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Good Roads Foundation Presents Findings on Highway Funding
Arkansas non-profit explored options for long-term highway funding

LITTLE ROCK, Arkansas (January 4, 2017) — The Arkansas Highway
Commission today heard the findings from a six-month research process on
long-term highway funding conducted by the Arkansas Good Roads Foundation.
The Foundation was asked by Governor Asa Hutchinson at the Foundation’s
June 30, 2016, summer meeting to undertake the study.

“The Foundation developed and implemented a process by which a
consensus could be built among stakeholders, lawmakers, and the voting public
for a long-term highway funding plan,” said Craig Douglass, executive director of
the non-profit, non-partisan Arkansas Good Roads Foundation. “This process
has yielded broad-based funding options on which the Governor and the
legislature can take action to improve Arkansas roads, support economic
development efforts, and create thousands of private-sector jobs.”

The research process, which began in July, included meetings with the
leadership of over 20 stakeholder groups, including the Arkansas Economic
Development Commission, Arkansas Trucking Association, Arkansas Municipal

League, Arkansas County Judges Association, The Poultry Federation, Arkansas



State Chamber of Commerce, Arkansas Association of Educational
Administrators, Arkansas Farm Bureau, Arkansas Oil Marketers, Associated
General Contractors, Arkansas Asphalt Pavement Association, Arkansas
Department of Higher Education, American Council of Engineering Companies,
Arkansas Community Colleges, Arkansas Parks, Recreation and Travel
Commission, and more.

In addition to the leadership of stakeholder interest groups, the Foundation
distributed through the various associations an online survey on highway funding
options. Over 1,500 responses were received by the Foundation expressing a
wide variety of opinions.

The research process also included five, regional focus groups, and an
800-sample, 47-question statewide opinion survey. The results of the opinion
survey were presented at the Highway Commission meeting.

Among the findings were specific, likely voter opinions on various funding
options:

* 90% of the respondents agreed that Arkansas highways and roads “are in
need of repair’

* 56% are “unhappy” with the quality of roads “where they live”

» 86% disagreed that our roads are “fine just they way they are”

* 62% said they would oppose an increase in the current per-gallon, motor fuel
tax collected on gasoline and diesel

* 58.5% said they would oppose indexing the motor fuel tax (which was
expressed as automatic increases in the tax to keep up with inflation-driven
construction costs)

» 48% favored collecting a sales tax on the price of motor fuel, collected at the
wholesale level, with 44% opposed to the funding option (the margin of error in
the survey is +/-3.5%, meaning this response is a virtual “dead heat”)

* 62% of Arkansas voters favor making the current temporary %¢ sales tax
dedicated to highway improvements permanent, when the temporary tax expires

in 2023 (of those, 81% would vote “today” to make the tax permanent in 2023,



and 82% said they want the right to vote on the tax themselves, rather than the
legislature taking action)
 73% favor continuing to split state highway revenue with cities and counties
» 38% of Arkansas voters would be “more likely” to support a state legislator who
voted to increase highway taxes, with 45% “less likely” to support a legislator
who voted to increase highway taxes
* 81% of Arkansas voters would be “more likely” to support a state legislator who
voted to allow the people of Arkansas to vote on whether taxes should be raised
to improve highways

“Arkansas voters want the ball,” Douglass said. “They clearly want the
legislature to give them the right to improve highways by voting on whether to
continue existing taxes, or apply current tax rates to motor fuels, without raising
the per-gallon tax.”

The findings will also be presented to the Governor, legislative leaders,
and stakeholder groups for consideration during the upcoming legislative

session, which starts Monday, January 9.

The Arkansas Good Roads Foundation is a 501(c)(3), non-profit and non-
partisan organization. The mission of the Foundation is to promote adequate
funding and financing for the planning, development, construction, and
maintenance of a safe and efficient Arkansas highway system, thus facilitating
economic growth, and increasing private-sector job creation. The Foundation
engages in information programs, research, and the awarding of civil engineering
scholarships to Arkansas engineering students.
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Long-Term Highway Funding Narrative
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1. Process OQutcome/Outline

The outcome of the Arkansas Good Roads Foundation’s six-month process to
develop a long-term highway revenue plan is based on information researched
from a number of sources. Those sources include over 20 stakeholder leadership
meetings; more than 1,500 responses to a stakeholders’ online survey;
discussions with the Governor, legislative leadership, and executive management
of the Arkansas Highway and Transportation Department (AHTD); and an 800-
sample, 47-question statewide voter opinion survey.

What follows is an outline of what this process suggests and the story it tells:
2. Highway Revenue Needs, Responsibility and Benefits

The Arkansas highway needs assessment study performed by the AHTD, and
agreed to by the Governor’s Working Group on Highway Funding, established a
net goal of $400 million additional annual revenue within the next seven years.
The $400 million figure was tested in the December 2016 statewide voter opinion
survey. Likely voters were asked if they thought the $400 million figure “realistic,
and an amount that can be accomplished.” The opinions were split with 34%
saying it was realistic, 37% saying it was not, and 29% saying they were unsure.
(The margin of error in this statewide survey is +/-3.5%.) The results suggest that
Arkansas voters in particular (and, most likely, the Arkansas public in general)
are unaware of the cost of building and maintaining highways, and are unable to
adequately assess the appropriate amount of funding for improved highways.

With regard to the AHTD, who is responsible for the planning and spending of tax
dollars in support of Arkansas highways, the survey revealed a majority of
respondents had a favorable impression of the highway department, and a like
majority believing the highway department is efficient in building and maintaining
our state highways.



MI"{MH(IHHU]]
________‘___-hr;-.'k‘..-h Cenathe W

While voters are unsure or unaware of the cost of building and maintaining
adequate highways, roads, streets and bridges, they do believe more work needs
to be done. The emphasis, they feel, should be on maintaining the roads we have
(71%). In fact, 90% of the respondents agreed that Arkansas highways and
roads “are in need of repair.” Consistent with that opinion, 86% disagreed that
our roads are “fine just the way they are.” And 56% are unhappy with the quality
of roads “where they live.”

One overwhelmingly understood benefit to more revenue for highways is an 80%
agreement by voters that “increased highway revenue and the roads it improves,
directly contribute to economic growth and private-sector job creation.” Further
connecting the dots, by a margin of 51%-46%, a majority of Arkansas voters
would be willing to pay more in taxes if it meant “better Arkansas roads.”

But how should revenue be increased to achieve better Arkansas roads, thus
leading to economic growth and private-sector job creation?

3. Motor Fuels Per-Gallon Tax

We turn first to motor fuel taxes — existing per-gallon tax levels that contribute
nearly 70% of current highway revenue.

When respondents were informed that the motor-fuel-tax source of most of the
revenue for highways was declining, and if they would favor increasing motor fuel
taxes, 62% said they would oppose an increase. Interestingly, however, given
more information about Arkansas motor fuel taxes, and the fact that they had not
been raised in 15 years, 56% said they would favor increasing gas or diesel
taxes if the increase were dedicated to improve state roads.

(A consistent thread in responses to multiple questions about increased road
funding is that favorable attitudes are based, in part, on the exclusive dedication
of those new revenues to highway improvement.)

Of those 56% who favor an increase in motor fuel taxes (after being told they had
not been raised in 15 years), 48% would be willing to pay only a 1¢-to-3¢
increase, with 23% willing to pay 3¢ to 5¢. (For context, a 5¢ increase in the
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motor fuel tax would today yield $100 million annual revenue, with less than $70
million going to the highway department.)

To be clear, if a motor fuel tax increase were considered, it should be noted that
voters would not approve of an increase producing significant revenue, in light of
a $400 million annual goal.

4. Motor Fuels Tax Indexing

What about indexing motor fuel taxes to highway construction cost inflation? Of
course, the word “indexing” as it relates to motor fuel taxes is by-and-large
unknown to the general citizenry. Consequently the statewide survey informed
respondents of the concept by asking the question this way:

“The cost of highway construction increases as the cost of road materials like
concrete and asphalt increases. And increased cost reduces the highway
department’s ability to keep up with construction and maintenance needs.
Knowing this, would you favor or oppose automatically increasing the gasoline
tax to keep up with inflation in the cost of building and maintaining highways?”

This method of increasing revenue dedicated to highways was opposed by
58.5% of respondents.

5. Sales Tax on Motor Fuels

In Arkansas today, no excise tax (sales tax) is collected on the sale of motor
fuels. Applying the existing sales tax rate to motor fuels would raise significant
revenue, understanding wholesalers only charge and then pay to the state a per-
gallon motor fuel tax, not a tax on the cost of sales.

Since current per-gallon motor fuel taxes are collected at the wholesale level, the
survey asked if voters would favor applying the existing state sales tax on the
sale of motor fuel by wholesalers.
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The results were a statistical “dead heat,” with 48% favoring collecting a motor

fuel sales tax at the wholesale level, and 44% opposing the idea. (The margin of
error in this statewide survey is +/-3.5%.)

6. Temporary General Sales Tax

Between 2013 and 2023, roughly $3 billion in Arkansas highway improvement
projects will have been funded. Revenue for these statewide projects — called by
the highway department the Connecting Arkansas Program, and the Interstate
Rehabilitation Program — comes from voter-approved ballot issues, with over half
the amount made possible by a temporary ¥2¢ increase in the state’s general
sales tax. That temporary tax expires on June 30, 2023.

Since the current ¥2¢ sales tax dedicated to highway improvement was passed in
2012 by over 58% of Arkansas voters, the survey asked if voters would be willing
to again vote for the tax, making the temporary tax permanent, but only with their
approval and upon its expiration (not raising the tax, but continuing it at the
existing level).

The survey results reflect an appreciation of and a consistent support for this
method of taxation, with 62% favoring making the existing tax permanent, and
33% opposed. (At the end of the survey, a question on the permanency of the
Y¢ sales tax was asked again, with support growing to 69%.)

But the temporary tax does not expire for another six years. Because of this, the
timing of the proposal was tested to determine if this method of ultimately
increasing highway revenue were considered favorably enough to vote on it
“today.” The test question revealed that 81% of those who favored making the
¢ sales tax permanent would “go ahead (today) and make that existing tax
permanent after it expires.” And 82% of the same favorable voters want the right
to vote to make the %2¢ sales tax permanent, rather than the legislature making
that decision. (Further, 80% believe voters should decide on increased highway
taxes, in general.)
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7. Cities and Counties

The survey demonstrated that voters tend to favor certain taxes if those taxes
and the revenue they generate are dedicated to highway improvement. With
regard to how the money should be divided, if any, voters favor by 73%
continuing turning back 30% of state highway revenue to cities and counties, with
the highway department retaining 70% of state highway revenue.

8. Legislative Action and Approval

The decision on who should approve increases in highway taxes
notwithstanding, the legislature certainly plays a key role. To that end, if voters
were to have the opportunity to decide on increased highway revenue, a ballot
issue would need to be referred to the people by the legislature (short of a
petition drive, or voter initiative, placing the question on the ballot).

Regarding legislators’ role, the survey pointedly asked the following:

“Would you be more or less likely to vote for a state legislator who voted to
increase taxes for highway improvement?” And, “Would you be more or less
likely to vote for a state legislator who voted to allow the people of Arkansas to
vote on whether taxes should be raised to improve our highways?”

Only 38% of voters would be more likely to vote for a state legislator who voted to
increase highway taxes, with 45% less likely. Conversely, 81% of voters would
be more likely to support a state legislator who voted to refer the question to
Arkansas voters, with 12% less likely.

So, we believe that it is in the best interest of state policymakers — legislators, the
Governor, and the Arkansas Highway Commission — to refer, or ask to be
referred, a ballot issue to the people for consideration. That ballot issue could
clearly contain a new methodology for increased and sustainable highway
revenue, resulting in economic growth and private-sector job creation.
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9. Ballot Issue Question; Bond Issue

Specifically, we believe the ballot issue could address the expiration of the
existing, but temporary, Y2¢ sales tax, as well as applying the general state sales
tax to the sale of motor fuels, and collected at the wholesale level.

Sensitivity to the politics of the proposal, we believe the ballot issue could be
referred to voters in a special or general election. Respecting the Arkansas
Constitution, the ballot issue should also contain the authorization of a bond
issue to be retired by a portion of the increased revenue for highway
improvement, thus ensuring the constitutionality of the issue’s referral by the
legislature. The bond issue and the new funding sources could be contained in
one ballot question. '

In addition to the constitutionality of a legislatively referred issue, a bond issue
could allow the highway department to receive timely revenue meeting two
immediate objectives: The first would be to provide guaranteed matching revenue
of $50 million annually in 2018, 2019, and 2020, so the state can receive the
remainder of the federal FAST Act highway funds; the second, providing revenue
to bridge funding needs until the Y2¢ sales tax is made permanent in 2023. The
immediate needs include restoring the statewide overlay program.

In deference to the results of the statewide survey, we would think twice before
adding a motor fuel tax increase to the ballot issue. The addition of a fuel-tax
increase would imbue the issue with more risk than reward; given the fact that
anything over 5¢ per gallon would seriously hamper passage, and would, in the
end, provide minimal additional and sustainable revenue.

10. Next Step

The results of the long-term highway funding process, initiated by the Governor
and implemented by the Arkansas Good Roads Foundation, provide guidance
and direction for the consideration of legislation to be considered by the Arkansas
General Assembly in the upcoming Regular Session, beginning Monday, January
9, 2017. The next step would be to draft policy and ballot-question language
around which a legislative, stakeholder, and voter consensus could be built.
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Consistent with the findings of the December 2016 statewide survey, as well as
previous surveys testing the favorability of other funding strategies (see October
2015 WPA Research findings), the legislative referral bill and ballot question
language could reflect the following specific concepts:

a.

Upon the expiration of the temporary Y2¢ general sales tax on June 30,
2023, continue the tax permanently beginning July 1, 2023, and dedicate
the revenue to continuous highway improvement,

Apply the 6.5% excise tax on the sale of motor fuel, collected at the
wholesale level, and dedicate the road-user revenue to continuous
highway improvement;

Consider an option of phasing in over a three-year period the excise tax
on the sale of motor fuel, beginning with 2% in FY18-19, 4% in FY19-20,
6.5% in FY 20-21, and 6.5% thereafter,

Authorize the AHTD to issue General Obligation bonds to provide
immediate highway maintenance funding, bridging revenue needs until
and after the temporary Y2¢ sales tax becomes permanent; and
Continue the traditional allocation of state highway revenues among the
state (AHTD) at 70%, the cities at 15%, and the counties at 15%.
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