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Key Takeaways

e Tennessee’s Highway Fund revenues have struggled to keep up with cost increases for
previously approved projects and the demand for new projects.

o As part of the FY 2024 budget process, the governor proposed the Transportation
Modernization Act to address pressures on road funding revenues and needs.
o Key features include:

e A $3.3 billion one-time subsidy from the General Fund for state and local transportation
needs.

e Higher fees on electric vehicles and new fees on hybrids to backfill expected losses in
existing revenue streams — both of which would be shared with local governments.

e Paid choice lanes to address urban congestion using public-private partnerships.

e The authority to more frequently use contracting strategies that could reduce construction
timelines and costs.

On February 6, 2023, Tennessee Gov. Bill Lee released his $55.6 billion recommendation for the state’s
FY 2024 Budget — along with recommended changes for FY 2023. (1) (2) Among his agenda items are
efforts to address pressures on Tennessee’s current approach to road funding and ability to meet our
growing population’s mobility needs. This brief summarizes and analyzes key pieces of that proposal.
See here for a full summary of the FY 2024 budget.
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Background

Tennessee’s ability to fund road construction and maintenance faces pressures from all sides
(Figure 1). Vehicle-related excise taxes set at specific, fixed levels are the largest funding sources for
transportation projects in Tennessee. These taxes are not responsive to road funding needs, and the
pressures from rising fuel efficiency and electric vehicle (EV) adoption could get worse.

Tennessee’s Highway Fund revenues have struggled to keep up with both cost increases for
already-approved projects and the demand for new projects. Between FYs 2005-2021, for example,
the purchasing power of Tennessee’s Highway Fund collections fell by 3% after adjusting for inflationary
changes in construction costs (Figure 2). (1) (3) (4) As a result, the Tennessee Department of
Transportation (TDOT) anticipates the state will need an additional $16 billion to complete projects
already approved in the 2016 IMPROVE Act. Even so, it will take over 50 years to finish those projects at
current funding levels. The administration also estimate another $26.3 billion is needed to alleviate
current or anticipated traffic congestion issues across the state. (5)

Figure 1. Tennessee’s Ability to Fund Road Construction Faces
Pressures from All Sides
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Figure 2. Even With Tax Increases, Tennessee’s Road Funding
Struggled to Keep Up with Inflation Over the Last 15 Years
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*In 2021 dollars using the National Highway Construction Cost Index (NHCCI).
Source: The Sycamore Institute’s analysis of data from the U.S. Department of Transportation (4) and the FYs 2007-
2024 Tennessee State Budgets (1) (3)
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Overview

Gov. Lee’s budget and his proposed Transportation Modernization Act seek to address some of
these needs and the pressures on state revenues (Figure 3). The administration has not estimated
the extent to which the proposal would meet identified needs or on what timeline. However, key features
of the proposal include:

e A $3.3 billion one-time transfer from the General Fund for state and local transportation needs.

e Higher fees on EVs and new fees on hybrids to backfill expected losses in existing revenue
streams — both of which would be shared with local governments.

e Paid choice lanes to address urban congestion using public-private partnerships.

e The authority to more frequently use contracting strategies that could reduce construction
timelines and costs.

Figure 3. Gov. Lee’s Transportation Modernization Act Seeks to
Address Pressures on Highway Fund Revenues and Road Needs
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Source: Based on information from the Tennessee Department of Transportation and the FY 2024 Tennessee State
Budget (5) (1)

General Fund Subsidies

The budget includes a $3 billion one-time General Fund subsidy to establish a new Transportation
Modernization Fund. Similarly, $800 million was transferred in FYs 2022 and 2023 to supplement
Highway Fund revenues and expedite IMPROVE Act projects. The new $3 billion could also be used for
IMPROVE Act projects — along with congestion mitigation and other improvements. As proposed, the
new dollars would be allocated equally among the state’s four TDOT planning regions. (6) (7)

The governor also recommends a one-time $300 million General Fund contribution to TDOT’s
state aid program for local roads. These funds are distributed to county governments for county roads
designated as part of the state highway system. (8) Since the first IMPROVE Act tax increases took effect
in FY 2017, state road aid dollars have averaged about $65 million a year. The proposed transfer would
represent a historic investment in that program (Figure 4).
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Figure 4. A $300 Million General Fund Transfer in FY 2024 Would Fund
a Historic Investment in Tennessee Aid for Local Roads

TN Dept. of Transportation Funding for the State Aid Program for Local Governments (FYs 2013-2024)
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Source: FYs 2015-2024 Tennessee State Budgets (1) (3)

Electric & Hybrid Vehicle Registration Fees

Gov. Lee proposes a phased increase to the state’s $100 annual EV fee—to $200 next year and
$274 in 2026—and establishing a new $100 fee on hybrid vehicles, both indexed to inflation. (35)
(6) Gas taxes have long been thought of as a user-fee-based approach to funding roads, yet hybrid and
EV owners contribute less in gas tax revenue than traditional car owners (Figure 5). Researchers at the
University of Tennessee and the Tennessee Advisory Commission on Intergovernmental Relations
(TACIR) separately estimate that the typical Tennessee driver pays between $250-$275 a year in state
and federal gas taxes. (9) (10) The fees are estimated to boost Highway Fund revenues by $8.1 million in
the first full year of implementation, which — as gas tax revenues fall — would grow over time with
inflation and greater hybrid and EV adoption. (7)

The proposed fees would be among some of the highest in the nation, but many states are
considering how to require EV owners to contribute to road costs (Figure 6). At least 32 states
charge between $50-$225 extra to register an EV, and 20 states charge between $30-$118 for all or
certain hybrids. (11) (12) (13) (14) At least 11 state legislatures are considering proposals this year to
increase, establish, or study new registration fees and/or create new fees and taxes for charging EVs.
(15) (16) (17) (18) (19) (20) (21) (22) (23) (24) (25)

The Sycamore Institute



Figure 5. Drivers of Fuel-Efficient, Hybrid, and Electric Vehicles
Contribute Less to Funding Tennessee’s Roads

TACIR’s Estimates of the Average Annual Gas Tax Paid by Vehicle Fuel Efficiency
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*Note: Assumes average annual travel of 13,574 miles. *Approximately 51% of state gas tax collections go to the
state highway fund and 38% to cities and counties for transportation projects.
Source: Estimates of the Tennessee Advisory Council on Intergovernmental Relations (10)

Figure 6. 32 States Charge As Much As $225 Per Year for Electric
Vehicles, and 20 States Collect Up to $118 for Hybrids

Annual Electric Vehicle Registration Fee Annual Hybrid Vehicle Registration Fee
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Notes: Represents the maximum annual additional fee as of February 1, 2023, exclusive of any other vehicle
registration fees or personal property taxes. Some fees may be less in each category based on vehicle weight, age,
value, miles per gallon, and plug-in status.

Source: Sycamore Institute’s analysis of data from U.S. Department of Energy (11) (12), National Conference of
State Legislatures (13), and Kansas State Legislature (14)

The governor proposes sharing these fees with cities and counties. As a share of all revenues, local
governments are more dependent on state gas and fuel taxes than the state itself. (26) Tennessee’s
vehicle registration fees are more immune to changes in vehicle technology than state gas and fuel taxes.
However, these state fees — including the existing $100 EV fee — are not currently shared with local
governments. The governor’s proposal would begin sharing fees on hybrid and EVs with cities and
counties.
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The state would distribute that money in a similar way as it shares existing gas tax dollars. For
both, 63.4% would go to the Highway Fund, 2.8% to the General Fund, 11.8% to cities based on
population, and 22% to counties. Half of the county funds would be divided equally among all 95 counties
— with the rest based on population and area. (6) In their first full year of implementation, the fees are
expected to increase total local revenues by about $5.7 million — a number that would grow with inflation
and as more drivers switch to hybrids and EVs. (7)

Paid Choice Lanes

The Transportation Modernization Act would also let the state build and maintain new paid choice
lanes to address urban congestion. In general, these lanes — also called express or toll lanes —
attempt to manage congestion with a combination of pricing incentives, vehicle restrictions, and/or
entry/exit controls (see below). The proposal would maintain all traditional lane capacity as of July 1, 2023
— only allowing tolls on additional lanes built after that date. All projects would be subject to public
hearings, approved by a new Transportation Modernization Board and financially supported in part or
whole by tolls. The state would own the new lanes but could use private companies to carry out any or all
of the planning, construction, management, and maintenance. (6) (5)

Figure 7. 11 States Have a Total of Nearly 2,200 Miles of Paid Choice
Lanes

Approx. Number of Paid Choice Lane Miles by State (2023)
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Lane miles are the length of roadway (i.e. “center-line miles”) multiplied by the number of lanes.
Source: The Sycamore Institute’s analysis of information from the Transportation Research Board and other sources
(27) (28) (29) (30)

At least 2,200 miles of paid choice lanes operate in 11 states — plus around 30 more being
planned or constructed — with a variety of pricing and incentive strategies (Figure 7). (27) (28) (29)
(30)

e Pricing — While lanes in a few states have fixed prices that may vary by day or time, most choice

lanes now use technology to dynamically update prices as often as every three minutes based on
traffic speed and congestion. Some choice lanes are free outside of certain hours or days, and
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prices are capped in most states by statute or governing boards. (16) The highest of these caps
is about $28 for an 18-mile trip from Orange to Riverside County near Anaheim, CA. (31)

e Price Transparency — Price transparency appears to vary significantly across different
jurisdictions’ choice lanes. Prices are typically posted on signage at choice lane entry points and
can be levied based on the number of miles or zones traveled in the lane — allowing drivers to
decide in real-time whether they’'d like to use the lanes. Some jurisdictions also post real-time toll
rates online. (32) Dynamic pricing can, however, make it challenging for drivers to plan or budget
for toll expenses. Not all states provide tools for planning, but some places post pricing schedules
or offer trip calculators to estimate pricing based on recent trends in toll costs. (33) (34) (31)

¢ Incentive Strategies — Most managed lanes are used to shape incentives for certain travel
behaviors. Dynamic pricing, for example, creates incentives to travel during non-peak hours to
reduce congestion. Managed lanes can also incentivize carpooling, EV adoption, or public transit
use by allowing free or reduced costs for these vehicles. (27)

What’s Next?

Multiple committees in both the state House and Senate will review and consider the FY 2024 budget
recommendation and the separate Transportation Modernization Act. The Finance, Ways, and Means
Committees have primary jurisdiction over the budget. Meanwhile, the Transportation Modernization Act
will move through the Transportation Committees before being considered by other committees and
ultimately by the Finance Committees due to its impact on the budget.
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