 10-point scale).

. Higher awareness and familiarity with a vehicle miles traveled system than may have been expected (48%
and 76%, respectively),
. Important characteristics of a mileage-based user fee system are:
— Transparency — Driver must always know the costs being incurred

— Operating costs — All costs related to a mileage-based user fee should be the responsibility of the
government

— Auditing — System should be audited regularly to ensure privacy and accuracy

—  Flexibility — System should flexible to accommodate requirements that may come up in the future

MBUF Palicy Study, June 2011 8




Conclusions

The primary hurdles of a mileage-based user fee are:
—  Privacy
* High tech devices alone imply loss of privacy, however, the use of high tech devices with
explained driver benefits tend to be rated higher
«  Peaple are more concerned about the government having travel information than a private
firm having it
— prefer a non-governmental firm audit the system to ensure privacy
— more likely to accept high tech devices with driving benefits if from a private firm
certified by the government
— Expensive to implement and maintain
* Qverall, respandents think that the cost of a mileage-based user fee is more expensive to
aperate than the current motor fuel tax

— Perception of being an added tax
*  Mileage-based use fees are thought to be in addition to the motor fuel tax, and therefore, it is

considered to be double-taxing or a new tax

—  Use of mileage-based user fee systemn for public policy issues
= Statements that put forth different user fees depending on where or when drive tend to be

rated lower
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Minnesota Mileage Based User Fee:
Business Models

Working Draft (version 1.4); 12 September 2011

Introduction

Various agencies at the local, state, and federal level have begun assessing the efficacy of Mileage Based
User Fees (MBUF) as a replacement or supplemental funding mechanism to the fuel tax. Since changing
how road maintenance and expansion are funded would represent a fundamental shift in how fees are as-
sessed, numerous issues challenge proponents of this alternative. The structure of the fuel tax, as it is lev-
ied on the physical amount of fuel purchased, poses the primary long-term sustainability challenge.

The Minnesota MBUF Task Force adopted a problem statement that clarifies this problem and defines the
parameters for the study (August 26, 2011):

Current revenue collections are inadequate to fund Minnesota's transportation infrastructure.
Changes in travel behavior, combined with an increase in vehicle fuel efficiency and use of non-
taxed alternatively fueled vehicles (primarily for passenger use), are making this problem worse.
Interest is growing in systems that could assess motorists based on the miles driven, referred to as
mileage-based user fees (MBUF). The State of Minnesota should determine if MBUF is a viable
option for the state's transportation users, and, if so, assess the opportunities and challenges posed
by adding MBUF to Minnesota's long-term funding options.

This problem statement also informs the potential business models for MBUF that serve as the topic of
this technical memorandum.

The Transportation Research Board (TRB) estimates that government regulations and sustained fuel price
increases could drive a 20 percent reduction in fuel consumption per vehicle mile by 2025. This figure
was determined well before a new Federal policy was enacted for an average fuel efficiency of 54.5 miles
per gallon by 2025. As vehicle fuel efficiency increases and the market for alternative fuel vehicles
grows, the fuel tax system fails to serve as a reasonable proxy for road use into the future, creating a defi-
cit between funding needed for road maintenance/expansion and funding secured through fuel tax reve-
nues.

There are several primary factors threatening the long-term sustainability of the fuel tax:
e Anupward trend in fuel efficiency due to: environmental interest in reducing emissions, strength-
ening of federal environmental regulations, national interest in reducing reliance on foreign oil,
and consumer interest in offsetting the effects of high fuel prices.

e As alternative-fuel vehicles gain greater market penetration, a large segment of the auto fleet will
eventually fall outside of the traditional fuel tax collection framework

o Fuel taxes are largely a hidden cost to consumers and fail to send appropriate market signals to
drivers, leading to overutilization of scarce roadway resources at peak periods of the day.

Furthermore, a significant gap has already developed between the revenue collected from the existing fuel
tax and the costs for rebuilding a statewide highway system that has reached (and in many cases passed)
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maturity. This gap will increase given existing trends. At its core, the consideration of MBUF strategies
constitutes a mitigation of this funding gap; however, use-based strategies can do more than simply gen-
erate revenue. Use-based transportation fees, including MBUF, are among the oldest of the "new" ideas
for the relief of traffic congestion and generation of revenue. The idea is derived from the concept of
economic efficiency. In the early 1960s, Sir Alan Walters, a young transportation economist destined to
become one of Britain’s leading economists, suggested that roadway efficiency would be enhanced by
exacting a fee upon transportation users. As users pay for their incremental contribution to congestion,
unnecessary trips would be avoided and system efficiency would be enhanced. Sir Walters’ theory pro-
vides the basis for most modern interpretations of road use pricing.

Demand for roadway capacity fluctuates depending upon the time of day, the nature of travel generators
and attractors, and other key variables. Use-based transportation policies permit the transportation au-
thority (be it the Minnesota Department of Transportation, regional agencies, or city governments) to pro-
vide for efficient peak-hour roadways, and, at the same time, generate revenues independent of vehicle
fleet characteristics, by using tolls and other direct user fees. These policies attempt to eliminate the dis-
crepancy between the marginal cost of an individual’s use of a roadway and the net impact of that use
upon the system.

The most commonly applied use-fee in the United States is tolls. Half of all states (25) have toll roads
already implemented, and, an additional seven states are building toll facilities. In almost all facilities and
plans around the United States, tolling takes place only on limited access highways, bridges, and tunnels.
Although there are many such congested freeways in the Twin Cities, by mileage, Minnesota’s highway
infrastructure is largely based around two-lane trunk highways in rural conditions. In examining the realm
of use-based policies for statewide purposes, MBUF offers a different opportunity to achieve the goals of
the Department than traditional tolling of new capacity.

The purpose of this technical memorandum is to build upon the principles as established by the ongoing
work of the Minnesota MBUF Task Force, and, research conducted by the Minnesota Department of
Transportation (MnDOT) and the Intelligent Transportation Systems Institute at the University of Minne-
sota. In a recent publication from the latter (From Fuel Taxes to Mileage Based User Fees: Rationale,
Technology, and Transitional Issues, 2011), the researchers addressed the nexus for replacing the fuel tax,
and whether MBUF should be the strategy to replace the fuel tax. This technical memorandum does not
revisit this analysis or its conclusions; rather, this paper addresses policy options as they apply to MBUF
as a business strategy. In order to do this, this paper provides an articulation of potential implementation
models for MBUF and affiliated alternatives. These models are largely derived from a seminal National
Cooperative Highway Research Program (NCHRP) report authored by Paul Sorensen (Implementable
Strategies for Shifting to Direct Usage-based Charges for Transportation Funding, 2009). Whereas both
reports identified MBUF implementation options and scenarios, this paper will extend these scenarios to
include the roles of the private and public sectors.

Choice is a powerful component of MBUF policy and payment options. “How” to pay can matter more
to individuals than “what” or “how much” to pay, as evident in the MBUF Online Survey results (June
2011). As such, to the greatest extent possible, the selected business model should incorporate as many
taxation options for vehicle owners as possible. The mobile telecommunications industry exhibits the
strength in payment and assessment options, that allows customers to find their own best fit — ranging
from “prepaid, by the minute” plans through unlimited data and voice plans. A similar model of choice
can be designed and implemented with MBUF. This may include maintaining the fuel tax (albeit at a dif-
ferent rate and levy mechanism than today for equity purposes), manual or automatic MBUF assessments,
or even choice in payment timeframes (monthly, quarterly, annually, etc.). With choice, it should be rec-
ognized that a subset of the population may desire to pay for an “unlimited mileage” plan, much like they
do for their mobile phones. One could imagine the expression of interest: “Just tell me what | owe for an
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entire year, and let me just write the check without having to worry about collecting my mileage.” Even
under an MBUF system, it should be possible to provide this option, albeit at a refined rate of pay (much
like the mobile phone providers have tailored their price algorithm to account for typical usage on such an
unlimited plan).

Mileage-based User Fee Business Scenarios

For the purpose of this paper, the combination of technologies and systems used to levy and collect mile-
age-based user fees is referred to as the business model. The business model encompasses many interre-
lated aspects and affects every stage from collection of data sufficient to assess a charge to the payment
for use, and distribution to the revenue collection authority. This entire process can incorporate multiple
parties, and may involve multiple charges. Just as an individual who buys a candy bar, a beer, and a gal-
lon of gas from a fuel station pays multiple different tax levies, so may the user of the transportation sys-
tem. It is the responsibility of the business model to articulate a clear policy framework, so that technical
requirements to implement the model are understood and defined.

As indicated in NCHRP Web Only Document 143, the technological options for assessing and ultimately
collecting vehicle mileage fees are numerous, ranging from low-tech approaches to high-tech methods,
some that may offer a range of consumer services. Many factors will inform the agency’s choice of
method(s): consumer choice and interest in various systems, robustness of technology, generational con-
cerns, interoperability, and vehicle integration. Depending upon the methodologies for calculating mile-
age will ultimately determine how the user charge will be accounted, assessed, and paid by road users.

The three components of MBUF are: assessment, charge computation, and communication. The assess-
ment refers to the collection and processing data that relates directly to the mileage accumulated by the
user. It should be noted, as indicated by Sorensen, that the mileage need not be directly measured — it can
be estimated or projected. Regardless, there are several options available for the collection of this data:
e Proxy estimation from geographic location and vehicle type;
o Certified manual odometer readings;
e Speed data from vehicle on-board diagnostics (OBD) to compute distance traveled; and
o Detailed time and location stamping with a vehicle device on board, such as a smartphone with a
GPS system on the phone.
e Detailed time and location stamping with a permanently installed vehicle device, such as a GPS
system coupled with a cellular device or Connected Vehicles Initiative (formerly IntelliDrive) de-
vices.

Charge computation refers to assessing the collected data in order to determine an amount owed by the
user. Depending on how the system is designed, this stage may occur entirely on board the vehicle,
through a third party, at Driver and Vehicle Services, MNnPASS customer service, another administrative
account office, or other trusted entity.

There are several possibilities for computing the charge:

Processing an estimated charge with vehicle and location lookup tables;

Retrieving the raw data from the vehicle and processing it in a billing center;

Processing the usage data within the on-board vehicle device itself; or

Retrieving usage data and sending it to a third party, where it is processed before being sent to a
billing office.

Communications refers to the transmission of an already-computed amount owed from the user to an ad-
ministrative back office, which is responsible for accounting, invoicing, and collections. The communica-
tion options are not mutually exclusive and could be implemented in combination with each other.
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Manual calculation from estimates, odometer readings, or OBD data download; most typically at
vehicle registration or annual inspections.

Automated detection-based transmission through localized infrastructure, such as roadside bea-
cons or tolling gantries, and sent to a billing center.

Automated wide-area transmissions, downloading data from vehicles within a large radius and
forwarding the data to a back office. Cellular phone and Near Field Communication (NFC) sys-
tems are examples of this form of transmission.

A mileage-based system can be described as three potential business models that comprise the basic func-
tionality described above. This paper also recognizes the comments and input as provided through the
stakeholder outreach process as conducted under the MBUF Policy Study, and adapts the three business
models to accommodate public desires. For example, many stakeholders (such as those who attended
listening sessions at Willmar and St. Cloud) expressed a desire to simply augment the existing system of
fuel taxation and vehicle registration. Yet, a strong sense was also found in the listening sessions that the
existing fuel tax system is inequitable, especially in the long run. A business model has been developed
that tries to achieve the preference for existing mechanisms for taxation, at the same time exhibit some
elements of MBUF for revenue stabilization and equity purposes. To the extent possible, the preferences
expressed in the listening sessions have been incorporated in the three business models described below:

1.

Current System, with modifications for vehicle classification. In the simplest calculation of a
mileage-based charge, this business model reflects only minimum change from current procedure
for revenue calculation. The motor fuel tax is maintained as currently collected; however the
Minnesota legislature may wish to consider changes to the charge. These options include 1)
maintaining the static charge per gallon, 2) indexing the charge to inflation, transportation pro-
gram requirements, or some other scale, and 3) varying the tax as a percentage of fuel cost. The
fuel tax would be coupled with a refined vehicle registration fee that would compute an estimated
mileage fee based upon vehicle class, location of registration, model of vehicle, and year of man-
ufacture. Altogether, these inputs provide a scalar vehicle registration fee that accounts for mile-
age driven based upon a lookup table. At its base, this system falters from the same policy as-
sessment as the motor fuel tax, described by Coyle et al. However, it does require only minor ad-
aptations to existing policy and taxation procedure, comes at minimal cost and disruption to users,
and incorporates a mileage-base fee.

Infrastructure Based System, oriented towards choice of facility. Sorensen et al and Coyle et
al identified Dedicated Short Range Communications (DSRC) as a near-term option for collecting
road user charges. EXisting systems in Minnesota include priced managed lanes (such as on 1-394
and 1-35W), but may also include full facility tolling and/or enabled parking systems. The prima-
ry benefits of this system include publicly acceptable technology, existing back office systems,
and the ability to infuse congestion management into road user charges. The most significant det-
riment is the cost of implementation. As a result, facility pricing in this business model is limited
to freeway corridors and select trunk highways where congestion management is desirable and
independently feasible. In order to backstop the vast remainder of the roadway network, a trans-
portation utility fee would be collected from each property owner, as a means of serving a system
use fee. Similar in assessment to transportation impact fees as assessed in California and Florida,
a transportation utility fee would assess a charge based upon each property’s trip generation and
average mileage. In this model, the system for fee collection currently exists, albeit with a
change in approach. Whereas the first business model estimates mileage based upon vehicle and
location characteristics, this model reflects real-time congestion management on facilities that
warrant management coupled with a systemwide charge that derives from trip generation rates for
each property.
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3.

Mileage Based System, with an emphasis on choice of payment procedure. The various
mechanisms for mileage fee data, assessment, and collection identified by Coyle et al can be ag-
gregated into one business model, with an orientation towards offering users the choice of how
they wish to be assessed a fee. The choice of assessment reflects current application of MBUF in
the technical pilot test to be conducted in Wright and Hennepin Counties. In this model, users
would have the choice of subscribing either to a flat mileage fee identical to the vehicle registra-
tion fee modification identified in the Current System business model or to a variable mileage
fee. The variable fee would be structured similar to the current Minnesota pilot test, with bulk
reporting from the OBD or odometer on a regular schedule or micro reporting with date, time,
and location information passed through location-aware devices. As Coyle et al noted, the latter
mechanism provides the strongest opportunities for efficiency and equity, but falters on feasibility
and public acceptance. As such, it will likely be necessary to offer multiple systems of payment.
This system comprises the greatest change from current taxation, and has served as the basis for
most MBUF policy development to date.

The graphic below summarizes these three models for mileage-based assessment.

/"" . .‘\ e o \nfrastructure-Based, Oriented Towards Choice of Facility

| =" | Transp. Utility Fee Facility Pricing |
Residential Assessment y Tolling I . "
1.ITE Trip Gen 2. Measured Trip Gen.  we Systemwide & [ Priced M iLanes | == M t&
Commercial Assessment Ll Facility Fee
Parking Pricing
1. ITE Trip Gen 2. Measured Trip Gen.

Mileage-Based User Fee Policy Options

e -l Current System, Modified for Vehicle Classification

Motor Fuel Tax Vehicle Registration |

1. Slatic charge per gallon m

2. Indexed charge per gallon & | (ELCO l | L | I Modol/ Yoar | Regi ion Fee

3. Variable percentage of charge per gallon 1. Passenger 1. Urban 1. Miles per Gallon Based on Average
2. Light Truck 2. Suburban 2. Emissions factor Annual Mileage
3. Commercial 3. Town and Vehicle Stats
4. Heavy 4. Rural

> -l Mileage-Based, Emphasis on Choice of Assessment

Flat Mileage Fee Variable Mileage Fee

|Class | | Location | |Model/Year | [BulkReporting | or [ Micro Reporting

1. Passenger 1. Urban 1. Miles per Gallen 1. OBD-Il reporting 1. GPS (Smartphone)
2 Light Truck 2. Suburban 2, Emissions factor OrF | 2. odometer reporting 2. GPS (0BU)

3. Commercial 3. Town 3. Triangulation (cell)
4. Heavy 4. Rural

For actual payment of mileage fees, there are multiple payment options available. However, these pay-
ment options can be summarized in one of three main categories: direct payment, point-of-sale, and peri-
odic billing.

Direct payment comprises a variety of governmental agencies that assess and collect fees directly. This
would include Driver and Vehicle Services collection of registration fees, or county-based property asses-
sors for transportation utility fees.

Point-of-sale typically includes fuel stations (where fuel taxes are currently collected from users, but
could be adapted for mileage fee payment). Oregon and Nevada have tested the point-of-sale method for
MBUF, which has an advantage in that it is similar to how drivers already pay for road use through fuel
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taxes. Paying at the pump could also more easily accommodate cash payments and would help ensure
drivers pay the fees, since vehicles could not be refueled without paying either the mileage fee or the fuel
tax. However, the costs of adapting fuel stations to accommodate a pay-at-the-pump vehicle mileage fee
system could potentially be significant. Furthermore, a pay-at-the-pump configuration would likely not
accommaodate payment of fees by vehicles that run on alternative fuels.

In a periodic billing system, travel data or an amount owed would be processed by a third-party billing
service on a periodic basis (weekly, monthly, quarterly, or annually, as chosen by the user). Depending
on how it is structured, this option would require more administrative functions and drivers might be re-
sistant to paying another bill every month. Another form of periodic billing could entail payment through
a credit card transaction with a financial institution or associating payment with vehicle inspections or
registration. Payment over the Internet through online billing capabilities is another possibility. The cur-
rent statewide toll collection and payment system, MnPASS, operates in a similar manner.

Payment options for each of the policy models are shown below.

Mileage-Based User Fee Payment Options

Current System Fuel Retailers Minnesota Driver

and le
Services

Motor Fuel Tax

Minnesota
Department
Private Utility P s

of Revenue
Infrastructure- Minnesota County
Property Tax
sased / Collection

Transp. Utility Fee
‘ Parking Systems
Mileage—Based Cell/GPS Providers

Flat Mileage Fee w

Minnesota DOT
MnPASS

Third-Party Apps

Each of these models has advantages and disadvantages. In general, systems that provide the most accu-
rate information for implementing an MBUF system tend to be the most expensive. These types of sys-
tems are also usually associated with the most significant privacy concerns. Other systems may be less
expensive and simpler. While this will reduce privacy concerns, the information is not as transparent to
the user as other types of MBUF strategies. Each of the models considered are discussed below.

Current System Model

Stated time and again in the survey and listening session data is the desire to incorporate changes in the
fuel tax as an option. This business model incorporates a variant on MBUF mechanisms through variable
registration fees, described below. However, it also relies on the continued use of the fuel tax for revenue



generation purposes. One suggestion of the business model is altering the structure of the fuel tax from
its fixed value per gallon of fuel to an indexed rate to avoid value erosion. This index may be consumer
inflation, construction inflation, or even as a variant on the price of gasoline (so as to smooth the effects
of price elasticity).

However, the primary contribution towards mileage-based assessment in this business model is variable
registration fees. Registration fees are usually paid annually on a per vehicle basis. These are currently
based on vehicle value but could be revamped to be based on vehicle miles of travel (VMT). The VMT
fees can be based on actual odometer readings or an estimate of annual VMT. If based on an estimate, the
estimate could be derived based on projected VMT. This would likely vary by region. Factors that would
influence the fee could include population and/or commercial density, projected variations in trip genera-
tion rates, and availability of other transportation options such as transit. Regional modeling could pro-
vide the basis for these types of VMT projections.

A variety of VMT "plans" could be provided to drivers. Drivers could select options similar to wireless
plans — low mileage, moderate mileage, high mileage, or even unlimited mileage, and the registration fees
would vary accordingly. This would provide the element of choice that will be particularly attractive to
those drivers that make relatively few trips. To prevent fraud, programs that allow plan selection would
have to be verified either through odometer readings or use of an OBD. Readings can be attained either
by using a cellular connection, or using a Bluetooth® or similar connection at specified locations, perhaps
at service stations. If manual odometer readings are required, multiple locations could be "certified" by
the state to perform these inspections. This would increase convenience for drivers, and might be offered
by these locations at no cost to the state. If reporting requirements were kept to a minimum, perhaps
online using the certified inspector's login information along with the vehicle' s license plate or VIN num-
ber, the effort required to provide this service would be minimal and offset by the customer contact op-
portunities that providing the inspection service would bring about for a vendor.

Lump sum annual payments could prove financially burdensome for many persons. It would be reasona-
ble to provide a system that allows payments to be made annually, quarterly or monthly. Quarterly or
monthly payments could be based on actual mileage or projected mileage. If based on projected mileage,
reconciliation between projected and actual mileage could be made annually. The same method could be
used with quarterly payments. This is similar to payment options utilized by utility companies, including
Xcel energy in Minnesota.

Registration fees based on VMT could be implemented as a supplement to or a replacement for fuel taxes.
If implemented as a supplement, the fee would be a mechanism to counteract the impact on gasoline taxes
from an increasingly fuel-efficient fleet as well as inflationary pressures. Such a system can be based on
vehicle type (as it pertains to fuel economy) with higher fees for vehicles with higher fuel economy, or
the fee could based on a fleet average fuel economy. If based on vehicle type to take into account fuel
economy, the system would more equitably distribute roadway costs based on roadway use. However,
such a system could be seen as discouraging the purchase and use of higher mileage vehicles. If based on
a fleet average fuel economy, an incentive to purchase vehicles with high fuel economy would be provid-
ed. However, if implemented with the existing gas tax, the disparity between a very fuel efficient vehi-
cle’s use of the roadway system and its payment for the roadway system would increase.

If used as a replacement for the fuel tax, a registration fee based system could operate simultaneously
with a fuel tax system. This could take several forms, and would allow the element of choice for the
state's drivers. Using Bluetooth® or other DSRC systems at service stations, fuel taxes could be removed
at the pump for those vehicles opting for a registration fee based system.
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If the vehicle registration system were put in place as a replacement for the gas tax, and was fully adopted
in the state, gasoline taxes would, presumably, be removed from the pump price. This results in a signifi-
cant issue as neither gas tax nor registration fees would be collected from out-of-state vehicles. A poten-
tial solution to this could benefit both the state by eliminating those lost revenues as well as the fueling
station itself by the state' s subsidizing the installation of license plate cameras using optical character
recognition (OCR) at filling stations. The OCR would detect a Minnesota plate and not levy the gas tax,
whereas any other state plate (or plate not recognizable) would be charged the tax. If done in error, the
driver can talk to the station attendant for remedy (subject to audit). The costs aren’t high, relative to the
benefit of still receiving fuel tax revenue from out of state vehicles. If operated as a choice to fuel tax or
registration fees, the system could also be used to identify which vehicles were participating in the regis-
tration fee program. Further, the fuel station benefits from better identification of “drive away” violators.
Drive away violations could be practically eliminated if the pump doesn’t even begin operation until a
license plate determination can be made. While this is currently handled by many stations requiring pre-
payment, a significant improvement in customer convenience can be realized by using the system such as
this.

A system that required no devices to be installed at fueling stations could be developed by allowing fuel
taxes to be rebated or "prebated" for users. Under this system, drivers would be reimbursed for the fuel
taxes that have been (rebate system) or will be (prebate system) collected from them as they purchase
fuel. These prebates or rebates would be calculated using the same miles of travel that calculated the reg-
istration fees.

Issues relating to registration fees can be summarized as follows:
e Pros
Relatively simple system collected through existing registration infrastructure.
Relatively low collection costs
Easily understood.
Can be used as a supplement or replacement to gas tax
Some incentive to reduce overall VMT
No data collected for any given trip (ensures privacy)
Multiple options for billing method and payment method
Can be tailored by vehicle class using existing revenue collection systems

O O O 0O O O 0O

e Cons
No incentive to reduce peak hour trips
No differentiation by roadway type
May require annual (or more frequent) odometer reading(s)
May require relatively significant onboard equipment if actual mileage is to be deter
mined and if vehicle’s on-board diagnostic is not capable
o No ability to collect from out-of-state travelers on Minnesota roads
o0 No ability to avoid collecting taxes for Minnesota vehicles driven on out-of-state roads
0 Need for rebate/prebate could significantly increase collection costs.

©O O O O

Infrastructure-Based Model
Two systems comprise the Infrastructure Based model for mileage-based systems: Facility pricing for
tolling on congested facilities and a transportation utility fee for assessment of the roadway network.

Facility Pricing (toll systems)
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Roadside systems are already used throughout the United States. Systems range from sophisticated open
road tolling systems that are capable of collecting tolls through DSRC systems using transponders, and
video tolling using optical character recognition (OCR) to older systems using automatic coin machines
and manual toll collection lanes. It is not unusual to see several types of toll collection systems operating
simultaneously at toll plazas.

While roadside collection systems are not likely to prove feasible if universal monitoring of VMT is de-
sired, these systems have operated for many years where collection of fees for use of specific facilities is
desired. As the name implies rather than having significant technology in the vehicle, with the possible
exception of a low-cost transponder, the majority of collection equipment is part of the overall roadway
infrastructure. The roadside sensing equipment identifies the vehicle and assesses the proper toll. Travel
distance can be determined with reasonable accuracy by determining the number of roadside sensing
points passed, and time of travel can be captured as an integral part of the transaction. Determining the
specific facility used is not an issue with this type of system.

Roadside systems currently are used to supplement fuel tax collections. With widespread deployment they
could be used to replace the fuel tax, but this widespread deployment may not be feasible.

Issues associated with roadside systems are summarized as follows:

e Pros
0 Technology is mature.
0 Relatively low collection costs, with existing systems in Minnesota.
0 Incentive to reduce VMT. Incentive to also vary trip times out of peak periods if variable

pricing is employed.

o Very low (or no) cost for in-vehicle equipment.
o0 Existing use shows it can be used along with other collection plans

e Cons
o Cannot capture all travel unless an extensive roadside network is deployed.
o Violation enforcement can be an issue

Transportation Utility Fee

The transportation utility fee is a monthly fee assessed to property owners/tenants for access to the road-
way network. As with other utility fees, in the case of rental properties, responsibility for transportation
utility fees could be either retained by the property owner, or the property tenant could be required to ob-
tain service.

While it would be theoretically possible to establish counters at all driveway locations, this is almost cer-
tainly an impractical approach. Even if capital costs were reasonable, the maintenance costs would likely
be extreme. For this reason, it is suggested that assessments be based on trip generation and trip length to
determine the projected VMT for each property. The methodology to determine this would be based on
well-established procedures currently used to determine vehicle miles of travel of various property types
for transportation impact fees. Assessments could be based on peak hour VMT, daily VMT, or a combi-
nation of both. This is very similar to utility charging systems that calculate fees based on total usage and
usage peaking characteristics.

While it is believed that the utility fee for most land uses will be set based on ITE trip generation rates,
and average trip length available either from modeling or from national averages, it would be possible for
large generators or attractors to perform an "independent fee calculation™ to determine their actual impact.
Again, this is similar to methodology often found in impact fee ordinances.
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Transportation impact fees are a one-time collection as properties are initially developed. The assessment
is normally based on the highest trip generation a property of a particular type could likely produce. For
example, a house may be initially occupied by a couple with no children and only one car. Household
trip generation under this scenario is likely to be relatively low. However, that same property may some-
day be sold to a family with multiple children and several cars. As impact fees are used for capital costs
with a significant service life, it is reasonable that they be collected based on the highest use that can oc-
cur over the life of the facility.

However, transportation utility fees, while used for capital improvements, can also be used for short-term
objectives such as maintenance. For this reason, consideration should be given in the calculation of annu-
al fees to issues such as number of occupants, or number of vehicles registered to a particular property.

Transportation utility fees are used by municipalities in many areas of the United States. The state of Ore-
gon has a particularly large number of municipalities utilizing a transportation utility fee. While there has
been some controversy regarding transportation utility fees, those controversies have tended to center
around whether or not the implemented ordinance is collecting a fee or a tax. Given that transportation
utility fees would be implemented in Minnesota as a substitute for gasoline tax, it is recommended that
enacting legislation be written in such a manner that this distinction becomes moot.

One advantage of transportation utility fees is that the responsibility for the impact of VMT can be split
between the trip origin and the trip destination. Traditionally in impact fees, this is a 50-50 split.

Transportation utility fees would also be based on roadway needs. In a method similar to establishing an
ad valorem rate for property taxes per unit of assessed value, a rate per VMT can be established for trans-
portation utility fees. This method allows significant community input into needed transportation im-
provements and allows the direct relationship between fees and improvements to be established. Under
one model of transportation utility fees, a co-op could be established. In a similar manner to rural electric
co-ops, the community takes responsibility for and establishes an ownership in its transportation infra-
structure.

Transportation utility fees can act as a supplement to or a replacement for gasoline taxes. They can also
operate simultaneously as a choice between continuing to pay gasoline taxes or transferring to a transpor-
tation utility fee. The mechanism to allow this to occur would be practically identical to the mechanisms
identified for operations under a vehicle registration fee system.

Perhaps the single biggest disadvantage of the transportation utility fee is that once the fee is paid, there is
little incentive to reduce travel. This can, however, be addressed by retaining tolls on high-level road-
ways. This combination will be discussed later in the document.

Issues relating to transportation utility fees can be summarized as follows:

e Pros

o Collection is relatively straightforward and could be instituted through other utility pay-
ment systems already extant for the agency (i.e. water/sewer).

0 Relatively low collection costs

o Distributes payment for the transportation system on both trip producers and trip attrac-
tors

0 Fees are equitably distributed between high and low producers/attractors

o0 No on board equipment required
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o0 Can be used as a supplement or replacement to gas tax

e Cons

o0 Once paid, fee provides no incentive to reduce total or peak hour trips

0 Only large entities (such as regional malls) would be financially able to perform specific
studies to determine fees if there was disagreement with the assessment.

o Would favor areas with large transit densities (which may be a “pro”™).

o Costs are born exclusively by the local land use. Out of region trips are included in the
fee, but no fee is collected from out of region drivers. A regional attractor like the Mall
of America could be prone to “overpaying”. Note close proximity of major cities to Wis-
consin, North Dakota, and lowa.

0 Need for rebate/prebate could significantly increase collection costs.

o0 Likely aregressive tax/fee. Consideration could be given for residences to number of
vehicles registered at that address and/or number of occupants.

Mileage Based Model

This business model reflects the calculation and assessment of mileage data. In a flat mileage fee, the
process is identical to the vehicle registration fee process described in the “Current System” model. Vari-
able mileage fees would be collected based upon either a bulk mileage assessment or micro mileage as-
sessment (GPS-based).

Bulk mileage assessment (OBD, odometer)

All vehicles manufactured for use in the United States since 1996 have included an On Board Diagnostics
system (OBD II). This device measures many parameters relating to vehicle operation. If this includes
vehicle speed, and time travel can be computed, the OBD provides a methodology for determining VMT
that is our ready built into the majority of the nation's vehicle fleet. Mileage information from the OBD
can be transmitted either via cellular links to a central billing location or via Bluetooth® or other DSRC
to a gasoline pump or other collection location.

On OBD system would have many of the characteristics of a registration fee system, it has significant
advantages in terms of correctly identifying actual VMT. Also, the ability to transmit the data without the
need to present the vehicle for an odometer reading significantly enhances convenience. It also allows
OBD systems to bill more accurately over shorter periods.

If a cellular device is used to transmit information, determination of time of day and approximate location
using locational triangulation is supplemental information that could be added to the data. This would
enable time of day pricing, as well as some degree of location pricing to be incorporated in the calcula-
tion.

Use of an OBD system would require development of a central billing operation. Depending on the form
of data transmission chosen from the OBD, information would either flow to remote collector locations,
such as fuel stations, or if cellular communication was used, information would flow directly to a central
billing location. Mechanisms to collect and aggregate trips for each account can be developed based on
existing software for aggregating such information such as, for instance, software to bill for cell phone
use.

For vehicles that are not equipped with OBD devices, vehicle retrofits would be possible. However, it is
possible for an OBD system to exist simultaneously with a fuel tax system. The mechanisms for identify-
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ing vehicles participating in the system at fueling stations would be the same as those previously de-
scribed for other MBUF systems. Costs for installation into vehicles without an OBD system could be
borne by the State. However, if there is no governmental requirement for drivers to participate in an OBD
based program, each vehicle owner that chose to go with an OBD system could be made responsible for
installing the system.

As with other systems described, an OBD system can either supplement or replace fuel tax and it can ex-
ist simultaneously with a fuel tax system. The mechanisms to allow an OBD system to exist with fuel tax
systems would be very similar to the MBUF systems previously described. The primary difference would
be that all VMT data would be delivered automatically, and VMT information would likely be more accu-
rate than under a self-reporting system.

Issues pertaining to OBD systems include:

e Pros
0 The majority of the vehicle fleet is already equipped with OBD.
0 OBD allows collection of all travel mileage.
o Likely lower cost for onboard equipment than a GPS system.
o Time of day information can be added particularly if cellular technology is used.
o Privacy concerns are limited as trip information is less precise.
0 Encourages reduction in overall VMT and, with time coding added, peak VMT.
o Collection infrastructure may exist within existing cellular providers.
o Simultaneous operation with gas tax is possible using a rebate/prebate system.

e Cons
o Higher collection costs than many other options
o Not all vehicles are equipped
o Retrofit of existing vehicles will be required to allow communication of OBD infor-

mation.

On Board Systems — GPS

As the name implies, this system determines VMT using GPS technology within the vehicle. As with an
OBD system, mileage information is transmitted either via cellular links to a central billing location or via
DSRC to a fuel pump or other collection location. This type of system is capable of capturing total travel
for the vehicle as well as time and location of travel. Many existing GPS systems are sensitive enough to
determine the exact facility used to also allow facility-based pricing.

The onboard GPS system is the best methodology for capturing all aspects of travel connected with a spe-
cific vehicle. While this is of benefit in fee assessment, because of the very specific nature of information
gathered, privacy issues have been raised as a significant concern.

To overcome these concerns, it is possible to allow the GPS system to determine within itself the toll as-
sociated with any given trip. This would allow only the toll to be transmitted to a collection center. The
onboard device would be designed in such a manner that trip information would be stored for a certain
period of time, say 90 days, should the need arise to audit an account, or if an account owner wished to
dispute the tolls charged. Safeguards would need to be developed so that the system could not be
"hacked" by users to reduce the fees paid. It would also be necessary to assure users that the information
within the onboard system was secure and could not be accessed without the owner's knowledge.
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Concerns have been raised about the need to track numerous individual transactions in a cost-effective
manner. Those concerns cannot be ignored, however other industries routinely track small transactions
and bundle them for billing purposes. Further, this type of system lends itself to automatic collection of
toll charges, and, if desired, toll collection which could significantly reduce collection and processing
costs.

Large numbers of small transactions are already handled by wireless carriers, and to a growing extent, by
credit card companies. The existing ability to use credit cards in vending machines shows that transac-
tions in the range of a normal toll charge can be collected electronically at a reasonable transaction cost.

In addition to its ability to correctly track and charge all travel, GPS-based systems coupled with cellular
technology have the ability to add significant other applications to the system. One such application is
General Motors’ well known OnStar® system. Real-time traffic information is also beginning to find its
way into use. Trying to determine all the potential beneficial applications that can be added to this type of
system would be as difficult as trying to identify 10 years ago all the current iPhone and Android™

"apps".

With the system's ability to attract significant private sector application builders and service providers, it
is highly possible that the information collection system required by a GPS-based system could be pro-
vided to the state at little or no cost. It may, in fact, be built on the same operating systems powering to-
day’s mobile devices. Further, it is very reasonable to expect that there would be competition among
providers. While the state could opt to select only one provider, there is nothing inherent in the potential
system that would prohibit the use of multiple providers.

In return for the provision of collection of the information necessary for toll collection, the state would
likely have to allow providers to have some type of advertising on their systems. The validity of the pos-
sibility of free services can be seen by the existing information gathering systems that currently operate
on the Internet at no cost to users. These services can be completely funded by advertising. Whether this
potential “no cost” scenario could extend to actual fee collection is uncertain. However if the bulk of the
collection were done electronically, and the state would underwrite "bad™ accounts, a no cost scenario is
not an unreasonable assumption. As with similar types of services, customers desiring a no advertising
version could instead pay a monthly fee for toll collection services.

A GPS system can coexist within the existing fuel tax system. Fuel tax could be removed from fuel
pumps using license plate recognition as previously described, or the onboard device can communicate
directly with the fuel pump to indicate that appropriate taxes should be removed from the per gallon cost.
It would also be possible to develop a prebate or rebate system of gasoline taxes that would be based on a
vehicle’s VMT as previously described. Depending on whether or not the state would like to promote
fuel-efficient vehicles, the prebate or rebate could be based on either vehicle class or an average fleet fuel
economy.

Issues relating to onboard GPS technology can be summarized as:

e Pros
0 Allows best determination of actual travel impact.
o0 Allows customer to nullify out-of-state travel payments.
o0 Could be used to incentivize specific travel patterns in congested times / areas.
0 Able to add other desirable functions
0 Real time cost of trip information can be provided likely resulting in best incentive to

reduce VMT or travel during off-peak periods.
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o Collection infrastructure may exist within existing cellular providers
0 Simultaneous operation with gas tax is possible using a rebate/prebate system.

o Higher collection costs than other options
0 Refit of almost the entire vehicle fleet could be necessary
o Significant privacy concerns have been identified.

Mobile Device- GPS

A mobile device GPS system works essentially the same way as an onboard system. However, there are
issues with this type of system that differ somewhat from an onboard system. Collection of VMT and
forwarding of collection information would operate in the same way as an onboard system. Billing and
backroom operations would also be similar if not identical.

Mobile devices capable of GPS VMT collection are in widespread use. Minnesota is currently using such
a device in its testing of MBUF fees. This would allow rapid deployment of such a system using existing
devices. However it also requires a mechanism to associate the device with a vehicle, and to deal with the
possibility of multiple equipped devices in the same vehicle recording the same trip.

Associating the trip with a particular vehicle could be done quite easily with vehicles that are currently
equipped with Bluetooth® systems. The vehicle would simply pass on identifying information to the mo-
bile device which would then tie the information into the toll information transmitted to the collection
center. In vehicles not equipped with Bluetooth®, the mobile device could manually accept information
such as a license plate number or a VIN number. To alleviate the need to enter long strings of information
multiple times, this information could be entered once and the app would develop a description, perhaps
something like "Dad' s car".

A potential benefit of a mobile device system is that different drivers could utilize different devices. This
would allow, for instance, a family to understand the trip making patterns of its individual members. It
can also allow a carpool to share the MBUF costs by rotating which device was used on any given day.

To prevent multiple devices from automatically tracking a single trip, at least two alternatives are possi-
ble. First, a specific action, such as keying in an identifier, could be required prior to a device becoming
active. It might also be possible to “scrub” inputs to the collection center based on two or more simulta-
neous inputs from the same location.

Unlike an onboard device, however, which could be installed in such a way that tampering with the de-
vice to turn off for certain trips would be difficult, there is nothing to prevent a vehicle tracking VMT
with a mobile device from traveling without such a mobile device. For this reason, mobile devices may
need to be paired with another system, such as a registration fee, to provide a backup collection method-
ology to prevent fraudulent nonpayment of fees. Under this type of system, VMT payments can be de-
ducted in part or in whole from the base registration fee, or VMT payments could be deducted from fees
paid by the location to which the vehicle is registered under a transportation utility fee scenario.

Issues associated with a GPS-based mobile system can be summarized as follows:
e Pros

0 Can be added to existing devices and services - fleet retrofit is not needed.

o0 Allows excellent determination of actual travel impact.

o0 Allows customer to nullify out-of-state travel payments.

0 Could be used to incentivize specific travel patterns in congested times / areas.
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0 Able to add other desirable functions

0 Real time cost of trip information can be provided likely resulting in best incentive to reduce
VMT or travel during off-peak periods.

o Collection infrastructure may exist within existing cellular providers

0 Simultaneous operation with gas tax is possible using a rebate/prebate system.

e Cons

0 Collection cost will be highly dependent on how the system is integrated into existing wire-
less services

o Significant privacy concerns have been identified, however the GPS tracking needed for
MBUF requirements is no different than that which the phone is already capable.

0 Business rules needed due to the device's mobility may be complex.

Hybrid Systems
There is a natural synergy between some of these collection systems that would allow their joint imple-
mentation to provide a superior system compared with individual implementation. An ideal VMT system
would produce several desirable outcomes. These include:

e Cost for the transportation system would be equitably distributed among users.

e The system would accurately establish the impact of each user on the system and charge accord-
ingly.

e Time of day, where applicable, would be taken into consideration.

e The cost of vehicle trips would become more transparent.

o Higher costs would be assessed for travel on "premium® facilities.

One drawback of VMT systems as they have often been envisioned is that they would ideally require uni-
versal tracking and monitoring. However, whether benefits of universal tracking and monitoring outweigh
the costs, privacy, and other issues associated with universal tracking is a reasonable question.

The need for roadways can be divided into two categories. The first is the need for basic connectivity of
the roadway system. The second is the need for capacity to handle peak loading. These are two very dif-
ferent issues.

Basic connectivity deals with providing the connections necessary for drivers to travel to and from de-
sired destinations. This can include rural roadways that connect farming communities with each other and
to city markets as well as local roadways that connect individual houses with the major transportation sys-
tem. In both of these cases, it is almost always the need for basic connectivity that controls the develop-
ment of these facilities. The need for congestion relief over the majority of these types of roadways plays
little, if any, role. Due to the stepwise nature of transportation improvements, i.e. the fact that it is not
possible to provide one half of the lane of a roadway, it is not unusual for the hourly capacity of these
types of facilities to be far greater than the hourly demand is or is projected to become. Roadways such as
these are often greenfield projects, and it is unlikely that there will be physical constraints to obtaining
right-of-way. For these types of roadways, the time of day travel occurs makes little difference.

The requirement to provide capacity to handle peak loading is significantly different. Peak loading, while
related to origin and destination, is much more based on the time of day that trips occur. Peak loading is-
sues are almost always urban phenomena. Adding additional peak capacity is often very difficult due to
right-of-way constraints, or the need for very expensive construction such as grade separation. Further,
capacity added to handle peak loading conditions is unneeded at other times so travel during much of the
day could be handled by a smaller roadway. This means that fuel taxes have a poor relationship to provid-
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ing peak load capacity, as gasoline is consumed, and therefore taxes collected, for travel only during a
relatively short period of the day.

Given these two very different issues that need to be addressed as part of overall transportation funding, it
is logical to consider the use of a system that can address basic connectivity needs along with a comple-
mentary system that addresses peak loading capacity needs.

Both registration fee systems as well as transportation utility fees are capable of dealing with connectivity
issues. It should be noted, however, that fuel taxes would also be capable of dealing with connectivity
issues if rates were adjusted to meet changes in fuel efficiency and to meet the basic connectivity needs of
the transportation system. Provision of peak capacity would be funded by another source. There would,
of course still be an issue as alternative fuels develop significant market share.

Transportation utility fees do however, have an inherent advantage over registration fees and fuel taxes.
They are better able to take into account the impacts of other modes of transportation, particularly transit.
This tends to reinforce a "user pays" philosophy which includes transit that can sometimes become
blurred with fuel taxes and registration fees. Keeping in mind that registration fees and fuel taxes could be
used instead, the possibility of a transportation utility fee coupled with a system that focuses on peak
transportation needs will be examined.

Transportation improvements that deal with the need to provide peak hour capacity are usually made on
the most efficient transportation facilities, usually, limited access freeways. To a lesser extent, major arte-
rials might also be upgraded. The relationship between limited access facilities and the needed feeder fa-
cilities will be discussed later in this document.

As only key facilities need to be identified, monitored, and priced to deal with peak capacity needs, it is
unnecessary to monitor all VMT that occurs during peak hours. As an efficient mechanism to perform
that monitoring already exists in the form of existing tolling technology, a roadside system can fulfill this
need.

A highly synergistic system could exist with a transportation utility fee supplemented on high-level facili-
ties with conventional tolling. Given the rapid technology advances in tolling, particularly open road toll-
ing, this type of system can be developed with existing technology and little or no inconvenience to the
driver.

Feeder roadways to major facilities would also be made somewhat sensitive to the time of day pricing
provided under this type of system. While they would not be directly tolled, the roadways would be af-
fected by the change in travel characteristics due to peak hour charging on the major facilities.

Collection efficiency is a major part of the MBUF discussion. By recognizing the fact that there are two
different factors driving the need for roadways, it is possible to develop a system that most efficiently re-
sponds to connectivity issues, and then develop a system that most efficiently responds to capacity needed
to handle traffic peaking.

GPS Systems

Because the potential additional benefits that GPS technology provides, it is entirely possible that many
drivers would prefer a GPS-based system. While a GPS-based system is not synergistic with other types
of systems, it can coexist with other types of systems.

Perhaps the biggest question regarding a GPS system is the extent to which the private sector would par-
ticipate, and what percentage of the cost will be borne by the private sector? It is reasonable to consider
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what incentive would there be to both the private sector as well as individual drivers to participate in a
GPS system program.

From the driver's perspective, there are two primary factors that would encourage use. The first is a reduc-
tion in fees paid. From this perspective, a GPS program would be most attractive to drivers that travel
relatively little compared to the average, drivers that tend to travel during off-peak hours, or both. The
second factor is system convenience or other added value. A GPS system could be designed so that no
action was required by the driver to pay all taxes and fees associated with vehicle use. Also, a GPS-based
system coupled with wireless data transmission could offer numerous added benefits. These could include
real-time traffic information, navigation assistance, a system to automatically call emergency services,
concierge services, real-time information on fuel costs, and information on other surrounding opportuni-
ties.

There are also numerous potential advantages from a private service provider’s perspective. Perhaps pri-
mary, is the ability to add fee-based value-added services to customer accounts such as described above.
The second is the ability, with the customer's permission, to obtain a significant amount of information on
the driver's behavior and travel patterns. If this were allowed to be coupled with a transaction tracking
program, the amount of information gathered would be exceptionally valuable in targeting advertising or
simply better understanding consumer behavior. A potential model for this type of program is UPromise.
Upromise automatically rebates a percentage of eligible purchases a consumer makes into a program that
provides funding for post secondary education. This information is automatically collected by providing
a card with bar coded Upromise account information at the point of payment.

While an exhaustive evaluation of Upromise was not made as part of this effort, the statement: "Infor-
mation about our members, former members, website visitors and mobile application users is an im-
portant part of our business.” This statement is contained in UPromise’s privacy policy and coupled with
the description of information collected seems to confirm that this type of transactional information is
considered valuable by the private sector.

As with iPhone and Android™ apps, a choice can be made by the consumer as to whether or not they
wish to receive advertising and provide information in exchange for obtaining the service at no cost, or a
monthly fee could be collected by the service provider for those not wishing to have advertising, or pro-
vide information on travel characteristics. By allowing multiple vendors into the market, the state would
promote competition that would likely reduce costs. Also, with participation voluntary and a mechanism
to provide the service at no cost, it may be possible for the state to implement this type of program at lit-
tle, or potentially, no cost.

The extent to which private providers would be interested in participating in this type of program is far
from certain. However, given the capabilities that exist in the private sector to efficiently collect infor-
mation on small transactions, this appears to be a potentially viable business model. Consideration should
be given to opening discussions with potential private sector partners. Further, there does not appear to be
a need to select a single vendor. While this could be considered, allowing competition among multiple
vendors might prove to be the most beneficial approach.

Public and Political Acceptance

There are numerous challenges in developing and implementing mileage based user fees. However, issues
of public acceptance may be one of the most challenging, especially regarding privacy. Critical to the
success of a mileage based user fee system will be the provision of user choice — choice in model, choice
in payment options, and choice in assessment. The Mileage-based business model allows for a user to
choose from a multitude of options, including a flat mileage charge at vehicle registration, which resem-
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bles an “unlimited” cell phone plan; an anonymous bulk mileage charge; or non-anonymous micro charg-
es that provide an opportunity for complementary services and incentives.

The public might associate a vehicle mileage fee with the notion of being “tracked.” Furthermore, there
are strong public concerns about information security. Fuel taxes are easy to pay, cheap to collect and
perhaps most important, anonymous. If vehicle mileage fees are to gain a high level of public acceptance,
systems for the security of information and privacy protection must be demonstrated. These issues can be
overcome, and the public is often more accepting of technology advancements than elected officials
might believe. Add on capabilities of GPS based systems and services that can derive from them will
likely be an important element in public acceptance of this methodology; however, having a non-
technological option as shown in the business model may be even more important towards garnering ac-
ceptance.

The Online Survey Wave 1 results indicate that Minnesotans are concerned with GPS-based data collec-
tion, often for the reasons cited above. The Mileage-Based business model, largely derived from Minne-
sota’s technology demonstration, incorporates multiple options for payment. It will be important to em-
phasize the default policy of a fixed MBUF assessment coupled with the choice for drivers to opt for a
variable MBUF option.

Concerns have been expressed about vehicle mileage fees essentially amounting to punishment for the
drivers of fuel efficient cars and hybrids, albeit many stakeholders in the listening sessions indicated that
there is enough incentive provided already for fuel efficient vehicles. Furthermore, there is widespread
belief that implementing such a fee system would remove the incentive to purchase fuel efficient vehicles.
While it is true that these drivers will be paying more under a vehicle mileage fee system than they would
in fuel taxes, the increased cost in terms of taxes paid is minimal compared to the other savings that these
vehicles provide. MnDOT analysis shows that while a hybrid driver would indeed pay more in mileage-
based fees than fuel taxes annually, these drivers will still see substantial savings in terms of fuel pur-
chased over the drivers of less fuel efficient vehicles. In other words, a vehicle mileage fee will not have
enough of an impact in terms of overall vehicle ownership costs to make hybrids and similar vehicles un-
desirable to drivers.

There are likely to be concerns about equity (or fairness) with regard to mileage-based user fees, which
can be structured to collect the same amount of revenue as the gas tax currently does. Because the public
is unaware of the impact of greater fuel efficiencies on gas tax revenues, however, vehicle mileage fees
might be seen as an added tax. Rural areas, specifically, have expressed concern that fees based on actual
miles traveled would disproportionately burden residents of remote rural areas that generally make long
distance trips. Furthermore, rural areas generally lack the availability of transit service found in larger
metropolitan areas. This means that there are fewer (if any) options available for those not wishing to
travel by personal vehicle and incur the fee.

Structuring a mileage fee so the rate varies based on whether travel is occurring in urban versus rural are-
as is logical, given that costs of highway maintenance and congestion can be lower in rural areas. It might
also be necessary to develop fee systems that accurately account for and discount mileage accrued on pri-
vate property. This could be a particularly important issue for ranchers and farmers, since they are more
likely to generate significant mileage on their own property and should not have to pay fees for that mile-
age.

Implementation Timeline

Implementing an MBUF system is not merely a technological effort. In fact, technology implementation
is relatively straightforward and, potentially, a relatively short part of the overall implementation timeline.
There are likely to be four definitive steps in the timeline:

F-18



1. Minnesota’s continuing research into the feasibility of various types of policy options, methodol-
ogy for collection, and technology for implementation.

2. Political and institutional acceptance and selection of a preferred business model and implement-
ing technologies and procedures that fit the model.

3. Technology implementation.

4. Public adoption of the new methodology/technology

While some of these steps can overlap to a minor extent, these steps will have to be undertaken consecu-
tively.

Research

There is a significant and still growing body of research into the various types of methodologies and tech-
nologies that can be used to implement an MBUF system, including not only Minnesota sponsored re-
search, but also other states and the Federal government. This paper discusses how those various technol-
ogies and methodologies would apply to Minnesota. The next logical step in this research is to determine
the institutional steps that would be necessary to implement the various types of technologies, and to de-
termine whether the private sector would be interested in teaming with the state to implement these tech-
nologies. Both of these steps would involve a detailed development of potential implementation plans and
refinement of likely costs.

Political and Institutional Acceptance

Once likely business models, methodologies, technologies, and procedures begin to emerge from the re-
search undertaken, the initial steps in determining political and institutional acceptance can begin. This
will initially take the form of discussions with senior administrative staff and informal discussions with
elected officials. In its final form, legislative action will be required, and the affected agencies will devel-
op and implement policies to put the enacted legislation into effect.

Methodology/Technology Implementation

Methodology and technology implementation needs to be discussed separately from adoption. Imple-
mentation is defined as having occurred at the time that the public is allowed to begin adopting a specific
payment methodology/technology. Adoption is related to the market penetration of a particular method-
ology/technology and may be a significantly longer time than implementation.

Implementation timing is highly dependent on the type of system selected — for instance a mobile GPS

system can be implemented faster than an on-board GPS or even OBD system. The willingness of the

private sector to become involved, and bring developed systems with them will also significantly affect
the implementation schedule.

Public Adoption

Public adoption of a methodology/technology will likely occur based on the Diffusion of Innovation
Model described by Everett Rogers. Rogers found that new innovations, regardless of type, follow a simi-
lar pattern of adoption. This pattern is shown in the figure below.
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While it may be possible to compress the curve so that it happens over a shorter period of time, the basic
shape of the curve is likely fixed.

Understanding diffusion of innovation leads to a greater understanding of why it is very important that a
new technology/methodology for replacing or supplementing fuel taxes be phased. While innovators and
early adopters might be comfortable with a sudden switch to a new system, the majority of the public
likely will not be comfortable regardless of how well the change might eventually be adopted and accept-
ed. Understanding of this phenomenon also provides insight into why roadway pricing projects often ini-
tially have the majority of opinion the negative, but after implementation favorability rises significantly.

The provision of choice in education on the diffusion of innovation among policymakers will likely result

in a higher comfort level among policymakers with moving forward with an MBUF system. A potential
implementation time line is shown below.

Research
Political Acceptance

Enabling
Legisiation

Technology Development
and Implementatien
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Appendix G. Task Force Presentation — Dr. Paul Sorensen



Mileage-Based User Fees (MBUF):
Opportunities and Challenges to Direct
Usage-Based Charges for Transportation Funding

Today’s Presentation

Motivation for MBUF

Mechanisms for Implementing MBUF
Challenges and Uncertainties
Potential Transition Strategies

State vs. Federal Implementation
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Fuel Tax Receipts Are Not Keeping Pace with Highway
Revenue Needs

* Real fuel tax revenue per mile of travel is
declining with inflation and improved fuel
economy
— Lack of political will to increase fuel taxes
— Funding shortfalls at federal and state level

* Problem is expected to worsen with:
— More economical conventional vehicles
— Alternative-fuel vehicles

» Distributional burden of gasoline and diesel
taxes will also become less equitable

Projected Growth in VMT and Fuel Consumption
Illustrates Fuel Tax Challenges

Sources: FHWA, EIA
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MBUF Is Viewed as a Promising
Long-Term Replacement for Fuel Taxes

* Would provide a more stable and equitable
transportation revenue stream

+ Additional policy options:
— Allocate revenue by jurisdiction more
accurately

— Structure fees to reduce congestion,
emissions, and excessive road wear

— Offer value-added services

— Collect detailed (anonymous) travel data for
improved planning and operations

MBUF Would Provide a More Stable
and Equitable Revenue Source

» Stability:
— MBUF revenue would increase with total travel, which in
turn drives the need for maintenance and expansion
— Would still need to index or periodically raise mileage fees
to address inflation
* Equity:
— All drivers pay based on the amount they drive {i.e., in
proportion to the benefits they derive from the system)

— Alternative fuel vehicles will initially be higher priced and
purchased by more affluent drivers; with MBUF these
drivers will still pay their fair share for road use
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Fees Could Be Structured to Reduce
Congestion, Emissions, and Road Wear

* To reduce congestion:
— Per-mile fees could be increased for travel in
congested travel corridors during peak hours
* To reduce emissions:
— Per-mile fees could be increased for vehicles that emit
more local air pollutants or greenhouse gases
* To reduce road wear (mainly for trucks):

— Per-mile fees could be increased for heavier axle loads
and for travel on local roads with lower engineering
standards

In-Vehicle Metering Equipment Could
Provide Many Value-Added Services

* |dea: provide driver with financial savings,
greater convenience, better information about
travel options, improved safety...

* Examples:
— Pay-as-you-drive insurance
— Automated parking payment
— Navigation assistance based on current traffic
— Downstream traffic incident alerts

* How would Steve Jobs design an MBUF system??
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Today’s Presentation

Motivation for Considering MBUF
Mechanisms for Implementing MBUF

Challenges and Uncertainties

Potential Transition Strategies

State vs. Federal Implementation

The Design of a VMT-Fee System Must Address
(at Least) Four Functional Components

Metering road use
Collecting payment
Preventing evasion
Protecting privacy
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Options for Metering Road Use

Periodic odometer inspections

Mileage estimates based on vehicle fuel
economy and fuel consumption

On-board unit (OBU) connected to on-board
diagnostics port (OBD-Il)

OBU with addition of cellular communications
OBU with addition of GPS
RFID tolling (partial road network only)

Options for Collecting Payment

Payment with vehicle registration
Pay at the pump
Automated data transmission and billing

Pre-paid debit cards
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Options for Preventing Evasion

Odometer inspections / redundancy checks
Metering equipment inspections

Default fuel tax payment

Fuel consumption redundancy checks
Roadside LPR/DSRC checks

Device “heartbeat” signals

Device “distress” signals

Options for Protecting Privacy

On-board data aggregation / fee computation
Anonymous proxy fee computation

Trusted third party

Prepaid debit cards

Anonymous user accounts

Data encryption (element of many of the
above)
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The Choice Among Implementation
Options Involves Important Tradeoffs

Ability to pursue additional policy goals
beyond revenue collection

Burden on users (relative to fuel taxes)
Difficulty of enforcement
Privacy concerns

Cost of implementing and operating system

Ability to Pursue Policy Goals Hinges

Metering

Mileage

Travel by
lurisdiction

Travel by

Local Area

Travel by
Route

Time of
Travel

Vehicle
Attributes

on Certain Metering Capabilities

Accurately Added Detailed

MBUF i B Traffic Road Wear Emissions : Travel Data
Revenue Functions

Value-
Reduce Reduce Reduce e
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Metering Options Vary in their Ability to
Support Potential Policy Goals

Accurately Reduce Reduce Reduce x:lclil: J Detailed

i Apporti
Metering MBUF pportion Traffic Road Wear  Emissions : Travel Data
Revenue Functions

Odometer
inspections

Estimates
based on ®
fuel use

OBU w/ OBD
Il

OBU +
Cellular

OBU + GPS

RFID tolling

Metering Options Also Vary in Terms of
Potential Challenges or Drawbacks

Challenging to Vehicle Capital and

Metering Enforce Burden on Users  Privacy Concerns Equipment Cost Operating Cost

Odometer
inspections

o]

Estimates based
on fuel use

OBU w/ OBD Il

OBU + Cellular

OBU + GPS

RFID tolling
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Today’s Presentation

* Challenges and Uncertainties

The Potential Advantages of MBUF
Have Attracted Significant Attention

+ U.S. experience

— Trials conducted by Oregon, Puget Sound, University
of lowa, Minnesota

* International experience:

— Weight-distance truck tolls in Switzerland, Austria,
Germany, Slovakia, Czech Republic

— Distance-based fees in New Zealand for trucks and
diesel-burning passenger cars

— Effort to develop program in the Netherlands

* Prior trials and programs have yielded valuable
lessons...
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But Numerous Issues and
Uncertainties
Still Need to Be Addressed

System requirements

[ ]

Technical implementation mechanisms

Public / private institutional roles

[

Implementation and transition strategies

[ ]

System cost

User acceptance

For details, see Sysfem Trials to Demonstrate Mileage-
Based Road Use Charges, NCHRP 20-24(69A), 2010.

Many of the Implementation and
Transition Issues Are Quite Complex

* Phasing in the system over time

* Rebating fuel taxes for early MBUF
adopters

* Charging out-of-state or foreign drivers

* Ensuring interoperability among systems
from different states (assuming that a
national system is not developed first)
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The Prospects for Transitioning to
MBUF Appear to Hinge on Two Critical
Issues

» User acceptance

» High administrative cost {vs. fuel tax
collection)

Public Knowledge of and Support for
MBUF Is Low

* Privacy appears to be the main concern
(despite multiple methods for protecting
privacy)

* Other concerns
— Low trust in government
— Concern for increased tax burden
— Fear of unknown

* Asliver lining:

— University of lowa trials have shown that support

increases considerably as drivers become familiar
with MBUF

G-12




MBUF Will Be Expensive to Collect
Relative to Fuel Taxes

* Fuel tax collection: ~ 1% of revenue
* MBUF collection: ~ 5% - 20% of revenue

* Cost ultimately depends on such factors as:
— Technology choice and future innovation
— Number of users (economies of scale)
— Total revenue collection

* Increased collection cost will be more than

offset by growth in MBUF revenue vs. fuel
taxes within the next decade or so

Today’s Presentation

* Potential Transition Strategies
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Recent MBUF Research Has Focused on Strategies for
Overcoming Opposition and Reducing Costs

» Initial focus on limited user groups
» User choice

* Value-added services and voluntary
adoption

Initial Focus on a Limited User Group
May Help to Reduce Opposition

* Qregon plans to levy MBUF for electric
vehicles
— Few current EV owners, limited opposition
— Compelling argument that EV owners should pay
their fair share for using the roads
— Legislation narrowly defeated in last session, but
legislature did provide funding for ODOT to
develop system by 2015
* Another concept being explored: implement
MBUF for Mexican trucks under NAFTA
agreement
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Providing User Choice May Help
to Reduce Opposition

« Allow users to choose among:
— Metering approaches, payment options, methods for
protecting privacy, value-added services, etc.
* Minnesota trials provide an example
— Pay flat rate based on odometer reading, or

— Qualify for reduced rates based on GPS
* No fee for out-of-state miles
* Reduced fee for rural and off-peak miles

* QOregon exploring similar idea of allowing EV
owners to choose among metering options

Value-Added Services and Voluntary
Adoption May Reduce Costs and
Opposition

* Concept

— Multiple vendors compete to provide mileage metering,
billing, and value-added services

— Competition and revenue from value-added services
reduce cost of collecting MBUF

— Users voluntarily adopt system for access to value-added
services

— Experience of initial adopters demonstrates that system
works and protects privacy, paving the way for subsequent
mandatory MBUF

* Examples
— NYCDOT “DriveSmart” RFEI
— Minnesota trials (value-added services)
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Is the Value-Added Services /
Voluntary Adoption Concept Realistic?
Perhaps...

*+ Aftracting users:

— A low-mileage driver that currently pays $1000 per year
could pay well less than $500 for pay-as-you-drive
insurance

— Automated parking payment could be structured to
eliminate parking time violations

* Reducing collection cost:

— Assume an in-vehicle metering device is used to collect
$250 in road-use fees and $500 in pay-as-you drive
insurance

— If metering and collection costs are equally apportioned to

mileage fees and insurers, the cost of collecting mileage
fees would be reduced by two thirds

Today’s Presentation

» State vs. Federal Implementation
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Who Should Take the Lead on
Developing MBUF Systems

* There is (some) interest in both Congress and the
Administration in funding research to explore and
refine the concept for a national MBUF system

* But some states, and even some metro areas, are
interested in pursuing MBUF more rapidly
— Oregon, Minnesota, Texas, Nevada...
— New York City, Southern California...

* There are pros and cons for both federal leadership
and state leadership

For details, see System Trials to Demonstrate Mileage-
Based Road Use Charges, NCHRP 20-24(69A), 2010.

Assessment of Federal Leadership on
the Development of MBUF

* Advantages:
— Addresses federal revenue shortfall

— Allows interested states to join, focusing on policy
development rather than technical issues

— Avoids interoperability problems

— Reduces collection costs by collecting more revenue
and through economies of scale

* Disadvantages:

— Near-term political prospects appear weak

— More challenging to implement and enforce within
states that do not choose to adopt
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Assessment of State Leadership on the
Development of MBUF

* Advantages:
— Let 1000 flowers bloom...

— States with political will for MBUF do not need to wait on
the federal government

— States have more opportunity to create user choice and
foster value-added services

— States control registration databases and law enforcement
assets

* Disadvantages:
— High risk of non-interoperable systems
— Challenge to collect for drivers from other states
— Reduced economies of scale
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Appendix H. Policy Task Force Minutes



MBUF TASK FORCE MEETING #1

June 6, 2011, 1:00 — 4:00 PM
Humphrey School of Public Affairs

Summary Minutes

In attendance: Chair Bernie Lieder; Vice Chair Jim Hovland; Bob Anderson, Minnesota Chamber of
Commerce; State Representative Mike Beard; State Senator Scott Dibble; Steve Elkins, Met Council;
John Hausladen, MN Trucking Association; Bill Goins, Fed- Ex; Commissioner Donald Jensen, Penning-
ton County; Wade Kline, Fargo-Moorhead Metro COG; John Mock, MN State Patrol; Marthand Nookala,
Hennepin County; Dan Salomone, MN Revenue Department; Charles Samuelson, ACLU; Barb Thoman,
Transit for Livable Communities; Kathy Tingelstad, Anoka County

Staff in Attendance: Ken Buckeye, MnDOT; John Doan, SRF Consulting; Cory Johnson, MnDOT; Chris-
tine Krueger, MnDOT; Adeel Lari, Humphrey School; Lee Munnich, Humphrey School; Ferrol Robin-
son, Humphrey School; Matt Schmit, Humphrey School; David Ungemah, PB World

Via phone: Margaret Donahoe, Transportation Alliance; Jason Stribiak, PB World

Task Force Chair Bernie Lieder convened the meeting with some brief opening remarks; introductions
ensued. Vice Chair Jim Hovland echoed an eagerness to begin deliberation on various policy ramifica-
tions of a mileage-based user fee alternative to the existing fuel tax scheme.

John Doan provided the group with a project overview, including background information on transporta-
tion finance in Minnesota. He noted the purpose of the task force is two-fold: (1) to discuss and evaluate
guestions, concerns, expectations, and preferences about the use of MBUF as a future transportation fund-
ing mechanism; and (2) to provide policy direction to the MnDOT Commissioner for the MBUF technol-
ogy demonstration and potential broader implementation of MBUF in MN.

Similarly, the project has two research components: (1) a technology demonstration that includes 500 ve-
hicles in Hennepin and Wright Counties; and (2) a policy study that will engage key stakeholders to iden-
tify and evaluate MBUF issues. For its part, the policy study will include: a series of legislative and ex-
ecutive briefings; an internet panel survey; a series of stakeholder interviews; five focus group discussions
in Greater Minnesota; three expert panel roundtable forums; and a policy task force.

He noted five principles that will guide policy discussions: efficiency; equity; revenue adequacy and sus-
tainability; environmental sustainability; and feasibility.

Cory Johnson emphasized that a separate group would be assessing the technical feasibility of one partic-
ular approach to MBUF that involves the use of on-board mileage-tracking units.

John Hausladen asked if participants in the technical feasibility study would be asked to assess the tech-

nology strictly or if they would weigh in on various policy questions related to whether or not MBUF
should be implemented. Cory noted that the technical feasibility group would be focused on assessing the
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technology itself rather than broader policy questions; however, the group would be given the opportunity
to offer a wide-array of feedback through use of participant surveys, project journals and exit interviews.

Donald Jensen asked if the task force should proceed under the assumption that MBUF is needed to ad-
dress revenue shortfalls attributable to the current gas tax regime. Cory noted that revenue instability in
the current approach is a factor, but that the work of the task force is to examine a potential alternative for
the long term (20 years out or more).

Ken Buckeye provided an overview on mileage-based user fees in particular; his presentation focused on:
the requisite leadership and driving forces behind scheme development and implementation; various re-
lated public acceptance and policy issues; available technology; involved risks; and next steps for project
advancement. His discussion was framed by three questions: (1) What is the value proposition that we’re
presenting to the public? (2) Why would the public support MBUF; and (3) What information does the
public need to support MBUF?

How is current fuel tax collected? Where does revenue go in terms of funding infrastructure? Why each
state to look at solving transportation funding problems rather than federal government?

Representative Mike Beard asked if any members of the technical feasibility group would be expected to
cross the state border during the trial and thus provide information for analysis. Cory noted that there
would be no charge for miles beyond Minnesota’s borders and that miles outside Minnesota would not
tracked.

Dan Salomone asked if the research team had looked at establishing a revenue-neutral fee. Cory noted
that the group figured a revenue neutral fee would be around $.02 per mile, not including administration
costs.

Bill Goins asked what might be learned from MBUF approaches studied elsewhere. Ken noted that a
University of lowa approach used its own technology to address privacy concerns. In addition, the Ore-
gon legislature is debating a bill that would charge hybrid and electric vehicles an MBUF.

Dan noted the constitutional dedication of fuel tax revenues and asked if an MBUF approach would need
a similar constitutional dedication. Ken noted the answer is unclear at this time.

Ferrol Robinson provided a presentation focused on various transportation finance principles, as well as
on a number of specific MBUF issues and concerns.

Charles Samuelson was concerned with the issue of GPS and privacy, recalling that Apple got into some
hot water for keeping information that was gathered through their smart phones. He added that the ACLU
has problems with tracking features and asked if there might be an easier, less invasive way of assessing
an MBUF. Ferrol noted that an attractive option with MBUF is that it allows for increased knowledge of
traveler behavior and a reduction in peak-period travel; these advantages are lost if revenues are collected
via annual fee.

Representative Beard noted that the efficiency of collection is an attractive aspect of the fuel tax, adding
that fraud is difficult as there are only about 100 wholesalers in Minnesota. He expressed wariness over
creating a new bureaucracy to administer MBUF, revealing a preference for having a certified vendor ra-
ther than state employees administer the system and collect fees. Such an approach would create oppor-
tunity for the private market. Any approach would require strict protections of driver data, and a court
order should be necessary to access any personal driver data.
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Cory noted that MBUF technology demonstration planning revealed the potential for drivers to download
additional “apps” — such as safety or traveler information — that would provide a value added component
to an MBUF approach.

Jim recalled a comment made at the recent Rethinking Transportation Finance Roundtable event on
MBUF during which the Reason Foundation’s Dr. Adrian Moore said: “Only your car should know
where you’ve been.” Jim added that these sentiments were received favorably, and that his impression is
that the University of Minnesota’s Center for Transportation Studies has the appropriate technology and
mechanisms that would allow for consumer privacy. Jim also noted that equity is a big concern, recalling
a recent CTS presentation from Dr. David Kittelson in which the speaker suggested the increasing number
of alternative fuels only exacerbates the difficulty with the existing fuel tax.

John H asked if a whole new technology in necessary to address the fuel tax issue. If so, he added that a
national scheme would be better than several disjointed statewide approaches. He noted the considerable
difference in administrative costs between the current fuel tax regime and a proposed MBUF approach,
whereby costs would be several times greater.

Charles suggested that if the real issue is an underfunding of the highway transportation system, then one
possible solution would be using a system of tolls to finance highways.

Barb Thoman suggested that, given concerns about underperformance of the gas tax, it might be helpful
for the task force to see a slide about state transportation revenue picture in total with all three sources of
revenue: MVEST, gas tax and vehicle tabs. She added that this would allow the group to consider the
overall revenue picture. She also cautioned against narrowing the scope of what services and/or infra-
structure might be funded with MBUF too early and prevent the task force from fully deliberating all op-
tions. For instance, it may be a desirable policy objective to use revenue to supplant local property taxes
since a large portion of property tax receipts goes to transportation.

Senator Scott Dibble echoed Barb’s point on the importance of considering MBUF in the context of the
broader transportation funding picture. He added that while privacy concerns are very real, discussion of
MBUF is part of a wide-reaching conversation involving a lot of different ideas; to this extend, he would
like to see MnDOT share its thoughts on a number of similar or related projects, including those involv-
ing innovative finance, value capture, etc. Lastly, he noted that the Senate transportation bill faced two
significant amendments while being debated on the Senate floor recently: the first amendment, which
failed, included a ban on all toll roads; a second amendment, which passed in the Senate but failed to gain
support in the House, included a ban on formal discussion of MBUF itself.

Chairman Lieder was pleased that initial discussion of MBUF did not focus disproportionately on privacy
issues. He reiterated a call for policy changes that included provision for charging for road capacity,
whether it’s through MBUF or another approach.

Wade Kline expressed an interest in pursuing a complex approach in which different roads are charged
different rates according to use and need. He added that while smart phone technology is great, not eve-
ryone has access to it; as such, any system should be fair and accessible to all.

Bill recalled the stated purpose of the task force: to focus on evaluating MBUF as a potential alternative
funding mechanism. He encouraged the group to think in terms of the delta, the difference, a new ap-
proach could foster, adding that behavior change — in the form of getting vehicles off Minnesota roads at
peak periods — is not a bad goal. He noted that Minnesota is a leader in terms of growth rate of conges-
tion and that more fuel efficient vehicles paired with more total vehicles may leave significant problems
to solve. He said he would be curious to see if MBUF could manage behavior and provide worthwhile
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systematic change. At Fed Ex, we don’t want to see congested roads at the end of the day when pick-ups
are in demand.

John H warned that it would be difficult for the trucking industry to a recover variable charge from cli-
ents.

Lee complimented the group for engaging in such a great discussion, one in which most of the significant
issues were raised and put on the table. He added that the next few meetings will allow the group to dive
deeper into specific policy issues. The goal is to kick the tires over the course of next few meetings and
then put forth a list of policy recommendations.

John D suggested that subsequent meetings would focus on presentation of various technology and the
specific approaches taken in the Minnesota technology demonstration; MBUF in the context on the
broader transportation funding picture; generation of a draft problem statement; discussion of potential
MBUF administrative costs; discussion of various policy objectives and concerns, such as privacy; and a
report back from MBUF Symposium taking place in Breckenridge, Colorado, June 13 — 15.

Jim acknowledged the difficulty in examining such a complex issue as MBUF and in promoting signifi-
cant policy reform, recalling a passage from author James Baldwin on the human inclination to find heav-
en: “Everyone wants to go there, just not now.”

Senator Dibble suggested that the draft problem statement should be circulated before the next meeting;
in addition, he has some materials from the National Council of State Legislatures that is accessible for
the non-expert and might be of use for the group.

Bill asked if there are other states that Minnesota can benchmark itself against in terms of advances in
MBUF. Lee noted that Oregon in particular is out ahead on this issue and may offer some lessons.

Ken noted that the Mileage-Based User Fee Alliance is an active body studying MBUF.

Bernie announced that the next meeting is tentatively scheduled to take place on Wednesday, July 27,
from 1 — 3PM at the Humphrey School. Given the potential for a state government shutdown, Cory noted
that the University will be under the same rules as other contractors and thus the meeting may need to be
rescheduled in the event of a prolonged government shutdown. Bill and Barb regretted to share that they
each had conflicts at that time.
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MBUF TASK FORCE MEETING #2

July 27, 2011, 1:00 - 3:30 PM
Carlson School of Management

Summary Minutes

Members in attendance: Chair Bernie Lieder; Vice Chair Jim Hovland; Bob Anderson, Minnesota
Chamber of Commerce; State Senator Scott Dibble; Margaret Donahoe, Transportation Alliance; John
Hausladen, MN Trucking Association; Commissioner Donald Jensen, Pennington County; Bob Krogman,
Minnesota Petroleum Marketers; John Mock, MN State Patrol; Marthand Nookala, Hennepin County;
Charles Samuelson, ACLU; Barb Thoman, Transit for Livable Communities; Christine Zimmer, Minne-
sota AAA

Staff in attendance Cory Johnson, MnDOT; Christine Krueger, MnDOT; Ken Buckeye, MnDOT; Lee
Munnich, Humphrey School; Ferrol Robinson, Humphrey School; Matt Schmit, Humphrey School; John
Doan, Atkins

Via phone: Wade Kline, Fargo-Moorhead Metro COG; Joe Nigg, Fargo-Moorhead Metro COG; Rob
Zimmer, Battelle; Sheryl Miller, SAIC

Task Force Chair Bernie Lieder called the meeting to order, offering some brief opening remarks. He and
Tack Force Vice Chair Jim Hovland recalled their recent experience at the MBUF Symposium in
Breckenridge, Colorado. Jim noted the event included several useful presentations, and he requested that
the group be provided a link for accessing these.

Scott Peterson, MnDOT, provided a primer on transportation revenue sources and uses.

Rob Zimmer, Battelle, and Sheryl Miller, SAIC, briefed the group on the MBUF technology demonstra-
tion. John Hausladen commented that it seems as though the demonstration has gone way beyond its leg-
islative directive, especially with regard to the issue of revenue neutrality. Cory Johnson noted that the
enabling legislation is pretty generic and that a MnDOT review of the legislative directive led the depart-
ment to believe that a thorough review of MBUF and related issues would make the effort most worth-
while.

Christine Zimmer asked if the demonstration was measuring the speed at which participant drivers were
traveling; in other words, was the demonstration collecting data on time or simply miles. Rob noted that
only total miles traveled were being collected.

Senator Scott Dibble asked why participants were given a choice on whether to opt in or to opt out; spe-
cifically, he wondered if the choice was provided in order to collect data for the test or to allow partici-
pants to feel more comfortable with the trial — or if MnDOT was anticipating how a system might be im-
plemented in the future. Rob was not sure why people would want to opt out; in a real system, the optin/
opt out component would be unnecessary. Cory noted that MnDOT never got around a design problem,
and that allowing participants to opt out was a better alternative than to have them simply throw the tran-
sponder units away.
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Jim recalled that information was gathered at the pump in the Oregon demonstration; asked why a more
elaborate approach was taken with this project. Cory noted that MnDOT did not want to duplicate what
Oregon did, but rather was very interested in learning more about readily available, off-the-shelf technol-
ogy and related applications.

Charles Samuelson was curious how the data would be classified under the Data Practices Act. Cory not-
ed that MnDOT received an exemption for the demonstration, but that an exemption would not be an op-
tion if the approach was fully implemented. However, there may be some privacy advantages to having a
private firm collect and retain data under an implementation scenario.

John Doan made a brief presentation on findings from the online survey and Greater Minnesota listening
sessions. Christine wondered if listening session participants specified for what specific transportation
purposes new revenue was needed — that is, for roads or for transit. John recalled that participants wanted
new revenue for transportation generally and roads in particular.

Discussion next turned to consideration of the draft MBUF problem statement. John Hausladen indicated
that he had an alternate problem statement language in mind, and he proceeded to distribute a draft alter-
native. He observed that the task force was in a position to add a lot of value to the broader transportation
finance discussion, and that he was interested in examining some important related issues. Specifically,
he’s interested in establishing where the fuel tax fits into the larger transportation revenue mix; his alter-
native language also introduced a new term: “non-taxed alternatively fueled vehicles.” Margaret Do-
nahoe voiced support for the new language, adding that it seemed to address more issues. Ferrol Robin-
son expressed an interest in making sure the issue of equity is addressed in final problem statement lan-
guage.

Senator Dibble offered a couple of points: first, he encouraged the group to remember that the fuel tax
doesn’t fund the entire transportation infrastructure system and that other taxes we all pay contribute to
the system; and, secondly, changes in demographics, land use, travel patterns, and the general market will
change fuel tax receipts — vehicle fuel efficiency isn’t the only factor.

Charles expressed support for the provision in the alternative language about the system’s failure to raise
appropriate funding, suggesting that the problem statement reference this fact right away. However, Barb
cautioned that the new language might refocus attention away from equity concerns and toward the need
for additional revenue. Jim agreed, adding that’s why the initial draft language led with the equity issue.
He offered that other states such as Nevada plan to lead with equity argument, suggesting that the group
carefully consider this distinction.

John Hausladen urged the group to be honest that the system needs new revenue in the future and that,
above all, MBUF is about raising new revenue; he suggests the problem statement should reflect this goal
rather than how to sell it.

Marthand Nookala cautioned the group against binding MBUF only to road infrastructure. John
Hausladen noted that his alternative language purposely referenced roads and bridges because current
constitutional language dedicates fuel tax receipts accordingly.

Christine was curious if the demonstration would track buses or similar vehicles to log their miles trav-
eled as well, asking if buses would likely pay the fuel tax in the future. Cory noted that the demonstration
is just tracking vehicle miles of participants’ passenger vehicles. Senator Dibble added that buses remove
vehicles from the road, thus reducing overall use of and damage to the roads.
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Jim recognized that discussion of the alternative problem statement language raises a fundamental ques-
tion the group needs to resolve regarding equity and revenue. However, he urged that the group not pre-
sume MBUF is simply a vehicle for raising transportation funding, adding that equity was at the heart of
the project’s original goal and the legislative directive; he warned that focusing on MBUF as a revenue
raiser would be a mistake. However, Margaret suggested that many people look to MBUF as a way to
address performance issues of the fuel tax — and the likelihood for lost revenues; Jim is fine with ac-
knowledging MBUF’s dual purpose, but he urged the group to lead with the equity piece.

John Hausladen offered that the alternative language include reference to a vehicle’s “proportional share”
such that the distinction be made between fuel efficient vehicles that still use fossil fuels and vehicles that
use completely different sources of fuel; in both cases, the vehicle owners should contribute to funding
the transportation system. Bernie suggested that the problem statement be revised to incorporate both
items.

Bob DeBoer asked if the group was really satisfied with a problem statement that leads with the revenue
piece. Jim stated that he would prefer reversing the first two sentences to address this issue, thus refer-
ence equity first and revenue second. Christine suggested that the alternative language clarifies that travel
behavior and equity are also factors. Charles noted that this is a problem statement, not a marketing
statement — and that revenue is the real problem.

John Hausladen offered an amendment to his proposed alternative language and accepted friendly
amendments from Senator Dibble, Jim and Barb. Adoption of the alternative problem statement language
was moved, seconded, and carried by a voice vote.

John Doan noted that MnDOT will allow Task Force members to participate in the demonstration; those

who are interested should let him know before the next meeting — which is scheduled for Wednesday,
August 31, at 1pm.
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MBUF TASK FORCE MEETING #3

August 31, 2011, 1:00 - 3:30 PM
Humphrey School of Public Affairs

Summary Minutes

Members in attendance: Chair Bernie Lieder; Vice Chair Jim Hovland; Bob Anderson, Minnesota
Chamber of Commerce; State Representative Mike Beard; State Senator Scott Dibble; Margaret Donahoe,
Transportation Alliance; Steve Elkins, Met Council; John Hausladen, MN Trucking Association; State
Representative Frank Hornstein; Commissioner Donald Jensen, Pennington County; Bob Krogman, Min-
nesota Petroleum Marketers; Steve Murphy, retired state legislator; Roy Terwilliger, retired state legisla-
tor; Kathy Tingelstad, Anoka County; Christine Zimmer, Minnesota AAA

Staff in attendance: Ken Buckeye, MnDOT; John Doan, Atkins; Cory Johnson, MnDOT; Christine
Krueger, MnDOT; Lee Munnich, Humphrey School; Jeremy Neeck, Minnesota Department of Revenue;
Scott Peterson, MnDOT; Ferrol Robinson, Humphrey School; John Schamber, Accora Research; Matt
Schmit, Humphrey School

Others: Ron Erhardt, retired state legislator; Matt Lemke, Minnesota AAA
Via phone: Wade Kline, Fargo-Moorhead Metro COG; David Ungemah, PB World

Task Force Vice Chair Jim Hovland called the meeting to order, proposing to amend the agenda to “re-
view” as opposed to “review and adopt” the current problem statement language; the amendment carried
by voice vote. Motion to approve minutes from the July 27 Task Force meeting was raised and seconded,
and the minutes were approved.

Ferrol Robinson provided a brief summary of the online survey results. Sen. Scott Dibble requested that
full survey results be shared with the group; in addition, he was curious if a series of questions similar to
those asked of the survey respondents also will be asked of those participating in the technology demon-
stration.

John Hausladen inquired as to how survey respondents were identified to take part in the survey. John
Schamber replied that a list of randomized contacts was purchased from a reputable source, ensuring that
the sample would be sufficient and statistically significant; he also noted that the survey results could
provide a baseline to which future queries might be compared.

Regarding low survey support for peak-time charges, Steve Elkins wondered if the survey results would
be different if the question was rephrased to ask if people who travel during low-peak times deserved a
discount.

Lee Munnich next provided an overview of plans for targeted outreach to key stakeholders, noting that

the sessions would be used both to inform opinion leaders of the MBUF project and to seek input on re-
lated issues; the group reviewed a list of such targets, and Lee asked for feedback from the group. Marga-
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ret Donahoe suggested that the list include transportation engineers; Sen. Dibble noted that neither the
Minnesota Center for Environmental Advocacy nor any labor groups were currently represented on the
list; Steve Murphy offered that the Minnesota Service Station Association be included; Wade Kline sug-
gested that Minnesota Public Transit Association might be helpful; and Rep. Mike Beard urged project
staff to reach out to Rep. Mary Liz Holberg, the National Federation of Independent Businesses, and pos-
sibly select bloggers, too. Lee noted that project staff had not been planning to include media in the out-
reach, and cautioned that bloggers not be targeted at this time.

Discussion turned to consideration of revised problem statement language that no longer specified
MnDOT as the agency charged with determining the viability of MBUF for Minnesota; it was widely
agreed that this was a task best reserved for the Legislature. However, John Hausladen noted the refer-
ence to MnDOT was intentional in the language he had offered at the previous Task Force meeting. Cory
Johnson voiced concern that the current gas tax is collected by the Revenue Department and that the De-
partment of Public Safety collects various fees, including license tabs; as such, the issue is bigger than
MnDOT and determination of MBUF viability should rest with the Legislature.

Vice Chair Hovland suggested the group treat the language as a “working problem statement™ as Task
Force deliberations continue, noting that he did not want to see the group further delayed while it tries to
examine important aspects of MBUF that may inform future problem statement revision. Wade Kline
expressed an interest in affirming a strong problem statement sooner rather than later. John Hausladen
acknowledged the need for a frame to guide Task Force proceedings, but was satisfied to table discussion
of the problem statement for the time being in order to move forward.

Sen. Dibble observed that the current problem statement reads like a resolution that could be broken into
two paragraphs: the first describing the world today; and the second, what can be done about it. Rep.
Beard suggested that the first sentence reads as a political statement that will cause controversy, while the
second statement is factual. Although he agrees with much of the problem statement, he cautioned that
the first sentence sounds like a call for a tax increase and thus will engender certain opposition. Vice
Chair Hovland voiced support for restructuring the problem statement by leading with facts and following
with potential options, akin to conveying “cause and effect.”

Ferrol Robinson led discussion of various policy objectives; John Hausladen provided alternative lan-
guage for the policy objectives and he asked that it be distributed to the group, and it was. Steve Murphy
believed that a national approach would be needed, but not sufficient to have meaningful pilots of MBUF.
Donald Jenson shared that he was not confident any Congress would ever act on an MBUF approach.
Margaret Donahoe suggested that state pilot projects have not moved to the point of widespread imple-
mentation for a reason; she added that transportation funding is the key concern. Sen. Dibble recognized
that aligning state policies with those of other states and the federal government is a common problem for
the Legislature on a number of issues; at a minimum, he added, we need to know what the relevant feder-
al players are saying (for instance, what is AASHTQO’s position on MBUF and what has the state of Ore-
gon learned from its MBUF trial?). He concluded that it would be a shame if Minnesota passed on the
opportunity to examine MBUF given the role states play as “laboratories for innovation.” Chair Lieder
noted that a national expert would be present at the September 21 Task Force meeting, and that a number
of national experts would be engaged before the project concludes. John Doan confirmed that Rand Cor-
poration’s Paul Sorenson would be providing a briefing at the next Task Force meeting, where a number
of “value added” services would be discussed. Ferrol noted that the issue of federal versus state imple-
mentation was a scheduled discussion item for the next Task Force meeting.

John Hausladen expressed an interest in prioritizing the policy objectives currently before the group.

Working from his alternative language, which was very similar to that originally presented to the group,
he noted that: (1) state versus national implementation is an important issue to consider; (2) it is appropri-
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ate to say that MBUF is good but not appropriate for the state to implement; and (3) many trucks current-
ly fuel outside Minnesota borders due to the comparatively lower fuel base rate; in sum, state policy deci-
sions will likely result in consumer behavior changes.

Agreeing that implementation issues might best be left for the next Task Force meeting, Vice Chair
Hovland raised the idea of an “Upper Midwest collaborative” as a middle ground between state- and fed-
eral-level implementation. He suggested the group next consider the issue of equity and the use of funds,
reiterating the importance of leading the discussion of MBUF with full treatment of equity. Sen. Dibble
agreed that equity is the real issue, adding that as technologies change future discussion of equity will be
required. Wade believed that equity is important, but congestion mitigation is just as strong a considera-
tion — and one that should not be lost in the discussion. Steve Elkins observed that congestion mitigation
is probably the biggest benefit of MBUF. Steve Murphy noted that privacy concerns are real, too — and
that liberals and conservatives alike share these concerns. Chair Lieder voiced an equity-related concern,
noting that owners of bikes, ATVs and golf carts do not currently pay for the use of roads with these ve-
hicles. Bob Krogman countered that unless these motor vehicles run on electric batteries, their owners
very likely already pay the gas tax to operate them.

Margaret Donahoe suggested that there are other ways to deal with the issue of equity other than MBUF.
For instance, there are existing taxes targeting electric vehicles; in addition, electricity used to power elec-
tric vehicles could be taxed in the future. She added that how revenue is collected and who is paying the
bill are two entirely different questions. Steve Murphy cautioned that it is likely easier to equip a vehicle
with a transponder than it is to tax electricity use. Rep. Beard offered that the issue of equity might best
be dealt with through licensing and registration. Bob Krogman asked at what point MBUF might apply to
an electric vehicle — at 80 mpg, at 60mph, etc.

Wade Kline suggested that perhaps the group need not prioritize objectives, but rather should reevaluate
how revenues might be collected. He believed that all the objectives were good, and urged the group to
take a view of the bigger picture. This is important stuff, he added, and it is vital that states start to take
control of funding the transportation system; the federal government is not going to lead. Ferrol Robin-
son clarified that equity refers to a number of scenarios, including taxing electric vehicles, accounting for
vehicle weight and use of diesel engines; he urged the group to consider the issue in a broad sense.

Steve Elkins added that another objective might be to minimize required investment in the transportation
system — that is, squeezing more capacity out of existing infrastructure. Wade was curious as to the intent
of the policy objectives, asking how they are intended to be used. Ferrol Robinson noted that policy ob-
jectives are needed in order to determine how to implement a potential MBUF system; the policy objec-
tives will also guide how MBUF is explained to the public, policymakers, etc.

Bob Anderson moved for adoption of the first two objectives — namely, promoting equity and generating
transportation funds. Rep. Beard voiced concern with the second objective of generating transportation
funds. Vice Chair Hovland asked if there was a preference for reverting to alternative language for the
second objective. Margaret Donahoe objected, adding that if there is no new revenue in an MBUF system
then what is the point; she was not supportive of revenue-neutral language.

Roy Terwilliger suggested that current reference to “supplementing” the motor fuel tax is essentially the
same thing as calling for “additional” revenue; Christine Zimmer agreed. Bob Anderson accepted the
suggestion as a friendly amendment to his motion. Bob Krogman noted that reference to “replacing” the
motor fuel tax was important, too; he asked if the goal was to replace the current tax or if the objective
should simply read, “generate revenue to supplement the motor fuel tax.” To this, Sen. Dibble asked how
long the MBUF vision extended, urging the group to think to the future. Eventually, he noted, we’ll run
out of gas — which will force a number of decisions; in the meantime, though, we need to determine how
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to fund our transportation system. Ferrol Robinson urged the group to consider a time horizon of the next
15 to 20 years.

Steve Elkins asked for estimates of the anticipated electric vehicle penetration rate; John Doan believed
that growth was expected to be modest, with roughly six to seven million new vehicles added to the fleet
annually in the near term, HIS Global Insight, JD Power, and Center for Automotive Research staff fore-
casts that in 2015, approximately 140,000 electric vehicles will be sold. Rep. Hornstein suggested that
the more immediate issue relates to new federal fuel efficiency standards, which will be just as conse-
guential as penetration of electric vehicles. Donald Jenson noted that electricity often comes from com-
bustion of fossil fuels; nonetheless, he believes MBUF is a good idea.

Deliberation concluded and the motion to adopt the first two objectives was renewed; the objectives
passed by voice vote. Discussion next turned to the remaining objectives. Sen. Dibble worried about
“clouding the water” by elevating important, but peripheral, objectives such as protecting the environment
or mitigating congestion. John Hausladen agreed that these latter examples should be considered as “crit-
ical issues” rather than driving objectives. Rep. Hornstein believed all the objectives were important and
that acknowledging so was equally important; he added that the group is gathered due to concerns over
fuel consumption.

Vice Chair Hovland worried that listing all objectives as “primary objectives” might dilute their impact
and expose MBUF to undue attack; he proposed including two main objectives above all others. Ferrol
noted that the use of primary and secondary objectives is customary in other studies. John Hausladen
urged the group to consider the first two objectives accordingly and to refer to all others as “concerns” or
“issues.” Alternatives such as “policy goals,” “secondary benefits,” and “ancillary benefits” were all
raised. Support for use of the term “ancillary benefits” quickly spread.

John Hausladen voiced concern over any policy goal linked to congestion mitigation or behavioral
change. Steve Murphy suggested that the group think about what the transportation system of the future
might look like, adding that it would be important to keep all the potential tools in the toolbox so that fu-
ture policymakers can make the eventual decision as to what is important at that time; in addition, in 15 to
20 years a much larger segment of the population will be comfortable with the related technology. Wade
Kline agreed, noting that it seemed shortsighted not to mention these objectives in one form or another.

Bob Krogman warned that focus on a 15- to 20-year horizon make current discussion of MBUF moot;
rather, he suggested the group determine how to sell MBUF now. Rep. Hornstein cautioned the group to
be cognizant of how MBUF is framed; the term “mileage-based user fee” seems to be a challenge. Faced
with the question of whether to include congestion mitigation as an “ancillary benefit,” Steve Murphy
observed that elected officials need to embrace the role of educating and leading on issues such as MBUF.
Sen. Dibble agreed, noting that full and fair discussion of these issues is important; given the relative con-
cern with issues such as environmental protection and congestion mitigation, he urged that their treatment
be commensurately down-played in the eventual Task Force report. The group offered support for the
remaining policy pieces, provided they be referenced as “ancillary benefits” rather than “policy objec-
tives” and referenced in the report accordingly; a motion to accept the language was seconded and ap-
proved.

John Hausladen made a motion to include “nationwide implementation” as a third policy objective. Cit-
ing limited time for discussion, Sen. Dibble suggested the issue be left for the September 21 Task Force
meeting. Chair Lieder agreed, adding that the topic would be fitting given that the next meeting would
focus on implementation issues.
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John Doan asked that anyone interested in participating in the technology demonstration let him know as
soon as possible; Bob Anderson, Rep. Beard, Sen. Dibble, Steve Elkins, John Hausladen, Vice Chair
Hovland, Donald Jenson, Bob Krogman, Chair Lieder, Steve Murphy, Roy Terwilliger, and Christine
Zimmer each expressed interest in taking part.

After brief discussion, the group agreed to abide by the current meeting schedule, which includes meet-
ings on September 21, October 26 and November 29. In addition, another briefing would be offered in
early October for Task Force members who missed either the third or fourth meeting.

With time running short, the Task Force adjourned.
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MBUF TASK FORCE MEETING #4

September 21, 2011, 12:00 - 3:30 PM
Humphrey School of Public Affairs

Summary Minutes

Members in attendance: Chair Bernie Lieder; Vice Chair Jim Hovland; Steve Elkins, Met Council; Ron
Erhardt, retired state legislator; Bill Goins, FedEx; John Hausladen, Minnesota Trucking Association;
Commissioner Donald Jensen, Pennington County; John Mock, Minnesota State Patrol; Barb Thoman,
Transit for Livable Communities; Christine Zimmer, Minnesota AAA

Staff in attendance: Ken Buckeye, MnDOT; John Doan, Atkins; Cory Johnson, MnDOT; Christine
Krueger, MnDOT; Joe Loveland, Loveland Communications; Lee Munnich, Humphrey School; Jeremy
Neeck, Minnesota Department of Revenue; Scott Peterson, MnDOT; Ferrol Robinson, Humphrey School;
John Schamber, Accora Research; Matt Schmit, Humphrey School; Peter Zuniga, MnDOT

Others: Matt Lemke, Minnesota AAA

Via phone: Bob Anderson, Minnesota Chamber of Commerce; Bob DeBoer, Citizens League; Wade
Kline, Fargo-Moorhead Metro COG; David Ungemah, PB World

Chair Bernie Lieder called the meeting to order; introductions ensued. He noted the amount of work fac-
ing the Task Force, adding that the group would be focusing its efforts on producing a Task Force report
that reflects policy consensus, issues of disagreement, and an overall recommendation. A draft report out-
line would be circulated in mid-October and the framework of the report would be a topic for discussion
at the October 26 Task Force meeting. The report will be the product of an iterative process, and Task
Force staff will be incorporating input and feedback as Task Force deliberations continue.

Donald Jensen moved approval of the minutes from the August 31 Task Force meeting; Christine Zimmer
seconded the minutes and they were approved without revision.

Dr. Paul Sorensen proceeded with a presentation on "Mileage-Based Road Use Charges: Opportunities
and Challenges to Direct Usage-Based Charges for Transportation Funding."”

John Hausladen asked if the lack of a solution for assessing fees on alternative energy seemed to be driv-
ing interest in MBUF; he followed by asking if there was an alternative to MBUF should it not work out.
Dr. Sorensen noted that MBUF provides a sustainable transportation funding alternative to the fuel tax
and that its ability to effectively charge hybrids and electric vehicles is a clear benefit. As for non-MBUF
alternatives to the fuel tax that capture revenue from hybrids, electric vehicles and other alternative-fueled
vehicles, Dr. Sorensen offered interstate tolling as one possible option.

Ron Erhardt asked if Dr. Sorensen could provide examples of potential value-added services that might

accompany MBUF. Dr. Sorensen noted that reduced driver costs, congestion mitigation, and added user
convenience and safety are all potential value adds. In particular, pay-as-you-drive insurance, automated
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parking, "IntelliDrive" technology and related vehicle communications options are all likely near-term
added value applications.

Ron followed by asking if Dr. Sorensen would expect states to implement different rates and fee levels;
according to Dr. Sorensen, such a scenario is very likely — especially if MBUF is implemented at the state
rather than federal level.

Ron also inquired as to whether Dr. Sorensen viewed MBUF as replacing or supplementing the fuel tax.
Dr. Sorensen replied that full-scale replacement of the fuel tax with MBUF would be the more likely sce-
nario; however, some may advocate keeping the fuel tax in place as a means of taxing carbon.

Barb Thoman was glad to hear that Oregon is getting closer to implementing its pilot project; she asked if
it would apply to hybrids or all electric vehicles. Dr. Sorensen noted that the Oregon pilot would apply to
all vehicles that get power from non-gas sources — that is, plug-in hybrids and all electric vehicles. Of the
three pilots currently underway in the U.S., the Oregon model is the furthest along.

Regarding cell phone based options for counting miles, Donald Jensen asked if dead spots in rural areas
would pose a problem. Dr. Sorensen noted that dead spots in cellular coverage areas could be overcome
using an algorithm for estimating mileage in such areas; he added that the University of Minnesota's Max
Donath would be the best person to answer this question as he has done a lot of research on MBUF appli-
cable technology.

Wade Kline asked how, given likely concerns, Dr. Sorensen envisions progress on optimal long-term im-
plementation while states begin moving forward incrementally. Dr. Sorensen described an evolving ap-
proach centered on user choice, which can address privacy through odometer readings rather than by us-
ing technology. Acceptance of technology should increase over time, with drivers likely opting for tech-
nology once they're comfortable with it. The real challenge will be overcoming political concerns related
to privacy rather than any practical concerns. MBUF would not require detailed travel information from
everyone; a small sampling of the total number of vehicles on the road would be sufficient.

Ferrol Robinson facilitated policy discussion, beginning with issues related to privacy.

John Hausladen would like to include a legal perspective as part of the discussion of privacy at the next
Task Force meeting; he senses a disconnect between policy analysts and legal experts. Chair Lieder
asked if MnDOT had legal staff who could address this question. Peter Zuniga introduced himself as
MnDOT legal staff and noted that MnDOT generally views data collected under an MBUF scheme as
public information under law; however, the current MBUF demonstration has received an exemption and
any collected information will be treated as private data. MNnDOT may recommend changes to privacy
law under full MBUF implementation. Dr. Sorensen noted that information likely would be collected and
stored temporarily through onboard computation, and then only information required for billing would be
sent to the collector agency. Under this scenario, most data would not be accessible. Christine Zimmer
asked if data MnDOT collected could be subpoenaed for use in a court of law; Peter replied that it could,
provided a subpoena was issued. John cautioned that the state or federal government could easily change
its view of how to treat data; there are no guarantees collected data will remain private.

Discussion turned to the use of potential MBUF revenues.
John Hausladen believed revenues should be used for roads and bridges only; current state fuel tax reve-
nue does not fund transit, for instance. Wade Kline disagreed, noting that the federal fuel tax currently

funds roads, bridges and transit; as such, MBUF revenue should fund transit as well as roads and bridges.
Steve Elkins advocated for treating transportation as a system and funding it accordingly; he added that
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transit holds the more promising potential for improving some transportation corridors. Bill Goins of-
fered that the group consider a phased approach that devoted initial MBUF revenue to roads and bridges,
with the scope of revenue use expanding to areas such as transit over time.

Barb Thoman suggested that the Task Force recommend maximizing flexibility with respect to a potential
MBUF approach; her organization believes revenues should be used for the broader transportation sys-
tem, including transit and sidewalks. Donald Jensen cautioned that if the state cannot afford to fund its
roads and bridges, then revenue from a potential MBUF approach should not be spent on transit or air-
ports; he agreed with previous sentiment supporting a phased-in approach that began by funding roads
and bridges. Christine Zimmer believed that a phased approach to revenue use may be one way of getting
political support for MBUF implementation; focusing on roads and bridges at first may be helpful.

Wade Kline urged the group to commit itself to finding middle ground; it seemed to him as if the group
was boxing itself in. Chair Lieder agreed, noting that the final Task Force report will flush out both sides
of many of these issues — but that the group should strive to drill deep on these issues now.

John Hausladen asked if the group was ready to consider a motion regarding use of potential MBUF rev-
enues. General discussion followed, and Ferrol Robinson noted that the "ancillary benefits" the group
previously agreed to include a call to "improve transportation performance.” Wade Kline suggested that
perhaps the group should recommend limiting use of potential MBUF revenues to Minnesota's surface
transportation infrastructure.

Ron Erhardt sought clarity on what, exactly, MnDOT was expecting from the Task Force — a general
framework, tenets of legislation, etc.; he was not sure how specific a recommendation the Task Force
should propose. John Hausladen believed the Task Force charge was to delve into the issue and make an
objective policy recommendation. Cory Johnson noted that early in the MBUF demonstration process
MnDOT realized it would benefit from a thoughtful consideration of related policy issues. He added that
the academic world had given MBUF a lot of thought, the Minnesota Legislature had not, and MnDOT
was somewhere in between; above all, MnDOT is looking for additional information and thoughtful con-
sideration of the policy issues.

In the spirit of building upon what Oregon is doing with its MBUF pilot, Barb Thoman asked if there was
a step Minnesota could take in short-term — by either replicating the Oregon pilot, pursuing something
similar or focusing on value-added benefits, for instance.

John Hausladen encouraged the group to consider broadening the pool of revenue collection by incorpo-
rating transit miles used, as well as miles logged on roads by bikes and golf carts. Bill Goins cautioned
that such an approach could lead to a tremendous amount of debate about the transportation system and
its users; he added that perhaps the group should focus on traditional vehicle road use at first, with the
intent to address other policy concerns in the future.

Discussion turned to implementation and transition issues. Chair Lieder suggested the group present a
report to MnDOT that identifies agreed-upon principals, develops both sides of the controversial issues,
and charts a possible course for moving forward with consideration of MBUF. Wade Kline agreed, not-
ing that the group needs to look at what the report’s table of contents will look like; he urged the group to
start laying out the report content by identifying major issues. He added that it is currently difficult to
envision what a report would look like, and he would hate to see the Task Force confronted with a big
report and only one meeting to address it. John Hausladen suggested that whatever product is produced,
it needs to be balanced, must incorporate data from the listening sessions and online survey; he would like
to see the report address the ultimate MBUF question: should we do it — rather than how we do it.
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Christine Zimmer observed that the group had yet to address the issue of enforceability; for instance, she
was curious if law enforcement would spend time checking equipment rather than writing speeding tick-
ets following implementation of MBUF.

Chair Lieder believed the group is moving in the right direction by identifying the "pros and cons" of con-
troversial issues rather than fully engaging in potential debates or taking drawn-out votes; devoting Task
Force time to policy discussion and examination of the issues is most important. He expects that the Task
Force report will lead to legislative hearings, and that any possible next steps identified in the report will
be considered by MnDOT and the Legislature. Ron Erhardt agreed, adding that the Legislature will delve
into all of these issues if it is serious about MBUF.

Ferrol Robinson reiterated that the purpose of this process is to promote discussion. The envisioned Task
Force report would be no more than 10 pages long, and it would address discussion topics and Task Force
deliberations. The report is going to the MnDOT Commissioner — not the Legislature; the Task Force
charge is to advise the Commissioner. John Doan added that MnDOT and related stakeholders want more
information that requires policy discussion before weighing in on the question if MBUF should be im-
plemented; consultants and staff are here to provide support and assist the Task Force in these discus-
sions.

Wade Kline noted that a Task Force report 10 - 12 pages in length sounds good; he is not looking for a
100-page document. He added that it would be helpful to review the report outline and see how issues
will be addressed in it sooner rather than later. Ideally, he would like the group to move toward a consen-
sus-based recommendation on how the state should proceed. Ferrol Robinson noted that a draft report
outline has been discussed with the Task Force chairs at MBUF project management team meetings; the
outline and related materials likely would be distributed to the full Task Force in the very near future.

John Doan urged the Task Force to continue discussion of issues related to state versus national imple-
mentation. John Hausladen thought Dr. Sorensen's presentation was quite effective; specifically, he
found the three slides that summarize policy considerations to be most helpful. Dr. Sorensen noted that
the report referenced in his presentation provides much fuller treatment of all related policy considera-
tions.

Ferrol Robinson provided some framing remarks on the issue of rate-setting criteria, noting that the topic
tends to come across as much too complex; however, the major potential elements include: time-of-day,
road type and geography — these criteria tend to be dynamic, while most others are tied directly to vehicle
specifications.

John Hausladen expressed difficulty in seeing how the issues Ferrol identified fit into the discussion as
some of these are ancillary benefits rather than policy objectives; he was confused why some of these are
coming back now given previous discussion and prioritization. Ferrol noted that any substantive discus-
sion of rate-setting criteria should consider geographic, road type and time-of-day considerations, as well
as vehicle weight, type and emissions. Although the Task Force previously had differentiated between
policy objectives and ancillary benefits, MnDOT as seeking specific direction on the question of what
rate-setting criteria should be included in a potential MBUF approach. John Doan added that the technol-
ogy demonstration has assumed a number of factors when setting rates; although the Task Force previous-
ly discussed these factors generally, it would be helpful to consider and prioritize them under the context
of rate-setting.

Bill Goins suggested that rate-setting also be addressed through a phased approach, with the most relevant
and important criteria be utilized at first, with other factors possibly being added over time.
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Barb Thoman asked which criteria were included in MnDOT’s demonstration project. She added that
the fuel tax currently accounts for vehicle weight and size, efficiency and emissions; any MBUF scheme
that fails to include these would represent worse policy than that inherent to the fuel tax. She also noted
that she felt as though Task Force is afraid to make firm recommendations; to that end, it would be help-
ful for the Task Force to be provided with a list of what it has agreed to already. For instance, the Task
Force should be clear on whether or not it believes the fuel tax ought to supplemented or not.

Cory noted that most of the criteria before the Task Force are currently included in MnDOT’s demonstra-
tion project; the approach focuses on passenger vehicles, and all vehicles are treated equally in terms of
fuel efficiency, emission level, weight and size. (the system could — but does not — account for differ-
ences in these areas). Time-of-day charges vary between $.01 and $.03 per mile; $.03 per mile is charged
when the vehicle is outside of Minnesota borders, and other geographical considerations are included as
well.

John Hausladen suggested that geography and road type criteria are essentially consistent with political
subdivisions — and that the reality is these could be proxies for revenue distribution.

Bob Anderson reiterated that the Task Force already had dealt with the rate-setting criteria, adding that
the group effectively had prioritized such criteria at its last meeting; the Task Force had also weighed in
on the issues of roads versus transit and fuel consumption, for instance. Chair Lieder noted that it would
be helpful for the Task Force to isolate these issues for discussion in the report; he suggested it might be
appropriate to record a show of hands for support of certain criteria.

Steve Elkins observed that a surcharge might be implemented to dissuade use of certain roads — although
he would not encourage this. Dr. Sorensen noted that some states have discussed the possibility that local
jurisdictions could impose additional fees in line with congestion pricing; perhaps the Task Force should
consider the question of whether local units should be able to levy additional charges. John Hausladen
thought the idea sounded like a “Balkanization” of transportation funding, and he expressed concerns re-
garding potential punitive policy and charging from one jurisdiction to the other.

Wade Kline was concerned that these issues have not been clearly defined, adding that it would have been
nice to match the various rate-setting criteria with specific provisions in the problem statement and related
policy objectives and ancillary benefits. Christine Zimmer agreed, noting that she would like to see the
Task Force report take each criteria and indicate whether there were different perspectives. Dr. Sorensen
noted that the rate-setting criteria are the way various policy considerations are accounted for; in other
words, this is the way to address any number of various policy goals. Steve Elkins believed he could
support all six criteria eventually; at first, though, the focus should be on vehicle weight and size, emis-
sion level, fuel efficiency, and mileage.

Ron Erhardt offered a motion to include all six criteria and Steve Elkins seconded the motion; a voice
vote followed and the motion failed as the Task Force was split.

Steven Elkins moved that vehicle weight and size, emission level and fuel efficiency be recommended for
initial implementation, with remaining criteria to be considered in time; Donald Jensen seconded the mo-
tion. John Hausladen felt the Task Force was establishing a bad precedent and that the resulting policy
would not be fair to electric vehicles owners or farmers. Chair Lieder called for a hand vote; Steve
Elkins, Ron Erhardt, Bill Goins, Barb Thoman, and Christine Zimmer voted in favor of the motion, and
Bob Anderson, John Hausladen, Donald Jensen, John Mock, and Wade Kline voted against the motion;
the motion failed as the vote was tied.
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Bill Goins asked that the Task Force report recommend that some unspecified criteria be implemented.
Donald Jensen would like to see staff report back to Task Force with some options for mixing and/or
matching certain sets of criteria.

Lee Munnich noted that understands that the Task Force is divided on the issue of what criteria to include
in a potential MBUF approach; however, he also understands that phased implementation of rate-setting
criteria likely would receive the most support. John Doan appreciated that the Task Force report will re-
flect the full range of Task Force sentiment and the spirit of discussion; he added that it may be necessary
for the group to hold a seventh meeting to provide time for more discussion.

With respect to scheduling another Task Force meeting, John Hausladen noted that switching dates is
problematic; as an alternative to advancing the Task Force meeting schedule, he suggested that time be
added to each remaining meeting.

With time running short, the Task Force adjourned.
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MBUF TASK FORCE MEETING #5

October 26, 2011, 12:00 — 3:30 PM
Humphrey School of Public Affairs

Summary Minutes

Members in attendance: Chair Bernie Lieder; Vice Chair Jim Hovland; Bob Anderson, Minnesota
Chamber of Commerce; State Representative Mike Beard; State Senator Scott Dibble; Margaret Donahoe,
Transportation Alliance; Steve Elkins, Met Council; Ron Erhardt, retired state legislator; Bill Goins, Fed-
Ex; John Hausladen, MN Trucking Association; State Representative Frank Hornstein; Commissioner
Don Jensen, Pennington County; Wade Kline, Fargo-Moorhead Metro COG; Bob Krogman, Minnesota
Petroleum Marketers; John Mock, Minnesota Department of Public Safety; Steve Murphy, retired state
legislator; Charles Samuelson, ACLU of Minnesota; Roy Terwilliger, retired state legislator; Barb
Thoman, Transit for Livable Communities; Tim Worke, Associated General Contractors of Minnesota;
Christine Zimmer, Minnesota AAA

Staff in attendance: Ken Buckeye, MnDOT; John Doan, Atkins; Cory Johnson, MnDOT; Christine
Krueger, MnDOT; Joe Loveland, Humphrey School; Lee Munnich, Humphrey School; Ferrol Robinson,
Humphrey School; John Schamber, Accora Research; Matt Schmit, Humphrey School; Peter Zuniga,
MnDOT

Chair Bernie Lieder called the meeting to order and introductions followed; minutes from the September
21 Task Force meeting were approved. He noted the meeting agenda would focus exclusively on discus-
sion of the latest Task Force Report draft. Following the meeting, staff will incorporate feedback into a
next iteration to be circulated prior to the November 29 Task Force meeting. Vice Chair Hovland urged
that discussion begin with Part 11 of the Task Force Report since Part | was addressed during the Septem-
ber 21 meeting. Nonetheless, written feedback would be accepted for Part | and Part Il of the report.

Lee Munnich noted the report recommendations were designed to address previous Task Force discus-
sion; however, the report is certainly open for significant editing or additions as the Task Force deems
best. Steve Elkins asked if the MBUF Technical Report previously referenced would include findings
from MnDOT’s technical demonstration. Lee clarified that MnDOT’s technical demonstration will pro-
duce a report completely separate from the MBUF Task Force process; the MBUF Technical Report dis-
cussed by Task Force staff will capture the broader MBUF Policy Study process, including various inputs
and deliverables culminating with the Task Force and its proceedings. John Doan agreed, noting that
MnDOT’s technical demonstration currently consisted of 150 participants; there was still an opportunity
for interested Task Force members to take part in the demonstration.

Given the time previously devoted to discussion of the Problem Statement, Jim Hovland urged the group
to consider the report’s Policy Objectives on page 10. He suggested adding the words “over time” to the
end of the second policy objective such that it would read: “Generate transportation revenues by supple-
menting or replacing motor fuel tax with mileage-based user fees over time.” He also suggested that the
“Ancillary Benefits” that follow be referred to as “Potential Ancillary Benefits” due to potential for legis-
lators and others to misunderstand or mischaracterize the current statement. He wanted to make it clear
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that the Task Force is looking at the long-term picture rather than proposing significant policy changes for
the near term.

Sen. Scott Dibble agreed that it’s smart to anticipate the potential for statements to be mischaracterized;
it’s safer to insert the word “potential.” Wade Kline shared his concern that important statements are be-
ing watered down. Perhaps it would be preferable to insert a sentence or two about what is meant by
“Ancillary Benefits.” He also shared an interest in taking a long view on the issue. Jim offered possible
use of the term “Ancillary Long-Term Benefits” or “Potential Ancillary Long-Term Benefits” rather than
“Potential Ancillary Benefits.”

John Hausladen urged the group to take a step back for a moment. He recognized the draft report reflects
a lot of work by a lot of people, and he was happy the trucking industry had been invited to the table.
However, he did not believe the recommendations accurately captured the Task Force views; rather, the
report reads more like an advocacy or academic piece, and he expressed concern that the background por-
tion of the report was foreordained; he proceeded to reference a separate ITS report that had been assem-
bled by Humphrey School researchers.

John offered three concerns with the current MBUF Task Force Report: first, it overstates potential bene-
fits of MBUF; second, it understates major problems associated with cost, enforcement and privacy; and
third, it assumes, without considering other options, that MBUF is the only alternative. Above all,
though, he suggested the report fails to address the question: should Minnesota do this? In addition, the
Problem Statement had been rewritten and was not the language that had been voted on by the Task
Force.

According to John, MBUF was one alternative among many that is worth consideration, and he felt the
report needed to be dramatically scaled back. Given the report’s current form, he had an interest in issu-
ing a minority report and he encouraged others to consider joining him. He closed by stating the Minne-
sota Trucking Association (MTA) opposed the current draft report and would be expressing its opposition
to the Legislature.

Ron Erhardt asked if either John or the MTA had an alternative proposal. John replied that he envisioned
a minority report with four central tenants: retain and increase the fuel tax; assess fees on alternative en-
ergy sources; raise registration fees; and dedicate new revenue to the Trunk Highway Fund.

Margaret Donahoe also expressed concerns with the draft report; specifically, she had questions regarding
alternative fuel use, adding that Minnesota currently taxed alternative fuels and that some alternative fuels
were currently taxed at the same rate as gasoline. She noted the report does not reflect this, nor does it
say anything about the motor vehicle sales tax (MVST) or registration revenues. Likewise, it fails to
mention that the fuel tax is constitutionally dedicated. The report must be accurate and complete, and
most of this information is not hard to acquire.

Chair Lieder noted there have been many studies on alternative fuels and he was concerned that a report
including a full treatment of policy similar to what Margaret suggested would take too long and be be-
yond the scope of the Task Force. Acknowledging the point, Margaret asked that the report at least in-
clude some baseline facts, such as the current tax on each fuel.

Jim Hovland believed the report represented significant progress. He supported the idea of including rel-
evant baseline data such as Margaret suggests. He stated that he did not join the Task Force for it to be a
show, and he was really bothered that the recent CTS Conference included a presentation that gave the
impression the Task Force had reached conclusions. He was sensitive to MTA’s concerns and was not
interested in recommending policy that would be economically disadvantageous. However, the focus of
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the Task Force is simply to consider MBUF and determine whether it should be an “arrow in the quiver”
of policy tools.

Tim Worke apologized for having missed the previous Task Force meetings; however, he was able to at-
tend the make-up session offered in October and was disappointed that the session did not cover the topic
of implementation costs. As a result, he was surprised to learn that MBUF would require a new collec-
tions system. Chair Lieder noted one of the initial Task Force meetings included a thorough discussion of
costs. Margaret Donahoe asked why the report did not include such discussion of costs.

Ferrol Robinson noted the Task Force Report was intended to reflect Task Force deliberations; a separate
Technical Report would capture the full scope of MBUF and related content. He added that the cost of
collection under the current fuel tax scheme is two percent; a potential MBUF approach likely would cost
10 - 15 percent initially, with costs declining over time. He added that the issue of determining future
costs associated with a potential MBUF model is clearly identified in report Recommendation 5.

John Hausladen suggested the language used to describe potential MBUF benefits was too strong. In ad-
dition, he believed that “a 10- or 20-fold factor in cost is not acceptable. These are important considera-
tions and they should not be buried in a technical report.” Chair Lieder replied that much of what John
proposed is beyond the charge issued to the MBUF Task Force. The Task Force process was not ex-
pected to include a specific recommendation per se, but rather to identify issues and guidelines for con-
sideration.

Charles Samuelson expressed concerns with the privacy issue, but he recognized the need for moving to a
system like MBUF. Although the proposed technology was concerning, he understood that a $650 mil-
lion annual funding gap for transportation infrastructure was not sustainable. He would like to see this
gap — and specifically the need for additional funding — highlighted in report. According to Charles,
MBUF is probably a good way to increase funding - privacy concerns aside.

Margaret Donahoe noted the Problem Statement says that “future revenues will be inadequate.” Howev-
er, she lamented that current revenues were already inadequate and that future revenues would be even
more inadequate; shed added that the report must be factual and that it currently left the impression that
the fuel tax works.

Don Jensen recalled such discussion used to be in the Problem Statement. Jim Hovland asked when and
why the Problem Statement language was changed. John Doan offered some context behind the evolution
of the Problem Statement language. He noted that despite the lengthy discussion at the August Task
Force meeting, there was a recognition that the equity concerns seemed to dominate over revenue issues
during the course of recent Task Force discussions. Thus the current Problem Statement reflected actual
Task Force deliberation rather than initial views of what such deliberation would entail.

Ron Erhardt asked, with respect to the costs of implementing an MBUF system versus the current fuel tax
system, if there likely would be a point in the future where the cost differential between the existing fuel
tax system and a potential MBUF approach would be less significant. Ferrol Robinson noted the German
MBUF model included costs of approximately 30 percent two years after implementation; two additional
years later costs dropped to 20 percent, and costs now hold steady at around 15 percent. Technology and
efficiency allowed collection costs to reduce over time.

Wade Kline acknowledged that some of John Hausladen’s concerns were valid; however, he believed the
report was pretty good. He suggested a section be added that captures various concerns and minority
views; he offered that the section on page 5 concerning what MnDOT should do next clearly state that
more review was necessary.
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Steve Elkins noted that the implementation language on page 14 goes a long way in addressing John
Hausladen’s concerns. John proceeded to distribute a one-page summary that captured the key elements
of his alternative view; he noted that it seemed as though the Task Force was addressing a really narrow
problem with a broad solution. Although he was not intending to move the new language, he urged the
group to consider alternatives.

Steve admitted to some concerns regarding the degree to which the report perhaps overstated Task Force
consensus and glossed over important concerns; however, the report seemed satisfactory to him — and he
did not want to see it get too long as accessibility and readability were important. His stated desire was to
make it useful for targeted audiences.

Bill Goins recalled that the Task Force came together with a strategic goal and proceeded to lay it out in a
Problem Statement. Previous discussions set aside certain concerns that were not primary to the issue of
MBUF, and the distinction was made between addressing strategy and painting a picture. He speculated
that the previously-referenced CTS report on MBUF painted a picture; however, the Task Force should
focus on the strategic issue of MBUF’s place in Minnesota’s policy toolbox. He was concerned that John
Hausladen’s alternative language may take on too great a scope, but that some of his ideas seemed good
and perhaps should seep into the Task Force report. For instance, the Problem Statement noted “several
states including Minnesota are considering MBUF;” he suggested the other states be specifically named in
the Problem Statement. In sum, he would rather be working with a state that is interested in coming up
with a strategic solution, and he urged to group to envision Minnesota leading the country to get some-
thing accomplished.

Steve Elkins agreed, adding that the Task Force charge was not to evaluate the adequacy of the funding
system, but rather to consider the benefits of adding the MBUF “arrow to quiver.” Margaret Donahoe
asked the group to consider whether it was, in fact, “adding an arrow” or outright replacing the fuel tax;
the latter approach raised a number of concerns, not least of which was agreement on what constitutes
necessary revenue.

Chair Lieder suggested that John Hausladen’s concerns be incorporated into the full Task Force Report
and that, if necessary, a minority report be issued. Lee Munnich recalled Bill Goins’s previous recom-
mendation of pursuing a phased approach — in this case, one that included a status-quo model, a partial
benefits model and a full benefits model; perhaps the Task Force should go through the recommendations
to see what things are agreeable, what things are not, and get these issues on the table so that the next re-
port draft can address these concerns.

Bill Goins believed that Margaret Donahoe raised a great point regarding the nature of MBUF vis-a-vis
the fuel tax; he sensed that MBUF was to be considered by the Task Force as a complement rather than a
replacement for the fuel tax scheme; he suggested this point be made very clear in the report. Ferrol Rob-
inson believed that, having worked through three internal drafts of the Task Force Report, that it was
strong on content. For instance, MBUF System Design Option 8 identifies transition options, specifically
the need for further discussion of the replacement versus supplement issue; Option 7 identifies the issue
of keeping costs down.

Chair Lieder invited the group to consider recommendations regarding what specific provisions of the
report merited additional review or revision.

Jim Hovland agreed that Steve Elkins had a great point regarding the rationale behind the evolving Prob-

lem Statement language; Jim agreed the new version is better crafted. He was also satisfied with how the
report addressed recommendations; all in all, he thought the report was a pretty well-crafted document.

H-22



The group proceeded to read through the report findings and recommendations. John Doan read Recom-
mendation #1, which stated:

The Task Force believes that any future transportation funding method(s) must ensure that all
drivers pay their fair share of building and maintaining the transportation system they use.

Ron Erhardt asked if the recommendation suggested that the current transportation funding system was
not fair. John Doan replied that it intended to state that the system was becoming unfair. Margaret Do-
nahoe asked how it was determined that drivers were paying a fair share. John noted his intention was not
to get weighed down by details of measuring fairness, but rather to acknowledge the principal that fair-
ness is a problem

Jim Hovland suggested the group may want to couch the last sentence of Finding #1 in the future tense
and remove reference to fairness such that it reads, “This trend will cause the motor fuel tax to become an
increasingly inadequate transportation funding method.” Steve Elkins noted that what was becoming un-
fair was that some people would not be charged anything beyond the registration fee for use of roads. In
his mind, diplomats would call such phrasing constructive ambiguity; as such, he suggested no change to
the language.

Barb Thoman called attention to Finding #1, which stated:

Minnesota has entered an era in which an increasing number of vehicles are using little or no
conventional motor fuel. With the current funding system largely dependent on a motor fuel
tax, this means that some drivers are now paying much more than others for the cost of build-
ing, maintaining and operating the roadway transportation system. This trend is causing the
motor fuel tax to become an increasingly unfair and inadequate transportation funding method.

Specifically, she pointed to the second sentence that began: “With the current funding system largely de-
pendent on a motor fuel tax...” She questioned whether the statement was correct, adding that MVST
and tab fees raised more revenue than the fuel tax; the motor fuel tax was one of four revenue sources,
and it was important to keep this in mind throughout the text. She suggested that staff refer to Scott Pe-
terson’s previous presentation for an applicable chart and urged the group to make this point clear.

Sen. Scott Dibble noted that if the group was talking about the entire transportation funding system, then
property taxes and state general obligation bonds were also in play; a broad swath of Minnesotans pay for
transportation system.

Steve Elkins suggested including a chart that showed the share various revenue sources played in funding
the larger system; also, he suggested replacing the term “unfair” with “disproportionate.” In addition,
John Doan suggested the group take the word “largely” out of the sentence.

Discussion shifted to review of Recommendation #2, which stated:

The Task Force believes that any future transportation funding method must be flexible enough
to cover all vehicles using the transportation system, regardless of the fuel(s) they use.

Bob Krogman asked why the word “flexible” was used. Similarly, Margaret Donahoe asked what was

meant by “any future transportation funding method.” Ron Erhardt urged the word “method” be plural-
ized.
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John Hausladen suggested that Recommendation #2 presented the perfect opportunity for identifying the
possibility of taxing electricity, for instance. John Doan noted the taxation of electricity was reflected in
Recommendation #6; Recommendations #1 and #2 were intended to be high-level statements.

Jim Hovland offered alternative language for Recommendation #2: “The Task Force believes that Minne-
sota transportation funding must cover all vehicles using transportation system regardless of fuel type
used.” Christine Zimmer observed that no mention had been made of including bikes, which also used
the road.

Sen. Scott Dibble offered that “biofuels” be added in order to the list of fuels enumerated in Finding #2,
which stated:

Minnesota is entering an era of uncertainty regarding the mix of fuel sources future drivers will
choose. Electric, hydrogen, solar, gasoline, diesel, natural gas, gasoline-electric hybrid and per-
haps other fuels could be used in the future, but it is difficult to predict which and how fast the-
se new fuel technologies will be adopted.

Discussion turned to Recommendation #3, which read:

The Task Force recommends that state policymakers should move towards a thoughtful debate
about whether to use an MBUF system to address future gaps from motor fuel tax revenues and
usage of the transportation system.

Chair Lieder suggested the word “can” be replaced with “could” in finding #3, which previously stated:

While MBUF faces significant challenges that must be overcome before it can be used broadly
in Minnesota, it is a unique transportation funding method that can (a) ensure that all drivers
pay their fair share of transportation costs, and (b) be flexible enough to be effective with any
future fleet of vehicles.

Barb Thoman urged adding “(or any state)” after reference to Minnesota in the recommendation. Bill
Goins asked if Barb’s suggestion focused too bright a national light on the document; he liked the strate-
gic nature of the current draft and feared the new language Barb proposed might confuse the next recom-
mendation. Barb agreed and withdrew her suggestion.

Discussion turned to Finding #4, which read:

The Task Force feels that a federal MBUF could better address interstate travel and commerce.
However, a federal MBUF is widely considered to be politically infeasible in the current policy
environment. Therefore, the Task Force believes that states or regions may need to take the
lead to avoid a transportation funding crisis caused by an increasingly unfair, inflexible and in-
adequate motor fuel tax.

Charles Samuelson suggested removing the last line of the finding as it seemed a little editorial. Margaret
Donahoe agreed, adding it was fine to say that the state should play a leadership role; she was not sure it
was true that federal implementation was politically unfeasible. Sen. Scott Dibble suggested clarifying
the sentence by inserting: “states and/or groups of states” as it was not uncommon for states to take the
lead role.

Bill Goins noted a federal approach to MBUF could address interstate commerce; he suggested removing
the portion of the last sentence following the word “crisis.”
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Discussion shifted to Recommendation #4, which read:

The Task Force recommends that state government leaders prepare to play a leadership role in
piloting larger-scale MBUF trials.

Sen. Scott Dibble inquired as to what was meant by reference to “larger scale MBUF trials.” Jim
Hovland suggested removing the term “larger scale” and inserting “piloting MBUF trials in Minnesota or
in partnership with other contiguous states.”

John Hausladen asked if the group was prepared to recommend that resources be allocated to a future ex-
amination of MBUF. Bill Goins believed that MBUF was a worthy goal; Charles Samuelson voiced
agreement with Bill. Steve Elkins also agreed, urging some further revision of Recommendation #4. Jim
Hovland suggested the group substitute the term “think™ where “feel” was currently used.

Discussion turned to review of Recommendation #5, which stated:

The Task Force believes that before Minnesota moves forward with MBUF, MnDOT should
conduct a detailed technical analysis of MBUF to evaluate the issues, concerns and design op-
tions discussed. Such a study should be guided by clear MBUF implementation objectives as
well as by the following general parameters:

a. Fees should be set at a level sufficient to fund what the Legislature and Governor jointly
deem to be an adequate roadway transportation system for all parts of Minnesota.

b. Revenues from MBUF should be used for transportation purposes.

c. Administrative costs should be kept as low as possible without compromising system effec-
tiveness.

d. Fees should reflect, in part, the relative amount of cost imposed by different vehicles and us-
ers on the transportation system and the environment.

e. The MBUF system should clearly disclose the fee levels paid by users, in a way that is trans-
parent.

f. The MBUF system should be designed in a way that does not transmit personal information
and data, thus protecting user privacy.

g. The initial MBUF system could start out simply, and phase-in additional features and value-
added

With respect to Recommendation 5.a, Barb Thoman suggested replacing “roadway” with “surface trans-
portation.” Bob Krogman inquired as to whether the group had established that its focus was on road-
ways rather than on surface transportation, broadly speaking. Steve Murphy noted state statute specified
that MNnDOT must take into consideration bikes and pedestrians, and he believed the term “roadways”
should be inclusive.

Rep. Mike Beard observed that the constitutional dedication question had not been discussed; he asked if
the group was getting away from constitutional dedication of the user fee. If so, he warned that MBUF
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would have a steep hill to climb with legislators. He asked what would happen to the gas tax if MBUF
were implemented; for him, this was the essence of the matter.

Sen. Scott Dibble noted the constitution states “highway purposes” rather than “roads and bridges;” he
asked that Betsy Parker provide a legal perspective on related state constitutional questions. Steve Mur-
phy added that the fuel tax has been used for a variety of purposes in the past and that the Legislature
never had a problem using fuel tax revenue for shoulder lanes or broader highway purposes.

Betsy Parker provided the group with two handouts — one on the process of amending the state constitu-
tion and the other on the motor vehicle sales tax (MVST). She noted the state constitution had been
amended 21 times since 1968. The trunk highway system was created in 1920; a different constitutional
framework may be necessary for MBUF. The constitution did not define what was meant by “highway
purpose,” but courts have determined that the term encompasses the costs of collecting transportation rev-
enue. Next, she offered a quick overview on the MVST handout and added that a separate state statute
covered fees and taxes; she noted MBUF would be considered a tax. She concluded by noting that while
technology was new and constantly changing, privacy concerns were raised repeatedly at the Legislature
for a variety of issues; the privacy issues raised by MBUF were not necessarily unique.

Chair Lieder asked, in the event it would ever be implemented, if MBUF revenues would be dedicated
similarly as the fuel tax. Betsy noted they could be; however, the authority to levy excise taxes was
granted in different sections of statute.

Steve Murphy asked if it would be necessary to introduce a constitutional amendment to dedicate MBUF
revenues. Margaret Donahoe noted the Legislature could create a law to dedicate the allocation of reve-
nues, but that future legislatures could allocate the same resources in a different manner. Rep. Mike
Beard observed that the Legislature “can giveth and it can taketh away;” it would be good for the group to
move forward with its eyes wide open as to what it would take to constitutionally dedicate revenues.

John Hausladen asked if transponder data could be used in a court of law — that is, could data be used for
accident recreation, criminal cases, etc. Betsy noted that no law fully addressed the use of data; the Leg-
islature would need to specify a provision governing enforcement or preventing tampering, for instance.
Charles stated that such data would be admissible in courts unless there was a specific prohibition on data
use.

John Hausladen asked if there was an absolute protection or guarantee to privacy regarding data collected
via MBUF. Betsy stated there was no such guarantee for the use of any data. Steve Elkins noted that
much of the data that would be collected via MBUF was already logged in vehicle computers, cell
phones, or on-board vehicle systems such as Onstar.

Christine Zimmer noted that she was currently taking part in the technical demonstration; she added that
the device knew when she left her house, how long it took her to get to a destination, how long she spent
at an appointment, etc. In addition, her rate of speed could be tracked. She believed there will be many
concerns over the collection, protection and use of private data. Betsy noted that MnDOT would seek to
protect individual information if asked; the department would be less concerned about sharing aggregate
data.

John Hausladen noted that commercial vehicles were covered by a layer of federal oversight and regula-
tion; he wondered if MBUF data would provide regulators with a tool that could be used against the
trucking industry. He believed many concerns were understated and that the report was a very car-centric
document.
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Peter Zuniga, MnDOT, spoke to concerns over protection of private data. He noted that absent any legis-
lation, collected data would be public. Congress was considering legislation to clarify the matter at the
federal level. Currently, data collected by the likes of Facebook, Apple or Onstar would be admissible in
criminal courts, but it would not be available for civil cases without an individual’s consent.

Charles Samuelson concluded that there would be no protections today if MBUF were implemented. Re-
gardless of state legislative action, the Patriot Act would provide a carve-out for use of data in FISA
courts. His concerns were not with MBUF, but rather with the collection of location data; he would feel
more comfortable if miles were checked manually rather than via GPS-like technology.

Discussion returned to Finding #5, which stated:

Due to the complexity of this issue, the Task Force is reticent to recommend detailed design as-
pects of an MBUF system. However, after listening to hundreds of Minnesotans, and learning
from experts on this subject, the Task Force has formed informed opinions about the broad pa-
rameters of a potential MBUF system.

Jim Hovland suggested the word “informed” be stricken from the finding. He also noted that report lan-
guage changed subtly from one recommendation to the next; the report should be consistent. He urged
the group to engage in constructive ambiguity by using the term “transportation system” wherever appro-
priate. Bob Krogman asked that the emphasis be placed on roadways; Don Jenson suggested a shift in
language from “roadway” to “highway.”

Barb Thoman asked the group to stick to a broader scope; she would like to see a potential MBUF system
raise adequate revenue for city streets, for instance. Rep. Frank Hornstein observed that transportation
was evolving and he supported a broader definition as well. All aspects of the transportation system were
underfunded; he urged looking to the future and supporting MnDOT’s continued study of alternatives.

Rep. Mike Beard expressed his support for a user-fee based transportation finance system; the question
could be put to the people as to whether user fees should be used for ends beyond roads and bridges, such
as transit. The question of adequacy in terms of system funding level is debatable; it would be advisable
to keep the reference to “roadways.”

Sen. Scott Dibble expressed support for removing Recommendation 5.a and keeping 5.b. He added that

there was no silver bullet for addressing the transportation system fully. He urged use of the term “trans-
portation system” versus “roadway.” Given the division on the matter, Chair Lieder asked for a show of
hands as to member preference; the vote was evenly split among the Task Force.

Jim Hovland raised the option of eliminating Recommendation 5.a; given the variability in the recom-
mendation, he argued, it might be preferable to remove it altogether. Rep. Frank Hornstein suggested the
report include a value statement regarding the desirability of optimizing overall transportation system
funding. Jim offered the possible alternative, “Fees should be set at a level sufficient to fund an adequate
transportation infrastructure system for Minnesota.” Wade Kline was fine with the new language, but
expressed concern the group was getting caught up in too much detail.

Margaret Donahoe expressed an interest in seeing the report state that revenues from MBUF would be
constitutionally dedicated to transportation. Barb Thoman noted that Transit for Livable Communities
(TLC) would not support allocating MBUF revenue in the same proportion as was currently specified in
the constitution; it would be a mistake not to revisit the question of allocation, she argued. Margaret be-
lieved the goal regarding constitutional dedication was to ensure that revenues be used on transportation
and not susceptible for use in balancing the budget. Sen. Scott Dibble urged specifying that MBUF reve-
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nues should not be used for general fund purposes. Wade Kline observed that the group was in agreement
on the matter and urged that it not get caught up on details.

The group expressed no reservations with the existing language for Recommendation 5.c; discussion
turned to review of Recommendation 5.d.

John Hausladen believed it would be a significant undertaking to transition from a simple fuel tax system
to an MBUF approach that had the potential for charging according to various values. He argued that
MBUF would open the door for expanded congestion pricing and lane management, and he had concerns
that costs might be disproportionately borne by the trucking industry. Of all provisions, he argued, Rec-
ommendation 5.d was likely the most problematic; it presented a way for policymakers to say “we don’t
want you here at this time, so we’ll charge you more as a result.” He noted that there was already a
mechanism for charging by weight — through tabs and registration fees.

Wade Kline noted that perhaps the recommendation should simply state that weight and vehicle class
should be considered in the future. Sen. Scott Dibble agreed with Wade, suggesting that the spirit of 5.d
be considered in advance of MBUF implementation. He recalled that some studies indicated trucks didn’t
pay their fair share and this would be a way of addressing the issue. Jim Hovland offered possible alter-
native language: “Consideration should be given to imposing fees that reflect the relative cost of vehicle
use and that are reflective of other fees levied on vehicles.”

As a means of addressing John Hausladen’s concerns, Rep. Frank Hornstein asked if there was a way
within the MBUF system to incent energy efficiency and other environmental benefits within the trucking
industry. He didn’t believe the issue needed to be contentious as there should be better ways of getting at
these goals.

Rep. Mike Beard warned that deviation away from roadway transportation might create issues for the cur-
rent, or future, Legislature. Although he was content leaving Recommendation 5.d in the report for dis-
cussion purposes, he expected it would result in lively debate if it ever came before a legislative body.

Barb Thoman observed the fuel tax sent signals to consumers and that it included important incentives.
Without some of these provisions, an MBUF system would actually remove many useful policy ad-
vantages.

Bill Goins urged the group to view the report as a strategic document and to not get caught up in word-
smithing; he argued that the report and its contents would be revisited by policymakers and the Legisla-
ture.

Discussion shifted to review of Recommendation 5.e. John Hausladen agreed with the provision, adding
that it would be helpful to specify who would be setting the fees. Make sure there was public accounta-
bility for the fee-setting entity, he added.

Discussion turned to Recommendation 5.f. Charles Samuelson suggested replacing “...,thus protecting
user privacy” with “...and protects user privacy.”

Recommendation 5.g. was generally acceptable to the group, and discussion proceeded to Recommenda-
tion #6, which stated:

Once MnDOT has completed its current MBUF technical demonstration project, the policy

study, and the detailed MBUF technical analysis, the Task Force recommends that the Com-
missioner of Transportation supply state policymakers with a document that gives a detailed
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answer to the question: “If the Legislature and Governor decided to reform Minnesota’s trans-
portation funding system to achieve Recommendations 1 and 2, how would MnDOT recom-
mend setting up and phasing in the following three potential transportation funding reform
models?”

a. Adjusted Status Quo Model. This potential model would adjust the motor fuel tax, vehicle reg-
istration fees, and other existing transportation funding methods to achieve the goals described
in Recommendations 1 and 2. The use of a new MBUF system would not be required; and/or

b. Partial Benefits MBUF Model. This potential model would include some type of MBUF sys-
tem to achieve the goals described in Recommendations 1 and 2, but not the Ancillary Benefits
of an MBUF described above. The model would be more basic and thus less complex than a
Full Benefits MBUF model; or

c. Full Benefits MBUF Model. This potential model would incorporate a more intricate MBUF
system designed to achieve both the goals described in Recommendations 1 and 2, and the An-
cillary Benefits described above.

John Doan noted that John Hausladen’s alternative language could be incorporated here.

Margaret Donahoe observed that much of the report dealt with policy rather than technical content; as
such, she was not sure why determining the acceptability of MBUF was reserved to MnDOT. She would
like to see cities and counties engaged in providing a recommendation to the Legislature and Governor.

Jim Hovland suggested adding reference to “local road authorities” in the recommendation. He offered
language that read: “...how would MnDOT, with advice of local road authorities, recommend...” In ad-
dition, he questioned whether “reform” was the right word for describing the process the Legislature and
Governor would be undertaking to address Minnesota’s transportation funding system as noted in the
main portion of Recommendation #6; the word suggested wholesale change, and MBUF may simply ad-
dress the means of collecting revenue.

Bob Krogman suggested replacing the editorial-sounding language “highly promising” with the words
“an alternative” in the Summary of Recommendations section.

Sen. Scott Dibble asked if the Task Force would have an opportunity to respond to the minority opinion
language inserted by John Hausladen and any others. He expressed an interest in spending time on such
language during future Task Force discussion. Lee Munnich observed that John’s alternative language
would seem to fit under the “adjusted status quo” model. John indicated that he would like to have time
to review the revised report before submitting alternative language.

Jim Hovland suggested the Task Force plan to vote on the report’s final language, especially the language
included in Part Il dealing with findings and recommendations.

With time running short, the meeting adjourned.
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Appendix I. Policy Task Force Report



Report of Minnesota’s Mileage-Based
User Fee Policy Task Force

The Mileage-Based User Fee (MBUF) Policy Task Force (“Task Force”), appointed by Minnesota De-
partment of Transportation (MnDOT) Commissioner Tom Sorel, was formed to identify and evaluate is-
sues related to potential future implementation of a MBUF system in Minnesota. Under a potential
MBUF system, drivers would be charged based on the number of miles they drive, regardless of the type
of energy source used to propel the vehicle instead of being charged by the gallon for fuel consumed in
operating a vehicle.

Over a period of six months, the Task Force discussed and evaluated the overall MBUF concept and re-
lated issues, determined benefits and concerns, considered potential system design options and prefer-
ences and formulated policy objectives, Findings and Recommendations. (Note: In a separate but related
initiative, MnDOT is conducting a demonstration project wherein 500 people from Hennepin and Wright
Counties are testing technology that could potentially be used to collect MBUF in the future. Aggregated
participant feedback will be supplied to the MnDOT Commissioner and other state policymakers upon
completion of the project.)

The Task Force was comprised of 25 Minnesotans representing a broad range of experience in the
transportation industry, from both a public and private sector standpoint, the economic development
community and a privacy expert. A list of Task Force members is included at the end of this Report as
Attachment A. While many Task Force members serve key stakeholder groups, they were asked to
represent both the interests of their particular constituency and the entire state in the analysis of a po-
tential MBUF system.

The University of Minnesota’s Humphrey School of Public Affairs and MnDOT staff facilitated the
process and provided technical advice to the Task Force. The Task Force was provided market re-
search derived from focus groups and the results of a large sample public survey of Minnesotans on
MBUF had presentations and reviewed information from technical experts on the subject and held a
series of six meetings discussing the various MBUF system related issues.

This Report is the outcome of the Task Force’s deliberations and work over a six-month period, from
June through November 2011. The Report is divided into two parts:

e Part 1 briefly summarizes what the Task Force learned during its discovery/investigative phase.
e Part 2 describes the Findings and Recommendations of the Task Force to the Commissioner.

1 A detailed technical report regarding the work performed and reviewed will be issued subsequent to the
release of this Report. Information from the market research work performed as well as technical expert
reports, will be included in the MBUF Policy Study Technical Report.
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Part 1
Task Force Learning

A state tax on motor fuels is one of the major sources of funding for Minnesota’s roadway transportation
system.? Concerns have been raised, however, regarding the ability of the motor fuel tax to sustain and
expand Minnesota’s roadway transportation system over time. Modern vehicles are increasingly using
less gasoline/diesel fuel and that trend is expected to continue into the future. Additionally, the number of
non petroleum-powered vehicles, some of which will not pay any motor fuel tax, will also increase over
time. While decreasing reliance on petroleum-based fuels and greater fuel economy is a good thing for
the environment, diminished use of fossil based fuels and increasing use of alternatively powered vehicles
will inevitably result in less motor fuel tax revenue being available to directly fund preservation and ex-
pansion of Minnesota’s roadway transportation system.

Figure 1: Trends in VMT and Fuel Consumption, 1980-2030
Source: Federal Highway Administration, Energy Information Administration

200%

150% — VMT 7

Fuel Consumption /
100% /
50% / _

-50%

1980 1985 1990 1995 2000 2005 2010 2015 2020 2025 2030

0%

Percent Growth from 1980

As seen in Figure 1, since 1980 the trend in fuel consumption — and associated fuel tax collections—nhas
lagged the growth in vehicle miles traveled and the growing gap between vehicle miles traveled and fuel
used is projected to experience even greater divergence into the future.

Figure 2 below shows the amount of state and federal gas tax paid by drivers annually based on differing
vehicle fuel economies and miles driven per year.

Figure 2: State and federal gas taxes paid annually

2 Minnesota has three constitutionally dedicated revenue sources that it relies on to fund state highways and
bridges, the county state aid system and the municipal state aid system. In FY 2010, the motor fuel tax (currently
28 cents per gallon) generated $823.4 million in revenue, which represented 52.2 percent of total state derived
transportation revenues. The state has also relied on proceeds from the motor vehicle registration tax and
recently added the motor vehicle sales tax as a dedicated revenue source for the roadway and transit
transportation system. Motor vehicle registration taxes produced $531.8 M in revenue (33.7%) and motor
vehicle sales taxes (MVST) produced in $216.7 M (13.7%) in revenue in FY 2010. Minnesota also relies on
revenue from the federal gas tax to fund roadways and bridges. In FY 2010, the state received $472.8 million in
federal highway funds.



Light Duty Car at 30 mpg Hybrid at 40  Electric vehicle

Truck at 20 mpg
mpg
State Federal State Federal State Federal State Federal
Tax* Tax** Tax Tax Tax Tax Tax Tax
20,000 miles/year gz $184 $187 $123 $140 $92 $0 $0

NN )T $210 | $138 [ $140 | $92 $105  $69 $0 $0

10,000 miles/year QEITIE. Y] $93 $61 $70 $46 $0 $0

* Minnesota tax on gasoline is $0.28 per gallon as of publication.
** Federal tax on gasoline is $0.184 per gallon as of publication.

As noted in Figure 2, based on current state and federal laws, electric vehicles do not pay for any portion
of their use of the roadway transportation system through the state or federal motor fuel tax, and vehicles
achieving better levels of fuel economy pay proportionally less in fuel taxes for use of that roadway sys-
tem than vehicles achieving lower levels of fuel economy. Additionally, while vehicles using specials
fuels, such as compressed natural gas, are taxed, they are taxed at a lower rate by the state under Minneso-
ta Statutes 296A.08 “Special Fuel Tax”. Special fuels are taxed in Minnesota at the following rates:

Figure 3: Special Fuel Tax Rates

Special Fuel Current Tax
Liquefied petroleum 21¢ per gallon
Liquefied natural gas 16.8¢ per gallon
Alcohol 28¢ per gallon
Compressed natural gas 0.2435¢ per cubic foot
E-85 19.8¢ per gallon
Kerosene 28¢ per gallon
Biodiesel 28¢ per gallon

It is noteworthy that a system to collect the various special fuel taxes is not as reliable or robust as that for
collecting traditional fuel taxes (i.e. gasoline and diesel). In addition, State law provides for various fuel
tax exemptions to specified user groups, which presents significant enforcement challenges for accurate
collection of fuel tax revenues.

This relentless reduction in motor fuel tax revenue precipitated by increasing use of alternatively fueled
vehicles that pay little or no motor vehicle tax and the ever greater fuel efficiency in fossil fuel powered
vehicles®, has led to the need to explore alternatives to supplement or replace the motor fuel tax, in part to

30n July 29, 2011, the federal government, with support from thirteen major carmakers, agreed to increase
Corporate Average Fuel Economy (CAFE) for cars and light-duty trucks to 35.5 miles per gallon (mpg) by
model year 2016 and 54.5 mpg by model year 2025.



ensure that all drivers pay their fair share of roadway transportation system costs and in part to ensure that
the roadway transportation system in Minnesota is adequately funded.

While electric car owners do not pay the motor fuels tax that other drivers pay, electric car owners do join
other drivers in paying for roadway transportation through payment of property taxes, motor vehicle sales
taxes and license tab fees.

The MBUF Concept

The MBUF concept is a user based taxing system that charges drivers for the miles they drive on the
roadway system. This concept requires a taxing authority to collect a tax based upon the number of miles
traveled by each vehicle within their jurisdiction. The concept assumes that the owner of a vehicle would
pay the MBUF for the mileage traveled. Recent national commissions created by the U.S. Congress con-
cluded that any migration to an MBUF funding approach would take 10 to 15 years to implement. This
time period would be required to resolve policy, public outreach, technical and administrative issues and
concerns related to MBUF. The following sections describe benefits, concerns and design issues that
need to be addressed as part of any MBUF implementation.

Consistent with the findings of the Congressional appointed commissions, the Task Force found that an
MBUF system is both promising and problematic. The benefits and concerns regarding MBUF, briefly
summarized below, will vary, depending upon how MBUF is implemented.

Benefits. MBUF holds a number of promising potential benefits:

Fairness. Unlike the motor fuel tax, MBUF could ensure that all drivers pay for their use of the
roadway transportation system.

Flexibility. MBUF offers a flexible funding approach that is effective regardless of which fuel
source(s) is chosen by drivers for their vehicles.

Sustainability. MBUF could be a more sustainable revenue source than the motor fuel tax, as
revenue would not diminish with increases in vehicle fuel efficiency (see CAFE standards dis-
cussed at footnote 3, infra), and revenue would increase with growth in vehicle miles traveled.

Multiple Potential Applications. Differential MBUF rates could potentially serve as a policy
tool for addressing a variety of the difficult transportation policy problems Minnesota faces, in-
cluding covering the cost of:

0 Excessive road wear

0 Traffic congestion

o Pollution

Services. Depending on how MBUF are collected, value-added services could possibly be of-
fered to drivers, as described later under MBUF System Design Options.

System Management. Depending on how MBUF is implemented, more accurate real-time travel
data could be available to more efficiently manage peak period demand on the roadway system.

Concerns. The Task Force has a number of concerns about a potential MBUF system:

Cost. MBUF would cost more to implement and operate than the fuel tax collection system.



e Privacy. The possible availability of personal travel information is a concern to many individu-
als.

o Jurisdiction Issues. It could be difficult for individual states to charge out-of-state drivers, and
potentially complex to have varying state-by-state MBUF systems in the absence of a federal sys-
tem of MBUF.

e Feasibility. Technologies, existing or emerging, could prove to have accuracy, reliability or secu-
rity vulnerabilities.

o Complexity. Depending on how it is implemented, some forms of MBUF could be perceived as
overly complex.

e Acceptance. Public acceptance is a concern. Many decision makers and the broader public cur-
rently know little about the MBUF concept, and need answers to many or all of the aforemen-
tioned concerns.

e Use of Revenues. The Minnesota Constitution requires that all proceeds from the motor fuel tax
be deposited in the Highway User Tax Distribution Fund and that those funds must be used for a
highway purpose. Since current law does not address MBUF, policy makers would need to de-
termine the specific use and/or dedication of revenues generated by MBUF.

Potential MBUF System Design Options

The Task Force heard from experts about a number of ways an MBUF system could be designed. Design
details are very important, as they can serve to address many of the issues and concerns previously dis-
cussed. In addition, stated system objectives will help select among design options. A list of design ele-
ments and a brief description of design options potentially available:

1. Collecting Miles-Traveled Data. The number of miles traveled could be measured in dif-
ferent ways, including:

Periodic odometer inspections

Mileage estimates, based on vehicle fuel economy and fuel consumption

Cell phone tower-based electronic mileage-metering devices

GPS-based electronic mileage metering devices

2. Collecting Fees. MBUF could be collected in many ways, including:
¢ Payment with vehicle registration. Alternatively, vehicle registration taxes and other
fees could be incorporated into the MBUF fee structure
e Payment at refueling stations
e Automated transmission of periodic invoices via electronic mileage-metering devic-
es
e Pre-paid debit cards

3. Use of Revenues. Revenues from MBUF could be dedicated in a variety of ways, some of
which would likely require changes to existing law:
e Roadway uses only
e Roadway and transit use
e Broader use of revenues for transportation system purposes



4. Preventing Evasion. Among the ways to reduce evasion are:

Random and/or regular odometer inspections

Random and/or regular electronic equipment inspections

Roadside electronic monitoring to verify the functioning electronic mileage-metering
devices

5. Protecting Data. Privacy can be protected in several ways:

Odometer readings only

Data is kept in the vehicle and only the fee charged is transmitted

Employ anonymous user accounts that do not disclose the vehicle ID

Sophisticated data encryption

Immediate deletion of data after the mileage fee is determined

Use of pre-paid debit cards

Contracting responsibility to a third-party, non-governmental entity to protect indi-
vidual privacy

6. Adding Driver Services. In addition to metering miles, some electronic metering devices
could also offer other types of services that would provide customer choices, including:

Pay-as-you-drive vehicle and liability insurance

Convenient electronic payment of parking ramps and meters
Full-speed electronic payment of tolls

Safety information and traffic alerts

Navigation assistance

7. Keeping Costs Down. Several strategies could be considered for managing costs, including:

Using factory-installed technology that is already being mass produced by a manu-
facturer

Using proven, off-the-shelf technology that is already being field tested in the mar-
ketplace

Restraint in consideration of non-essential features

Setting reasonable system performance and compliance requirements

Establishment of a cost threshold requirement

Open market subsidizes devices in exchange for the right to provide value-added ser-
vices

Economies of scale due to large number of vehicles involved

8. Transition Challenges. To move from a fuel tax to an MBUF system, a number of  transi-
tion issues would have to be resolved, including, but not limited to:

Supplementing fuel taxes versus full replacement of motor fuel taxes
Limited vehicle types versus all vehicles

Single or multiple states versus national implementation
Incorporation of MnPASS and other legacy tolling systems

Revenue flows to the appropriate taxing authorities

Level of uniformity of per mileage rates among states

MBUF Pilot Projects

While federal leaders have been cautious about moving ahead with a national MBUF system, they have in
the past encouraged states to explore the use of mileage based systems. The following studies and pilots
have been conducted around the country.



lowa. The University of lowa Public Policy Center conducted a National Evaluation of a Mileage-Based
Road User Charge. The four-year study involved placing an on-board computer (OBC) into participants'
vehicles. Data was collected from both the technology used and the participants. Participants were se-
lected from six locations nationwide and ranged in age, education, and background. The GPS located in
the OBC in participants' vehicles kept track of the number of miles traveled and submitted the infor-
mation to the University for processing and evaluation. The study involved two major objectives: (1)
testing the appropriateness of the technology and (2) looking at user accessibility and acceptability. Re-
sults indicated that support increased considerably as drivers became more familiar with MBUF, and per-
ceptions were positively affected by user experience and exposure. Initially, 42 percent of participants
viewed MBUF favorably, while 17 percent had a negative impression; ten months later, 70 percent re-
ported a favorable impression, with 19 percent holding a negative view of MBUF.

Oregon. The Oregon Department of Transportation (ODOT) pilot tested a road user fee between spring
2006 and spring 2007 as a state legislature-directed attempt to seek an alternate way to raise revenue for
transportation from the state's motor fuel tax. ODOT released the final report on the Road User Fee Pilot
Program in 2007. The report shows the Oregon Mileage Fee Concept is feasible as an alternative revenue
collection system for replacing the gas tax as the fundamental way the state pays for road work. The re-
port also indicates that more work needs to be done to refine the prototype technology used in the pilot
program so that it is commercially viable for statewide implementation. The purpose of this first phase of
work under the Road User Fee Pilot Program was to prove concept and that purpose has been met. The
next phase will be to prepare for legislative adoption and statewide implementation.

These early state projects are yielding actionable findings about MBUF systems that could potentially
guide future initiatives.

Washington State. The Puget Sound Regional Council conducted the Traffic Choices Study and re-
leased their findings in 2008. The study evaluated traveler response to GPS-based variable road tolling
using a sample of about 275 volunteer households.

Participants were given a travel budget from which tolls were deducted. Preferential toll rates were pro-
vided to encourage participants to change their driving patterns to reduce the amount of driving on tolled
roads. The experiment aimed to determine the feasibility of using GPS-enabled OBCs with a cellular-
based transmission system. Puget Sound’s primary goal was to reduce vehicular trips and maintain a high
level of public acceptance. Transportation finance was not a main consideration in the experiment. The
study showed that participants reduced their travel in a manner that, if aggregated across the whole Puget
Sound Region, would have a “major effect on transportation system performance.” The net benefit gen-
erated by the system over a 30-year period was estimated at $28 billion in 2011 dollars.

Input From Minnesotans

To inform the Task Force work, an online survey of 400 Minnesotans from around the state was conduct-
ed by Accora Research. Focus groups of key stakeholders around the state were also conducted.

The survey and focus groups found that, generally, Minnesotans have not had much exposure to the
MBUF concept. The conversation with key stakeholders and the public is in its infancy. The following is
a brief summary of some of the key themes that ran through the market research.
Overall MBUF Concept

Benefits. Minnesotans tend to like the following things about MBUF:

e All drivers pay their fair share for roadway use
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o Flexible enough to work with all future vehicle fuels

Concerns. Minnesotans tend to be concerned about the following aspects of MBUF:
e Cost and complexity
¢ Reliability of the technology
e Privacy

MBUF Design Specifics

Benefits. Minnesotans tended to be more favorable towards an MBUF system that would:
e Charge large and heavy polluting vehicles more per mile
e Use a non-governmental audit firm to ensure data privacy is maintained
e Make the cost and maintenance of equipment a governmental responsibility, not a driver re-
sponsibility

Concerns. Minnesotans tended to be unfavorable towards an MBUF system that charges differential
rates based on:

e Time of day
e Level of congestion
e Location of driving

Based upon its comprehensive work, the Task Force set about creating a Problem Statement, defined
its Policy Objectives and thereafter made a series of Findings and Recommendations which are re-
flected in Part 2 of this Report.

Problem Statement. The Task Force formulated the following Problem Statement:

As more people continue to use fuel efficient and alternative-fuel vehicles that are not ful-
ly taxed or are untaxed, less revenue will be generated by the fuel tax. In addition,
changes in demographics and travel trends will further reduce revenue contributed to the
fuel tax fund. As a result, future revenues will be inadequate to fund Minnesota's trans-
portation infrastructure. Several states, including Minnesota, Oregon and Washington,
are evaluating charging motorists based on the miles they drive, referred to as mileage-
based user fees, to understand the opportunities and challenges of such a transportation
funding approach in Minnesota. The Mileage-Based User Fee Task Force will recom-
mend to the Commissioner of the Department of Transportation if such an approach has
merit for Minnesota.

Policy Obijectives. The Task Force endorsed the following Policy Objectives:

I. Primary Objectives

Promote Equity: Ensure that all motorists pay for their use of the roadway
transportation system, regardless of vehicle energy source.

Generate Transportation Funds: Generate transportation revenues by supple-
menting or replacing the motor fuel tax with mileage-based user fees over time.
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I1. Ancillary Long Term Objectives

Protect the Environment: Support environmental objectives by reducing vehicle
emissions and fuel consumption.

Improve Transportation System Performance: Reduce the need for additional
investment in roadway transportation system capacity by more efficiently manag-
ing travel demand.

The Problem Statement and Policy Objectives helped guide subsequent discussions about the Task
Force’s Findings and Recommendations.



Part 2
Task Force Findings and Recommendations’

Guiding Policy Principles for Future Transportation Funding Approaches

Finding #1: Minnesota has entered an era in which an increasing number of vehicles are using little or no
conventional motor fuel. With the current state funding system relying on the motor fuel tax for more
than half of its revenues, some drivers are now paying much more than others for the cost of building,
maintaining and operating Minnesota’s roadway transportation system. Over time, this trend will cause
the motor fuel tax to be more disproportionately applied and become an increasingly inadequate transpor-
tation funding method. Therefore:

Recommendation #1: The Task Force believes that any future transportation funding
method(s) must ensure that all drivers pay their fair share for building and maintaining the
roadway transportation system they use.

Finding #2: Minnesota is entering an era of uncertainty regarding the mix of fuel sources drivers will
choose. Electric, hydrogen, solar, gasoline, diesel, natural gas, biofuels, gasoline-electric hybrid and per-
haps other fuels could be used in the near and distant future, but it is difficult to predict which and how
fast new fuel technologies will be adopted. Therefore:

Recommendation #2: The Task Force believes that Minnesota’s roadway transportation
funding methods must cover all vehicles using that system, regardless of the type of fuel(s)
used.

Finding #3: While MBUF faces significant challenges that must be overcome before it can be considered
broadly for use in Minnesota, it is a transportation funding method that can (a) ensure that all drivers pay
their fair share for using the roadway system, and (b) is flexible enough to be effective with any future
fleet of vehicles using the system. Therefore:

Recommendation #3: The Task Force recommends that state policymakers engage in a
thoughtful discussion regarding whether to use an MBUF system to address future funding
gaps between motor fuel tax revenues collected and the cost to preserve, maintain and ex-
pand the roadway transportation system.

Finding #4: The Task Force thinks that a federal MBUF system would more appropriately address inter-
state travel and commerce. The Task Force believes, however, that individual states or group(s) of states
may need to take the lead on a system of MBUF to avoid a transportation funding crisis.

Recommendation #4: The Task Force recommends that state government conduct MBUF
trials, possibly in partnership with contiguous states..

Finding #5: Due to the complexity of MBUF, the Task Force is reticent to make recommendations about
detailed design aspects of an MBUF system. However, after studying data gathered from conversations
with hundreds of Minnesotans and learning from experts on this subject, the Task Force has reached cer-

4 Based upon its six-months of work, the Task Force chose to focus its Findings and Recommendations on policy
related matters and accordingly makes no operational or technological specific recommendations. The Findings
and Recommendations reflect the majority opinion of the Task Force members.
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tain opinions about the broad parameters of a potential MBUF system and presents the following recom-
mendation:

Recommendation #5: The Task Force believes that before Minnesota moves forward with
any MBUF system, MnDOT, in conjunction with local road authorities, should conduct a
detailed technical analysis of MBUF to evaluate the types of issues, concerns and design op-
tions discussed in this report. Such a study should be guided by clear MBUF implementa-
tion objectives as well as by the following general parameters:

a. Fees should be set at a level sufficient to fund an adequate roadway transportation
system for all of Minnesota.

b. Revenues from MBUF should be constitutionally dedicated for roadway transporta-
tion system purposes and not directed for general fund use.’

c. MBUF system administration and operating costs should be kept as low as possible
without compromising system effectiveness.

d. Rates should reflect the relative amount of cost and benefit that different vehicles
and users have on the roadway transportation system and the environment. Fee
levels should take into account other fees levied on users.

e. Fees established under an MBUF system should clearly disclose the fee amounts
paid by users in a way that is transparent.

f. The entity in charge of setting up the MBUF rate structure should be accountable to
the public and elected officials.

g. Any MBUF system should be designed in a way that protects user privacy.®

h. Any initial MBUF system, if implemented, should start out simply, and phase-in ad-
ditional features and value-added services to users and the transportation system
over time.

Finding #6: Many important and complex decisions need to be made about the specific form an MBUF
system could take; and these are decisions that technical experts should guide, following policy guidelines
developed by policymakers. Absent operational and technology specifics, MBUF debates tend to be too
vague and speculative to be constructive. Having the benefit of a specific set of design features available
would help policymakers make more thoughtful decisions about whether or not to pursue an MBUF ap-
proach to funding. Therefore, the Task Force makes the following recommendation:

Recommendation #6: Once MnDOT has completed its current MBUF technical demonstra-
tion project, the policy study, and the detailed MBUF technical analysis, the Task Force
recommends that the Commissioner of Transportation supply state policymakers with a
document that provides a clear answer to the question: “If the Legislature and Governor

5 A minority of the Task Force does not support limiting revenues from a new MBUF to roadway purpose only. Instead,
they support the use of new MBUF revenues for surface transportation purposes to give the state and future decision
makers greater flexibility on investments.

6 All Task Force members felt very strongly that user data should be protected with any MBUF system. Chuck Samuelson
of the American Civil Liberties Union (ACLU) of Minnesota believes the use of GPS information to calculate MBUF should
be deemed unconstitutional. Tracking people in order to administer MBUF is an idea that the ACLU of Minnesota opposes.
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decide to modify Minnesota’s roadway transportation funding system to achieve Recom-
mendations 1 and 2, how would MnDOT, in conjunction with local road authorities, rec-
ommend setting up and phasing in the following three potential roadway transportation
funding models?”

a. Adjusted Status Quo Model. This potential model would adjust the motor fuel tax, ve-
hicle registration fees, and other existing transportation funding methods to achieve the
goals described in Recommendations 1 and 2. The use of a MBUF system would not be
required; and/or

b. Partial Benefits MBUF Model. This potential model would include some type of
MBUF system to achieve the goals described in Recommendations 1 and 2, but not the
Ancillary Benefits of an MBUF described above. The model would be more basic and
thus less complex than a Full Benefits MBUF model; or

c. Full Benefits MBUF Model. This potential model would incorporate a more intricate
MBUF system designed to achieve both the goals described in Recommendations 1 and
2, and the Ancillary Benefits described above.

Note: MnDOT’s current MBUF technology demonstration is based on assumptions related to potential
design models. This was necessary to carry out the 2007 legislation that directed the agency to investi-
gate the feasibility of future applications of MBUF. MnDOT’s technical advice on these models should
not be considered an endorsement of MBUF by the agency. In addition, 2008 and 2009 legislation di-
rected MnDOT to complete a “Study of Transportation Long Range Funding Solutions” (available at
http://www.dot.state.mn.us/planning/program/longrangesolutions.html), that included consideration of
electric and plug-in hybrid vehicles. This Study provides a basis and framework for policymakers to dis-
cuss potential transportation funding reform models.

Summary of Recommendations

The mileage-based user fee approach is a potential supplement or an alternative funding method to Min-
nesota’s current motor fuel tax. An MBUF system could be created that requires all drivers to pay their
proportional share of roadway system costs, while being flexible enough to be effective regardless of the
type of future energy sources used for a vehicle. Still, MBUF is largely unfamiliar to the public and poli-
cymakers, and complex from the technical and policy standpoints. Many policy, technological and opera-
tional issues remain unanswered. Therefore, the Task Force does not recommend a statewide, full-scale
implementation of MBUF until concerns are satisfactorily addressed. However, the Task Force recom-
mends that exploration of an MBUF system for Minnesota continue to advance in a measured, in-
formed and thoughtful manner guided by the six findings and recommendations presented above.
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Minority Opinion

Task Force members were invited to submit minority opinions. A minority opinion was submitted by
John Hausladen, Bob Anderson, and Donald Jenson, which follows.

Minority Opinion Introduction

Minnesota’s economy, the prosperity of its businesses, the well-being of its citizens, and the competitive-
ness of the state both domestically and abroad, all depend on the soundness of the state’s system of trans-
portation, the most important element of which is Minnesota’s highway system. The health of that high-
way system in turn depends on the soundness of Minnesota’s highway funding structure. For decades,
road maintenance and improvements at the state level have depended largely on receipts from taxes on
motor fuel and from motor vehicle registration fees.

Recently, the perception has arisen that the current transportation funding structure might not be adequate
for the future. As a result, the Minnesota Department of Transportation appointed members of a group
designated the Mileage-Based User Fees Policy Task Force to identify and evaluate issues related to po-
tential implementation of a mileage-based user fee (MBUF)’ in Minnesota.

After some six months of consideration, the Task Force has issued its report. We, the undersigned mem-
bers of the Task Force, find that report unacceptable, for the following reasons:

e The Task Force report has a strong bias in favor of the MBUF concept, and significantly
overestimates benefits for Minnesota from the establishment of an MBUF-.

e The Task Force report seriously understates the problems associated with an MBUF. The
Task Force report contains practically no analysis of how an MBUF might actually work
in practice.

e The Task Force report, unwarrantedly and without consideration of more reasonable al-
ternative sources of funding, leaps directly to a conclusion that Minnesota might safely
adopt an MBUF in place of the fuel tax.

We therefore offer this Alternative Report for the consideration of state policymakers and Minnesotans at
large.

In particular, and as set out more in detail in the body of our Report, we would emphasize that:

e Although the current transportation structure is showing some stress, there is not,
contrary to the Task Force report, sufficient cause to warrant wholesale changes in
that structure, which can in fact continue to serve the state well, probably for dec-
ades to come.

¢ Compared to the fuel tax and to vehicle registration fees, which have shown them-
selves to be efficient, easily administered taxes, experience with MBUFs has shown
them to be highly problematic, more costly to collect, and largely unsuccessful taxes.

7 As the name implies, an MBUF is a tax based, at least in part, on the distance traveled by a vehicle whose owner or
operator is subject to the tax. One should not forget that although a user fee is a levy the proceeds of which are dedicated
to a certain purpose, it is nonetheless a tax.
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¢ Many of the conclusions set out in the Task Force report are unjustified, and rest on
exaggerated or speculative assessments of the feasibility and capabilities of MBUFs.
The report is in fact very short on analysis of any kind.

e \We conclude that although the state should not necessarily eliminate all considera-
tion of an MBUF as a minor element of Minnesota’s future transportation funding
structure, there are other alternatives that appear to be far more promising for the
protection and enhancement of our vital transportation system.

The body of the Alternative Report elaborates on these four themes in turn.

I. Minnesota’s Current Road-Funding Structure Is Not Obsolete

Currently, slightly more than half of Minnesota’s funding for highways is derived from receipts from the
state taxes on motor fuel, primarily gasoline and diesel fuel. A few vehicles on the state’s highways are
powered by alternative fuels, largely gaseous fuels; these substances too are subject to state fuel taxes.

While an increasing number of cars are powered in whole or in part by electricity, this number remains
very small. Contrary to the impression that a review of the Task Force report might give the casual reader,
the advent of electric-powered vehicles, if they catch on at all, will be slow and gradual. The current fund-
ing structure is not about to be overwhelmed with large numbers of vehicles whose power source is not
subject to the fuel tax.® Taxes on fuel, possibly in conjunction with adjustments to Minnesota’s vehicle
registration fees, can continue to serve for the foreseeable future as the major source of highway revenues.

It is often noted these days that while receipts from the fuel tax are increasing slowly in recent years, ve-
hicle travel is increasing more rapidly, and highway costs much faster still. Part of this discrepancy must
be attributed to improvements in vehicle fuel efficiency, but that trend has existed since the 1970s.
Through the 1970s, and well into the “‘80s and even the “90s, fuel tax receipts increased comfortably year
by year, despite the continuing improvements in fuel mileage. Only more recently have tax receipts failed
to keep up. The operative cause of this change is not increased fuel efficiency, nor is it the proliferation of
alternatively fueled vehicles, since these make up an insignificant portion of the total population of cars
and trucks.® We submit that the basic — and only serious - problem with the fuel tax is political: politi-
cians have become increasingly reluctant to raise taxes.

Contrary, then, to the tenor of the Task Force report, the fuel tax isn’t broken, and doesn’t require re-
placement with a wholly new system of taxation. Rather, state policymakers should consider more seri-
ously whether merely raising the rate of the fuel tax could not serve to restore Minnesota’s highway fi-
nances to a satisfactory condition.

Nor should the other elements of the state’s road-funding structure be ignored, as the Task Force report

tends to do. Receipts from registration fees comprise about a third of Minnesota’s highway funding, and
the motor vehicle sales tax provides most of the remainder. Both these forms of taxation are highly effi-
cient and of long standing. The state should not rule out adjustments to these levies, not only in order to

8 A study by the Center for Automotive Research estimates that there will be only some 7,500 electric-powered vehicles
registered in Minnesota by 2015. In 2009, only some 1.6% of registered vehicles were electric or electric hybrids. Center
for Automotive Research, Deployment Rollout Estimate of Electric Vehicles 2011-2015, Ann Arbor, MI, January 2011.

9 It might be noted that the diesel fuel tax in particular will continue to provide a stable source of revenues for the
foreseeable future. Other fuels fail to provide the necessary power for the operation of long-haul or heavy-duty trucks,
and trucking industry sources do not project any early change in this situation.
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raise more revenue, but to adjust the highway-funding structure so as to deal equitably with larger future
populations of alternatively fueled vehicles.

Let us consider now what makes a tax a “good” tax, that is, what makes one type of levy more successful
at raising revenues than another. And let’s examine the U.S. experience with MBUFs — because there is in
fact considerable experience with this kind of tax at the state level.

Il. The MBUF Does Not Measure Up as an Effective Form of Taxation

How Should a Tax Be Evaluated?

In assessing the effectiveness of a given tax, a great deal depends on the structure of the tax and how it is
to be administered. The fuel tax provides a good example. That tax is levied on an easily measurable sub-
stance, at a level in the chain of distribution high enough that there are very few taxpayers, mostly large
business entities. (That is, the tax is pre-paid, withheld at a point well above that of the actual highway
user.)!® This structure and administration of the tax helps greatly to ensure that the tax is paid.

Other taxes largely relied on by governments in this country also depend, like the fuel tax, on a withhold-
ing mechanism of one kind or another. The personal income tax, for instance, could probably not be lev-
ied at all without withholding on wages, and the rate of compliance on income that is neither withheld on
nor reported to IRS (or to a state) is quite low. Sales tax is another instance, where retailers withhold and
remit the tax from purchasers. This tax is somewhat less efficient, due to the large number of retailers,
most of them small entities. Yet the sales tax is extremely effective compared to its complement, the use
tax, which states have just about given up trying to collect at all. A final example, and one that employs a
different mechanism than withholding, is the vehicle registration fee. This is of course paid up-front, at
the beginning of the registration year, and a car or truck can’t be operated very far without displaying a
license plate.

It is much more difficult to enforce and collect a tax that includes no withholding mechanism, or which is
to be collected from many (especially smaller) taxpayers, or where the measure of the tax is difficult to
ascertain, or where the tax is largely self-assessed by the taxpayer. The most successful taxes — and the
fuel tax is often cited in this regard — avoid all these difficulties.

An MBUF may or may not avoid some of these problems, but probably cannot avoid them all. Prepay-
ment of the tax might be possible, though administration and enforcement might be somewhat cumber-
some. It seems unavoidable that an MBUF would be collected from a multitude of taxpayers."* And
measurement of the tax — the miles these millions of vehicles, as well as those from outside the state trav-
eling on Minnesota’s roads — is certainly problematic, especially if the administration of an MBUF leaves
the assessment of the tax up to the taxpayers themselves.

There are decades of experience with the fuel tax, the sales tax, the personal income tax, and vehicle reg-
istration fees, levies imposed by most or all of the states, and with whose administration there has, over
the years, been much experimentation, some successful, some less so. With respect to these types of taxa-
tion, there is a general consensus as to what works and what doesn’t.

10 The Task Force report seriously mischaracterizes the fuel tax in this respect (see p. 2 of the Task Force report) when it states
that the fuel tax is collected from end users at the pump. In fact, the tax is collected from fuel suppliers, and only passed on to
vehicle operators by fuel sellers. The effectiveness of the fuel tax depends on this critical distinction.

1 The Minnesota Department of Transportation reports that in 2009 4.8 million vehicles were registered in the state, a number
approaching Minnesota’s total population.
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The Task Force made a serious error in failing to consider the specifics of how an MBUF might be im-
plemented and administered in Minnesota. A closer examination of these factors in relation to an MBUF
would have brought into much clearer focus many of the inherent problems with such a tax. Equally as
serious was the Task Force’s failure to consider the long experience with MBUF’s in the United States,
and the problems associated over the years with this kind of a tax.

Experience with MBUFs Is Not Encouraging

Has there been any such experience in the U.S. with MBUFs? The Task Force report discloses very lit-
tle."? Yet in fact there have been decades of experience with MBUFs in this country, in the form of
weight-distance taxes on trucks. And the consensus is that taxes of this sort haven’t worked very well.
Nearly half the states have at one time or another tried weight-distance, or ton-mile, or axle-mile, or sim-
ple mileage taxes on trucks, and more than twenty states have repealed them. Only four remain in effect
today.

What are the problems with these MBUFs in practice? They are easily evaded, they are complex, they are
unfair, and they are expensive, both to comply with and to collect and to administer.

Unlike more efficient taxes, weight-distance taxes are largely self-assessed by taxpayers rather than col-
lected from a smaller number of less interested parties. This alone leaves these taxes far more open to
evasion — and nearly every state that has tried them has concluded that they have been widely evaded.™
The various administrative mechanisms used to try to enforce collection of these taxes is one of the main
causes of their complexity and expense, and certainly also for their unfairness. Compliant taxpayers not
only have to pay their share of a weight-distance tax, but the share of their direct, less honest competitors
as well, who don’t pay. And compliant taxpayers must also put up with the elaborate mechanisms — most-
ly unsuccessful — that are put in place to ensure the tax’s collection. It is no wonder that weight-distance
taxes — MBUFs in practice — are universally disliked by the trucking industry, who are united as in noth-
ing else in opposing this type of tax. Nor is it any wonder that weight-distance taxes have been repealed in
state after state.

Minnesota once levied a weight-distance tax. In 1948, the state’s Legislative Research Committee issued
a report on it that read, in part:

The record of repeals and narrowing of scope of the mileage tax in states which have tried it indi-
cates that it has not been very successful, though naturally pressure for repeal from financially af-
fected carriers may have been a factor in the repeals and revisions. The narrowing of scope of the
laws indicates that too broad coverage pushes administrative problems beyond the range of effec-
tive control. State agencies responsible for administering the tax laws have indicated that very se-
rious difficulties do exist.

Shortly after this Minnesota too repealed its weight-distance tax.

12 The Task Force report merely mentions three recent pilot projects, two of them very small-scale and local, in Oregon and
Washington State, and the third, conducted by the University of lowa, somewhat broader in geographical reach. These are
interesting academic exercises, but none of them provides the basis for any real assessment of how an MBUF would actually
work in practice.

'3 For a couple of recent studies that conclude that New York State collects only somewhat less than half of what is owed from its
Highway Use Tax, a weight-distance tax, see, American Transportation Research Institute, “New York State Ton-Mile Tax
Analysis: Estimation of Untaxed Commercial Motor Vehicle Miles Traveled,” Arlington, VA, February 2008; and Delcan Corp.,
et al., A Practical Approach to Truck VMT Fees, Vienna, VA, April 2011. The reader should be cautioned that the authors of the
second study are among those charmed with the notion that the application of “advanced technology” can actually render an
MBUF collectible.
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It has sometimes been argued that modern technology can overcome the defects of a weight-distance tax.
Considering the history, this appears to us unlikely. At best it is unproven, and the application of technol-
ogy of whatever kind would surely add complexities and expense to the already burdensome administra-
tion of the tax. This is particularly problematic if the tax were imposed, not on business entities such as
trucking firms, but on the far more numerous and diverse population of car drivers. Yet it is changes in
the driving habits of this larger population — that is, car drivers - the Task Force report argues, which is
most in need of a substitute for the fuel tax. To be sure, there is practically no experience, either in this
country or abroad, with an MBUF levied on car drivers. There is, however, good cause to expect that such
a tax would be no more successful than the more limited taxes of this sort which have been imposed in the
past on heavy commercial vehicles.

I11. The Task Force Report Contains Many Unjustified Assumptions and Conclusions, and Very
Little Helpful Analysis

Throughout its report, the Task Force makes numerous speculative statements about the benefits of an
MBUF, and avoids any real analysis either of an MBUF or of reasonable alternatives.

Benefits: Fair, Flexible, Sustainable — Really?

Pages 4 and 5 of the Task Force report set out what the Task Force conceives to be benefits of the
“MBUF concept.” Some of the highlighted bullets in this section look pretty good — Fairness, Flexibility,
Sustainability — but the language introducing the section cautions: “The degree of benefits and concerns
regarding MBUF, which are briefly summarized below, will depend greatly on how MBUF is implement-
ed.” In other words, the Task Force doesn’t go beyond the bare concept of an MBUF to consider how
such a tax might be administered, collected, or enforced, and therefore all of the asserted benefits are only
that — assertions.

We submit that a tax cannot be “fair” if it is administered in such a way that it cannot be collected from
all those that should be paying it, or in such a way that those that do pay it are subject to significant costs
and burdens associated with their payments. We mention these factors specifically because they have
been widely experienced with MBUFs in the form of weight-distance taxes. (See the preceding section.)

By “flexibility,” the Task Force evidently means only that an MBUF might be applied — at least in con-
cept — to vehicles using any type of power source. Perhaps, though whether an MBUF might be so ap-
plied as a practical matter is open to considerable question at this point. In this connection, it should be
noted again that Minnesota’s current fuel tax system subjects all fuels to tax, both the commonly used
gasoline and diesel and alternative, mostly gaseous fuels. The only power source for vehicles not subject
to the fuel tax is electricity, but this fact in no way justifies the Task Force’s implication that the fuel tax
should be abandoned altogether. There are obvious ways within Minnesota’s current tax structure for
handling the taxation of electric vehicles in an equitable manner. (See our section V., below.)

By “sustainable,” the Task Force means that revenues from an MBUF would not decline merely because
the fuel efficiency of the state’s population of vehicles is increasing — a fault (if it is one) often attributed
to the fuel tax. It should be noted, however, that shifting the incidence of highway user fees from the con-
sumption of fuel (the fuel tax) to miles traveled (an MBUF) would likely reduce vehicles miles traveled."
If it is true that the major problem today with the fuel tax is political, that is, the reluctance of politicians

14 «If you tax something, you will get less of it,” sometimes credited to Nobel laureate Milton Friedman.
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to raise the rate of any tax; an MBUF might quickly come to seem inflexible and unsustainable if miles
traveled were to decrease, or simply fail to increase as fast as road costs.

Multiple Applications?

The other benefits the Task Force report cites to the credit of the MBUF concept all seem to fall under
their heading “multiple applications.” Here, the MBUF is described as “a powerful policy tool for ad-
dressing a variety of difficult policy problems Minnesota faces, including the cost of: excessive road
wear, traffic congestion, pollution.” “Demand management” is also cited here as a potential application,
as well as the state’s provision to drivers of “value-added services.”

Clearly, these items are more suggestions to policy makers by the Task Force than they are “benefits” of
an MBUF. The Task Force is suggesting that the state’s highway-funding structure be adapted to manipu-
late the driving behavior of the public. The additional costs and complexity involved in any such adapta-
tion would enormously increase the expense of highway tax administration for the state. Notions such as
these are favored by many academics, but considering that the political, social, and economic conse-
guences of such Big Government intervention are largely unexplored, such suggestions in the present
context seem irresponsible.” At the very least, these “multiple applications” cannot stand in as “benefits”
of an MBUF.*®

Concerns and Options Inadequately Addressed

The Task Force gives some lip service to the many difficulties with the MBUF concept, by listing them
under generic headings on page 5 of the report, to wit: Cost, Privacy, Jurisdiction Issues, Feasibility,
Complexity, Acceptance, and Use of Revenues. But there is no analysis of these serious problems, any
one of which could take an MBUF right off the table as a potential element of Minnesota’s highway-
funding structure.

On pages 6 and 7, there is a similar list of “Potential MBUF System Design Options.” But again, it seems
merely a list of those options that happened to occur to members of the Task Force. There is no analysis
of any of these critical areas, no weighing of pros and cons, nor any attempt to eliminate the clearly infea-
sible in favor of a system design that might conceivably work in practice.

Once again, the Task Force report has failed to go beyond a purely theoretical MBUF concept and wrestle
with the details of such a tax as it might be administered, collected, and enforced.

Findings and Recommendations Contain Little Guidance

The conclusions of the Task Force report are presented confusingly, as interspersed Findings and Rec-
ommendations. Furthermore, it may be said that the conclusions hold very little in the way of guidance
for state policy makers. One recommendation (number 3) declares that policy makers should “engage in a
thoughtful discussion regarding whether to use an MBUF.” Another (number 4) suggests “MBUF trials,
possibly in partnership with contiguous states.” And a third (number 5) recommends *“a detailed technical

15 See in this connection the classic article by R. H. Coase, “The Problem of Social Cost,” Journal of Law & Economics, Oct.
1960. There, Mr. Coase warns against any such misguided government interference in economic matters without a thorough
exploration of both the costs and benefits. This article was specifically cited in Mr. Coase’s Nobel Prize award in economics.
18 It should be noted that on page 8 of the Task Force report, it is stated that the Task Force endorsed these “multiple
applications” as “Ancillary Long Term Objectives.”
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analysis of MBUF.” And the last (number 6) recommends that MnDOT supply Minnesota’s legislators
with “a clear answer” as to which kind of MBUF, if any, the state should adopt.l7

Although the report leaves little doubt that the Task Force strongly favors an MBUF for Minnesota, the
report is so superficial in its treatment that one is left to wonder why it has reached this conclusion.

If this report is released as presented, more discussion of the benefits and risks of MBUF will remain
ahead of us, as this report inadequately addresses both sides of the issue.

IV. Conclusion: There Are More Reasonable Alternatives for Minnesota’s Highway-Funding
Structure

It will be clear by now that we believe strongly that the Task Force report makes no strong case for the
adoption by Minnesota of an MBUF, whether in place of the current highway-funding structure or as an
added element of it. The Task Force report fails to provide any practical analysis of the MBUF concept,
and it makes the wholly unwarranted assumption that the state’s current highway-funding shortfall is due
to factors with which Minnesota’s present highway-funding structure cannot deal successfully. We submit
that this is untrue.

As noted above, Minnesota depends primarily on a two-structure tax system of fuel taxes and vehicle reg-
istration fees to fund its highways. Most other states do likewise. These taxes have proved to be highly
efficient, largely stable revenue sources for well over half a century. In part, this is because the dual na-
ture of the system provides a degree of flexibility that neither of its two components can provide on its
own. The recent dedication by Minnesota of the vehicle sales tax proceeds to highway purposes allows
the structure to be even more sensitive to changes in conditions that affect highway revenues.

We suggest that state policy makers consider the following options, either singly or together, to relieve
Minnesota’s current or projected highway funding shortfalls:

o Retain the fuel tax and other current highway system funding mechanisms.

e Subject vehicles powered by novel sources of energy to the fuel tax, to the extent those
sources allow it, at rates that match those on traditional fuels.

e Assess additional registration fees on those alternatively fueled vehicles, such as electric
vehicles and hybrid vehicles, for which the fuel tax is an inadequate levy.

e Assess an additional motor vehicle sales tax on alternatively fueled vehicles whose power
source is unsuited to the fuel tax.

e To the extent that these adjustments in the current highway-funding structure yield more
revenues, dedicate all the additional revenue to the highway trust fund for use exclusively
on highways and bridges.

Our third and fourth points above may require some explanation. We’re suggesting that additional regis-
tration fees or sales taxes be applied to vehicles whose operation, because of their source of power, are in

7 This final recommendation includes what the Task Force report terms the “Full Benefits MBUF Model,” that includes the Task
Force’s “multiple applications” we noted earlier in this section. This might better be termed the Big Government Model or the
More Intrusive Model.
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practice wholly or partially exempt from the fuel tax. The additional fee or tax would be measured ac-
cording to an average imputed mileage for these vehicles, either on an annual basis (the registration fee)
or over the life of the vehicle (the sales tax).”®

Could an MBUF have some application for these restricted classes of vehicles? Perhaps, with great cau-
tion on the part of policy makers, an MBUF might have some place here. If, following the thoughtful dis-
cussion of an MBUF suggested by the Task Force report, the state concludes that the MBUF concept, as it
might be implemented in practice, has potential merit, we believe the appropriate niche for such a levy,
pursuant to well-designed pilot tests, might be an application to electric and hybrid vehicles. We are high-
ly skeptical, however, that Minnesota will ever be able to rely safely on an MBUF; however, such a tax
might be implemented as a source of any significant portion of the revenues needed for the state’s high-
ways.

18 An MBUF by proxy, if you will.
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Appendix J. Policy Task Force Report Presentation



Mileage Based User Fee Policy Task Force

Name
Date

Overview

* Background
* Statutory Direction
* Charge of Policy Task Force
* Technology Demonstration

* Problem Statement & Policy Objectives
* Public Sentiment
* Task Force Findings and Recommendations

* Summary
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Statutory Direction

Charge of Policy Task Force

Discuss and evaluate questions, concerns, expectations,
and preferences about the use of MBUF as a future
transportation funding mechanism. Provide policy

direction to the MnDOT Commissioner for the MBUF
technology demonstration and potential broader
implementation of MBUF in MIN.
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Estimates of Average Fuel
Economy (mpg)

Miles Per Gallon
w

1985 1988 1991 1994 1997 2000 2003 2006 2009 2012 2015 2018

Source: U.S. Department of Transportation National Highway Traffic Safety Admini: ive Fuel Program: Annual
Update Calendar Year 2004.” DOT HS 809 512.http://www.nhtsa.gov/DOT/NH erhkfemﬂs&fery/CAFE/ZOM Fuel_Economy_Program.pdf
Accessed June 29, 2010.

Trends in VMT and Fuel Consumption
(1980-2030)

200%

150% 7[— Vehicle Miles Traveled (VMT) | "~
\— Fuel Consumption o
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50%
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Percent Growth from 1980
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State and federal gas taxes
paid annually

Light Duty Car at 30 mpg Hybnd at

ruck at
20 mpg 40 mpg

S 3280 $184 $187 $123 $140 $92  $0  $0

miles/year

15,000
miles/year $140

L8140 $92 93 $61 $70 $45 %0 %0

miles/year

Electric vehicle

M

* Minnesota tax on gasoline is $0.28 per gallon as of publication.
** Federal tax on gasoline is $0.184 per gallon as of publication.

Gas Taxes Paid per Mile

Fuel Consumption State Gas Tax | State + Federal Gas
(mpg) (cents per mile) | Tax (cents per mile)

20 (light duty truck)

40 (hybrid) 0.7 1.1
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Mileage-Based User Fee

* Drivers pay for road use on a per-mile rather than
per-gallon basis
* In-vehicle technology records total miles driven

» Payment collected on a periodic basis
* Complex issue with many technical and policy options

Two-Part Effort

1.Technology Demanstration
— 500 vehicles in Hennepin and
Wright Counties
— Recent news headlines
2.Policy Study

— Engage key stakeholders to
identify and evaluate MBUF
issues
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Minnesota’s Technology
Demonstration

Demo Objective: Use a commercially available navigation and
communication device and add customized software to collect

a fee
P allow for various factors to be included in fee structure
P allow the system to be used for other purposes like in-vehicle
signing
P allow for market forces to improve technology

P addresses MBUF specific concerns (Privacy, Equity, Enforcement
and Evasion, and Administration Costs)

Technology Installation
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Minnesota’s MBUF Technology
Demonstration

» 2007 Legislation authorized demonstration

* 500 vehicles to be demonstrated in each of three waves,
Wright and Hennepin Counties

* Using Smartphone technology

* First wave launches in September 2011

* Last wave launches May 2012

* Parallel public policy evaluation is being undertaken
* Demonstration complete in 2012

Fee Assessment Approach

* “Real” money will change hands
— Demonstration includes invoicing and payment by participants through
PayPal
* Each participant will be provided with an up-front incentive to
participate

— Incentive will be sufficient to “cover” approximately four months of travel

* No MBUF fees assessed until the third month of participation
— Participant pays MBUF fees for months 3-6
— Will never have to pay more than the initial incentive
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Statewide Survey

Minnesotans tend to like MBUF because:
+ All drivers pay their fair share for roadway use

* It is flexible enough to work with all future vehicle fuels

Minnesotans tend to be concerned about MBUF because of:
* Cost and complexity
» Reliability of the technology

* Privacy

Statewide Survey (cont.)

Minnesotans tend to favor MBUF if it:
e Charges large, heavy polluting vehicles more per mile
¢ Use a non-governmental audit firm to ensure data privacy

s Make the cost and maintenance of equipment a governmental
responsibility, not a driver responsibility

Minnesotans tend to be unfavorable about MBUF if it
charges differential rates for:

s Time of day

* Level of congestion

e Location of driving




Stakeholder Input Approach

1. Legislative & Executive Briefings 2. Internet Panel Survey
*Elected Officials *General Public

3. Stakeholder Interviews M B U F : Gt:eater Minnesota Listening
*Elected Officials essions

*Public Agencies I - *Greater MN Stakeholders
*Business/Industry Groups - Po lcv == +Elected Officials

*Opinion Leaders *Public Agencies

*Environmental/Social Justice Groups TaSk Force *Business/Industry Groups

*Opinion Leaders

5, Expert Panel Roundtables

*Elected Officials 6. Project Leadership Group &
*Public Agencies Project Management Team
*Business/Industry Groups *Public Agencies

+0Opinicn Leaders
*Environmental/Social Justice
*General Public

Task Force Problem Statement

As more people continue to use fuel-efficient and alternative-fuel
vehicles that are not fully taxed or are untaxed, less revenue will be
generated by the fuel tax. In addition, changes in demographics and
travel trends will further reduce revenue contributed to the fuel tax
fund. As a result, future revenues will be inadequate to fund

Minnesota’s transportation infrastructure.

Several states, including Minnesota, Oregon and Washington, are
evaluating charging motorists based on the miles they drive, referred
to as mileage-based user fees, to understand the opportunities and

challenges of such a transportation funding approach in Minnesota.




Policy Objectives

Primary Objectives Ancillary Long Term

* Promote Equity Objectives

*Generate Transportation * Protect the Environment
Funds

* Improve Transportation
System Performance

Finding #1

Minnesota has entered an era in
which an increasing number of
vehicles are using little or no
conventional motor fuel... Over
time, this trend will cause the

motor fuel tax to be more
disproportionately applied and
become an increasingly
inadequate transportation
funding method
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Recommendation #1

Any future transportation funding method(s)
must ensure that all drivers pay their fair share

for building and maintaining the roadway
transportation system they use

Finding #2

Minnesota has entered an era of uncertainty regarding
the mix of fuel sources drivers will choose
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Recommendation #2

Minnesota’s roadway transportation funding
methods must cover all vehicles using that system,

regardless of the type of fuel(s) used

Finding #3

While MBUF faces significant challenges that must be
overcome before broader consideration for use in
Minnesota, it is a transportation funding method that can
(a) ensure that all drivers pay their fair share for using the
roadway system, and (b) is flexible enough to be effective
with any future fleet of vehicles using the system
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Recommendation #3

State policymakers should engage in a
thoughtful discussion regarding whether to use
an MBUF system to address future funding gaps

between motor fuel tax revenues collected and
the cost to preserve, maintain and expand the
roadway transportation system

Finding #4

Individual states or group(s) of

states may need to take the lead
on a system of MBUF to avoid a
transportation funding crisis
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Recommendation #4

MN state government should conduct larger
scale MBUF trials, possibly in partnership with

contiguous states

Finding #5

The complexity of this issue makes the Task Force
reticent to make recommendations about
detailed design aspects of an MBUF system
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Recommendation #5

MnDOT should conduct a detailed technical analysis of
MBUF to evaluate the types of issues, concerns and
design options. General parameters include:

A. Set MBUF to a level sufficient to adequately fund readway system
B. Revenues should be constitutionally dedicated to roadway purpose

C. Keep costs as low as possible without compromising system
effectiveness

Recommendation #5 (cont)

. Rates should reflect the relative amount of cost and benefit that
different vehicles and users have on the roadway system

. Transparency

. Keep costs as low as possible without compromising system
effectiveness

. MBUF's rate setting process should be transparent and accountable
to the public and elected officials

. A potential MBUF system should be simple at first and phase-in
additional features and value-added services over time
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Finding #6

Many important and complex decisions
need to be made about the specific form
an MBUF system could take

Recommendation #6

MnDOT should conduct a detailed technical analysis of
MBUF to evaluate the types of issues, concerns and
design options. General parameters include:

A, Set MBUF to a level sufficient to adegquately fund roadway system
B. Revenues should be constitutionally dedicated to roadway purpose

C. Keep costs as low as possible without compromising system
effectiveness
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Summary and Appendix

Task Force recommends that exploration of an MBUF system
for Minnesota continue to advance in a measured, informed
and thoughtful manner guided by the six findings and
recommendations presented above.

Report unanimously adopted by Task Force and includes Appendix A: Minority
Opinicon, that had three supporters

MBUF Task Force Members

Frant row: Margaret Donahae, Mayor lim Hovland {Vice Chair}, Bernie Lieder [Chair], Steve Elkins, Ron Erhardt, Wade Kline.
Second row: State Representative Frank Haornstein, State Senator Scott Dibble, Steve Murphy, Bob Anderson, Christine Zimmer.
Third row: Barb Thoman, Roy Terwilliger, Bob DeBoer, State Representative Mike Beard, John Mock

Back row: Bob Krogman, John Hausladen, Donald Jensen.
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Minnesota Mileage Based
User Fee Program

Cory Johnson

Coryj.jochnson@state.mn.us http://www.dot.state.mn.us/
mileagebaseduserfee/index.html
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