Here's how to solve one of Michigan's biggest road funding puzzles
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LANSING  If Michigan's road funding crisis has a Gordian Knot, it is finding a way to make sure all taxes paid on fuel sales go to pay for road repairs, without hurting funding for schools and local governments.

It has been framed as an $810-million problem.

But a new Free Press analysis, vetted by State Budget Office officials and other experts, shows the state could take simple steps to make it a much smaller problem — closer to $200 million.

Gov. Gretchen Whitmer delivers her second State of the State address Wednesday. After lawmakers last year rejected her proposal for a 45-cent-per-gallon gas tax increase, Whitmer, a Democrat, says she is prepared to turn to shorter-term fixes, such as borrowing, that do not require approval from the Legislature.

The roads are in crisis and it's time for "triage" to help preserve road assets before they are beyond repair, Whitmer said in a recent speech.

But if Michigan roads are the patient, many experts say Whitmer and state lawmakers must untie the sales tax knot before a long-term, comprehensive and workable road funding plan can be adopted to return the roads to full health.

Here's a summary of the problem:

· Motorists generally expect the taxes they pay at the pump to support transportation expenses.

· Most states don't apply their sales tax to fuel sales because sales tax revenues don't get spent on roads.

· Applying the sales tax to gasoline is a major reason fuel prices in Michigan tend to be higher than those in other states. That makes it more problematic to increase the fuel tax — which does support road expenditures.

· Removing the sales tax from fuel sales would allow Michigan to hike its fuel tax by about 18 cents per gallon, raising about $800 million for roads, without increasing the cost of a gallon of gas.

· Leaving the sales tax on fuel is a major obstacle to negotiating a road funding plan. In fact, House Speaker Lee Chatfield, R-Levering, says he will not even discuss increasing revenues for roads until every cent of tax paid at the pumps is used to support transportation.

· But removing the sales tax from fuel has a cost — estimated at $625 million annually for the School Aid Fund, $100 million for the general fund, and $85 million for local governments.That's a total of $810 million.

Polls show most Michigan residents think the taxes they pay at the pump get spent on roads, and when they find out they do not get spent that way, they think they should, said Lance Binoniemi, vice president of government affairs for the Michigan Infrastructure & Transportation Association.

"The more transparent it is, the more people are willing to support increased revenue."

Here are steps the state could take to fill major holes that would result from removing the sales tax from fuel sales and ensuring all fuel taxes go to pay transportation costs:

· Quit using the general fund to pay for road repairs, and return to the general fund the $600 million a year that would go to roads in 2021.

· Return to the School Aid Fund at least $625 million of the $765 million that went to community colleges and higher education in the 2020 budget and instead pay those amounts from the general fund. That leaves the School Aid Fund unharmed by the shift.

The only significant holes that would then need to be filled would be $125 million lost to the general fund and $85 million lost to local governments, State Budget Office spokesman Kurt Weiss confirmed, without endorsing the plan.

A straight replacement of sales tax with fuel tax, while redirecting $600 million in general fund money from roads to higher education, would only provide a net boost of about $210 million annually for roads — well short of the extra $2 billion a year many experts say is needed.

But it would resolve a long-standing road funding obstacle, achieve a Whitmer priority of putting a halt to using the general fund to pay for roads, and set the stage for possible further hikes while minimizing the impact on the overall price of fuel. For example, replacing the sales tax on fuel with a 36-cent increase in the fuel tax would raise about $1.6 billion gross (about $1 billion net) for roads, while only increasing the pump price by 18 cents.

The replacement revenue for local governments would be particularly imperative to address, given the financial pressures local governments find themselves under in Michigan. But an $85-million problem is easier to grapple with than an $800-million one.

The $125-million projected loss to the general fund is relatively minor — about 1% — in the context of a fund of more than $10 billion, but also would need to be addressed.

Other options proposed recently to replace lost school revenue include a 1 percentage point hike in the sales tax, which would require a constitutional amendment, or expanding the sales tax to cover services as well as goods, which could be done without amending the constitution, but is still controversial.

While those ideas may have merit, any solution that did not involve tinkering with the sales tax would be less contentious and could be implemented more quickly.

"The general premise of this being possible is accurate," said Jordon Newton, a research associate at the Citizens Research Council of Michigan who has worked on road funding issues.

"The state could remove the sales tax on motor fuel to make way for a similarly sized fuel tax increase, offsetting a large portion of the loss to the School Aid Fund by shifting ... support for higher education and community college fully to the general fund," Newton said. The shift of $600 million in road funding back to the general fund would ease spending pressures there, he said.

Arguably, some of the revenue lost to local governments is already being recouped through the state's receipt of sales tax revenues from online sales, as permitted by the 2018 U.S. Supreme Court decision in South Dakota v. Wayfair.

According to the Michigan Treasury, increased sales tax revenues resulting from that decision are $287.1 million in 2020 and $336.4 million in 2021. Under Michigan's constitutional sales tax formula, those increased revenues send an extra $28.7 million to local governments in 2020 and $33.6 million in 2021.
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