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The time is now for a third party verified, self-reporting system of mileage based user fees to provide additional funding for proper maintenance of our state’s roads and bridges.

There is much discussion regarding finding a substitute source of revenue for transportation funding other than the gas tax. While the gas tax will likely be one source that will continue for the foreseeable future, the greater use of more fuel efficient internal combustion engines and even electric powered vehicles makes the gas tax a less and less reliable source of transportation funding. The other major source currently, vehicle registration fees, may be viewed as inequitable between those that use their vehicles a lot compared with those who drive sparingly. 
The mileage based user fee for road maintenance is viewed by many as the ultimate user fee, as those who use the roads a lot pay more than those who don’t, and it does not differentiate between gas guzzlers or more fuel efficient vehicles – all pay their fair share of their use of the roads.

Paying by the mile (also known as “Vehicle Miles Traveled tolling” or “VMT”) is getting greater public attention recently, as the federal government and states are looking for ways to either replace or supplement gas tax revenues to maintain our crumbling roads and bridges. 


“The Congressional Budget Office issued a report last month called “Alternative Approaches to Funding Highways” that said a miles-traveled tax on vehicles would be fairer than existing gas taxes in raising transportation revenue and could have the added benefit of reducing driving.” Recent Transportation Reports Highlight VMT Fees, State of U.S. Bridges, Economic Impact of Road Construction
The approach is not receiving universal favorable reception, however. 


“Among the potential obstacles to a VMT system, according to the RAND Corporation:

· As with gas taxes, VMT tolling is not inherently responsive to inflation.

· It would require a significant investment of capital ranging from $1 billion to more than $20 billion.

· There would need to be safeguards against evasion of VMT fees.

· The appropriate institutional framework for implementing VMT tolling is unclear.

· Depending on whether VMT tolling is implemented at a state, national, regional or multi-state level, different oversight agencies and institutions may be needed.

· VMT tolling would need to be phased-in over time.

· Privacy advocates could find fault with it because of the potential to track the traffic patterns of drivers, and environmentalists could find fault with it because in replacing the per gallon fuel tax, it would eliminate one of the few tax-related incentives for purchasing more fuel-efficient vehicles.” http://www.csg.org/policy/documents/TIA_VMTcharges.pdf 
“The Transportation Research Board’s National Cooperative Highway Research Program identified three promising VMT-fee mechanisms that might be pursued in the near term: 

· mileage metering based on fuel consumption, 

· an onboard diagnostics unit with cellular-based metering, and 

· coarse-resolution GPS-based metering (the method used in Oregon’s pilot project).” http://www.csg.org/policy/documents/TIA_VMTcharges.pdf . 

The question is, “If we are to pay user fees based on the number of miles we drive, how are we to measure vehicle miles traveled (“VMT”)?” Current discussion centers around the use of devices in cars which report the number of miles driven. Each method mentioned above, for example, requires an infrastructure to capture data from the vehicle. This means a device on the vehicle as well as something to capture the data on the device. While having great possibility in the future to use such devices for congestion mitigation by charging higher fees during rush hours, etc., such devices have met with much resistance due to privacy concerns. In addition, there would be substantial infrastructure costs. For example, in Oregon, they investigated imposing the requirement that new vehicles registered have a device that recorded and reported only the odometer reading (i.e., no GPS features), at an estimated cost of between $10 and $20 per device.

With about 8 million privately owned vehicles in the state, the up-front cost of the devices alone would likely be over $100 million, not counting the annual costs for the newly registered vehicles each year plus the cost of the reading systems. 
Bottom line: we are not yet ready as a society for a mileage based user fee system based on devices. The questions remain, “Can we devise a mileage based user fee system that does not collect data via devices in cars and supporting infrastructure or invading privacy? Can this be done now?” I believe the answers are “Yes” and “Yes.”
Third-party verified, self-reporting mileage based user fee system:

It is possible to devise a third-party verified, self-reporting mileage based user fee system built into annual vehicle registration fee process through the Secretary of State’s office, somewhat parallel to the proof of insurance requirement.  Such a lower tech solution would still require the Secretary of State to set up a reporting system to ensure compliance. 
Capturing the data: 

· Although the Secretary of State’s offices might be a place to have the mileage of the vehicle authenticated, it probably is best not to place additional burdens on this staffing. 

· Vehicle owners could self-report based on mileage stated on vehicle repair invoices. The mileage noted on the invoices, however, are currently usually whatever the driver tells the service person is on the odometer. Alternatively, the mileage could be personally verified by a third party, under oath and penalty if false, such as the repair shop, the insurance company, or state or local police to avoid inaccurate reporting. 
· Nonetheless, the SOS locations might be used for “start-up” weekends, discussed below. 

· In addition, other verifiers could be businesses with EIN’s, and could be limited by some definition in the legislation. They could verify the mileage and fax or e-mail the documents to the SOS processer. 
· The verification forms would need to have at least the following data (some of which the vendor would have filled in ahead of time for faster and more accurate processing):

· Date of verification

· Vehicle owner’s name

· License number

· Current mileage

· Car owner’s e-mail address for confirmation to be sent

· Verifying company’s name

· Verifying company’s EIN (or last four digits)
Reporting the data:

· Each of the Secretary of State offices could have dedicated, self-service fax machines at which the vehicle owner could bring his/her mileage verification sheets and fax them to the SOS processing office. Alternatively, a toll-free 800 number fax number for the SOS processing center could be used to fax the forms in from any fax machine.
· The mileage verification sheets could be scanned and e-mailed to the SOS processing center by the vehicle owner. Verification locations (or UPS stores or other vendors) could offer to fax or scan and e-mail the forms for the customer at a nominal charge.

· A web site could be created under which the vehicle owner could look up his or her vehicle registration and upload the scanned verification documents. The code currently sent with the vehicle registration reminders could be used as the privacy provision.

· Of course, the forms could also be mailed by snail mail. These would then be scanned to get into the digital form for processing and storage.

· In summary, the SOS processing center would get the verification documents by fax, e-mail, website uploads or snail mail, and all in PDF (or equivalent) digital forms. 
Recording the data: 
· A SOS processing center would need to be set up, which could be an outside vendor on contract based on a competitive bid process.
· The processing center would need a web based interface that they could look up the license plate number, verify the owner’s name, enter the date of mileage verification, the mileage, the car owner’s e-mail address, the mileage verifier’s company name and Employers Identification Number (EIN). The last two bits of information would be needed to track slippery vendors who would verify falsely and who would be ultimately identified upon vehicle transfer or other verifications of multiple owners and thereby punished by losing their business license or otherwise. 
· The software might need to have a provision where the processing center need only enter the last 4 digits of the EIN and then select among the possible entries to identify the verifier. This provision may be necessary to limit fraud upon the verifiers which might occur if dishonest people might have access to the verifying company’s full EIN.
· Presumably, the SOS offices would also have this available via web based interface or via their department software.
Confirming the data:

· The SOS processing center web based interface would be programmed to send an e-mail to the vehicle owner confirming the data entry. If there is no e-mail address, a postcard is printed to send a written confirmation. 
Tying Into the Online Payment System:

· The backend SOS software would need to be modified to allow/require the payment of the mileage based user fees prior to the re-registration of the vehicle.

Amount of Revenue a Mileage Based User Fee Would Collect:

The chart below shows that the State Total Vehicle Miles Traveled in 2010 was 97.639 billion. Thus a one cent per mile fee would generate just under $1 Billion, or about $100 million for each 1/10 cent per mile.
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State Trunklines 9,653 8% 49,822 51%

County Primary Roads 26,704 22% 26,592 27%

County Local Roads 62,677 52% 4,437 5%

County Subtotal 89,381 74% 31,029 32%

City & Village Major 

Streets 6,375 5% 13,623 14%

City & Village Local 

Streets 14,777 12% 3,165 3%

City & Village 

Subtotal

21,152 18% 16,788 17%

State Total 120,186 100% 97,639 100%

Source: Highway Performance Monitoring System, 2010
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Route Mileage and Vehicle Miles Traveled by Legal System



Issues to be Dealt With:


· Getting Started. The question is how quickly this system could be put into place. The SOS locations might be used for “start-up” weekends, where the parking lots are open for mileage verifications, perhaps one weekend per month for the first year, with the people doing the verification from companies that have won the contract to do this work on a competitive bid basis. I envision a “checker” with a two part form comparing the vehicle registration form info with the vehicle license, taking down the mileage and vehicle owner’s name, license plate number, copying the vehicle registration, giving the back copy of the form to the driver, and scanning the front page of the form and the copy of the vehicle registration form to the SOS processing office. 


· Potential Jump Start. If we wanted to get started prior to having both a beginning mileage reported AND an ending mileage so that we have a year’s data, we might assume XX,000 miles per year from the effective date to (1) fee payment date, (2) date of submitting proof or (3) transfer of vehicle to establish beginning mileage if data has not been submitted. This would lessen the confirmation time required, as many vehicle owners may simply choose not to submit their mileage, especially at first. In essence, this would be equivalent to an increase in the vehicle registration fee for the first year. The assumed number of miles to use needs to be high enough to (1) create an incentive for those driving less to report their mileage and (2) minimize the number of vehicles which are driven more than that go unreported by their owners to postpone the payment of the VMT fees. 

· Annual Timing. Timing of the mileage report may be an issue. Presumably the mileage for which the fee is paid should be close to the number of miles driven from vehicle registration date to vehicle registration date, but it rarely would be exactly 365 days between reports. Perhaps a certain period of time leeway would be allowed, such as 30 days plus or minus from 365 days between vehicle registration dates.


· Lump Sum Payments. There may be objections to people having to pay substantial amounts once per year in contrast to the gradual tax payments made through the gas tax. Perhaps the payment system could be set up so that people could set up recurring “estimated” payments through their credit cards or checking accounts monthly or quarterly to spread out the cost. (Although personally, I would prefer delaying the payment, rather than paying it early.)

· Travel in Other States. Some of the miles a vehicle is driven may be in other states. There may need to be some adjustment in VMT fees paid for those miles, but this complication might simply be overlooked as the exception not worth dealing with.


· Visitors From Other States. People driving vehicles not registered in Michigan would not pay the per mile fees. One attitude is to say, “Tourists, you are most welcome to come to Michigan and spend your money here.” They would pay gas and sales tax on any gas they buy here, sales tax on any other purchases here, as well as generate economic activity in Pure Michigan. Alternatively, we could impose an accommodations tax for lodging (but both residents and non-residents would pay this, and probably more the former than the latter) or a tax on rental vehicles. These additional taxes might be a longer stretch to meet the “user fee” exception to the Taxpayer Protection Pledge and meet stronger resistance from anti-tax people.

· Correcting for Inaccurate Reporting. Some mileage may be intentionally reported inaccurately. Any variance between actual mileage driven and that reported would be paid for upon vehicle transfer. A penalty could be imposed upon transfer of vehicle if the VMT fee has not been paid within ___% of actual, as a steep percentage of fees due. Problem: unpaid fees and penalties might exceed value of vehicle and induce abandonment of vehicles. Abandoned vehicles can be tracked back to their owners, however, via the vehicle identification numbers.

· Vehicles Not Re-registered. Any vehicle for which the vehicle registration is not renewed could have a bill sent for an assumed XX,000 miles for the year.

· Getting Votes for a New User Fee in Light of the Taxpayer Protection Pledge. Americans for Tax Reform’s Taxpayer Protection Pledge exception for user fees: “Are ‘user fees’ considered taxes? No. However, ATR defines the term ‘user fee’ very narrowly: To qualify as a fee, a charge must fund a specific service, with no excess going into a general fund; the charge must be paid only by those who use that specific government service; and individuals must have the choice whether to purchase the service from government (and thus pay the fee) or to purchase the service from a private business. Excise taxes, sales taxes or taxes levied on businesses to pay for government regulation are not user fees.” http://www.atr.org/userfiles/file/StatePledgeQ&A.pdf 

· Likely Opposition. People who simply do not wish to pay for services government provides, people who drive a lot of miles due to living in the country, their occupations (e.g., traveling sales persons). Counterpoint: if they would pay more due to the high number of miles they drive, they also use the road proportionately more.


· Cost of Implementing. 

· Dedicated  self-service fax machine in SOS offices.

· 800 number SOS fax number

· IT costs of creating documentation system, web based interfaces and server with storage and backup capabilities.


· SOS processing center. Just to get a very rough idea of the cost, I have run the following estimate. Assuming a trained clerk could manually verify two vehicles per minute x 480 minutes per day x 240 days per year, a clerk could verify 230,400 per year. It would take 36.45 FTE to handle the 8,397,070 total privately owned vehicles in the state (using the 2003 data), which if it cost $50,000 per clerk per year for wages and benefits, would cost a total of $1,822,281 per year. 
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Privately owned 4,756,363

Publicly owned 48,459

Busses Total 26,528

Privately owned 10,730

Publicly owned 15,798
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STATE MOTOR-VEHICLE REGISTRATIONS - 2003
Updated information from 2010, but not in as much detail:


Passenger vehicles registered
7,292,696

Commercial vehicles

   501,267

Trailers



   133,632

Motorcycles


   266,772
Total License Plates

8,194,367

http://www.michigan.gov/documents/sos/summary_of_fees_collected_25683_7_208911_7.pdf 

Means to streamline the system to lessen the confirmation cost need to be examined. Perhaps vendors could devise an electronic system under which their verifications are directly entered into the SOS database, rather than their faxing or e-mailing the forms in. Perhaps over time, vehicle owners could be given the option to have devices in their cars that could be electronically read.

· SOS “start-up” weekends - assuming an average of 4 minutes per car, over an 8 hour Saturday, a checker would do 120 per day. Multiplying this times the 1000 “checkers” at SOS locations in the state times 12 months, 120 x 1000 x 12 = 1,440,000 mileage verifications could be done in a year.  If the cost were $25 per hour (including supervision and equipment) x 8 hours x 12 months x 1000 locations, the cost of this start-up method would cost 25 x 96 x 1000 = $2,400,000.

· Some cost would be associated with the postcard confirmations.
The numbers above may be grossly optimistic, so the total is likely to be no small cost. Nonetheless, perhaps acceptable in light of the potential $1 billion or more to be collected in this fashion.
· Stability of Revenue Source/Inflation Factor? How would this fit in the combination of sources of funds for the Michigan Transportation Fund? 

One of the objections noted above is, “As with gas taxes, VMT tolling is not inherently responsive to inflation.” The objection notes that a gas tax, such as Michigan’s 19 cents per gallon of gasoline, loses its purchasing power when there is inflation. Gasoline tax revenues face another problem in that the total collected is dropping as fewer gallons of gasoline are purchased in the double whammy of increasing fuel efficiency and fewer miles driven due to the depressed economy. VMT fees presumably would increase as vehicle miles travelled picks up with a resurging economy and as population again begins to increase in the state. Thus, there is the possibility that VMT fee revenue increases in the future would offset the decline in revenue from the gasoline tax (regardless of the level it might be reset to), to create a more stable total revenue collection. It might also thus serve as a partial inflation hedge.
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