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EXECUTIVE SUMMARY
Colorado faces a significant shortfall in transportation funding. The primary reason Colorado is short on
transportation dollars is the fact that the state has not raised its gas tax since 1991, and the tax does not
increase with inflation. Secondarily, federal law requires vehicle manufacturers to increase fuel
efficiency, which has reduced gas tax revenue.
Some have suggested increasing fees paid by electric vehicles (EVs) to help make up the shortfall.
However, inflation and fuel efficiency will reduce state gas tax revenues at least 10 times more than
EVs over the next 5 years. EV owners are already subject to fees in Colorado designed to make up for
the fact they do not pay the gas tax. Adding additional EV fees would run counter to Colorado’s climate
and clean air policies, which depend on widespread adoption of electric vehicles to reduce pollution,
make the transportation system more energy-efficient, and save people money.
To address transportation funding comprehensively, the state should modernize the gas tax. By
accounting in advance for inflation, fuel efficiency, and electrification, the state can ensure sustainable,
consistent gas tax revenue, while also helping Colorado dramatically reduce pollution and slow climate
change. The state should avoid policies, such as added EV fees, that would slow progress toward a clean
and efficient transportation system. Finally, the state should allocate gas tax dollars on a competitive
basis, prioritizing projects that best achieve public interest goals, including increased efficiency, lower
transportation costs, better safety, and reduced pollution.
Electric vehicles are not the reason Colorado is short on transportation funding.
●

●

●

●

Inflation is the number one cause of Colorado’s transportation funding crisis. Colorado’s $0.22
per gallon gas tax is not tied to inflation and has not been raised since 1991. Since then, inflation
has reduced state gas tax collections by $7 billion while the cost of building and maintaining
road infrastructure has increased by almost 90 percent. To a lesser extent, improvements in fuel
efficiency have also reduced gas tax revenue.
EVs currently represent less than 0.5 percent of all vehicles in Colorado. If every EV on the road
were instead a typical new gasoline car with average fuel efficiency, gas tax revenues would’ve
only increased by $1.2 million or 0.2 percent of state gas tax collections in 2019.
Even in a highly optimistic scenario, in which 25 percent of all new vehicle sales in Colorado are
electric by 2025, inflation and fuel efficiency standards would be responsible for at least 90
percent of projected $400 million in state gas tax losses between 2021 and 2025.
If every EV on the road were instead a typical new gasoline car with average fuel efficiency, that
would only increase state gas tax revenue by $40 million over those five years. By comparison, if
every EV were instead a Toyota Prius, the most fuel-efficient hybrid car on the road, state gas
tax revenues would only go up by $10 million (or 97 percent less than losses from inflation and
fuel efficiency).
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Electric vehicles are essential to fight climate change, reduce air pollution, and save money.
●

●

●

State modeling shows that in 2020, transportation became the largest source of climatechanging carbon pollution in Colorado. A recent report by Vibrant Clean Energy found that
electrifying vehicles is the single largest step Colorado could take to cut carbon pollution.
Electric vehicles save money. Transitioning most passenger vehicles to EVs would save Colorado
residents more than $30 billion on fuel, maintenance, and electricity bills through 2050.
Reduced pollution would be worth another $10 billion.
The state has adopted new policies to accelerate EV deployment, including the Zero-Emission
Vehicle (ZEV) Standard, an EV tax credit, and SB19-077, which requires electric utilities to
support transportation electrification. The state also adopted strong pollution reduction targets
in House Bill 19-1261, which requires a 50 percent cut in carbon pollution by 2030. Replacing
more gas-powered vehicles with electric vehicles will be essential to reach those targets.

EV owners already pay more taxes and fees than drivers of comparable gasoline vehicles.
●

●

EV owners pay an extra $50 per year to register their vehicles, of which $30 goes to the Highway
Users Tax Fund and $20 goes to a separate EV grant fund. (In comparison, a typical Toyota Prius
owner pays $40 per year in gas taxes.) Policymakers designed the current EV fee so that owners
of more efficient vehicles pay less than those driving gas-guzzlers, which is consistent with the
structure of the gas tax.
According to the Colorado Energy Office, the average Colorado EV driver currently pays $100$500 more per year in sales and use, specific ownership, and electricity taxes than drivers of
comparable gasoline vehicles — adding up to $560-$2,400 more over five years.

To solve its transportation funding crisis, Colorado should modernize the gas tax to ensure adequate
funding, while also encouraging energy-efficient transportation and electric vehicle deployment. The
state should:
●

●

●

Raise the gas tax (or create a new fee), set at a level that will generate adequate revenue.
Adding 20 cents per gallon to the state gas tax would return it to the level it would be at today if
the state had indexed it to inflation in 1991. This would raise the average gas tax contribution
from a new gasoline vehicle from $75 per year to $145 per year and increase total state gas tax
revenue by more than $500 million per year.
Stabilize revenue by indexing the gas tax to inflation, indexing to total fuel consumption, and
extending the tax to all transportation fuels on an energy-equivalent basis. This will account for
future changes in the value of a dollar, fuel efficiency, and driving patterns. It will ensure that all
vehicle owners pay into the system, regardless of fuel type, while encouraging more clean and
efficient transportation in Colorado.
Avoid additional fees for electric vehicles. Saving money on fuel is the primary reason people
buy electric vehicles, based on a survey of buyers in the nation’s largest electric vehicle market.
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●

Raising the EV fee would erode potential savings and reduce the attractiveness of electric
vehicles, which would slow electric vehicle deployment, delaying their benefits.
Separate fundraising policy from investment decisions. The state should eliminate arbitrary
funding formulas and predetermined mode-splits from gas tax policy. Instead, state and local
governments should have the flexibility to allocate transportation funding in a competitive way,
based on the ability of proposed projects to meet public-interest and social objectives.

Figure ES-1: Estimated Factors Reducing Colorado State Gas Tax Revenue (2021-2025) and Policy
Solutions to Modernize the Gas Tax

*The EV wedge is based on the assumption that all EVs replaced typical new gasoline cars with
average fuel efficiency. If all EVs were instead highly efficient Toyota Prius hybrids, state gas tax
revenues would only go up by $10 million and account for 2.5 percent of total gas tax revenue losses
from 2021 to 2025.
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Align transportation spending with social and environmental goals.
●

With increased revenue comes increased responsibility to use the money wisely. Colorado
should set clear public-interest goals for transportation investments — including reducing air
pollution, meeting the greenhouse-gas targets in House Bill 19-1261, reducing vehicle-milestraveled, improving safety, increasing affordable mobility, and repairing existing infrastructure.
Policymakers should not simply expand the road system to accommodate ever-increasing traffic
volumes, which has proven to induce more traffic and worsen congestion.
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I. Introduction
Building transportation infrastructure is an essential role of state and local governments. Transportation
connects people to housing, jobs, food, social networks, and essential goods and services. Roads,
sidewalks, paths, bike lanes, buses and trains are the arteries that connect communities across the state,
providing the foundation for our economy and our quality of life.
For at least the past several decades, Colorado has struggled to find enough money to pay for all of the
transportation projects community leaders would like to build, and the funding shortfall has been
growing every year. The gas tax has never covered the full cost of our road network (much less the social
costs imposed by driving), and every year the gas tax buys less and less as inflation erodes the buying
power of the dollar.
Ballot measures to raise additional transportation money have proven difficult. In 2018, voters rejected
Proposition 110, which would have authorized $6 billion in bonds and raised the state sales tax for 20
years to fund a variety of transportation projects, including transit. Voters also rejected Proposition 109,
which would have used general fund money to allow the state to bond $3.5 billion for state highway
projects, excluding alternative modes to driving. Most recently, in 2019 voters rejected Proposition CC,
which would have allowed the state to keep existing tax revenue above the TABOR spending cap and
use one-third of the money for transportation.
At the same time, Colorado is grappling with deep and persistent problems caused by unhealthy air
quality, a worsening climate crisis, increasing traffic, and the growing unaffordability of modern life for
many state residents. Transportation is intimately connected to all of these problems. Vehicles are now
the number one source of climate-changing carbon dioxide pollution in Colorado. Vehicles are a major
reason the Front Range has been downgraded to a “serious” non-attainment zone for air quality under
the Clean Air Act, with potential consequences including a reduction in future federal transportation
dollars. People driving alone make up most of the traffic during morning and evening rush hours.
Transportation is also the number two expense for a typical family in the region, averaging more than
$10,000 per year. About half of that goes toward the purchase or financing of vehicles, and half goes
towards fuel and maintenance. That accounts for more than 15 percent of the average family budget —
more than food, clothing, healthcare, or any other need besides housing. For a typical low-income
person, transportation consumes almost one-third of after-tax income. According to AAA Colorado,
owning and operating just one new vehicle costs an average of almost $9,000 per year.
Colorado has designed our transportation system largely around driving, fueling car-dependent sprawl
and significant increases in vehicle-miles-traveled (VMT), congestion, and pollution. Even today, around
90 percent of annual state Department of Transportation spending is directed toward highway and road
capacity projects.
Adding road capacity encourages people to drive more, worsening the traffic that road capacity projects
are often intended to address. A recent report by Transportation for America found that from 1993 to
2017, the top 100 metro areas in the country increased freeway lane-miles by 42 percent, outpacing the
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32 percent growth in population — while congestion exploded 144 percent. At the same time, the
average person in these cities increased the amount they drive by 20 percent, in large part because the
places people live and where they need to go are growing farther apart. Colorado has not been immune
to these trends. For example, in the early 2000s, Colorado spent $1.2 billion widening I-25 to the south
of Denver, adding up to 4 additional lanes on a 17-mile stretch of highway. Within two years, congestion
on the road returned to pre-construction levels.
Colorado cannot afford to treat all of these problems separately. Transportation funding and investment
policy should drive toward comprehensive solutions.
This paper explores the largest factors driving Colorado’s transportation funding shortfall, taking a hard
look at the role of inflation, fuel efficiency, and electric vehicles in the state’s ability to build and operate
our transportation system. We also look critically at proposals to solve the problem by raising fees on
electric vehicles, concluding that higher EV fees would fail to address our transportation funding needs,
while having the perverse effect of slowing Colorado’s efforts to clean up pollution and fight climate
change, and delaying billions of dollars in consumer savings as we transition away from gasoline as a
vehicle fuel. Finally, we look at the need to set clear goals for what Colorado does with transportation
dollars — including increasing travel efficiency, reducing vehicle demand, maintaining existing
infrastructure, and reducing pollution. Colorado must spend transportation money in ways that support
achieving these goals, rather than simply investing in new road capacity, which would increase driving,
increase congestion and lock families into expensive mobility options for decades to come.
A serious solution for Colorado would be to modernize the gas tax. With a few accounting adjustments,
Colorado can raise more money for transportation; stabilize the amount of money collected from yearto-year even as the kinds of vehicles on our roads change; and accelerate progress in cleaning up
pollution. And by reforming funding formulas currently built into gas tax revenue collection, Colorado
can help governments to spend money on projects that better meet public interest goals.
The gas tax was a good idea when it was designed by states in the 1920s. It is directly connected to road
use: the more you drive, the more you pay. It also contains an inherent incentive for energy efficiency,
where people who drive more efficient vehicles pay less.
However, the gas tax hasn’t kept up with the times. Colorado should rethink how it collects revenue
from fuel sales, to ensure that our state will have the money to improve mobility, while at the same
time ushering in a new era of clean transportation that can deliver healthy air, protect our climate, and
save us money.
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II.

Electric vehicles are not the reason for Colorado’s transportation
funding crisis.

Colorado has struggled to maintain its existing road infrastructure and keep up with the changing
transportation demands of a growing population because of a multi-decade decline in gas tax revenues.
Inflation is the primary reason for shrinking gas tax revenue. Since 1991, the gas tax has remained the
same, at $0.22 per gallon, while the cost of building and maintaining our road infrastructure has
increased by almost 90 percent. Over the last three decades, inflation has reduced state gas tax
collections by $7 billion. Had the gas tax been indexed to inflation in 1991, it would have gradually
increased to $0.42 per gallon today and the average new gasoline vehicle would contribute $145 per
year, instead of just $75. 1
Fuel efficiency improvements for gasoline and hybrid vehicles have also reduced Colorado’s gas tax
revenues. The average fuel efficiency for the light-duty vehicle fleet has increased about 25 percent
since 1991, with most of the improvement coming in the last decade. (For most of the 1990s and 2000s,
fuel economy standards were stagnant, and average performance hovered around 20 miles per gallon.)
In 1991, the average vehicle on the road contributed $114 per year in gas tax, versus $92 today. 2
Electric vehicles are a minor factor when it comes to gas tax revenues. EVs are currently a very small
fraction of the vehicles on the road, and they are taxed like the most efficient gasoline cars. While EVs
do not pay the gas tax, they do pay a $50 annual registration fee, $30 of which goes toward the Highway
Users Tax Fund, just like the gas tax. If all of the EVs on the road in Colorado in 2019 (less than 0.5
percent of all vehicles) were instead average gasoline cars, the state would have collected only $1.2
million more in gas tax revenues, or 0.2 percent of total state gas tax revenue.
Assuming the Colorado EV market share grows 50 percent each year, from 3 percent of total vehicle
sales in 2019 to 25 percent in 2025 (according to ambitious Colorado Energy Office projections),
Colorado will have 295,000 EVs on the road by 2025. Even under that scenario, the majority of vehicles
on the road will still run on gasoline for the next decade and beyond. (See Figure 2). If we do not reform
the gas tax in 2020, inflation and fuel efficiency will reduce total gas tax revenue over the next 5 years
by about $400 million. That is an order of magnitude larger than the effect of electric vehicles. (See
Figure 1).

1

Assuming annual VMT of 10,148 miles per year and average vehicle fuel economy per the U.S. Energy Information
Administration, Annual Energy Outlook.
2

All dollar figures in this report are in nominal terms, unless otherwise noted.
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Figure 1: Inflation and fuel efficiency standards will reduce state gas tax revenues by at least 10 times
more than EVs over the next 5 years (2021-2025).

To estimate the impact of EV deployment, consider what would happen if EVs didn’t exist. If all EV
purchases were instead typical new gasoline cars, these vehicles would be contributing about $75 to $80
per year in state gas taxes (or about $45 more than the current EV fee). Under the aggressive EV
deployment scenario outlined above, these new gas cars would increase state gas tax collections by $40
million over the next 5 years (or about 10 percent of the impact of fuel efficiency and inflation). If all EV
purchases were instead highly fuel-efficient gasoline-electric hybrids like the Toyota Prius, the vehicles
would contribute about $40 per year in state gas taxes (or about $10 more than the current EV fee). In
that case, state gas tax revenues would only go up by $10 million (or 97 percent less than losses from
inflation and fuel efficiency).
In summary, EVs are a minor factor in Colorado’s declining transportation funds and will be far less
significant than inflation and fuel efficiency standards over the next 5 years. Increasing the Colorado EV
fee will not prevent future funding shortfalls.
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Figure 2: Projected Electric Vehicle Growth as a Share of Total Light-Duty Vehicle Population in Colorado
from 2020 to 2030 (according to ambitious Colorado Energy Office projections).
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III. EV drivers pay more in tax and fees than drivers of comparable
gasoline vehicles
In addition to the $30 portion of the EV registration fee that is directed to the Highway User Tax Fund,
EV drivers contribute to state transportation funding through other streams like the sales and use,
specific ownership, and electricity taxes. The sales and use and specific ownership taxes are calculated
as a percentage of vehicle MSRP (Manufacturer’s Suggested Retail Price), and because EVs currently
have a higher upfront cost than comparable gasoline vehicles, EV owners contribute more in taxes. A
recent Colorado Energy Office study compared the annual tax contributions for seven EV models to their
gasoline-powered counterparts and found that:

“When comparing total taxes and fees including state gas tax, electricity sales tax, vehicle sales
and use tax, specific ownership tax and registration fees, EV owners in Colorado pay
substantially more compared to owners of comparable gasoline vehicles - ranging from $100 to
$500 more per year for the seven makes and models analyzed.”

For example, a gas-powered 2020 Hyundai Kona is listed at $20,100 while an electric version of the same
model is $36,990, resulting in a price difference of $16,890. Vehicle fees and taxes are applied to the
vehicle MSRP before the federal and state EV tax credits are deducted from the purchase price. The
$16,890 incremental cost of buying an electric Kona results in an additional $1,301 in sales tax and $833
in ownership taxes over a 5-year period. Factoring in the electricity taxes, gas taxes, and EV registration
fees to the total, the driver of an electric Hyundai Kona contributes $2,049 more in taxes over a 5-year
period than the driver of a gas-powered Kona. (See Figure 3.)
While some of these vehicle taxes are not explicitly bookmarked for transportation projects, both the
sales and the specific ownership taxes are collected at the county level and often used to fund services
like county road and bridge funds.
In 2019, the Colorado Legislature passed SB-236, which created the first social cost of carbon pollution
figure for the purpose of regulating electric and gas utilities. Colorado also passed SB-1261, which
established greenhouse gas (GHG) emissions reductions goals for the whole economy, including
transportation, which is now the leading source of GHG emissions in Colorado. If we apply the baseline
$46 per ton social cost of carbon to the transportation sector, each EV on the road will provide $460 $1,900 in avoided pollution benefits between 2020 and 2030.
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Figure 3: EV owners pay more in total taxes and fees than comparable gasoline vehicle owners.

Source: Colorado Energy Office EV Fee Policy Memo

IV. Roads do not pay for themselves.
The gas tax and road usage fees have never fully covered the cost of our road system, but the situation
is growing more challenging every year as inflation continues to erode the value of the gas tax. In 2018,
47 percent of Colorado highway funding came from vehicle registration fees compared to only 27
percent from gas taxes.
Nationally, close to half of all the money for building and maintaining highways comes from general
taxes, such as the income and sales tax, plus additional federal debt, rather than the gas tax or other
“user fees” on drivers. User fees are shrinking as a fraction of the overall national highway budget over
time, for reasons similar to the situation in Colorado — inflation, increasing fuel efficiency, and changing
driving patterns. According to analysis by Frontier Group, the nation spent about $1 trillion more on
roads than drivers paid in user taxes and fees from 1947 to 2012, with a steady increase in general
spending over time.
In other words, drivers of conventional gasoline-powered vehicles are not covering the full cost of the
roads they drive on — it’s not just about efficient hybrid and electric vehicles.
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V.

Electric vehicles help fight climate change, reduce air pollution, and
save money.

Colorado has good reasons to promote transportation electrification and make transportation more
energy efficient. By using less fossil fuel to power our vehicles, and driving less in general, the state can
reduce air pollution that makes people sick and worsens climate change.
According to the Colorado Department of Health and Environment’s 2015 Greenhouse Gas Inventory
Including Projections to 2020 & 2030, transportation is now the largest source of climate-changing
carbon pollution in the state. (See Figure 4.) The electricity grid is rapidly decarbonizing, but the
transportation sector is not. Carbon dioxide emissions from transportation sources are projected to
decline just 2.4 percent from 2005 to 2030. (The state is currently updating this projection to include
recently adopted policies as part of the greenhouse gas roadmap process.)
Electric vehicles will be essential to reducing this pollution, as required by state law. In 2019, the state
legislature adopted House Bill 19-1261, which requires the Colorado Air Quality Control Commission to
adopt rules that will cut economy-wide greenhouse gas pollution 26 percent below 2005 levels by 2025;
50 percent by 2030; and 90 percent by 2050.

Figure 4: Transportation is now Colorado’s largest source of climate-changing pollution.
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A recent report by Vibrant Clean Energy found that electrifying vehicles is the single largest action
Colorado can take to cut carbon pollution. Moving on a trajectory to electrify all light-duty vehicles and
80 percent of medium- and heavy-duty vehicles by mid-century, while also cleaning up the electric
power grid, would cut state-wide pollution levels more than 40 percent by 2040. At the same time,
vehicle owners would save $600 per year on fuel, while electricity rates would decline slightly,
benefiting everyone. The study shows that vehicle electrification is a key step toward decarbonizing the
Colorado economy and helping the world deal with climate change.
Moreover, electrifying vehicles would deliver major economic benefits for drivers and for Colorado as a
whole. Expert consulting firm MJ Bradley and Associates looked at potential savings from electrifying
passenger vehicles in Colorado, examining a scenario in which 90 percent of light-duty cars and trucks
were electrified by mid-century. Under this scenario, Colorado drivers would save $29 billion on fuel and
maintenance, because electric vehicles are more efficient, have fewer moving parts and do not need oil
changes.
Additionally, the study found that EVs help reduce electricity rates and save all utility customers money
on their utility bills, regardless of whether or not they drive an electric vehicle. That is because electric
vehicles can help spread the fixed costs of Colorado’s electricity system over a larger amount of
electricity sales, using our infrastructure more efficiently. Reduced electricity bills would be worth as
much as $4 billion through mid-century. Finally, the study concluded that avoided greenhouse gas
emissions would be worth on the order of $10 billion for global society at large.
Vehicle electrification would have additional benefits for public health. The U.S. EPA recently
downgraded Colorado’s Front Range to a “serious” nonattainment zone for federal ozone standards. In
other words, regional air quality fails to protect public health. Ozone pollution causes and aggravates
respiratory diseases and shortens lives, especially for vulnerable populations including children and
seniors. People living near busy roadways are at additional risks from particulates and toxic pollution
emitted directly from vehicle tailpipes. The Clean Air Act requires Colorado to take additional action to
clean up pollution sources, including vehicles. Electric vehicles have no tailpipe pollution, and thus are
an essential tool to reduce harmful emissions in and around where people live. Moreover, as the electric
power grid shifts toward clean energy, electric vehicles also get cleaner, reducing regional air pollution.
For these reasons, the state has adopted policies to accelerate EV deployment, including the ZeroEmission Vehicle (ZEV) Standard, an EV tax credit, and a requirement that investor-owned electric
utilities support transportation electrification. Both collectively and individually Colorado is making a
significant investment in accelerating vehicle electrification.
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VI.

A punitive EV fee would slow electric vehicle deployment.

Increasing Colorado’s EV fee would slow EV deployment, making it harder for Colorado to achieve its
pollution reduction goals. Saving money on fuel is the primary reason people buy electric vehicles,
according to a survey of buyers in California, the nation’s largest electric vehicle market. More than half
of consumers who bought an electric vehicle in California would not have done so without a tax rebate.
Almost 40 percent of buyers were primarily motivated by the opportunity to save money, while about
20 percent were mostly thinking about the environment.
Raising Colorado’s EV fee would erode potential savings and reduce the attractiveness of electric
vehicles, slowing electric vehicle deployment. A recent study from UC-Davis found that a proposed $100
EV fee in California would act as a deterrent to EV adoption and could reduce EV demand by up to 20
percent.
An appropriate EV registration fee should be defined relative to what drivers of conventional gasoline
vehicles pay, on an energy-equivalent basis. One of the best aspects of the gas tax as a policy is that it
contains an inherent incentive to increase transportation system efficiency, in which owners of more
efficient vehicles, and people who drive less, pay less. The gas tax also approximates the road impact of
heavier vehicles, which require more gasoline to travel, and have a larger impact on road maintenance
needs. (However, current fuel tax rates are nowhere near high enough to cover road damage from the
heaviest vehicles on local roads.)
Colorado policymakers designed the current $30 per EV annual highway fund contribution based on how
conventional vehicles are treated under the gas tax, using an estimate of average vehicle-miles-traveled
and the EPA’s energy-equivalence ratings (miles-per-gallon-equivalent or “MPGe”) for EVs. When
Colorado first introduced the EV fee in 2013, the State used the 2012 Nissan LEAF MPGe of 99 to
calculate a $30 annual highway fund contribution. EV technology has advanced since then, and in 2020,
the average MPGe for the top 10 selling EVs in the nation is 114. Using the gas tax methodology, an
appropriate energy consumption-based EV fee in 2020 would be around $20 per year.
Consumer Reports defines a “punitive” EV fee as any amount higher than what a typical driver of an
average new gasoline car would pay in a typical year. In a 2019 report, the group defined that amount
for Colorado at $60 per year.
Finally, policy makers should consider that pressure to increase EV registration fees is part of a larger
coordinated effort from the oil industry and allied organizations such as the American Legislative
Exchange Council (ALEC) to protect fossil fuel investments and slow electric vehicle market growth. In
2019, legislators in 26 states proposed EV registration fees, some of which would have forced EV drivers
to pay triple or even quadruple what the owner of a gasoline vehicle pays in gas taxes. Such excessively
high EV fees are not meant to merely recoup lost gax tax revenue, but to stunt EV market growth and
protect the oil and gas industry.
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VII. A sustainable transportation funding solution:
Modernize the gas tax
To solve Colorado’s transportation funding challenges, state leaders should modernize the gas tax. A
strong gas tax policy can ensure that Colorado will have adequate and stable revenue into the future,
regardless of trends in inflation, fuel efficiency, driving, or the types of vehicles people choose to drive.
Additionally, Colorado should allocate gas tax dollars on a competitive basis to the projects best able to
deliver progress on environmental and public-interest goals, rather than using outdated and arbitrary
funding formulas.
Transportation funding policy should include explicit, substantial, and sustained support for vehicle
electrification and energy-efficient travel. Colorado has strong reasons to encourage transportation
system efficiency — including improved public health, less climate change, and more affordable
mobility. A modern gas tax will encourage and accelerate these benefits, without reducing
transportation funding.

To modernize the gas tax, Colorado should:
Raise the gas tax (or create a new transportation impact fee) to generate sufficient transportation
revenue.
Colorado has one of the lowest gas taxes in the country. 32 other states have raised their gas taxes since
2010. Colorado is one of only 10 states that have not raised the state gas tax in more than 20 years.
Policymakers should raise the gas tax to a level designed to provide enough ongoing funding to build
and maintain an effective, clean and efficient transportation system. Adding 20 cents per gallon to the
state gas tax would return it to the level it would have been at today if the state had indexed it to
inflation in 1991. This would raise the average contribution of a new gasoline vehicle from $75 per year
currently to $145 per year, and increase total state gas tax revenue by more than $500 million per year.
That might seem like a lot of money. However, for context, SWEEP and CoPIRG found in a 2016 report
that Colorado would need to spend just over $1 billion per year for 25 years to ensure every Coloradan
in our towns and cities experiences the multitude of benefits that come from good access to adequate
sidewalks, safe bicycle infrastructure including safe shoulders on rural highways, and good transit
service within cities, as well as a comprehensive statewide, bus-based, intercity transit system.
Policymakers should regularly review whether the gas tax is generating sufficient revenue to meet social
and environmental goals for the transportation system, and make adjustments accordingly.
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Stabilize revenue, preparing in advance for future trends in inflation, vehicle technology and driving
patterns.
Specifically, Colorado should:
●
●
●

Extend the gas tax to all transportation fuels on an energy-equivalent basis;
Index the gas tax to inflation, and then
Index the gas tax to the total fuel consumption.

These steps directly address the main factors reducing Colorado’s gas tax revenue collection. (See Figure
5.) These policy reforms will ensure that all vehicle owners pay fuel tax, regardless of what kind of
vehicle they drive. It will also ensure stable fuel tax revenues, even if Colorado implements policies that
reduce vehicle travel.

Figure 5: Estimated Factors Reducing Colorado State Gas Tax Revenue (2021-2025) and Policy Solutions
to Modernize the Gas Tax
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Most critically, these reforms will raise adequate funds while incentivizing progress toward a clean and
efficient transportation system. Making investments in transportation energy efficiency, under a
modern gas tax, will not reduce state fuel tax revenue.
The concepts underlying a modern gas tax are already in use in other states. Washington D.C. and 22
other states already index their motor fuel taxes to inflation or to the price of gasoline. In the utility
sector, 24 states index electricity or gas rates to total energy consumption (often called “decoupling”),
to encourage energy efficiency. Colorado adopted decoupling for Xcel in 2017, and the Public Utility
Commission is in the process of implementing the policy. Utility investors understand that decoupling
helps protect their investments as technologies change. Modernizing the gas tax will work the same way
in the transportation sector, protecting the state’s ability to invest in mobility even as technologies and
driving habits shift.
Sample statutory language3 to index the gas tax to inflation and total fuel consumption, while extending
the tax to all transportation fuels on an energy-equivalent basis, might look like this:

(1) Beginning in 2021, and every year thereafter, state motor-fuel taxes shall be indexed to the
Consumer Price Index and to the inverse of total fuel consumption.
(2) The Colorado Department of Motor Vehicles shall assess annual fees on alternative fuel vehicles
not otherwise subject to motor-fuel taxes based on the following formula:
a) ($/gallon state motor fuel tax) * (1/the US EPA’s miles-per-gallon equivalent rating of the
vehicle in question) * (estimated annual miles driven by the vehicle or, in the case of a plug-in
hybrid electric vehicle, the estimated number of annual miles driven on electricity)4

If Colorado raised the annual EV fee without adjusting the gas tax to account for inflation and fuel
consumption, the additional revenue would be minimal and would not offset past and future losses
from inflation and fuel consumption. Figure 6 shows projected gas tax revenues for three different
policy scenarios. All three scenarios assume highly optimistic EV adoption, where the EV share of the
Colorado market increases from 3 percent of total vehicle sales in 2019 to 25 percent in 2025, or an
average sales growth rate of almost 50 percent per year.

3

Based on work by the Natural Resources Defense Council.

4

The estimates of miles driven on electricity by plug-in hybrids could be specified via look-up tables that specify typical
percentages based on the all-electric range of the vehicle in question. For example, a plug-in hybrid with an all-electric range of
40 miles could be estimated to drive 60 percent of its miles on electricity, with the remaining 40 percent driven on gasoline
already subject to fuel taxation. The state should explore possible options to collect data about actual VMT per vehicle, rather
than a flat estimate of average vehicle travel, as technology allows. This will provide an additional incentive for travel efficiency.
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Figure 6: Colorado Gas Tax Policy Options Projected Revenue (2020-2025)

The dashed orange line represents a scenario where Colorado raises the annual EV fee to approximate
the gas taxes paid by the average new gasoline car. The average new gas car in 2020 has a fuel economy
of 29.4 mpg and contributes $75 in gas taxes each year. Raising the EV fee barely moves the needle on
transportation funding, because it does not address inflation or fuel efficiency. In comparison,
modernizing the gas tax by indexing to inflation and total fuel consumption (the yellow line) makes a
much bigger difference.
Note that the indexing formula above will automatically increase what electric vehicle owners pay over
time. Because the EV fee is tied to the gas tax on an energy-equivalent basis, it will also be indexed to
inflation and to fuel consumption. As electric vehicles become a larger and larger portion of the state
vehicle population, EV owners will automatically pay an increasing amount in fees. In other words, the
modern gas tax will raise revenue without discouraging electrification or overall transportation system
energy efficiency improvements.
Note that Figure 6 starts at the current gas tax value of $0.22 per gallon. Increasing the gas tax amount,
as recommended earlier, would move the yellow line higher. For example, adding $0.20 per gallon to
the gas tax would raise the gas tax to $0.42 cents per gallon, adding almost $3 billion to our
transportation fund over the next 5 years.
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Avoid adding any new fees for electric vehicles.
EV fees in Colorado are already higher than what drivers of efficient gasoline vehicles pay in gas taxes.
Raising the EV fee would reduce the cost savings available from choosing an electric vehicle, which is the
primary motivator for people that buy electric. Adding fees could slow our transition to electric
transportation, making it harder for Colorado to clean up health-threatening and climate-changing air
pollution.
As noted above, the modern gas tax formula will automatically increase what electric vehicle owners
pay in fuel taxes as electric vehicles become a larger and larger portion of the state vehicle population,
but do so in a way that accelerates, rather than discourages, electrification.
Separate fundraising policy from investment decisions.
Gas tax revenue should not be siloed into arbitrary carve-outs or funding formulas that limit what kinds
of transportation projects the money can be spent on, or what kinds of transportation costs can be
covered. Instead, state and local governments should have the flexibility to allocate transportation
funding in a competitive way, regardless of transportation mode, based on the ability of projects to
achieve social goals.
Governments should measure the effectiveness of transportation and land-use investments in terms of
how effectively they move people, and how effectively they reduce the distance people move (by
placing things that people need, such as housing and jobs, in locations that are easy and convenient to
access).
For example, the National Renewable Energy Laboratory has developed a way to measure the
investment in time, energy, and money necessary for people in a given area to access destinations
necessary for a high quality of life, covering a wide range of transportation modes and options, including
transit, walking, biking and driving. Governments could use such a tool to build a richer understanding of
how transportation and land use systems are working (or not) and make smarter choices that improve
people’s lives. Planners can use this tool to predict how well proposed transportation or land-use
projects improve mobility for a given region, and prioritize the projects that have the largest positive
impacts.
Currently, the state makes major decisions about how to use transportation dollars through formulas
that are written into statute. State fuel tax funds above 7 cents per gallon are allocated 60 percent to
the State Highway Fund, 22 percent to counties and 18 percent to cities. Most of these funds have
historically gone to roads, fueling increased levels of driving.
These funds should be flexible, so that money can apply to transit, walking and biking, as well as road
repair and improvement. Funding should also be eligible for innovative programs to get the most out of
existing infrastructure by managing travel demand, such as managed lanes. Areas experiencing high
levels of congestion, such as central Denver, should consider implementing supplemental policies to
establish demand-based pricing for driving or parking, to better reflect the actual cost of vehicle use at
high demand times and places.

19

Modernizing the Colorado State Gas Tax
Align transportation spending with social and environmental goals.
Colorado should set goals for transportation investment, and align spending with those goals, rather
than simply expanding the road system to accommodate higher traffic volumes. State and local
governments should focus funding toward projects that demonstrate an ability to:
●
●
●

●
●

Efficiently connect people to housing, jobs and services.
Reduce air pollution, including local criteria pollutants and GHG emissions.
Reduce vehicle-miles traveled (VMT) and car dependency through investments in multimodal
transportation options, shared rides, shared vehicle ownership and projects that support more
efficient land-use, which will reduce the overall cost of transportation in Colorado.
Promote equity and inclusivity by reducing transportation costs and providing more affordable
and equitable mobility options for all segments of the population; and
Keep existing transportation infrastructure in good repair and increase public safety.

In order to align transportation spending with these goals, the state government should:
●

●

●

●

●

Reward communities for enabling and encouraging infill development, bringing destinations
closer together, managing vehicle travel demand, and making it easier to travel by a variety of
different modes.
Require governments and planning organizations to establish meaningful VMT reduction goals
to align with state climate targets set in House Bill 19-1261. (Lower VMT will reduce the amount
of vehicle electrification required to reach state climate targets and accelerate progress.)
Governments and planning organizations should analyze VMT generation and GHG emissions
from project alternatives when considering individual transportation projects and require that
project-level analyses incorporate the effects of latent and induced demand.
Require governments and planning organizations to demonstrate how the long-range state
transportation plan will meet the GHG targets. Require planning organizations to develop a
“Sustainable Communities Strategy” in the regional transportation plan to demonstrate how
they plan to meet the GHG targets.
Require transportation agencies and local governments to use an escalating $46 social cost of
carbon in cost-benefit analysis — the same cost the Public Utilities Commission uses to evaluate
utility investments.
Prioritize road system maintenance and safety improvements over new capacity.
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