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WATERWAYS FUEL TAX

FRIDAY, OCTOBER 21, 1977

U.S. SENATE,
COMMI r= ON FINANCE,

WVhington, D.C.
The committee convened, pursuant to notice, at 2:15 p.m., in room

2221, Dirksen Senate Office Building, the Hon. Russell B. Long, chair-
man, presiding.

Present: Senators Long, Nelson, Gravel, Curtis, Hansen, Dole, and
Danforth.

[The committee press release announcing this hearing and the bill
H.R. 8309 follows :T

COMMITTEE ON FINANCE ANNOUNCES HEARINGS ON PROPOSED WATERWAYS FUEL
TAX (TITLE II OF H.R. 8309)

The Honorable Russell B. Long (D., La.), Chairman of the Committee on Fi-
nance, today announced that a hearing will be held on Friday, October 21, on
the proposed waterways fuel tax (Title II of H.R. 8309).

This title would impose a tax of 4 cents per gallon (6 cents per gallon after
September 1981) on fuel used in inland or intracoastal commercial water trans-
portation. This measure is scheduled to be acted on by the Senate after the
Committee has taken action on the tax provisions in Title II.

The hearings will begin at 2:00 P.M. in Room 2221 of the Dlrksen Senate
Office Building.

The lead-off witness will be The Honorable Brock Adams, Secretary of Trans-
portation, who will present the Administration's views.

Witnesses who desire to testify at this hearing should contact Michael Stern,
Staff Director, Committee on Finance, by close of business on Thursday, Octo-
ber 20.

Written Statements.-Senator Long stated that the Committee would be
pleased to receive written statements from those persons or organizations who
wish to submit statements for the record. Statements submitted for inclusion In
the record should be typewritten, not more than 25 double-spaced pages in length,
and mailed with five (5) copies by the close of business October 24, 1977, to
Michael Stern, Staff Director, Committee on Finance, Room 2227, Dirksen Sen-
ate Office Building, Washington, D.C. 20510.
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Calendar No.459
9 CNRSSmo He R.L 8309

IN THE SENATE OF THE UNITED STATES
OctiBzR 17 (legislative day, OcroBr 11), 1977

Received and read the first time

Okr-esn 19,1977
Read the second time and ordered to be placed on the calendar

AN ACT
Authorizing certain public works on rivers for navigation, and

for other purposes.

1 Be it enacted by the Senate and House of Repreaseta-

2 fives of the United States of America in Congress assembled,

3 TITLE I

4 SmO. 101. This title may be cited as the "Navigation

5 Development Act".

6 SBo. 102. (a) The Secretary of the Army, acting

7 through the Chief of Engineers, is authorized to replace

8 locks and dam 26, Mississippi River, Alton, Illinois and

9 Missouri, by constructing a new dam and a single, one-

10 hundred-and-ten-foot by one-thousand-two-hundred-foot lock

II-0
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i at a location approximately two miles downstream from the

2 existing dam, substantially in accordance with the recom-

3 mendations of the Chief of Engineers in his report on such

4 project dated July 31, 1976, at an estimated cost of

5 $421,000,000.

6 (b) The channel above Cairo, Illinois, on the Missis-

7 sippi River shall not exceed nine feet, and neither the Sec-

8 retary of the Army nor any other Federal official shall study

9 the feasibility of deepening the navigation channels in the

10 Minnesota River, Minnesota; Black River, Wisconsin; Saint

11 Croix River, Minnesota and Wisconsin; the Mississippi River

12 north of Cairo, Illinois; the Kaskaskia River, Illinois; and

13 the Illinois River and Waterway, Illinois, unless specifically

14 authorized by a future Act of Congress.

15 (c) There are authorized to be appropriated to the

16 Secretary of the Army such sums as are necessary to carry

17 out the provisions of subsection (a) of this section for fiscal

18 year 1978 and succeeding fiscal years.

19 SEc. 103. (a) The Congress hereby authorizes and

20 directs the preparation of a comprehensive master plan for

21 the management of the Upper Mississippi River to be pro-

22 pared by the Upper Mississippi River Basin Commission

23 (hereinafter referred to as the "Commission"), acting

24 through the Great River Environmental Action Team, and in

25 cooperation with the appropriate Federal, State, and local
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I officials. A preliminary plan shall be prepared by January 1,

2 1981. The plan shall be subject to public hearings in each

3 affected State. The Commission shall review all comments

4 presented at such hearings and submitted in writing to the

5 Commission and shall make any appropriate revisions in the

6 preliminary plan, and shall, by January 1, 1982, submit to

7 the Congress for approval a final master plan. Public partici-

8 pation in the development, revision, and enforcement of said

9 plan shall be provided for, encouraged, and assisted by the

10 Commission. The Commission shall, within one hundred and

11 fifty days of enactment of this Act, publish final regulations

12 in the Federal Register specifying minimum guidelines for

13 public participation in such processes. Approval of the final

14 master plan shall be granted only by enactment of the

15 Congress. Changes to the master plan proposed by the

16 Commission shall require enactment by the Congress to be-

17 'come effective. All related activities inconsistent with the

18 master plan or guidelines shall be deemed unlawful.

19 (b) The master plan authorized under subsection (a)

20 of this section shall identify the various economic, recrea-

21 tional, and environmental objectives of the Upper Mississippi

22 River System, recommend guidelines to achieve such objec-

23 tives, and propose methods to assure compliance with such

24 guidelines and coordination of future management decisions

25 affecting the Upper Mississippi River System, and include
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1 any legislative proposals which may be necessary to carry

2 out such recommendations and objectives.

3 (c) For the purposes of developing the comprehensive

4 master plan, the Commission is authorized and directed to

5 conduct such studies as it deems necessary to carry out its

6 responsibilities under this section, with provision that it uti-

7 lize, to the fullest extent possible, the resources and results

8 of the Upper Mississippi River resources managements

9 (GREAT) study conducted pursuant to section 117 of the

10 Water Resources Development Act of 1976 (Public Law

11 94-587) and of other ongoing or past studies. The Com-

12 mission shall request appropriate Federal, State, or local

13 agencies to prepare such studies, and any Federal agency

14 so requested is authorized to conduct any such study for the

15 purpose of this section. Studies conducted pursuant to this

16 section shall include, but not be limited to the following:

17 1. The carrying capacity of the Upper Mississippi

18 River System, and (b) the long- and short-term sys-

19 temic ecological impacts of (i) present and any pro-

20 jected expansion of navigation capacity on the fish and

21 wildlife, water quality, wilderness, and public recrea-

22 tional opportunities of said rivers, (ii) present operation

23 and maintenance programs, (iii) the means and meas-

24 ures that should be adopted to prevent or minimize loss

25 of or damage to. fish and wildlife, and (iv) a specific
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1 analysis of the immediate and systemic environmental

2 effects of any second lock at Alton, Illinois, and provide

3 for the mitigation and enhancement of such resources.

4 2. The relationship of any expansion of navigational

5 capacity of the Upper Mississippi River System to na-

6 tional transportation policy, (b) the direct and indirect

7 effects of any expansion of navigational capacity of the

8 Nation's railroads and on shippers dependent upon rail

9 service, (c) the transportation costs and benefits to the

10 Nation to be derived from any expansion of navigational

11 capacity on said River System, and (d) a specific evalu-

12 ation of the need for a second lock at Alton, Illinois, and

13 the direct and indirect systemic effects and needs for such

14 a second lock at Alton, Illinois. For the purposes of this

15 paragraph, the Secretary of the Army acting through

16 the Chief of Engineers shall be considered the primary

17 agency with the cooperation of any other agencies the

18 Commission shall deem appropriate.

19 3. Studies and demonstration programs, including

20 a demonstration program to evaluate the benefits and

21 costs of disposing of dredge spoil material in contained

22 areas located out of the flood plain. Said program shall

23 include, but shall not be limited to, the evaluation of

24 possible uses in the marketplace for the dredge spoil

25 studies and demonstration programs to minimize th9
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I environmental effects of channel operation and main-

2 tenance activities.

3 4. Development for the Upper Mississippi River

4 System of a computerized analytical inventory and sys-

5 tern analysis to facilitate evaluation of the comparative

6 environmental effects of alternative management pro-

7 posals.

8 (d) Guidelines developed pursuant to this section shall

9 include, but not be limited to, guidelines for channel maint6-

10 nance, minimization of dredging volumes, alternate uses of

11 dredged material, barge fleeting, protection of water quality,

12 fish and wildlife protection and enhancement, wilderness

13 preservation, and management of the wildlife and fish

14 refuges within and contiguous to the Upper Mississippi

15 River System.

16 (e) To carry out the provisions of this section, there

17 are authorized to be appropriated to the Commission

18 $20,000,000. The Commission is'authorized to transfer funds

19 to such Federal, State, or local government agencies as it

20 deems necessary to carry out the studies and analysis

21 authorized in this section.

22 (f) The Upper Mississippi River System consists of

23 those river reaches containing commercial navigation chan-

24 nels on the Mississippi River main stem north of Cairo,
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' Illinois the Minnesota River, Minnesota; Black River,

2 Wisconsin; and Saint Croix River, Minnesota and Wisconsin.

3 (g) Except for the provisions of section 102 of this

4 Act, and necessary operation and maintenance activities, no

5 replacement, construction, or rehabilitation that expands

6 the navigation capacity of locks, dams, and channels shall

1' be undertaken by the Secretary of the Army to increase

8 the navigation capacity of the Upper Mississippi River

9 System, until the master plan prepared pursuant to this

10 section has been approved by the Congress.

11 (h) The lock and dam authorized pursuant to section

12 102 of this Act shall be designed and constructed to provide

13 tor possible future expansion. All other navigation-related

14 construction activities initiated by the Secretary of the Army

15 on the Upper Mississippi River north of Cairo, Illinois, shall

16 be initiated only in accordance with the guidelines set forth

17 in the master plan.

18 So. 104. The following inland and intracoastal water-

19 ways of the United States are subject to this Act:

20 (1) Alabama-Coosa Rivers: From junction with the

21 Tombigbee River at river mile (hereinafter referred to

22 as RM) 0 to junction with Coosa River at RM 314.

23 (2) Allegheny River: From confluence with the

24 Monongahela River to form the Ohio River at RM 0 to
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1 the head of the existing project at East Brady, Pennsyl-

2 yania, RM 72.

3 (3) Apalachicola-Chattahooohee and Flint Rivers:

4 Apalachicola River from mouth at Apalachicola Bay

5 (intersection with the Gulf Intracoastal Waterway)

6 RM 0 to junction with Chattahoochee and Flint Rivers at

7 RM 107.8. Chattahoochee River from junction with

8 Apalachicola and Flint Rivers at RM 0 to Columbus,

9 Georgia, at RM 155; and Flint River, from junction

10 with Apalachicola and Chattahoochee Rivers at RM 0

11 to Bainbridge, Georgia, at RM 28.

12 (4) Arkansas River (McClellan-Kerr Arkansas

13 River Navigation System) : From junction with Missis-

14 sippi River at RM 0 to port of Catoosa, Oklahoma, at

15 RM 448.2.

16 (5) Atchafalaya River: From RM 0 at its interseo-

17 tion with the Gulf Intracoastal Waterway at Morgan

18 City, Louisiana, upstream to junction wtih Red River

19 at RM 116.8.

20 (6) Atlantic Intracoastal Waterway: Twoinland

21 water routes approximately paralleling the Atlantic

22 coast between Norfolk, Virginia, and Miami, Florida,

23 for 1,192 miles via both the Albermarle and Chesapeake

24 Canal and Great Dismal Swamp Canal route.

25 (7) Black Warrior-Tombigbee-Mobile Rivers:
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1 Black Warrior River System from RM 2.9, Mobile

2 River (at Chickasaw Creek) to confluence with Tom-

3 bigbee River at RM 45. Tombigbee River. (to Demop-

4 olis at RM 215.4) to port of Birmingham, RM's 374-

5 411 and upstream to head of navigation on Mulberry

6 Fork (RM 429.6), Locust Fork (RM 407.8), and

7 Sipsey Fork (RM 430.4).

8 (8) Columbia River (Columbia-Snake Rivers In-

9 land Waterways): From The Dalles at RM 191.5 to

10 Pasco, Washington (McNary Pool), at RM 330, Snake

11 River from RM 0 at the mouth to RM 231.5 at Johnson

12 Bar Landing, Idaho.

13 (9) Cumberland River: Junction with Ohio River

14 at RM 0 to head of navigation, upstream to Carthage,

15 Tunnessee, at RM 313.5.

16 (10) Green and Barren Rivers: Green River from

17 junction with the Ohio -River at RM 0 to head of navi-

18 gation it RM 149.1.

19 (11) Gulf Intracoastal Waterway: From St.

20' Mark's River, Florida, to Brownsville, Texas, 1,134.5

21 miles.

22 (12) Illinois Waterway (Calumet-Sag Channel):

23 From the junction of the Illinois River with the Missis-

24 sippi River RM 0 to Chicago Harbor at Lake Michigan,

25 approximately RM 350.
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1 (18) Kanawha River: From junction with Ohio

2 River at RM 0 to RM 90.6 at Deepwater, West Vir-

8 gmln

4 (14) Kaskaskis River: From junction with the

5 Mississippi River at RM 0 to RM 36.2 at Fayetteville,

6 Illinois.

7 (15) Kentucky River: From junction with Ohio

8 River at RI 0 to confluence of-Middle and North Forks

9 at RM 258.6.

10 (16) Lower Mississippi River: From Baton Rouge,

11 Louisina, RM 233.9 to Cairo, Illinois, RM 953.8.

12 (17) Upper Mississippi River: From Cairo, IIl-

32 nois, RM 953.8 to Minneapolis, Minnesota, RM 1,811.4.

14 (18) Missouri River: From junction with Missis-

15 sippi River at RM 0 to Sioux City, Iowa, at RM 734.8.

16 (19) Monongahela River: From junction with Al-

17 legheny River to form the Ohio River at RM 0 to juno-

18 tion of the Tygart and West Fork Rivers, Fairmont,

19 West Virgin, at IIM 128.7.

20 (20) Ohio River: From junction with the Missis-

21 sippi River at RM 0 to junction of the Allegheny and

22 Monongahela Rivers at Pittsburgh, Pennsylvania, at

23 RM 981.

24 (21) Ouachita-Black Rivers: From the mouth of the



12

11

1 Black River at its juzcion with-the Red River at RM 0

2 to RM 351 at Camden, Arkansas.

3 (22) Pearl River: From junction of West Pearl

4 River with the Rigolets at RM 0, to Bogalusa, Louisiana,

5 RM 58.

6 (23) Red River: From RM 0 to the mouth of

I Cypress Bayou at RM 236.

8 (24) Tennessee River: From junction with Ohio

-9 River at RM 0 to confluence with H6stein and French

10 Rivers at RI! 652.

11 (25) White River: From RI! 9.8 to RM 255 at

12 Newport, Arkansas.

13 (26) Willamette River: From RM 21 upstream of

14 Portland, Oregon, to Harrisburg, Oregon, at RM! 194.

15 Sfo. 105. The authorizations for appropriations con-

16 taned in this Act are for those fiscal years which begin on or

17 after October 1, 1977.

18 TITLE II-TAX ON FUEL USED IN COMMER-

19 CIAL TRANSPORTATION ON INLAND WA-

20 TERWAYS

21 SEC. 20L IMPOSITION OF TAX.

22 (a) Chapter 31 of the Internal Revenue Code of 1954

23 (relating to special fuels) is amended by adding at the end

24 thereof the following new section:
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1 "SEC. 404 TAX ON FUEL USED IN COMMERCIAL TRANS.

2 PORTATION ON INLAND WATERWAYS.

3 "(a) IN GEnx&AL.-There is hereby imposed a tax

4 upon any liquid used during any calendar quarter by any

5 person as a fuel in a vessel in commercial water transporta-

6 tion.

7 - "(b) AMOUNT OF TAx.-The tax imposed by subsec-

8 tion (a) shall be--

9 "(1) in the case of a use after September 30, 1979,

10 and before October 1, 1981, 4 cents a gallon, or

11 "(2) in the case of a use after September 30, 1981,

12 6 cents a gallon.

13 "(c) EXEMPTIONS.-

14 "(1) DEEP-DRAFT OCEAN-GOING VnSELs.-The

15 tax imposed by subsection '(a) shall not apply with re-

16 spect to any vessel designed primarily for use on the

17 high seas which has a draft of more than 12 feet.

18 "(2) PASSENGER VESSELs.-The tax imposed by

19 subsection (a) shall not apply with respect to any vessel

20 used primarily for the transportation of persons.

21 "(3) USE BY STATE OR LOCAL GOVERNMENT IN

22 TRANSPORTING PROPERTY IN A STATE OR LOCAL

23 BuSINFS.-Subparagraph (B) of subsection (d) (1)

24 shall not apply with respect to use by a State or political

25 subdivision thereof.

20-306 0 - 78 - 2



14

1

2

3

4

5

6

7
8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

(18

"(d) DBFiNITIoNs.-For purposes of this section-

"(1) COMMERCIAL WATER TRANSPORTATION.-

The term 'commercial water transportation' means any

use of a vessel on any inland or intracoastal waterway

of the United States-

"(A) in the business of transporting property

for compensation or hire, or

"(B) in transporting property in the business

of the owner, lessee, or operator of the vessel (other

than fish or other aquatic animal life caught on the

voyage).

" (2) INLAND OR INTRAOABTAL WATERWAY OF

THE uiTm sTATEs.-The term 'inland or intra-

coastal waterway of the United States' means any inland

or intracoastal waterway of the United States which is

subject to the Navigation Development Act by reason of

section 103 of such Act (as in effect on the date of the

enactment of such Act).

"(3) Pm zN.--The term 'person' includes the

United States, a State, a political subdivision of a State,

or any agency or instrumentality of any of the foregoing.

"(e) DATE FOR FI INo RmU.-The date for filing

the return of the tax imposed by this section for any calendar

quarter shall be the last day of the first month following such

quarter."
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1 (b) Section 4293rof such. Code (relating to exemption

.2 for" United States and possessions)- is amended by striking

3 out "chapters 31 and 32" and inserting in lieu thereof "see-

.4 tion 4041, chapter 32,". " ,

5 (c) The table of sections. for chapter 31 of such Code

--.6 -is amended by adding at the end thereof the following new

7 item:

"Sec. 4. Tax on fuel used in commercial transportation
on inland waterway."

8 '(d) The amendments made by this seoton shall take ef-

9 feet on October 1, 1979. The first proposed regulations under

10 section 4042 of the Internal Revenue (Nde'oU1954 shall e

i published in the Federal Register not later than the diy

12 which is 9 months after the date of the enactment of this Act.

13 . TITLEm
14 SEC. 301. (a) The Secretary of Commerce and the

15 secretaryy of Transportation jointly shall undertake a study,

16 in consultation with the Secretary of the Treasury, the Secre-

17 tary of Agriculture, the Adnistrator of the Federal Energy

18 Administration (or his sucesor), andthe Secretary of the
19 Army, and make findings and policy recommendations,

20 regarding any fuel tax imposed on inland waterway users,

21 or alternative or supplemental charges, and on related mat-

22 ters. Such study shall include, but not be limited to, a con.

23 sideration of the following areas:
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(1) The economic impacts on (i) carriers and

2 shippers using the inland waterways, (ii) users, includ-

:1 ing the ultimate consumers, of products which are trans-

4 ported on the inland waterways, and (iii) the balance

5 of payments of the United States based on our inter-

6 national trade. The pricing and diversion effects on

.7 competition for freight. The effects upon the costs of

8 energy, and the increases resulting therefrom, if any,

:9. in the amounts paid by'consumei-- for energy. An evala-

10 ation of effects on regional development, including con-

11 sisteiey with Federal policies as set forth in other legis-

12 action ,

13 (2) The extent to which the Federal Governmeht

14 should seek to recover some or all of Federal expendi-

15- tures for the benefit of waterborne transportation from

?I • the users of the facilities for which such expenditures

17 are" made.

18 (3) The classes and categories 6,f waterway users

19 upon whom fuel tates, or other charges, should be

20 imposed. -

21 (4) The waterways of the United States (including

22 specifically ports) which should be included in any

23 'system of fuel'taxes or other forms of charges on users,

U together with the economic impact and effect on such

25 waterways and users of such inclusion.
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1 (5) The comparative levels of benefits received

2 from Federal expenditures on waterways by (i) con-

3 mercial users, and (ii) other users, including, but not

4 limited to, users for recreation, reclamation, water sup-

5 ply, hydroelectric power, flood control, and irrigation

6 purposes.

7 (6) The disposition and application of revenues

8 derived from the taxes and other charges imposed on

9 waterway users, including consideration of trust fund

10 mechanisms.

11 (b) Not later than three years after the date of enact-

12 ment of this Act, the Secretary of Commerce and the Secre-

13 tary of Transportation shall transmit to Congress a final

14. report of the study authorized by this section, together with

15 their findings and recommendations and those of the Secre-

16 tary of the Treasury, the Secretary of Agriculture, the Ad-

17 ministrator of the Federal Energy Administration (or his

18 successor), and the Secretary of the Army.

19 (a) Nothing in this Act shall be construed to prohibit or

20 otherwise restrict the National Transportation Policy Study

21 Commission established by section 154 of Public Law 94-280

22 from studying any matter authorized to be studied by this

23 section, and, notwithstanding subsection (c) of such section

2A 154, not later than six months after the submission of the

25 final report by the Secretary of Commerce and the Secretary
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1 of Transportation required by subsection (b) of this section,

2 the National Transportation Policy Study Commission shall

a submit to Congress its evaluation and review of such report,

4 together with its recommendations, including any necessary

5 legislation.

Passed the House of Representatives October 18, 1977.

Attest: EDMUND L. HENSHAW, JR.,
Clerk
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'The CHAIRMAN. Let me call this hearing to order. We will hear
witnesses on the waterways fuel tax contained in title II of H.R. 8309.

Senator Domenici, we are pleased to have you.

STATEMENT OF HON. PETE DOMENICI, A U.S. SENATOR FROM
THE STATE OF NEW MEXICO

Senator DOMENIcI. Thank you very much, Mr. Chairman.
With your permission I would like to have Hal Brayman of the

public works staff here at the table with me.
First, let me say I know how busy the committee has been and I

apologize for haVing to take time this afternoon but I do want to
spend just a couple of minutes before I give my formal testimony,
Mr. Chairman, telling the committee why I think it is time that we
end this fight. In order to place this dispute into perspective, I would
like to first make it very clear that this controversy is not something
that the Senator from New Mexico dreamt up. In fact every Presi-
dent since Franklin Roosevelt has endorsed charges for waterways.
Moreover, the roots of this controversy go back into the middle of the
19th century.

One of the most spectacular episodes of this controversy occurred in
1854 when the State of Illinois authorized the Rock Island Railroad
to build a bridge across the Mississippi to hook up rail traffic on an
East and West basis. The steamboats, as they were then' called, pro-
tested since they had established the Mississippi as their major trade
route on a North-South basis. After the steamboat interests lost in
court, a bridge was built. But mysteriously the next year a steamboat
crashed into the bridge and exploded into flames, burning the bridge.

The lawyer for the railroad turned out to be Abraham Lincoln
who proved that the explosion was deliberate because the river cur-
rents in that area made it impossible for a boat that was out of control
to hit the bridge at the particular point.

After a series of suits, the bridge was rebuilt. Of course, the dispute
goes on. Lincoln became President and a Civil War ensued.

So I conclude that from my standpoint it is time to end this fight
and that is why I am here. I have prepared remarks, Mr. Chairman,
that I would ask to make a part of the record and I will summarize
my remarks.

I have furnished the committee with a comparison of the House bill
and my substitute which has been introduced in the -Senate. It is
attached to my statement and if the committee wants to go over that
with me in detail, I would be pleased to do so, but suffice it to say that
the House bill is not adequate to correct the imbalance that presently
exists between this mode of transportation called commercial barges
and other modes of transportation.

I would like to state to the committee that we have spent $2,185
million on projects on this system since 1967. Projects now under con-
struction carry an authorized amount of $3,343 million. Projects au-
thorized but not under construction will amount to $4,271 million.

It is established, I would say, all of those dollars come from the
general taxpayers of America. In addition to that, based on this year's
estimates, we will spend about $200 million in maintaining this inland
system principally for the commercial barges.
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Now when you take all of that, the House-passed bill-I commend
them for taking one step, a step which has never been taken here-
tofore--will yield annual revenues of somewhere between $30 million
and $40 million. Now that is why I say it is merely a first step. Under
the Senate's bill, we will give full credit to fuel taxes of the type
imposed by the House's bill and then we will project beyond that
for 8 years and we will attempt to collect from the commercial barges
approximately $250 million a year by the year 1990.

Now I know that this committee is concerned about the impact ofthese charges on this mode of transportation and I can say with allsincerity that I don't come before you nor do I go to the floor with
any idea of penalizing any mode of transportation in favor of another.

In fact, I will say to the committee it was quite by accident that
I got involved in this matter. I thought the $421 million lock and
dam 26 was the critical issue before the Public Works Committee when
I started, and as I began to ask questions about better operational
activities in the river, I found that the barge companies thought thatwas none of our business although presumably it was our business to
build the new lock for $421 million but it was their business how
the used it.

t was only then that it became apparent to me that it was of concern
to the Congress as to whether or not they were paying their fair share
of that which the taxpayers were paying on theirhalf and then
I noticed that a number of Senators equally as concerned as I, some
of whom are on this committee, are genuinely concerned about the
impact of these charges on this mode of transportation. Suffice it tosay that I would not-be here if I thought there was going to be some
permanent and irreparable damage to tfis successful mode of transpor-
tation because, as a matter of fact, it is the cheapest mode even ifwe were not subsidizing it. They are blessed with these waterways,
and you run up and down then much cheaper than building anything
else.

But it is only when the Federal Government pays a couple of bil-
lion dollars for these projects, and between $150 and $180 million
in operation and maintenance, that I begin to ask why, and the answer
that I get is that we cannot continue to do that.

I would not proceed if I thought it would really put them at a
competitive disadvantage and I want to cite for the record for you
the evidence I have as to whether or not they will be damaged. I have
a typical barge fee for 1 ton of grain, Mr. (hairman, from Peoria to
the Gulf. I am informed that the tonnage rate for barges is $4.75. Therailroads for the same distance, the same tonnage, varies between $6
and $11 For trucks its approximates $30.

Now the bill that I recommend and will submit to the Senate will
add about 60 cents, Mr. Chairman-about 60 cents-to a ton of grain
over that same distance that I have just described. That will nonethe-
less leave the barges of this country as the most competitive mode of
transportation by far and when fully implemented will still have us
subsidizing them for 50 percent of all the capital improvements that
we will vote out in their behalf in years to come.

Now when you look at it that w.ay you then have to answer thequestion that Senator Danforth asked me on the floor: Well, will they
still be hurt? Haven't they planned for the future? How do you know
that they won't be hurt?



21

I can only say that I believe they will remain most competitive.
I believe that they may not grow as fast as they have grown but I must
say that that is the fastest growing mode of transportation in the
United States by many fold and if, as a matter of fact, to pay just some
portion of the tax do lars that go into their competitive edge caused
that to grow just a little bit less rapidly, I don't believe anyone would
be hurt. Quite to the contrary, it appears to me that Americans would
benefit because to the extent that wehave more fairness in terms of the
different modes of transportation, there is more of a chance that we
will not have to subsidize the other modes of transportation and that
we might find a way to rebuild the railroad system in this country.
But so on as the competitive advantage which is natural is subsidized
by Federal tax dollars to the extent that it is now, it appears to me
that we will engage ourselves in the future in a game of which subsidy
follows which subsidy and we will keep this one and then we will
have to put more on the railroads and that will go on ad infinitum.

Now I think the fact that we have been in a struggle over the Fed-
eral Government's role for all these years and focus in on it today,
that a few things should be understood. First of all, we have al-
ready built the inland waterway system of this country once. In a
couple of instances we have built facilities twice. Since we did not see
fit to impose the user fees the first time through, it ap ears to me that
it is opportune that we begin to impose it the second time through.
Lock and dam 26 is a reconstruction program. There is a lock and
dam there already. With increased use it is out of date and we need
a new one. The figures I gave you of projects under construction of
$3,300 million, projects authorized but not under construction of $4,200
million are basically rebuilding or adding to. --

So it seems to me the time has come to put in place a reasonable user
fee system and I think I can say with all honesty that transportation
in America will benefit, the users of transportation will benefit and I
really don't believe over the long run that the commercial barges will
be hurt.

Now there have been many rumors and many circulars as to how
much this user fee is going to impose on the kinds of goods that are
shipped on the inland waterways that the United States of America
has made so productive and because there were so many I want the
committee to know that built into my substitute once again is the
1-percent limitation. Regardless of how the Secretary of Transporta-
tion implements the user fees proscribed by my bill, there will be a
cap against which he will have to measure regularly these taxes and
these user fees.

That cap, that ceiling is no more than 1 percent of the delivered
price of those commodities and so it is not going to be $26 a ton for
steel, it. is not going to be $1 a bushel for wheat. Quite to the contrary.
if you take wheat at $2. what that is going to be is no more than 1
percent. That is 2 cents a bushel and we all know that that is not going
to burden those commodities -to the extent that they won't be saleable
in the world marketplace. Such claims are an absolute farce and any-
one who maintains otherwise has not seen the erratic price fluctua-
tions in the wheat market. This will have little or no effect on that.
The same is true of steel and any other commodity.

Now in construction there is one other point that some make and
that is why penalize the most energy conservation mode of trans-



22

portation in the country? There are those who say this system con-
serves the most energy, why doini'Vou want to let it accelerate and
grow rather than penalize it even by retarding its rather exceptional
growth as suggested by my bill.

I would say even on that score there is a great disparity of evidence
as to whether it is the most energy efficient in Btu usage per ton. One
study by the Congress and another by the Center for Advanced Com-
putation would state that railroads probably on a Btu usage between
two points is more energy efficient than even the barges.

So I don't think there is any justification to ignore this issue any
longer. I will say in closing that I understand the Secretary of Trans-
portation will give you the President's view. I am pleased that the
President does not think the House version is adequate. That is for
the Secretary of Transportation to explain.

Neither do I believe that the Domenici approach is the end all
or the bottom line, but I believe to get a lock and dam built we need
something more substantial than the House bill, something in be-
tween my approach and it, and the only way we are going to get
there from what I can see is to go to conference with the House.

You all know that the House chose an approach which precludes
conference with the Public Works Committee for they have adopted
a tax bill. I hope that this committee will go on record favoring the
House tax but also will strongly go on record indicating that it is
not enough, that there is no need for further studies, and that we
ought to proceed to resolve this longstanding fight in favor of balanced
transportation and equity to the American taxpayer.

I thank you very much, Mr. Chairman.
The CHAIRMAN. Senator Gravel.
Senator GRAVEL. No; I have no questions.
The CHAIRMAN. Senator Hansen.
Senator HANSEN. No.
The CHAIRMAN. Senator Danforth.
Senator DANFORTH. Mr. Chairman, I have had the privilege in the

-short 9 months that I have been here of getting to know Senator
Domenici I think fairly well. I have the highest regard for him and
not just as a person but as a very effective Senator. I know and have
learned very recently how difficult it is for a freshman Senator, par-
ticularly one from the minority party, to fight a battle and to win
it. You have fought a battle and it has been a big battle and you have
won because since 1827 when we first began development of the inland
waterways we have had a national policy that those waterways will
be forever free. We followed that on kind of an unstated but actual

-basis until the 1880's and at that time Congress specifically stated that
policy in legislation and we have now gone on until 1977 and we
have had this national policy that has been developed and we have
had parts of the country really developed as part of this.

It is really interesting that any part of the country-of course
in New Mexico you don't have rivers-the population of the State
of Missouri, virtually all of it is located on the rivers. The cities grew
on the rivers from the beginning and river living is very much a
part of life in my part of the country.

I happened to be reading in an almanac when I was looking up-
as a matter of fact, because of your amendment yesterday I tried to
find out in the almanac how much copper was produced in the State
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of Missouri. I was just reading a little description of Missouri and it
said in the almanac that I was reading that it was well known and well
loved throughout the country for its river lore and this has been kind
of a way oflife that was pictured by Bin ham in his paintings and
memorialized by Mark Twain in his nove s about Tom Sawyer and
Huckleberry Finn, and it is not just a sentimental kind of a thing,
although I think there is a part of that, but it is because it is a bi
industry and it is developed and a lot of people have been employee
by it.

Some 415,000 people now are employed in river transportation
related industries ana this has all come about in conjunction with the
national policy on maintaining the riverways as forever free.

Well, you fought this battle and we fought it together on the floor
of the Senate last June and it was a tough fight; I don't think I will
ever forget it, and you won and I lost.

Now, whether the House bill prevails or the Senate bill prevails,
this longstanding policy that the riverways are going to be forever
free has been changed and they won't be free any longer. The user
fee of one sort or another is going to be imposed and now the only
question is the form of the user fee in the amount.

You know, a lot of battles are fought and a lot of contests take place,
for example, between two very competitive football teams and one will
prevail and it is hoped that the coach won't roll up the score too badly.
[Laughter.]

Senator DomENici. You almost make me feel like I am going to get
rid of the inland water system with Mark Twain and all the lore.
I hope it continues on forever. I am not trying to run up a score either,
Senator Danforth; I hope you understand that.

Senator DANFOrrH. Well, I think the fact of the matter is though,
that we are talking about something more. You can talk about the
costs for a bushel of wheat, but that is really not at issue here, as
you know. The issue is one of where the traffic goes. Does it go to the
railroads or does it go to the barges?

There is absolutely no doubt that there is going to be a diversion /
and I think that is really the point. Your position is that for the sake
of a healthy railroad system we should divert the trend. My position
is I help the railroads, they are very important to my State. We have
four that are headquartered in the State of Missouri and I think we
have three or four times as much traffic in Missouri as you have in
New Mexico, but it just seems to me to be fundamentally wrong to
take the position that we are going to help one competitor by hurt-
ing another and I think that that is what is involved in this approach.

Senator DoXeNIcI. Might I respond, Mr. Chairman?
Senator Danforth, I believe it would be foolhardy for me to try to

say that there won't be some diversion but I don't really think that is
the issue as I see it. As I see it, it is this. Should we continue to let the
users of the inland river system expect the kind of growth which is so
much greater each year than any other mode of transportation when
they already have the competitive advantage that nature gave them?
Should we continue that by using tax dollars to make that competitive
advantage even greater? That is really the heart of the argument.

DOT says that if the Domenici user fee system was imposed in toto
that the maximum diversion that could be expected is 10 percent and
I think you know from your studying that the growth is rather



24

exceptional when contrasted with either the growth of rail or truck.
I think that is the issue.

Senator DANFORTH. I don't want to quarrel with you on your state-
ment of facts, and since I have said I don't want to, I will. DOT says
10 percent for recovery of operating and recovery maintenance costs
alone. You want to go further than that, you want to recover- 50 percent
of the capital improvements which in dollars is about the same amount.
So we are really talking about a 50-percent diversion.

Senator DoMNxIci. I will correct the record and say that the Senator
may be correct but it must be noted that the diversion comes from
future growth, and that also is if you include the cost of the Coast
Guard and other operational things that are not necessarily contem-
plated in my bill.

* Senator DANFORTH. Subsidized the railroads, too. My computations
are that the subsidies on the railroads now are about equal to the sub-
sidies on the waterways and I am looking forward to going through
this with Secretary Adams. There is a rough query now when you
consider the various kinds of ways ConRail and others are getting on
the railroad retirement program.

Senator DoMENici. I think it is quite appropriate that you have him
explain it. My position has been that there is no parity between the
subsidy to the railroads and to the inland barge system, and I don't
think we ought to engage in that argument here but I think the CBO
evaluation, you might want to criticize it but I think it is about the
most current evaluation of the two and I think they find a huge dis-
parity in the subsidy between the two.

I would also make the point that so long as the competitive ad-
vantage of the inland water system is exaggerated by tax dollars, then
we can look forward to subsidies to the railroads at ever increasing
amounts and we will just be subsidizing one and building $4 billion
worth of improvements in the inland system and then subsidizing the
railroads more. It Would appear to me that at least we ought to take
away the exaggerated competitive advantage attributable to tax dol-
lars and then subsidize if we have to some mode of transportation that
needs it but it is quite obvious that it is not needed by the inland barge
companies.

Mr. Chairman, I would ask that my detailed remarks be made a
part of the record and I thank the committee for letting me express
my VieWS.

'The CHAMMAN. Yes, sir.
Senator Dox. I arrived late-and I want to apologize.
Senator DoMENIcL. You voted for the Domenici amendment.

rLaughter..
Senator DOLE. Well, we all make mistakes. [Laughter.]
We just left a meeting earlier this morning and we are so used to

talking about billions it is hard to get back to these small figures. This
morning we just voted to give away $40 million-we have not yet, it is
just a matter of time.

The point is, can there be a reasonable compromise if your amend-
ment is not adopted by the Senate? You have looked at tlis for a long
time, and maybe compromise is not the correct word depending on your
point of view.

Senator DoMENICi. You said if my amendment is adopted can there
be a compromise?
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Senator DoLL. Yes.,
Senator Domziwci. I would say, Senator, there is ample room for

compromise in conference. If we adopted nothing but the House bill,
obviously there is nothing to compromise and we may not get a lock and
dam which is much needed, which I have supported. I see a number
of avenues where we can provide some administrative oversight and
some reporting and even some further evaluation. But I would not
want anyone to think that I don't believe we ought to-have a goal that
is substantially more than the House's 6-cent tax.

Senator Doi. You know, we have been discussing, energy and in
fact will be the next 4 weeks apparently, and it is my understanding
that barges are very energy efficient. Are you going to have any impact
on that if you prevailI

Senator DoMENIcI. Well, Senator Dole, in part of my opening re-
marks I addressed that issue. I believe it is very exaggerated to state
that somehow it is the most conservation oriented mode of transporta--
tion and I would just refer you and the staff to the Congressional
Budget Office evaluation which indicates that in the 11 reports which
they surveyed estimates of energy use for domestic water transporta-
tion generally fell in the range of 300 to 700 Btu's per ton mile while
the usual range for rail freight was 300 to 700 Btu's and 400 to 500 for
oil pipelines.

I would also say that most railroads try to go in a straight line and
if you follow the Mississippi or the Ohio, or wherever God sent the
river, they have to go many miles out of the way.

So I think we have to look at the number of miles per barge ton
that you have to travel on a point-to-point basis as contrasted with
other modes. I think it is fair to say that it is very exaggerated to
say that barge-is the most conservation oriented. Nonetheless they
will have a huge competitive advantage by using the rivers that arc
in this country.

Senator DOLE. Thankyou.
The CHAMMAN. Are there any other questions?
Thank you, Senator.
Senator DoMNiici. Thank you very much.
[The prepared statement of Senator Domenici follows:]

STATEMENT OF SENATOR PEr V. DOMINior, A U.S. SENATOR FROM THE
STAT8 OF NEW MVzico

Mr. Chairman, members of the committee, I appreciate this opportunity to
appear before you to state briefly my position favoring a more comprehensive
system of waterway user charges than the one contained In the House bill,
H.R. 8309.

The Senate on June 22 of this year adopted my amendment to H.R. 588,
establishing a decade-long phase-in for a system of waterway user charges
that would eventually recover 100 percent of the spending by the Corps of
Engineers on inland waterway operations, plus half of the new capital expendi-
tures. The House refused to go to conference, and developed its own fuel tax
bill H.R. 8809.

The Carter Administration has stated that It would veto user charges at the
low House level. I believe that the only way to obtain a compromise the Presi-
dent will sign Is to repass the language already adopted by the Senate so we
can go to conference to attain a reasonable compromise between the House
and Senate bills. For that reason, I Introduced on Wednesday Amendment
1460 to H.R. 8309. The amendment is essentially the entire language of the
June 22 Senate bill. I have given to each of you a comparison of the House
provision on user charges and my amendment, and would like that included in
the Record.
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Now, Mr. Chairman, why are user charges needed and justified? Reduced to
Its simplest terms, it Is a question of equity. The American taxpayers spend
hundreds of millions of dollars each year on waterway improvements solely
for the benefit of the barge industry. The barge industry is the sole exception
of the "user pays" philosophy that exists In national transportation and water
resources policy. That is unfair and It creates great imbalances. Now, it is
argued that the House's tax of 4 cents and 6 cents is enough, and creates equity.
I dis-ree

The tax in H.R. 8309 may be a simple solution, but it is also ineffective. And
the House bill appears to have a number of leaks in It, as I explained in a short
Senate speech yesterday that I would also like to have included in your hearing
record.

This Congress has the opportunity not only to set an important historical prec-
edent, but to establish a rational system for future financing of the inland navi-
gation system. While we are on the issue of user charges, we should do the job
right, not delay the real decisions. A farmer in New Mexico or Wyoming is now
repaying a significant portion of the capital costs for irrigation projects, together
with operation and maintenance. The barge industry Is now suggesting it should
pay back less than 10 per cent of the subsidy It receives. While both may be
"paying" I don't think it is fair to say that they are being treated equitably.

In short, Mr. Chairman, 'the level of recovery Is nearly as important as the
principle. And to achieve this, a reasonable system of user charges must be tied
to a percentage of expenditures. A token charge does little to correct the In-
equities caused by a hugh subsidy to one mode. As the Congressional Budget
Office has pointed out, the barge companies now receive a subsidy equal to 41 per
cent of their revenues. The House bill would cut that to 87 per cent. By contrast,
CBO found that other modes of transportation receive negligible subsidies, as a
percentage of revenue.

A second benefit of percentage recovery is the creation of a discipline on the
barge industry's use of what are now "free" dollars. A tax unrelated to expendi-
ture creates no such discipline. The barge companies would continue to have no
reason not to continue to demand that the Government provide them with a
Cadillac, when a Pinto will do the job.

The need for encouraging self-restraint--to make the barge industry a "watch-
dog" against Federal waste in navigation spending-is underlined by the fact
that the Federal government has already constructed a major, workable inland
navigation system. We are now on the second round of construction, upgrading
the entire system. The barge industry should be working with the taxpayers, not
against them, in making certain that the new system is the most cost-effective
one obtainable.

Before concluding, I would like to address a couple of related issues that arise
whenever user charges are discussed. The first is that my amendment is a tax.
That question appears moot now that we have a tax bill before us. But I must
also add that the courts have clearly established the legal distinction between a
user charge and a tax. This distinction was fashioned during a series of 19th
century Supreme Court cases that dealt with barge traffic on the Mississippi.
This line of precedents has been reaffirmed several times during the past decade.

The second red herring is the issue of railroad "subsidies." While I am not
as familiar with the rail situation as my colleagues who serve on the Commit-
tee on Commerce, these rail "subsidies," began in the past decade and involve
equity investment, loans, and loan guarantees. That is a very different animal
from the inland waterway Investment of the Corps of Enkineers. The real dif-
ference is that we are forced into subsidizing the railroads because they are going
bankrupt. As economist Otto Eckstein has stated:

"The 'freebie' inland waterway system is one of the coffin nails In our rail-
roads, which the Federal Government is now forced to rescue through subsidies
and nationalization."

In short, if we want to see more and more rail subsidies, all we have to do
Is to maintain our present policy of granting large subsidies to the barge industry.
Subsidy begets subsidy. I, for one, would prefer to see the barges begin to pay
their own way, and thus reduce the need for federal subsidies to the railroads.

Mr. Chairman, this issue has been studied and studied. Fourteen in-depth
studies and user charge policy recommendations have been made since 1971.
Many more occurred in the preceding 30 years since President Franklin Roosevelt
first suggested 50 per cent cost recovery on the waterways. These studies In-
variably show that the effect of waterway use charges on consumers Is minimal,
well under the 1 per cent limit on the charges contained In the Senate-passed
bill and my new amendment.
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What we need now is not another study, but a controlled, phase-in of user
charges, which is exactly what the earlier Senate bill and my amendment
authorizes. My amendment directs the DOT to hold public hearings and develop a
.schedule of user charges to be sent to the Congress on January 1, 1979. The
schedule will phase-in user charges beginning in fiscal year 1980, reaching full
Implementation in fiscal year 1990. This allows U.S. Steel, Exxon, Ashland Oil,
and the other big barge conr panies more than a decade to adjust and absorb the
user charges, which would increase annually by small increments.

But before the user charges go Into effect, they can be vetoed by concurrent
resolution of the Congress. And there will be comprehensive DOT-Corps of
Engineer reports to the Congress on the impacts of the user charges every two
years to allow a mid-course correction, if it proves warranted. I believe that
is a fair and reasonable approach. I am, of course, pleased that the Adminis-
tration supports it, and that the Senate endorsed it last June.

Members of the Committee, I would hope that you will see your way to sup-
port the June 22 position of the Senate and my new amendment. It will give
us the flexibility to go to conference with the House to reach a reasonable and
fair solution, one that will resolve this issue and one that the President can sign
into law.

Thank you.

CoMPARISoN OF HousE's WATERWAY USES CHARoEs BILL (H.R. 8309) WrrH
THE DOMENICI AMENDMENT

The Houae Bill
Imposes a fuel tax in fiscal year 1980

of 4 cents a gallon on barges using
certain, specified inland waterways;
excluding new waterways. The fuel
tax rises to a permanent 6 cents a
gallon in fiscal year-1982. The House
tax would collect less than one-tenth
of annual taxpayer's expenditures on
commercial inland waterways.

Senator Domenicis' Amendment
Is nearly identical to the provision

adopted by the Senate on June 22,
1977. Creates an 11-year phase-in
of a comprehensive waterway user
charges as follows:

Fiscal year 1980: 4 cents per gallon tax
(in lieu of 20 percent recovery on
operations and maintenance costs)

Fiscal year 1981: 4 cents per gallon tax
(in lieu of 20 percent of 0. & M.)

Fiscal year 1982: 40 percent of 0. & M.
(with credit for 6 cents tax)

Fiscal year 1983: 60 percent of 0. & M.
(with credit for 6 cents tax)

Fiscal year 1984: 80 percent of 0. & M.
(with credit for 6 cents tax)

Fiscal year 1985: 100 percent of 0. & M.
(with credit for 6 cents tax)

Fiscal year 1986: 100 percent of 0. & M.
plus 10 percent of capital (with credit
for 6 cents tax)

Fiscal year 1987: 100 percent of 0. & M.
plus 20 percent of capital (with credit
for 6 cents tax)

Fiscal year 1988: 100 percent of 0. & M.
plus 30 percent of capital (with credit
for (V cents tax)

Fiscal year 1989: 100 percent of 0. & M.
plus 40 percent of capital (with credit
for 6 cents tax)

Fiscal year 1990 and thereafter: 100
percent 0. & 31. plus 50 percent of
capital (with credit for 6 cents tax)

Provides a mechanism for Congres-
sional veto of user charges prior to
Implementation.

Provides that user charges can never
exceed 1 per cent of the delivered price
of a commodity.

Both bills contain studies of Impacts allowing for mid-course corrections.
Rationale for Domenici amendment, in preference to the House bill:
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(1) Percentage recovery is used in other water resources projects where the
beneficiaries are identifiable.

(2) A percentage relationship is Important to make the barge companies
"watchdogs against waste," rather than proponents of unnecessary work.

(3) DOT Secretary Adams says the President will veto Locks and Dam 26
without "substantial" user charges. Recovery of less than one-tenth of spending
is far too low.

(4) The only way to get a resonable compromise and a bill that will be signed
is to go to conference using the Domenici approach, then strike a balance.

(5) Approval of the House approach would reward the House for Its refusal
to go to conference on the Senate's June decision.

THE SECRETARY OF TRANSPORTATION,
_ Washington, D.C., October 18,1977.

Hon. Pm V. DoMENICI,
U.S. Senate,
405 Russell Offjce Building, Washington, D.C.

DEas PETE: I reported to you earlier of the President's firm intention to dis-
approve any bill, authorizing construction of a new locks and dam facility at site
26 in Alton, Illinois, if the bill does not contain a provision establishing substan-
tial waterway user charges along the Inland waterway system. Recent events
require me to clarify the Administration's position on this issue.

As you know, we supported the waterway user charge legislation that the Sen-
ate passed. This bill would phase in a substantial user fee over a ten-year period.
The House of Representatives has passed waterway user charge legislation which
differs markedly from the Senate version. The House would authorize a six cent
fuel tax on inland waterway commercial vessels. The House version would re-
cover only a relatively small portion of operation and maintenance costs and
new construction costs.

Because of the closed rule on the House bill and in order to insure Congres-
sional action on this issue, on September 28, 1977, I wrote to Members of the
House of Representatives indicating that the Administration would support the
olU1 in the House, but that the Administration would work in the Senate for a
higher recovery of waterway operation and construction costs. The user charge
and level of recovery contained in the House bill is inadequate. In order to bring
the necessary degree of equity to Federal government policy concerning the in-
land waterway system, legislation should be enacted which authorizes substantial
waterway user charges.

Because this matter is so important to the development of a comprehensive
transportation policy, I think that the Congress should be aware of the Presi-
dent's intention not to sign any bill authorizing a new Locks and Dam 26 which
does not provide for waterway user charges that will recover a substantial
portion of the operation and maintenance and new construction costs.

Sincerely,
BROCK ADAMS.

SENATOR DOMENICI'S FLOOR STATEMENT ON THE ILLUSIONS OF THE HouSE's
BARGE TAX

Mr. DOMENICI. Mr. President, the House has met the challenge of waterway
user charges by sending us what could be termed an illusion. H.R. 8309 talks
of user charges. It talks of equity. But when you really look at it carefully, it
is a very small and modest first step.

It's as if U.S. Steel suddenly decided to tow its large barges with a rowboat.
Simple, but ineffective. And the House bill has the looks of a leaky rowboat to
boot.

Of course my colleagues are aware that the House bill recovers only a modest
sum, less than 10 percent of Federal inland waterways expenditures. And my
colleagues are aware of the Administration's stated determination to veto
recovery levels as low as those in the House bill. But let me first explain for
the benefit of my colleagues why the House's 40-a-gallon waterway fuel tax
may also lack substance, even if it is nice "on principle."

First, the bill specifies exactly which waterways are to be covered by the tax.
That sounds reasonable, but it turns out to be quite leaky. The list of water-
ways just happens to exclude a couple of major river ports with heavy barge
traffic and barge fueling facilities. The House tax covers the Mississippi River
only as far south as Baton Rouge. Thus a fleet of barges starting in New
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Orleans might be able to avoid paying any tax at all on a voyage to St. Louis.
Is that fair? Under our Senate-passed bill, which I have introduced as an amend-
ment to H.R. 8309, the user charges are based on the barge companies' use of
waterway and various locks, not where they buy their fuel. Other barge ports,
such as Portland, Oregon, carry similar exclusions.

Other leaks in the House bill are produced by the exclusion of entire water-
ways. All new waterways are excluded from the House bill, for example the
Tennessee-Tombigbee Waterway, the first lock of which is scheduled to be in
operation next year, isn't covered. Nor is the extension of the Red River Water-
way from Shreveport into Texas. Does this mean that every time a lock is
opened, the House bill would have to be amended? How cumbersome!

The Yazoo River is excluded-all 165 miles from the Mississippi River to
Greenwood, Miss., even though the Federal Government will be taking over its
maintenance. There are numerous small waterway segments in Louisiana, such
as the 79 miles from Napoleonville, La., to the Gulf, the Bayou Lafourche and
the Lafourche Jump Waterway that are excluded. The upper 40 miles of the
White River in Arkansas are excluded.

And I must point out what I trust is a technical error in the House bill,
excluding all waterways from the House levy. On page 13, line 17, the House
tax states that the tax applies to the waterways in "Section 103.,, "Section 104"
Is the section listing the waterways. Thus, unless there is a change, no taxes at all
would be collected under the House language.

But more significant that this exercise is what might be termed nit-picking is
the fact that the House's bill raises a wholly inadequate sum in relation to the
hundreds of millions spent yearly by the taxpayers for the sole benefit of the
barge industry. Right now, the barge industry is probably the most subsidized
industry in the nation, on the basis of its revenues. It receives a direct taxpayer
subsidy of 41 percent of its annual revenues, repaying nothing, according to the
Congressional Budget Office. The House bill reduces that bonaza to a 37 percent
subsidy of revenues bonanza. By contrast, the subsidy to other transportation
modes is negligible as a percentage of their revenues. Is that equity? I think not.

The Carter Administration has told the Congress that it will veto any user
charge as low as the one contained in the House bill. President Carter is taking
a balancing approach on the inland navigation program. He is dead right, and I
commend him for his position.

Mr. President, the amendment I introduced yesterday will bring greater
equity to the family taxpayer of this nation and to all modes of transportation.
It will give us the flexibility we need to-go to Conference with the House to reach
a compromise that Is truly reasonable and effective. It will do Justice to this body.
I believe we should not resolve this issue for a year or two. We should resolve
It once and for all.

To give my colleagues a perspective on the special status of the barge industry,
I am including a list that shows how other types of Federal water projects are
repaid, and how the waterways are not repaid.

I ask unanimous consent that this chart be included in the Record.

COST SHARING

(1) Hydropower: (Paid by rural co-ops Complete repayment of construction
and others), costs allocated to power, plus all op-

eration and maintenance costs.
(2) Water Supply: Municipal and In- Complete repayment of allocated costs,

dustrial (Paid by cities and in. with interest.
dustries).

Irrigation: (Paid by farmers). Approximately 50 percent recovery on
construction costs, plus all mainte-
nance costs.

(3) Navigation: (to be paid by the
barge companies).

Current situation. .Nothing.
House Bill. Maximum of 10 percent of Federal

costs.
Senate bill (after full phase-in). 50 percent of capital costs and 100 per-

cent of operations and maintenance.
The CHAIRMAN. Next we will hear the Secretary of Transportation,

Hon. Brock Adams.
20-306---77-3
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STATEMENT OF HON. BROCK ADAMS, SECRETARY,
DEPARTMENT OF TRANSPORTATION

Secretary ADAMS. Thank you, Mr. Chairman.
The CHAIRmAN. We are glad to have you here today, Mr. Secretary.
Secretary ADAMS. Mr. Chairman, because this matter has moved

rapidly in the last few days I have not presented a formal statement
to the committee as I usually do. If the committee wishes I have avail-
able the testimony I have given earlier this year before four other
committees. If the committee would like copies, I can make them
available for the record or to the staff. They state the position the
administration has taken with regard to this matter.

[The material referred to follows:]

STATEMENT OF BRO6s ADAMS, SECRETARY OF TRANSPORTATION, BEFORE THE SUB-
COMMITTEE ON WATER RESOURCES OF-THE SENATE COMMITTEE ON THE ENVIRON-
MENT AND PUBLIC WORKS, CONCERNING ALTON LOCKS AND DAM AUTHORIZATION
LEGISLATION AND NAVIGATION USER CHARGES, ON MAY 2, 1977

Mr. Chairman and members of the subcommittee, I am pleased to be here
today to testify on S. 712, S. 790 and S. 923, bills which have been introduced to
deal with the closely related Issues of capacity expansion at Locks and Dam 26
at Alton, Illinois, and waterway user charges.

First, let me tell you where we stand now on Alton Locks and Dam. As you
know, at the request of this Subcommittee, the Department recently completed a
210-day study on some of the economic aspects of a single 1200-foot lock at Alton.
Our economic analysis led us to the conclusion that based on traffic projections an
increase in the capacity of the facility at Alton will certainly be required before
the end of the century. However, the uncertainty involved in projecting future
traffic makes it difficult to pinpoint an exact date by which this additional capacity
will be needed. The Department's review of the projections and analyses done
by others suggests that increased capacity may not be needed until the last
decade of the century. As a practical matter, however, a single 1200-foot lock
should be constructed with either major rehabilitation or construction of Locks
and Dam 26.

The study also fond that a single 1200-foot lock at Alton would not cause
significant diversion of existing rail traffic to the waterways. Expansion of lock
capacity at Alton would cost the railroads future traffic which they would, in
any event, carry only if a decision were made to hold the capacity at Alton at
Its present level indefinitely. Thus, as far as a single 1200-foot lock Is concerned,
the only questions are of timing and costs.

Any further capacity increase at Alton beyond that provided by a new 1200-
foot lock and any other major capacity increases on the upper Mississippi and
Illinois River system should await the completion of a detailed and extensive
analysis of the economic and enivonmental aspects of such capacity increases.
A study of this sort could well require a couple of years. During this period, we
will work with other agencies to study commodity projections, the impact of
user charges on these projections, intermodal impacts and environmental ques-
tions, as well as engineering questions. What we are really talking about, then,
is whether a decision should be made on a single 1200-foot lock for Alton before
or after such a study is completed. The answer to this question and the question
of whether the existing facility should be replaced or rehabilitated turns on the
engineering aspects of the issue.

The engineering questions are not simple. The Corps of Engineers, following a
traditionally conservative approach to the engineering problem of the existing
structure, concluded that the expense of rehabilitation would be approximately
equal to the cost of replacement with a modern structure. If this proves to be
correct, then It is crystal clear that the facility should be replaced and that
the now facility should have a single 110-font lock in it. It would be foolish not
to take advantage of new construction to gain a moderate increase in capacity
at a relatively slight increase in cost over what it would cost just to replace
the existing capacity.
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However, the Corps' engineering approach to rehabilitation has been chal-
lenged and the view advanced that the cost of rehabilitation Is, in fact, much
lower than the cost of replacement. I have had a team of my own engineers
working with the staff of the Corps to review these differences. The conclusion
reached by our engineers is that there are lower-cost approaches for rehabilita-
tion of the existing dam which ought to be tested before a final decision is
reached. Our engineering task force Is of the opinion that there is no useful
purpose to be served by any further paper studies on this question. Their
recommendation Is that, as early as possible, engineering investigations be
undertaken in a way which will let us experiment with the techniques and meas-
ures that are in question. Secretary Alexander and I have discussed this rec-
ommendation and have concluded, especially In view of the possibility of
significant savings if rehabilitation proves feasible, that It should be tried.

In his testimony, General Graves of the Corps will provide you with more de-
tails on specifically what is involved. In taking this course, we believe It will be
possible to determine for $10 to $15 million-a low cost relative to the costs of
rehabilitation or replacement-whether the lower cost alternative rehabilitation
methods are, in fact, feasible. If these measure do turn out to be feasible, we can
go ahead with the rehabilitation of the existing structure. Thus rehabilitation
could well include provision of a 1200-foot lock. A final decision on the level of
capacity to be provided in a rehabilitated dam cannot be made, however, until
further engineering work has been completed.

On the other hand, if the results of this experiment show that the less ex-
pensiVe ways of rehabilitating the dam do not work, then we can turn to the con-
struction of a new facility with the certain confidence that we have not over-
looked an opportunity to effect significant savings.

As far as legislation on Alton Locks and Dam is concerned, then, I have the
following specific recommendations:

The Congress should postpone a decision on rehabilitation or replacement
until the engineering questions have been resolved.

Any future authorizing legislation should contain a prohibition against a
12-foot channel project on the upper Mississippi River and provide for ad-
ditional economic and environmental study of future transportation needs
of the upper Mississippi and Illinois regions.

There should be action by the Congress to enact a fair and effective
system of waterway user charges.

Let me now turn to the question of cost sharing and user charges. DOT has
extensively studied the possible impacts of user charges, and the results of
these studies are presented In the report, "Modal Traffic Impacts of Waterway
User Charges." As President Carter said in his message on water policy: "The
beneficiaries of Federal water projects do not bear a fair share of the enormous
capital and operating costs."

The really major point here is that commercial users receive major benefits
from Federal expenditures, while the full burden of those expenditures falls on
the shoulders of the taxpayer. It is simply not equitable, not just, that profit-
making businesses should have this much of their costs met by the American
taxpayer.

Practically all of the Federal expenditures in support of the waterways are
made by the Army Corps of Engineers and the Coast Guard. These expenditures
have been rising and now are approaching the $1 billion a year level. As a result
of these Federal programs, inland, coastal and Great Lakes vessel operators
do not maintain or pay taxes on the rights-of-way which they use. A notable
exception is our St. Lawrence Seaway where tolls on vessels and cargoes not
only cover the operation and maintenance costs of the Corporation, but annually
return to the Treasury part of the original U.S. invert, tent in the St. Lawrence
facilities.

Establishing a fair and efficient system of cost sharing is, obviously, a ques-
tion of great sensitivity, and the amount and manner in which such a charge
is collected could have a significant bearing on whether or not Congress would
pass the necessary legislation. In addition to the purchaser of the transportation
services and ultimately the consumers, there are the concerns of at least three
groups that have to be reconciled in establishing waterway user charges--the
users of the waterways, who resist the added costs; the railroad operators who
maintain their own right-of-way and feel their competition receives unfair sub-
sidy; and the taxpayers who pay for Federal agencies to furnish the facilities
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and services. The Department believes the selection of a policy for cost recovery
through waterway user charges should take into consideration the principles
of administrative simplicity, political feasibility, and public understanding and
acceptance. For these reasons, we believe a fuel tax would be preferable to the
segment toll.

The complete details of the proposal have not yet been worked out, and we
will work with the Congress on this matter once we have a detailed proposal
to present I can tell you, however, what some of the basic points will be. We
are going to ask for a fuel tax which would go up in Increments over the next
five years so that at the end of that period there would be full recovery of
Inland waterway operating, maintenance and rehabilitation costs. In addition,
all or some portion of the cost with interest of new construction would be recov-
2red over the life of a project. AlL user charge revenues will accrue to the gen-
eral fund rather than to any trust fund. While these charges are being phased
In, the impact of the user charge on shippers will be closely monitored.

While we believe, in principle, that recreation users of developed facilities
should be assessed user fees and that users of developed deep draft systems
should also contribute to the cost of those systems, we have not yet developed
such proposals in detail. The unique cost recovery situation which already exists
on the St. Lawrence Seaway would, of course, also be taken into consideration
so that inequities would not result. In a short time the Administration will be
presenting a complete proposal, but these are the basic elements.

In conclusion, the Administration believes that it is no longer in the national
interest to continue direct taxpayer support of commercial water transportation
without some form of cost sharing. Water transportation should join the air and
highway modes in paying user charges for Federally provided rights-of-way.

Mr. Chairman, that completes my prepared remarks.

STATEMENT OF BROCK ADAMS, SECRETARY OF TRANSPORTATION, BEFORE THE SUB-
OOMMITTEE ON WATER RESOUROEs OF THE U.S. HOUSE OF REPRESENTATIVES, COM-
MITTEE ON PUBLIC WORKS AND TRANSPORTATION CONCERNING ALTON LOCKS AND
DAM AUTHORIZATION LEGISLATION AND NAVIGATION USER CHARGES, ON JUNE 15,
1977.

Mr. Chairman and members of the subcommittee, I am pleased to be here
today to testify on the closely related issues of capacity expansion at Locks and
Dam 26 at Alton, Illinois, and waterway user charges.

First, let me tell you where we stand now on Alton Locks and Dam. As you
know, the Department recently completed a 120-day study on some of the
economic aspects of a single 1200-foot lock at Alton. Our economic analysis led
us to the conclusion that based on traffic projections an increase In the capacity
of the facility at Alton will certainly be required before the end of the century.
However, the uncertainty involved in projecting future traffic makes it difficult
to pinpoint an exact date by which this additional capacity will be needed. The
Department's review of the projections and anlyses done by others suggests that
increased capacity may not be needed until the last decade of the century. As a
practical matter, however, construction of a facility with increased capacity,
in the context of either rehabilitation or replacement of Locks and Dam 26,
should start within f'ur or five years.

The study also found that a single 1200-foot lock at Alton would not cause
significant diversion of existing rail traffic to the waterways. Expansion of lock
capacity at Alton would cost the railroads future traffic which they would, in
any event, carry only if a decision were made to hold the capacity at Alton at
its present level indefinitely. Thus, as far as a single 1200-foot lock is concerned,
the only questions are of timing and costs.

Any further capacity increase at Alton beyond that provided by a new 1200-
foot lock and any other major capacity increases on the upper Mississippi and
Illinois River system should await the completion of a detailed and extensive
analysis of the economic and environmental aspects of such capacity increases.
A study of this sort could well require a couple of years. During this period, we
will work with other agencies to study commodity projections, the impact of
user charges on these projections, intermodal impacts and environmental ques-
tions, as well a3 engineering questions. What we are really talking about, then,
Is whether a decision should be made on a single 1200-foot lock for Alton before
or after such a study is completed. The answer to this question and the question
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of whether the existing facility should be replaced or rehabilitated turns on the
engineering aspects of the issue.

The engineering questions are not simple. The Corps of Engineers, following
a traditionally conservative approach ) the engineering problem of the existing
structure, concluded that the expense of rehabilitation would be approximately
equal to the cost of replacement with a modern structure. If this proves to be
correct, then it is crystal clear that the facility should be replaced and that the
new facility should have a single 120foot lock in It It would be foolish not to
take advantage of new construction to gain a moderate Increase in capacity at a
relatively slight increase in cost over what it would cost just to replace, the
existing capacity.

However, the Corps' engineering approach to rehabilitation has been challenged
and the view advanced that the cost of rehabilitation Is, in fact, much lower
than the cost of replacement. I have had a team of my own engineers working
with the staff of the Corps to review these differences. The conclusion reached
by our engineers is that there are lower-cost approaches for rehabilitation of
the existing dam which ought to be tested before a final decision Is reached.
Our engineering task force is of the opinion that there is no useful purpose to be
served by any further paper studies on this question. Their recommendation is
that, as early as possible, engineering investigations be undertaken in a way
which will let us experiment with the techniques and measures that are in
question. Secretary Alexander and I have discussed this recommendation and
have concluded, especially in view of the possibility of significant savings if
rehabilitation proves feasible, that it should be tried.

In his testimony, General Graves of the Corps will provide you with more
details on specifically what is Involved. In taking this course, we believe it will
be possible to determine for $10 to $15 million-a low cost relative to the costs
of rehabilitation or replacement-whether the lower cost alternative rehabili-
tation methods are, In fact, feasible. If these measures do turn out to be feasible,
we can go ahead with the rehabilitation of the existing structure. This rehabili-
tation would include provision of a 1200-foot lock.

On the other hand, if the results of this experiment show that the less expen-
sive ways of rehabilitating the dam do- not work, then we can turn to the con-
struction of a new facility with the certain confidence that we have not overlooked
an opportunity to effect significant savings.

As far as legislation on Alton Locks and Dam is concerned, then, I have the
following specific recommendations:

The Congress should authorize the Army to proceed with either replace-
ment or rehabilitation with a twelve hundred foot lock, depending on the
outcome of our engineering test program. A deadline of December 31, 1978,
should be placed on the resolution of the engineering and cost questions to
prevent inordinate delay. We would be happy to provide you with appropri-
ate language to accomplish this purpose.

,Any future authorizing legislation should contain a prohibition against a
12-foot channel project on the upper Mississippi River and provide for
additional economic and environmental study of future transportation needs
of the upper Mississippi and Illinois regions.

There should be action by the Congress to enact a fair and effective system
of waterway user charges.

As you probably know, the President feels very strongly about the three pre-
ceding points. He has also indicated his firm intention to veto any legislation
which authorizes construction of a new lock and dam without providing for the
Imposition of a comprehensive waterway user charge.

DOT has extensively studied the possible impacts of user charges, and the
results of these studies are presented in the report, "Modal Traffic Impacts of
Waterway User Charges." As President Carter said In his message on water
policy: "The beneficiaries of Federal water projects do not bear a fair share of
the enormous capital and operating costs."

The really major point here is that commercial users receive major benefits
from Federal expenditures, while the full burden of those expenditures falls on
the shoulders of the taxpayer. It is simply not right, not just, that profit-making
businesses should have this much of their costs met by the American taxpayer.

Practically all of the Federal expenditures in support of the waterways are
made by the Army Corps of Engineers and the Coast Guard. These expenditures
have been rising and now are approaching the $1 billion a year level. As a result
of these Federal programs, Inland, coastal and Great Lakes vessel operators do
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not mailain or pay taxes on the rights-of-way which they use. A notable excep-
tion is otvi St. :awrence Seaway where tolls on vessels and cargoes not only
cover the operation and maintenance costa of the Corporation, but annually
return to the Treasury part of the original U.S. investment in the St Lawrence
facilities.

Establishing a fair and efficient system of cost sharing is, obviously, a question
of great sensitivity, and the amount and manner in which such a charge is
collected could have a significant bearing on whether or not Congress would
pass the necessary legislation. in addition to the purchaser of the transportation
services and ultimately the consumers, there are the concerns of at least three
groups that have to be reconciled in establishing waterway user charges-the
users of the waterways, who resist the added costs; the railroad operators who
maintain their own right-of-way and feel their competition receives unfair sub-
sidy; and the taxpayers who pay for Federal agencies to furnish the facilities
and services. The Department believes the selection of a policy for cost recovery
through waterway user charges should take into consideration the principles of
administrative simplicity, political feasibility, and public understanding and
acceptance.

When I testified last month before the Senate Environment and Public Works
Committee, I stated, that the Administration would prefer a fuel tax approach
to cost sharing over other options. All other things being equal, that would still
be our position. However, enactment of a fuel tax for waterway users this year
does not appear to be in the cards.

An approach has been propsed in the Senate that would establish a system
of user charges to be paid by commercial cargo vessels on the federally-built and
maintained inland waterways. Phased In over a decade, this proposal calls for
eventually recovering 100 percent of operations and maintenance costs and 50
percent of new construction. The proposal also calls for the Secretary of Trans-
portation, In consultation with the Secretary of the Army, to study various user
charge alternatives and to publish preliminary regulations. Following a public
comment and public hearing process, the Secretary would promulgate final
regulations, after which the Congress would have 60 days to review them and
their impact. If Congress did not amend or disapprove the regulations by jdlnt
resolution within 60 days they would go into effect on October 1, 1979.

Taking a realistic view of the chances of enacting a fuel tax based user
charge in the near future, the Administration is prepared to support the general
approach that has been proposed in the Senate. We believe that legislation
similar to the Senate Environment and Public Works version of S. 790 would
permit the Administration to accomplish its expressed goals with respect to
waterway user charges. This approach would give us an opportunity to review
the various alternative and check our impact analyses while also allowing us to
involve the public and the interested constituencies in framing the details of the
cost recovery regulations. This approach would also allow the Congress to set
the basic national transportation policy on this matter in the legislation while
reserving the chance for a subsequent review of the regulations before their
implementation. The Administration will be urging the Senate to support this
approach, and we urge the House to support it also.

In conclusion, the Administration believes that it is no longer in the national
interest to continue direct taxpayerxgupport of commercial water transportation
without some form of cost sharing. Water transportation should join the air
and highway modes in paying user charges for Federally provided rights-of-way.

Mr. Chairman, that completes my prepared remarks.

STATEMENT OF BROCK ADAMS, SECRETARY OF TRANSPORTATIOx, BEFORE TlE HIo'sE
PUBLIC WORKS COMMITTEE CONCERNING WATERWAY USER CHARGES, MONDAY,
JULY 18, 1977.

Mr. Chairman and members of the committee, I am pleased to be here once
again to testify on the very important issue of waterway user charges. As I
understand the purpose of this hearing, you would like to hear our proposals for
waterway user charge mechanisms that involve the use of a fuel tax. I have two
such proposals to present to you today.

First, however, I would like to review for you the Administration's position on
Locks and Dam 26 and the relationship of this project to the enactment of water-
way user charges. In my appearance before you oo June 15, I set forth our views
on Alton Locks and Dam in some detail. Let me state them very briefly today.
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It is definitely our view that a facility with a single 1200-foot lock should be
provided either in the context of replacement or rehabilitation of the present
facility. Construction of a 1200-foot lock should start within the next four to five
years. We will await the results of further engineering test work before making
a final decision as to whether rehabilitation or replacement of the facility is the
desired option.

The President has made clear, however, that he will not sign an authorization
bill for a 1200-foot lock at Alton unless Congress also enacts legislation that
provides for waterway user charges that will recover a substantial amount of the
Government's spending on construction and operation of inland waterway
facilities. I believe that a substantial level would be 100 percent of operating
and maintenance costs and at least 50 percent of the costs of new construction.
Obviously, user charges that lead to this level of recovery should not be imposed
overnight. A phase-in period of up to ten years is acceptable to the Administration.
I think a period of such duration provides ample time for adjustment to the
charges and should not result in any significant hardship on anyone.

Let me now turn to our specific proposals. First, as you know the Senate
version of H.R. 5885 provides that the Secretary of Transportation, in con-
sultation with the Secretary of the Army, shall study user charge alternatives
and publish preliminary regulations. Following a public comment and a public
hearing process, DOT would promlgate regulations. If the Congress did not,
disapprove the regulations by concurrent resolution within sixty days, they
would take effect on October 1, 1979. This proposal also provides for a 10-year
phase-in. One alternative would be to let the process established in the Senate-
passed bill stand but, in addition, impose a fuel tax at some modest level.
Whatever charges or tolls were developed in the context of the process estab-
lished in the Senate version wohld then complement this fuel tax.
- A-second alternative would be to rely entirely on the fuel tax as a cost recovery

mechanism. You could have a phase-in period of from five to ten years. According
to our figures, the fuel tax would have to recover approximately one mill per
ton mile to meet our cost recovery goal of 100 percent of operating and main-
tenance costs and 50 percent of new construction costs. The precise level would
depend upon the level of new construction activity and operating and mainte-
nance requirements. Let me say at once that there are problems with using noth-
ing but a fuel tax. It bears equally on all segments of the waterway system,
whether their operating costs are high or low. If full recovery is realized through
fuel taxes, it means that traffic on the Mississippi is paying a substantial cross-
subsidy on less fully developed waterways. This is not a problem at lower levels
of recovery. For this reason, I am more comfortable with an approach that com-
bines a moderate fuel tax with segment tolls or other charges to lead to a more
equitable distribution of the burden of the cost.

Mr. Chairman, that concludes my prepared testimony. Now I will be glad to
answer your questions. Let me also say that I and my staff are available at any
convenient time for discussion with you and your staff on these matters.

STATEMENT oF ROCK ADAMS. SECRETARY OF TRANSPORTATIon, BEFoRE TITE HOUSE
COMMITTEE ON WAYS AND MEANS, CONCERNING WATERWAY USER CHARGES,
THURSDAY, JULY 21, 1977

Mr. Chairman and members of the committee, I am pleased to be here today
to testify on the very important issue of waterway user charges.

As you probably know, the President feels very strougly that there should be
action by the Congress to enact a fair and effective system of waterway user
changes. As the President said in his message on water policy, "The beneficiaries
of Federal water projects do not bear a fair share of the enormous capital and
operating costs."

The major point here is that commercial users received substantial benefits
from Federal expenditures, while the full burden of those expenditures falls on
the shoulders of the taxpayers. It is simply not right nor just that profit-making
businesses should have this much of their costs paid by the American taxpayer.

Establishing a fair and efficient system of cost sharing is, obviously, a ques-
tion of great sensitivity. Two of the most important factors that must be eon-
sideredjLre the amount and manner in which such a charge is collected. With
respect to amount we believe that, the charges should recover a substantial
amount of the Government's spending on construction and operation of inland
waterway facilities. The President and I believe that a substantial level would
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be 100 percent of operating and maintaining costs associated with navigation and
at least 50 percent of the costs of new construction. Obviously, user charges that
lead to this level of recovery should not be imposed overnight. A phase-in period
of up to ten years is acceptable to the Administration. I think a period of such
duration provides ample time for adjustment to the charges and should not
result in any significant hardship to anyone.

Let me now turn to the question of the appropriate manner of imposing the
charges. First, as you know, the Senate version of H.R. 5885 provides that the
Secretary of Transportation, in consultation with the Secretary of the Army,
shall study user charge alternatives and publish preliminary regulations. Fol-
lowing a public comment and a public hearing process, DOT would promulgate
regulations. If the Congress did not disapprove the regulations, they would take
effect on October 1, 1979. This proposal also provides for a 10-year phase-in.
One acceptable alternative would be to provide for the establishment of fees and
tolls of the type contemplated by the Senate-passed bill but, in addition, impose
a fuel tax at some modest level. Whatever fees or tolls were developed would then
complement this fuel tax.

A second alternative would be to rely entirely on the fuel tax as a cost re-
covery mechanism. You could have a phase-in period of from five to ten years.
According to our figures, the fuel tax would have to recover approximately one
mill per ton mile to meet our cost recovery goal of 100 percent of operating and
maintenance costs and 50 percent of new construction costs. The precise level
would depend upon the level of new construction activity and operating and
maintenance requirements.

Let me say at once that there are problems with using nothing but a fuel tax.
It would bear equally on all segments of the waterway system, whether their
operating and Investment costs are high or low. If full recovery were to be
realized through fuel taxes, it would mean that traffic on the lower Mississippi
would pay a substantial cross-subsidy to traffic on less fully developed water-
ways. Thus, I would be more comfortable with an approach that combines a
moderate fuel tax with segment tolls or other types of charges in order to
produce a more equitable distribution of the burden of the cost.

Tn conclusion, the Administration believes that It is no longer in the national
interest to continue direct taxpayer support of commercial water transportation
without an adequate system of user cost sharing. Water transportation should
join the air and highway modes in paying user charges for Federally provided
rights-of-way.

Mr. Chairman, that completes my prepared remarks. Now I will be happy to
answer any questions you may have.

Secretary ADAMS. I understand that the committee would like me to
address the position of the administration with regard to waterway
user charges and, in particular, two pending bills.

Thus far, the House and the Senate have come up with different po-
sitions and we are hopeful that this matter can go to Conference.

I want to state as my first point that we understand the necessity
of repairing the facility at site 26 and I have testified to this both in
the Senate and House.

When the legislation was presented before the House of Repre-
sentatives, it was divided into two parts and there was a closed rule
on the portion containing the fuel tax. I wrote to each Member of the
House at that time that we favored having a bill move because we do
believe that the lock and dam 26 matter should be resolved, hopefully,
before the end of this session.

We expected that there would be a more substantial user charge
than was provided for in the House bill. I had testified before the
committees there that we supported the level of cost recovery con-
tained in the bill passed by the Senate and that we felt that we should
move to the Senate position or toward that position.

I used the word "substantial" in my comment to them and in writ-
ing to Members of the Senate so that everyone understood that the
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President was not willing to sign a bill that had the House cost re-
covery provisions in it and I think that was understood.

I deliberately avoided stating in my recommendations a specific
dollar amount in terms of either administrative charges which the
Senate had approved or the fuel tax that had been approved by the
House committee because this matter was going to move into con-
ference. The legislative process was working. I did not know what
Senator Domenici would state today but it is acceptable to the ad-
ministration that the House and Senate work to establish a reasonable
charge on the waterway system.

I want to emphasize another point. We aretalking about a phased
in system and we are talking about an examination of this system
in its early stages. The charges would be phased in over 10 years and
would build up a system similar to those used for highway and airway
funding so that money could be accumulated for the replacement of
this total lock and dam system, many parts of which are now ap-
proaching a 50-year life.

I am certain that members of the Senate Public Works Committee
have communicated to you their concern that it is not just this one
facility that needs attention. There will be many others, and we have
found that the best way to maintain a transportation system in the
United States is to have an orderly way of funding projects. Otherwise
we are going to end up each time fighting over a funding mechanism
for each one of these projects.

I would be happy to discuss the different types of charges: Segment.
tolls, tolls placed on the use of particular facilities, and fuel taxes.
They can be established in a balanced way and provide a substantial
amount of revenues for rebuilding and operating and maintaining the
system.

Last year operations and management costs on the inland waterway
system were $211 million and new construction costs were $278 mil-
lion, for a total of $489 million. We have indicated previously how
these costs can be recovered with various combinations of charges and
taxes. One of the important things about a user charge system, Mr.
Chairman, is that it builds in a policing mechanism, if you want to use
the term. Those who use the system will pay close attention to see that
the appropriate things are built and at the appropriate time and that

- the facilities are properly maintained because it is their money that is
involved.

My final point is that we wish to work with the Members of the
Senate and the House in working out a solution to this. I have indi-
cated that the House position is not acceptable. We have supported and
are willing to continue to support the Domenici approach-I should
not call it the Domenici approach because it was passed by the Senate
by a vote of 6ver-70 to 20. We are now at the point where we are pre-
pared to move between the Senate and House versions. As for my ef-
forts on the House side, so that you will understand the final comment

-that I make, I indicated to certain Senators, among them Senator
Humphrey, that I would do all I could to see that a user fee and lock
and dam bill came back from the House because I knew people on the
Senate side felt that it would never appear again over here.

I feel it is very important that we do a decent job on this. It is now
back here where it can be handled between the two bodies. I hope it
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will be, and I hope we will arrive at a solution before the end of this
session.

Now, Mr. Chairman, I would be happy to answer any questions the
committee may have.

The CHi x&w. Let me just ask about one or two things, Mr.
Secretary.

It was my impression when the House voted for the 4-cent tax which
is scheduled to go up in a few years to a 6-cent tax, that a majority of
the Members of the Senate-and it is just anybody's guess, you never
know until you call the roll to find out how they vote--thought that
would be a fair charge. Of course, I personally do not favor tolls on the
waterways or favor the use of fees, but the vote you referred to was in
the mind of a great number of Senators in considering the issue of
whether we should have a charge.

If there is to be a charge, you get to point No. 2, What should the
charge be? Just how much should it be? Some of us were surprised to
find that your administration, speaking through you, urged House
Members to vote for a 4-cent tax working up to 6 cents and now you
advise us that you would ask the President to veto what you yourself
asked the House Members to vote for. I must say that confuses a
legislator.

I believe I understand your position somewhat better now that you
have explained it here, but are you in a position to say what the adm'iin-
istration would settle for in that respect?

Secretary ADAmS. Answering your questions in order, Mr. Chairman,
what I wrote to the House of Representatives, and it is very short,
was this-

I am writing to you to indicate that the administration supports passage of
H.R. 8309, which will come to the House floor shortly and will establish a 6-cent
fuel tax on inland waterway commercial traffic after a 2-year phasein period. The
bill would also authorize a new lock and dam at Alton, Ii1. The administration
does feel that the recovery level in H.R. 8309 is too low but will work on the
Senate side to increase the recovery level. I have enclosed a factsheet providing
you with background on the issue.

So all the Members of the House were put on notice that the question
there was an up or down one, Do you want the lock and dam proposal
to go back over to the Senate side so we can proceed with this. And the
House decided that they wanted to proceed with this issue.

Now as to what is an appropriate level, Mr. Chairman, and I view
this with some trepidation because I know what happens when ad-
ministration witnesses try to tell members of a conference what they
ought to do when they are trying to decide between two conflicting
positions, it seems to me that the conference should consider a fuel tax
phasing up somewhat higher than the one in the House bill. The
second part of the package should provide for the imposition of some
type of administrative charges, whether yo-want to tie them to the
use of particular facilities or impose them in the form of a tonnage
charge. This would cut down on cross subsidies throughout the system.

I don't think that all the charges should be imposed in the form of
fuel taxes.

Third, you should instruct the Secretary to report to you at the end
of a 3-year period the effect the charges have had on growth and on
traffic patterns and how the system has worked overall.
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Most of our transportation movements are joint movements. In
other words, they go partially by rail, truck, and water. We are trying,
and I think this is our responsibility in the Department of Trams-
portation to analyze for you how the total system works. With re-
spect to the question Senator Danforth brought forth. I am not here
to favor one mode over the other. I would like to see established a
well-organized system for the replacement of waterway facilities. I
might say with regard to railroads, we are not involved in the re-
placement of railroad facilities except in instances where they have
gone bankrupt or are in liquidation.

In other words, we do not subsidize or are not involved in any
kind of Federal program for the so-called well-to-do western roads
which are heavily involved in this area. The only railroads that w?
are involved with in that region are special cases. Particularly we
get delegations from the Midwest requesting us to help repair the
so-called granger roads to get to the river.

The CHAIRMAN. Well, some of us don't want to vote for 1 cent
more of taxation than is necessary for this purpose and I am not sure
your answer gives me much guidance as to what I ought to vote for
in that regard. It seems to me, Mr. Secretary, that you ought to be
able to give us a better indication of what you would settle for.
What would you recommend to the President? What do you think the
administration would settle for?

We have been told that the President is going to veto any bill
that places those locks and that dam in a vital fink on the inland
waterway system unless he is satisfied with a user fee.

Now I don't want to vote for something that is going to be the equiv-
alent of 40 cents a gallon if the President is not going to insist on that
much. If we are going to try to accommodate him in that respect, are
you in a position to tell us how much we would have to vote for?

Secretary ADAMS. Mr. Chairman, it has been the position of the
administration that at the end of 10 years we ought to be recovering
100 percent of the costs of operation and maintenance and half of the
new construction costs. Now 10 years is a long time and what I am
saying to you is I think we ought to start toward that goal over a
minimum of 3 years and then at the end of that period-of time let the
House and the Senate review the system and determine whether we
should continue on schedule.

I tried to indicate to you that I do not believe that we need to rely
solely on a fuel tax that eventually would require a charge of 40
cents per gallon. A portion of the charge could be segment tolls and
other charges. If you wish, we can outline for you user charge systems
combining fuel taxes, segment tolls, and other types of charges. We
can give those to you in a schedule that will range over a 10-year
period.

The CHAIMAX. Do you have any with you now?
Secretary ADAMS. Mr. Chairman, I can give you a schedule based

on fuel taxes. I am inquiring from my staff whether they have one
involving segment tolls.

[The material referred to follows:]
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SCHULE BAsED ON FUEL TAX

1. COB fiscal year 197T estimated expenditures for inland waterway navigation:
Milliona

0. & M ----------------------------------------------------- $211
New construction ---------------------------------------------- 278

Total --------------------------------------------------- 489
2. Estimated diesel fuel consumption for 1978 on the inland waterway system:

850 million gallons. This figure is premised on the average consumption of one
gallon of fuel for 210 ton miles of service and 180 billion intercity ton miles.

8. Under this premise, each cent of fuel tax would be expected to recover
approximately $8.5 million.

4. Under a proposal eventually recovering 100 percent of 0. & M. and 50 percent
of new construction, a 40 cents per gallon tax would be needed to cover $350
million in COE outlays.

5. The table below shows projected tolls and revenues for a 10-year, phased
program.

(Dollar amounts In millions)

Operation Pate per
and New gallon

Year maintenance construction Total (cents)

Ist ----------------------------------------------- $21 $14 $35 4
2d ...................................... 42 28 70 8
3d ................................................ 63 42 105 12
4th ----------------------------------------------- 84 56 140 16
Sth ----------------------------------------------- 105 70 175 20
6th ................................................ 126 84 210 24
7th ----------------------------------------------- 147 98 245 28
8th-------------------------------------------- 1 112 280 32
9th -------------------------------------- 189 126 315 36
10th ............................................... 210 140 350 - 40

In regard to segment tolls, the Department has been reluctant to prepare
a preliminary schedule of charges because of the specific commodity and segment
studies which would be required under the "cap" provision in section 303(a)
of the Senate version of H.R. 5885. (See also section 103(a) of amendment No.
1460 dated October 19, 1977.) That provision limits any toll to 1 percent or less
of the value of the commodity being transported on the inland waterways. Be-
cause of the difficulty anticipated in establishing such a toll structure, section
303(a) would give the Secretary of Transportation 10 months in which to con-
-duct studies, holding hearings, and draft preliminary regulations on a proposed
system of user charges. This would provide sufficient time for the development
of a schedule of tolls for each phase, commodity, and river segment.

The CHAIRMAN. I am proceeding by the so-called who-arrived-first
rule and Senator Danforth is next.

Senator DANFORTm. Mr. Secretary, the importance of this proposed
fee is not that it is a revenue raiser, is it?

Secretary ADAMS. Yes.
Senator DANFORTH. It is?

-Secretary ADAMS. Oh, certainly.
Senator DA.NFORTi. You mean that, therefore, if we could come up

with $200 million from some other source that then we could just
junk the idea of the user fee?

Secretary ADAMS. No. What we are trying to establish is the type
of thing we have established in some of the other modes so that the
users, rather than the general taxpayers, pay for the system.

Senator ,DAxFORTH. You are talking about the philosophical
question.

Secretary ADAMS. But it is definitely a revenue raiser and the
reason I mention that is that that gives you a regularized system
rather than a system of individual appropriations.
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Senator DANFORTH1. Let's get to the regularized system in a few
minutes but you were saying that the reason that you want this is that
it will produce $260 million for the Treasury 10 years from now f

Secretary ADAMS. $350 million.
Senator DANFORTE. That is the reason you want the 10?
Secretary ADAMS. Yes.
Senator DANFORTH. And the fuel tax in the House bill would pro-

duce $58 million, right?
Secretary ADAMS. That is a little high.
Senator DANiFORTn. Beginning in 19-
Secretary ADAMS. The frst year, a 4-cent tax would produce $35

million. Eight cents would produce $70 million. I can run it out
for you.

Senator DANFORTH. I am told that in 1982 if the 6 cents is fully
endorsed it gets to $58 million a year.

Secretary ADAMS. Approximately.
Senator DANFORTir. Whereas the Domenici approach, which is the

administration's approach, will get $260 million a year 10 years down
the road, is that right?

Secretary ADAMS. $350 million.
Senator DANFORTH. $350 million?
Secretary ADAMS. $350 million.
Senator DANFORTH. $350 million.
Secretary ADAMS. Yes.
Senator DANFORTH. We are talking about a $350 million difference?
Secretary ADAMS. $350 million difference.
Senator DANFORTH. The differential between the two-that is what

we are talking about.
Secretary ADAMS. If you used a fuel tax-this was the question that

was originally asked-you would end up in the 10th year with $210
million to cover 0. & M., and $140 million for new construction,
for a total of $350 million.

Senator DANFORTU. $350 million.
Secretary ADAMS. That's correct.
Senator DANFORTH. And your point is that the reason you want to

impose this tax is that the Treasury needs the money.
Secretary ADAMS. Yes. We are going to be replacing that whole

waterway system in the next 20 years.
Senator DANFORTH. So we now have a deficit of $60 billion and we

are fussing about $300 million, is that right?
Secretary ADAMS. Yes, sir. We fuss a out $300 million because $300

million multiplied enough times makes $60 billion.
Senator DANFORTH. And that is what brings us all together, is that

so, the need of the Treasury for an additional $350 million 10 years
from now.

Secretary ADAMS. And lock and dam 26. [Laughter.]
Senator DANFORTH. You concede lock and dam 26 is needed.
Secretary ADAMS. Conceded.
Senator bANFORm. Everybody believes that is necessary don't they?
Secretary ADAMS. Well, not everybody. [Laughter.]
Senator DAFOR T. All of us.
Secretary ADAMs. Senator, we have come a long way on this issue.

Several years ago we were talking about two 1,200-foot locks at Alton
and replacement of the dam. We are getting near the end of this
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after many issues have been narrowed, including what to do on the
UPer Mississippi, environmental concerns, and the depth over the

So when you ask me what we are discussing today, it is a very small
part of a very large puzzle.

Senator DANFOR. Isn't it only fair to say that the main issue is
not that the Treasury needs $300 million when in fact it needs $60
billion? Isn't the fact of the. matter that the real issue is the effect
that this tax is going to have on what quantity of freight was shipped
by river and what by rail?

Secretary ADAmS. No. We are trying to establish for the waterway
system a user charge concept which has been proposed I think by five
or six Presidents. We have the same type of thing for aviation and
highways.

Senator DANFORTH. And to the extent that we don't recover every-
thing it is simply a form of subsidy.

Secretary ADAms. That's correct. Even the original Senate version
contains a subsidy of 50 percent for new construction. We accept the
idea that a substantial subsidy will continue for the waterways. We
have not objected to that.

Senator DANFoWrr. Right. And the form that the subsidy comes in
today for the waterways, the form that the Federal subsidy comes in is
through free river transportation, correct? That is the form by
which-

Secretary ADAMTS. Yes, we appropriate money and carry out river
projects.

Senator DANFORTT. Maintain, say, a river system and that is the
form by which we in the Federal Government subsidize river trans-portation.

Secretary ADAMS. In addition, we have other things such as Coast
Guard navigational aids. But, yes, the Government maintains the
system through a number of agencies.

Senator DANFORTHi. It is also true that the prime competitor for
river transportation is railroads, isn't that correct?

Secretary ADAMS. It depends. Iii some areas it is trucks and others
it is pipelines.

Senator DANFOrTH. Mainly, though, when you are thinking in terms
of shipping sand and gravel and grain and fertilizer and the things
that are shipped on the river, it is true, isn't it, that the main com-
petitor is the railroad.

Secretary ADAMS. In the case of bulk commodities, that is correct.
In some cases there is no other competition. In other words, as was
pointed out earlier, the railroads in many of those areas are not even
able to compete in the area of very heavy bulk shipments.

Senator DANFoRmT. All right. We do also subsidize, do we not, the
railroads?

Secretary ADAMS. Not substantially in this area. We do in other
areas of the United States, yes, sir.

SenatorDANFoEtr. We subsidized the railroads in handling freight.
Isn't ConRail in essence-

Seretary ADAMS. Yes, that is what I am saying and I am not advo-
cating in the least bit that we spread that throughout this part of the
country.

Senator'DAWroWrn. Isn't that a loan program to solve the subsidy?
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Secretary ADAaas. The loan program is basically oriented to those
who are not able to obtain loans in the private market.

Senator DANFORiXi. Form of subsidies.
Secretary ADAMS. Form of subsidy, yes.
Senator DANFORTH. We make State grants for rail continuation,

don't we?
Secretary ADAMS. Only on track that otherwise would be abandoned.
Senator DANFor. You have such a program?
Secretary ADAM1S. We have such a program.
Senator DANFORTH. I think it is a good program but we have such

a program. We have also bailed out the railroad retirement system,
haven't we?

Secret arv ADA3S. That's correct.
Senator )DANPOITMIE We also have a variety of tax expenditures that

benefit railroads?
. Secretary ADAMNS. The reason I hesitate on that is that we have a
very bad series of problems with respect to the taxation of railroads
under the revenue code. You probably should have the Secretary of
the Treasury address it. What I know from my prior experience is
that in writing off tunnels and bridges, et cetera, I am not at all sure
that the tax benefits available to railroads are as good as they are
to its competitors.

There is a considerable question.
The CHAIRMAN. Might I interrupt, Mr. Secretary. The note I have

indicated we had $350 million in tax benefits, mainly tax expendi-
tures for the rail industry in the 1976 tax bill alone. That is an annual
figure?

Secretary ADMfs. Mr. Chairman, there are tax benefits, as you know
far better than I, for all segments of American business. Wfhat I was
trying to say to the Senator was that I cannot state whether they are
better than what we give to the barges, the trucks or others.

Senator DANPORTIT. Let me just make an assertion to you then.
What you say is what your staff prepares for you, what I say is what
my staff computes for'me but my staff has computed the following:
That when you total up all of the various kinds of subsidies for
freight-I am not talking about Amtrak at all, I am talking about
freight for railroads-you get to about a billion dollars a year and
when you totaled up the waterway subsidy you get to $360 million a
year and when you divide that by the ton-miles under the present
system without any change at all, without any imposition of a water-
way user fee, the present system is fairly close to parity between the
two systems of transportation: that is to say, we provide a 1.29 mills
per ton-mile of subsidy for railroads and 1.30 mills per ton-mile for
waterway subsidy.

Now I think what we are doing here is we have already made a
decision that we are going to break that rough period. We are going
to provide the waterway system with less in the form of subsidy
than we provide the railroad, and if we go the House version, we are
going to go from 1.30 mills to 1.10 mills. If we go to the administra-
tion's version or the Senate bill, we are going to get to four-tenths
of a mill roughly which is about a third of the ton-mile subsidies
that railroads are going to be getting. That is really the issue and the
only way this comes into play, I frankly think it 'is ridiculous to be
talking about raising revenue of $300 million 10 years from now.
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The fact of the matter is we are making a decision as to how we
are going to balance the relevant subsidies between freight that travels
by rail on one hand and freight that travels by barge on the other. As
I understand the position of this administration, it is that we are going
to provide substantially greater subsidies for rail transportation than
we do for barge transportation and further that the effect of this is
going to be as pointed but in-the study of your Department, the De-
partment of Transportation, which is going to be a 20-percent diver-
sion of traffic from the barges to something else which is namely the
railroads and that is just exactly what I would like you to say point
blank if you can that this is in fact what you are trying to do.

You have decided that you are going to subsidize the railroads more
than the barge lines and that the effect of this is going to be a 20-percent
diversion of traffic because of the marginally higher prices particu-
larly as you get farther away from the inland waterways.

Secretary ADAMS. Senator, the bulk of the subsidy that is paid to
railroads in the United States is paid in order to keep alive a system
that exists in the Northeast and is not in competition with the 'barge
system. Many of us agonized over whether the railroad system in the
Northeast should collapse. That is where the money goes; it does not
go into the area that you are talking about.

We spend very little money in areas where railroads are competi-
tive with the barges. Now it may be that the Congress in its wisdom
may have to decide whether you want to keep the railroad system in
the Northeast operating-that is ConRail, not Amtrak-and whether
the Northeast corridor should be built. That is where the money is
going.

So the figures you give have no relevance to a competitive advantage
between the two. It is a public policy decision whether you want to
keep a railroad system in a part of the country where there are lots
of goods to be moved and lots of people to be served. In answer to
your second question, if you collected user charges at the end of 10
years that would recover 100 percent of operation and maintenance
costs and the railroads didn't change their rates within the 10 years,
you might have a diversion of 10 percent of the barge traffic.

Senator DANFOirH. Management alone, that is not the capital cost.
Secretary ADAMS. That is correct. That was the analysis.
Senator DANFoRTIT. You said we are talking about maybe 20 per-

cent which includes the capital cost.
Secretary ADAMS. That is Senator Domenici's analysis. If you want

us to run an analysis, we can do it anyway you want. If you run it
with the railroad rates remaining changed and not allowing for a
change in barge costs, that probably is not relevant in that both are
going to change in 10 years. That is why I suggested to the chairman
that the Congress willwant to look at the charges after a period-of
time to see what their impact is out on the river.

But any way you want it we will slice it that way so you can look atit.
Senator DAmOETH. You have already produced a book here.
Secretary ADAMS. I indicated to you we would assume that rail

rates would stay constant in order to provide a baseline figure while
you would have this program in effect because that is what the infor-
mation was in the Senate.

Senator CniiTis. May I ask one question? This is not directed to the
northeast area, but primarily the western railroads.
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Secretary ADAMS. That's correct.
Senator CuRns. Do all the States levy a tax?
Secretary ADAMS. Yes.
Senator Curms. Do you know how much the States pay on State

and local taxes on their right-of-way?
Secretary ADAMS. It is about six-tenths of a mill per ton-mile.
Senator Cuirris. Do you have any idea how many dollars that is?
Secretary ADAMS. No. We can supply that to you, Senator.
Senator Curms. I think that is one of the factors in trying to find

out what is fair between all types of transportation-air and rail
and highway and waterway-that very properly should be taken into
account in reference to the railroads is that they build and maintain
and pay taxes on their right-of-way which is rather unique among
transportation generally and I thank you very much for inserting
the figure.

Secretary ADAMS. We will supply that to you, Senator. I'm sorry,
I didn't know that question would come up.

Senator Cuwms. That is all right. For the record will be fine.
[The following was subsequently supplied for the record:]

RAILOAD TAXES BY STATmS-19751

Taxes payable by railroads of all classes in 1975 to state, county and municipal
governments as shown below averaged only one-half of one percent higher than
in 1974. They consist primarily of property taxes or other forms of tax assessed
in lieu of property taxes. Amounts shown include taxes payable by Class II and
switching and terminal companies in addition to those of Class I roads as shown
on page 17. Data for 1976 are not yet available.

[Amounts shown in thousands]

Alabama ------------------ $7,697
Alaska ---------------------- 227
Arizona -------------------- 9,605
Arkansas ------------------- 6,676
California ----------------- 45,998

Colorado ------------------- 8,562
Connecticut ------------------ 184
Delaware -------------------- 530
Dist. of Col .------------------ 970
Florida -------------------- 8,852

Georgia -------------------- 7,825
Hawaii
Idaho --------------------- 5,208
Illinois ------------------- 42,564
Indiana ------------------- 13, 282

Iowa
Kansas
Kentucky
Louisiana
Maine

Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri

6,991
13, 710
6,441
7,018
1, 601

5,234
4,619

10, 989
22,988
4,012

15,079

Montana
Nebraska.................
Nevada
New Hampshire .............
New Jersey...............

New Mexico ------------------
New York --------------------
North Carolina ---------------
North Dakota ----------------
Ohio....................

Oklahoma................
Oregon
Pennsylvania
Rhode Island ...............
South Carolina ---------------

$7, 862
8,992
3,682

261
7,214

2,310
20,404
7,039
3,971

28,134

6,089
8,106

23, 168
1,304
4,184

South Dakota ---------------- 461
Tennessee ----------------- 13,457
Texas -------------------- 20,679
Utah ---------------------- 6,460
Vermont --------------------- 216

Virginia ------------------- 17,063
Washington ---------------- 7,280
West Virginia -------------- 9,700
Wisconsin ------------------ 5, 513
Wyoming ------------------ 5,462

Total ---------------- 476,868
'American Association of Railroads, "A Yearbook of Railroad Facts, 1977 Edition."

20-306---77-----4
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The CHxAIMAx. Are you through for the time being, Senator Dan-
forth?

Senator DANFORTIF. I will be shortly.
Senator CunRis. Excuse me, Senator. I thought you were through.
Senator DANFORTI. Well, my concern, Mr. Secretary, here you have

an industry-and I am talking about the people who work on barges,
talking about the people who build them, talking about the terminal
companies, the warehouse companies. We have an industry that em-
ploys 415,000 people. They have an annual payroll of $4.3 billion and
here for the sake of raising 10 years hence $300 million we are doing
something which at least possibly could divert 20 percent of the busi-
ness from this mode of transportation. The thing that concerns me as
we sit up here in Washington with these highly theoretical ideas,
would it not be nice if we created a systeiii in which we paid the
replacement cost of lock and dam 26 or something without consider-
ing the fact that you have got river valleys, you have got cities that
are dependent on this system and it is not a trivial effect that we are
going to have?

Why do you think this room is filled with lobbyists right now? It
is a very significant affair that we are going to have and what you
want to do and what Senator Domenici wants to do is to change a
national policy that has been in effect now for a century and a half,
for as long as we have had what amounts to the inland waterway sys-
tem, and this change is going to have some effect, it is not just a theo-
retical speculative thing, nor is it merely $300 million. If that is all
it is, we could raise the revenue some other way but it is a tinkering
with an intricate interrelationship in which people's livelihoods are
involved.

The thing that concerns me about this is that we may be doing
something which is going to be a catastrophe and the only thing is
this $300 million, 10-year down-the-road matter.

Secretary ADASN.'Senator, I was in the Congress when we delib-
erated on vhat was known as the barge mixing rule. We allowed a
tremendous change to be made in the competitive atmosphere in favor
of the barge people because the barges were more efficient. I am in
favor of river traffic, it has grown enormously and it will continue
to grow.

All we are trying to do here-and it is the same thing that Presi-
dents, regardless, of party, have been trying to do for 20 years-is
simply take a system, and we originally aid this in this country with
the Erie Canal and other facilities, and say that those who use it
commercially should pay part of its costs.

We do that with respect to highways. The reason we don't do it
with railroads in the same fashion is that they own their own rights-
of-way and they have to pay taxes on them. One of the reasons why
we have the unusual arrangement in the Northeast is that we believed
it to be in the public interest to assist in the retention of remnants
of bankrupt railroads so that service could be continued. But, gen-
erally. we do not fund projects on the railroads' rights-of-way,
particularly in the Western areas that you are talking about.

Senator D..x'OnTHr. The fact of the matter is that we do subsidize
the railroads.

Secretary AD,%.%rs. And we arc going to subsidize the waterways.
we have agreed to that.
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Senator DA-rorii. That is right. We are also going to have user fees
of one sort of another depending whether we go the House route or
the Senate route; It is a very practical question.

Secretary ADAMS. It is.
Senator DANFonTH. And the question is: What kind of an effect are

we going to have ? I would submit to you that you really don't know
but your downside risk figure is 20 percent diversion.

Secretary ADAM. After 10 yeais and with no change in railroad
rates, Senator. But rates and costs will probably change. For example,
take the price of fuel. Diesel fuel has gone from 10 to 40 cents
since 1973. This is an enormous difference. These things occur. What
we are talking about here is a capital cost being factored into a busi-
ness over a long period of time and in a cautious fashion.

Senator DA.NFOMiTH. Thank you, Mr. Chairman.
The CHAIRMAN. Mr. Nelson.
Senator NELsoN-. No questions.
The CHAIRMAN. Senator Curtis.
Senator CURTIS. I have nothing further.
The CHAIRLAN. Mr. Secretary, I- made reference to some of the

things that we have done for the railroads. I am not at all proud to do
so, but I think we ought to recognize that we have done some things
for railroads like everything else.

Secretary ADANMS. I agree, Senator. I don't deny that we have done
things for the railroads.

The CHAnRMAN. You say that in the 1976 Tax Reform Act over the
period of that act-which contained certain provisions relating to
railroads' tax credits and depreciation-41 million and then 50 per-
cent placing service at another $18 million on an annual basis and
that is what was projected out, $352 million.

Those two items total about $60 million a year for the railroads, but
that is not by any means all that was done. I said to your predecessor,
Secretary Coleman, in a letter dated December 13 last year, I thought
we would be talking about things like this year and, therefore, I
wished he would get me all the information on matters of this sort
starting out with tax expenditures.

No* some of our local friends have been extremely apt to putting
in works just the same as an appropriation.

Secretary ADAMS. Yes.
The CHAInMAN. And it does, I don't deny it. It put in just exactly

what it accomplished.
I suppose he figured he was not going to be around much longer at

that point so he didn't send me an answer. I wish, however, some-
body in your Department would supply the information I have asked
for "because we want to know what has been done with regard to the
tax expenditures, Government loans, guarantees, grants, land grants,
railroad retirement, and passenger operation.

Now here are just a few items that come to me and I am not em-
barrassed about the fact that I participated. I did it fully and in-
tentionally without any apologies whatsoever. What has been men-
tioned about the railroad retirement system involves $254 million
to help them With that part of it. What we have done with Amtrak
is worth about $5 million a year. We have provided $600 million for
facilities, mainly rehabilitation, $1 billion in loan guarantees and $2.1
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billion for ConRail. That, of course, was the point of view in history
when people talk about somebody raping the public. They like to go
back and talk about what the robber barons did and talk about the
granddaddy of them all, the land grants.

When I look at how much acreage was given to railroads and figure
out how much that is in square miles, I am not sure the United States
is that big, but those land grants I am told worked out to 180 mil-
lion acres of land that we gave 14 railroads.

I say we gave--I had nothing to do with that. [Laughter.] That is
one giveaway they cannot blame the chairman of the-Finance Comr--
mittee for. [Laughter.]

For one example, Forbes magazine recently estimated that Union
Pacific's mineral holdings alone under those lands is worth $1 billion.
That same magazine which is not antibusiness estimated that 22 billion
tons of coal reserves are held by Burlington Northern and Union
Pacific, worth about $5.5 billion, in the land we gave them. They have
enough minerals under the land we gave them to solve the energy crisis
if they could just go out and mine all that coal. Those fellows have
been well considered. If they are not fat, it is not our fault; we did
what we could to make it that way.

Furthermore we have not done badly by the truckers. Every time
I drive down the highway, especially in Louisiana on a damp, rainy
night on one of our primary systems, it is not at all unusual to see
some big, heavy truck stopped on the side of the road. I think the
Interstate is better so the slabs don't crack, they just lean. Now you
really don't think that that 4-cent tax on diesel is really paying for
all the damage that those trucks do to highways, do you?

Secretary ADAmS. No.
The CHArMAN. Furthermore, we were led to believe some people

thought it was not going to be the waterways coming in, they thought
it was going to be private aviation, because my understanding is that
it was suggested that we ought to put more taxes on private aviation.
Studies of federally financed aviation facilities indicate that they
are not getting their full share of the-taxes but all the benefits of the
aviation facilities that we are providing. What is your impression on
thatI

Secretary ADAmS. The last analysis that I read on that was that they
pay less than the commercial users do into that.

the CHAIrMAN. Now I have had something to do with the last
time we put a tax on that and some people thought we were taxing
them too much and I thought we were not taxing them enough. I
thought they could pay more. We know we have a problem here and
I just hope you recognize, Mr. Secretary, that so far as I can see we
are subsidizing all forms of transportation in this country-the pri-
vate passenger automobile being the exception.

It looks like when we get out there in our private automobile we
are paying our fair share. With regard to truckers as well as the rail-
roads and maybe the airlines (they may be paying more of a share
nowadays) there 'has always been abig howl at the public trough until
we get them into a good financial position.

Secretary ADAMS. I don't know about your description, Senator.
[Laughter.]

We help them along the line.
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The CHum . Well, I will modify that. There might be somebody
in the industry that might take exception to my language. The point
is I think we have helped all of them.

Secretary ADAMS. Senator, I think that this Nation has become
the country it is because transportation has been helped along by the
Federal Government, starting with the canals and working our way
up to the railroads and then the highway and aviation systems.

Well, what about the fact that all these things were built in the
past? I don't know. I suppose we could find out how much all the
locks and dams and dredging have been worth. But I think we ought
to let bygones be bygones with respect to the things we have already
put in place and I think we also should continue to subsidize the barge
industry. And all of the proposals that are before us involve a sub-
stantial amount of subsidy.

I had the same feeling you have in the time that I spent in the
Congress. We help a lot of people out there as I think we should. We
try to be fair and we try not to make any mistakes. Therefore, as this
matter goes into conference, I hope we do a fair and a decent thing
and we will be available to try to help. We are not trying to be con-
tentious with any of the groups that are involved; we know that they
are sincere, we know they have their positions too.

Unfortunately, you and I and the other members that are involved
in this have to make a difficult decision. It is going to make some
people glad and some mad. You and I have done this before and
after it's over we hope-that we can just move to the next item and that
we can survive that.

Senator DANFORTH. Mr. Secretary, you are proposing that the sub-
sidy which is in the front of that, that the value of the subsidy that is
now being extended by the Government to the inland waterway
system be put to about a third.

Secretary ADAMs. It would be reducd over a 10-year period.
Senator bAzFoRTH. About a third of what it is now.
Secretary ADAMS. Yes.
Senator DANFORTiH. Now surely that is a matter of some consequence.
Secretary ADAMS. It is, Senator. It is a matter of great consequence.
Senator DAwYORTH. And it is a matter of consequence to the people

whose livelihoods are based on the river, isn't that right?
Secretary ADAMS. Yes, Senator.
Senator bANFORTH. It is not a trivial matter?
Secretary ADAMS. It is not a trivial matter.
Senator bANFORTH. It is not just a waste of their time that some of

them should be here today.
Secretary ADAMS. Absolutely not. They have an enormous stake in

this. All the parties, as you indicate, that have focused on this have
an enormous stake in it and, as I said to the chairman, we are perhaps
in the unfortunate position, all of us, where we have to decide. But
that is what it is all about and that is what we are trying to do in
a reasonable fashion.

I understand your position and the reasons that you are there and
I respect you very much for it. I just can't help the fact that this is
where we are.

Senator DANFORTH. What strikes me as remarkable-it is not just
this, it is so many things we do in Government-is that we should
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have come up with some reasonable theory you know, this sounds good
and the effect of it is just tremendous insofar as the people throughout
the country are concerned and we should have to toy around with rea-
sonable concepts, what we think is reasonable.

Secretary ADAMS. Senator, the only way I know how to correct that,
and that is what we are trying to do, is to start with it. We have studied
it, as you pointed out. We have booklets going back 25 years. So at this
point you are going into the process We have put in a phasing-in
period as I indicated to the chairman. I can very well understand what
you will want and expect from me as Secretary of Transportation.

I suggested that 3 years out-you may want to set a different time-
we would come back and report to you the effects of the charges. And
other witnesses who are here today would also appear and either say
I am right or I am wrong. But "I will give you the honest answer
you ask.

The CIHAIMAN. Thank you very much, Mr. Secretary.
Secretary ADAMS. Thank you very much, Mr. Chairman, for your

courtesy.
The CHAIRIMAN. WO appreciate your statement.
Secretary ADAMS. Thank you, Mr. Chairman.
The CHAIRMAx. Next we call Senator Walter Huddleston, the

Senator from Kentucky.

STATEMENT OF HON. WALTER D. HUDDLESTON, A U.S. SENATOR
FROM THE STATE OF KENTUCKY

Senator HUDDLESTON. Thank you very much, Mr. Chairman.
I appreciate the opportunity to appear here very briefly and make

a statement before the committee.
The committee has under consideration today a very reasonable

compromise of a number of difficult and controversial issues. The
Navigation Development Act, H.R. 8309, was sent to the Senate by an
overwhelming vote of 331-70 in the House. It clears for construction
the replacement of lock and dam 26 at Alton, Ill., eliminating a bottle-
neck which has been unnecessarily adding to the costs of moving traffic
throughout the Midwest. At the same time, it imposes a fuel tax of 4
cents a gallon on bargelines and their customers. The tax rises to 6
cents in 1981. _

Efficient transportation is, of course., crucially important to the
economic well-being of any region and lucky is the area in which rail,
water, truck, and pipelines compete because effective competition pro-
duces the lowest price for the consumer and the best quality of service.

Kentucky has more navigable waterways than any other State, ex-
cept Alaska, but at the same time, it relies on efficient rail, truck, and
pipeline service as well. I have and will continue to support each of
these modes.

I have also long supported the concept that bargelines and their
customers should make a contribution to the cost of maintaining the
waterways, but none of us would want to impair the constructive con-
tributions water transport makes to the overriding national goals of
fighting inflation and conserving energy.

The question of whether or not there will be some cost recovery has
already been settled. The only remaining question is how much, and
what the effect of that charge or tax will be. Or put another way, how
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much can we tax the water transportation industry without driving
substantial amounts of traffic off the waterways and thus destroying
a vital mode of transportation.

The think that must be kept in mind is that water transportation,
unlike other modes, cannot offer speed of delivery or door-to-door
delivery. It offers one primary advantage-low cost for moving bulk
commodities. If it loses that advantage, it will lose its appeal and
traffic,

In breaking precedent with the traditional toll-free policy main-
tained by our Government for over 200 years, we are risking many
unknowns. That is why I think we should proceed with caution and
with full knowledge of the facts. I am reassured by the fact that this
bill calls for an in-depth study of the impact of waterway taxes.

Navigation improvement has been one of the Nation's great success
stories. Few success stories can match those of the rivers serving Ken-
tucky. The Ohio River canalization project, for example, was author-
ized in 1910 anticipating 13 million tons of traffic annually.

In 1975, Ohio River tonnage exceeded 140 million tons. The Tennes-
see canalization project anticipated annual tonnages of about 13 million
and in 1975 carried 28.3 million tons. The Cumberland project was au-
thorized for an anticipated tonnage of 2.2 million in 1946 and carried
11.8 million tons in 1975. The Green River project was authorized in
1954 for an anticipated tonnage of 5.4 million and carried in 1975 15.9
million tons.

This remarkable development has had a highly positive effect on
the growth of the economy of Kentucky and of the region. It has
stimulated billions in private investment in industry and agriculture,
producing the kind of local payroll that all communities desire. It has
called forth investment by local cities and towns in river port and
terminal facilities, many of them financed by local bond issues backed
by anticipated future traffic.

Having established the precedent of cost sharing in this bill, I think
it is now urgent to study in depth the impact of this tax and any future
escalation.

There are many complex issues. Who are the ultimate beneficiaries
of navigation investment? What will the impact of various levels of
barge taxes be on rates of competing modes? 'What will the impact
be on farm income, on balance of payments, on our troubled steel
industry?

To what extent does navigation development, which stimulates the
entire economy, also stimulate business opportunities for competing
transpi-rt modes? How do direct and indirect Federal aids compare as
between modes and is there any unfairness as between modes? And,
above all, how can we move toward a comprehensive and neutral trans-
portationlpolicy?

Kentucky is an inland State and I must confess to concern that
shallow draft navigation appears to be singled out for a tax while deep
draft and Great Lakes facilities are exempted.

Another unfortunate aspect of this particular legislative situation,
in my opinion, is that in some minds it has developed into a contest
between the barge companies and the railroads.

That is exactly what is wrong with much of our transportation
policy in this country. We pit one mode against another rather thark
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searching for a common, integrated system which gives this country
the full advantages of each while promoting competition and efficiency.

We need a national transportation policy, and we also need some
kind of overall transportation account within the Department of
Transportation to assure that all modes are treated fairly, that they
have equal access to capital, that competitive equity is maintained,
and that each mode is used to its full potential.

I am hopeful that the institution of some cost-recovery on the water-
ways will be a step in that direction, that it will diminish the propen-
sity to pit one mode against the other, and that it will promote an
integrated transportation policy.

But the question here today, as I said, is how much should we tax
the water transportation industry. I favor the principle of cost shar-
ing, but I think there is nothing to be lost and everything to be gained
by adopting a maximiun fuel tax of 6 cents a gallon at this time, and
saving escalation until all the relevant facts outlined in the study
proposal can be evaluated.

I had rather be cautious now than be sorry later.
Thank you, Mr. Chairman.
The CHAMMAN. Thank you very much for a very fine statement.
Senator Huddleston, you emphasized the one thing that I think

ought to be our objective and that is to try to work toward an inte-
grated transportation policy to try to see to it that all of those in the
transportation industry make a good profit if they are operating effi-
ciently and try to find a way they can all work together for the future
good of all, including the common goals of the entire country. I don't
think that is too much to hope for.

Senator HUDDLESTON. J think obviously each system has certain
inherent advantages and disadvantages. The question then is how does
the Government play its proper role without favoring one over the
other. Obviously the answers to those questions are not now available.

I think the testimony we have heard today indicates that we do not
have adequate answers yet to all those questions and to run pell-mell
into the preconceived notion that bargea traffic ought to pay for all of
the operation and maintenance and part of the construction costs
immediately does not seem to me to be reasonable at this point. We
have not made that kind of determination on the question of other
modes.

For instance, the gasoline tax does not pay for maintenance of the
Federal highway system. The States maintain those systems; most of
them do it substantially through an additional tax on accessories or on
gasoline but they have other methods, too. So we have not really looked
at this whole picture to the extent that we can say right now we ought
to proceed down this road. There is plenty of time after the imposition
of the program called for in the House'bill to make the right deter-
mination and the study seems to me to be the best approach.

I might point out, too, that the vote that was taken in the Senate
quoted by Secretary Adams of. I believe, 72 to 20 was not a true reflec-
tion, in my judgment, of how the Members of the Senate feel about this
particular issue. That was the vote, I believe, on final passage. The real
key vote was on an amendment, I believe, offered by Senator Steven-
son relating to a study and that vote was much closer, 51 to 44, I believe.

After that issue was lost, there was only one other ball game in town
and it passed substantially. I believe the Senate would give very seri-
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ous consideration to accepting what the House has proposed and which
was supported by the administration up until it passed the House. Give
us this ground work, give us this foundation to move ahead on and then
determine what a proper approach ought to be. I would hope that
would be the case, Mr. Chairman.

The CHAni.A. Thank you so much, Senator Huddleston, for a
very fine statement.

Next we will hear from the Honorable James Symington on behalf
of the American Waterways Operators, Water Transport Association,
National Committee on Locks and Dam 26, American Inland Water-
ways Committee, and the National Waterways Conference.

Mr. Symington, we are very happy to have you before the commit-
tee. We are pleased to have your statement.

STATEMENT OF HON. 1AMES SYMINGTON, ON BEHALF OF THE
AMERICAN WATERWAYS OPERATORS, WATER TRANSPORT AS.
SOCIATION, NATIONAL COMMITTEE ON LOOKS AND DAM 26, AMER-
ICAN INLAND WATERWAYS COMMITTEE, AND THE NATIONAL
WATERWAYS CONFERENCE

Mr. SYMINoTo.-Thank you, Mr. Chairman.
Mr. Chairman and members of the committee, it is my honor to

appear before you this afternoon on behalf of those to whom naviga-
tion on the inland rivers is most important. It is a large list. It includes
virtually every national farm organization. Farmers, especially in our
heartland, rely on the rivers to take their rin to market and to bring
to them essential fertilizer and other supplies.

I speak for those who make electricity, those who mine coal, or
distribute home heating oil and gasoline; those who make chemicals,
paper, and steel. Also, of course, the some 1,800 companies and 90,000
employees who operate the 25,000 barges and 4,100 towboats that ply
our great rivers in the service of America's people and her continmng
destiny as the world's foremost trading nation.

A specific list of the principal supporters of H.R. 8309 as passed
by the House by a vote of 331 to 70 is attached to my written statement.

Naturally, as one who served in the House on behalf of a community
which owes its origins and continued good health to the dowry con-
ferred on it by the Father of the Waters, I am as-grateful for the
House's action as I am hopeful that the Senate may confirm it.

Of course, as Senator Danforth indicated, the House has already
confirmed the principal thrust of the Senate action by passing for the
first time in history a new charge on the waterways.

Speaking of the Father of the Waters, Mr. Chairman, I think that
Senator Domenici made an apt allusion when he referred to Abe
Lincoln's action as an attorney on behalf of a railroad back in 1854.
Later, as President, he looked forward to the day when the Missis-
sippi could roll unvexed to tie sea which replacing the lock at 26
would help it to do along with the traffic upon it. Beyond that, it
would be interesting to try to learn the extent to which navigation
aids and other procedures and flood control measures have helped to
fortify the structures that rail bridges enjoy over the many rivers of
our lands, a contribution which, as far as I can tell, is not charged
to the railroads.
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Mr. Chairman, the Senate having worked very hard on all the
issues posed by tie various elements in this legislation, has one major
remaining question to resolve: That is whether the user tax provided
in the House-passed version is a proper and adequate charge under
all the circumstances.

I think the committee has detected some difference of opinion on
this question. There seems to be four points of view on it.

One, such a departure from long-established toll-free waterways
policy is, per so, a grave mistake.

Two, if it is warranted by changed circumstances, a 4- to 6-percent
tax per gallon is dangerously high.

Three, it should be much higher.
Four, it is at the right level to permit proper adjustment by the

industries affected, and proper monitoring as to its impact according
to the study provisions of the bill.

The .ignificance of t-e mandated study and 3-year report to Con-
gress should be noted at the outset-because it goes to the question of
adequacy of the initial tax.

No more succinct expression of this significance has appeared than
that of the .Journal of Commerce, Tuesday, September 20, in its-edi-
torial entitled "The Price of Dam 26." The concluding paragraph of
that editorial may appear to articulate the obvious. But the obvious
can occasionally get lost in the shuffle of Ideas and interests. It reads:

Once the concept of special taxes on users of inland waterways gets on the
statute books, it will be relatively easy for Congress to vote increases in the
tax rates; much easier than getting the precedent established. So if the barge
lines and their customers are a bit uneasy over the price they are paying for
Dam 26 and the new locks at Alton, we think they have reason to be. Once
Congress gets accustomed to the idea that it can legislate barge rates up to
almost any levels, it is any man's guess what It will do.

Mr. Chairman, in that connection, what man would have guessed a
few years ago that the 95th C6ngress would find so signal a provision
of the Northwest Ordinance of 1787, later incorporated into the con-
stitutions of so many States, and their enabling laws, inadequate to
the demands of our time? To abandon that promise may seem a small
step for this Congress. But it is a great leap into the unknown for this
Nation. First, hear the words of George Washington, penned July 25,
1785:

My attention is more immediately engaged in a project which, I think big-
with great political, as well as commercial, consequences to the States, especially
the middle ones; it is by removing obstructions and extending the inland navi-
gation of our rivers, to bring the States on the Atlantic in close connection with
those forming to the westward by a short and easy transportation.

Mr. Chairman, may I now read the subsequent ordinance provision
just to remind ourselves where we have come from:

-The navigable waters leading Into the Mississippi and St. Lawrence, and the
carrying places between the same, shall be common highways and forever free,
as well to the inhabitants of said territory as to citizens of the United States
* * without any tax, impost, or duty therefor.

On the strength of this compact, Mr. Chairman, fashioned from
Washington's hope, and chiseled into the granite of our foundations,
our forebears made the bold decisions that created a nation out of a
frontier--out of a wilderness. Their descendants, the some 95 percent
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of our people who live in States directly served by deep and shallow-
draft navigation, look now to your committee for guidance as to how
and in what manner this early legacy, this trust, if you will, must be
withdrawn, and replaced by a tax.

It is certainly any man's apprehensive guess what Congress will
do with a brand new taxing opportunity. One thing we know, the law
of gravity is greatly ignored by taxes. They go up. And I rather sus-
pect from what I hear and readthat any report prepared even in part
by the Department-f Transportation 3 years hence will suggest that
they do so.

The question then recurs: Is the 4- to 6-cent-per-gallon tax on diesel
fuel a right and reasonable way to begin?

Mr. Chairman, the diverse groups and interests for which I speak
today, after long and arduous discussion and comparisons of notes,
balance sheets, anxieties and doomsday projections, are prepared to
say a barely audible, "Yes." Nor are any victory celebrations planned
should the Senate adopt this compromise level of tax, for that's what
it is, Mr. Chairman, a very appreciable compromise between the posi-
tion we found ourselves in prior to Senate passage of S. 790 and the
awesome provisions of that amendment.

If it is compromise one seeks, this is it. Granting, if you will, that
H.R. 8309 is, per %, a compromise bill, does it provide for "substantial
waterway user charges," an expression contained in Secretary Adams'
letter of October 18? In passing, it would seem they were sufficiently
substantial to warrant administration support in the House.

In any event, a 4-cent tax on a gallon of diesel increases its cost by
over 10 percent. A 6-cent tax would add 15 percent to the cost of to-
day's gallon. If one were to ask the average citizen if he would con-
sider increases of from 10 to 15 percent in the cost of his fuel "sub-
stantial," the answer would most likely be, "Yes." Should the people's
representatives come to a different conclusion?

Take another perspective. The annual net profits of the waterways
industry as a whole are in the neighborhood of $75 to $80 million. Ac-
cording to Senate staff estimates, the 4-cent tax could return up to $30
million the first year and $40 million the second year, while-the advent
of the 6-cent tax would cost the industry $58 million in 1982. Surely
any neow tax calculated to cut net profits in half-and more than half-
must be considered substantial at least in the view of the taxp aver.

Would not such a carrier taxpayer be inclined to pass such insup-
portable costs on to his shippers, and ultimately the consumers of
energy, food, fibre, ore and steel, and other materials? And is the im-
pact of such an inevitable process not inflationary?

In the case of overseas shipments, especially of grain, is it not ad-
verse to our balance of payments position? Last year, our farmi ex-
ports-so much of which passed through the Mississippi locks to the
gulf and the world's oceans-reached $22 billion, creating a favorable
balance of agricultural trade of over $21 billion and offsetting the
noiagricultural trade deficit of $10 billion, a deficit almost entirely
due to the importation of oil and our rueful dependence on foreign
sources for that commodity.

Mr. Chairman, it is well said that our energy crisis presents us with
the moral equivalent of war. In order to do-battle, to carry the new
loads of coal as substitutes for oil, the railroads have indicated the
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need for $18 billion more in track and non-track improvement aid
through a whole series of tax writeoffs and advantages.

I have no idea whether that level of assistance is warranted. It may
well be, for we need dependable rail systems. That is one good reason
why no waterways spokesman has asked for time to oppose the request.

We ask in our turn only that the Congress not impose charges on
our water thoroughfares that would artcially shift an even greater
share of the burden to a competing mode that can't handle its current
obligations without considerable Federal help.

Indeed, attention is called to the fact that since 1824 the national
public investment in waterway maintenance and improvement has
exceeded $5 billion. I can recall voting for a rail appropriation in
excess of that figure in one year. Nor do] 'believe moneys allocated for
rail improvemenWconfer such additional environmental and recrea-
tional benefits as flow from proper waterways projects. I wish this
would be.

There is far more at stake here than the fate of waterways carriers.
The continued health, balance, and stability of an internal economic
system founded on the freedom of navigation principle is at stake. If
circumstances dictate that it should be disturbed, it should be disturbed
carefully.

It seems to us, 1r. Chairman, that what the Congress would wish
to achieve-and I believe you have said it today-is a proper balancing

. -of all the various inducements and burdens extended to evoke the
maximum effort, efficiency, and cooperative spirit of all the modes. A
proper study would assist it in doing so.

Secretary Adams, during his confirmation hearings, advocated such
an intermodal transportation policy. If Congress were inclined to
move in that direction, a good beginning would be its favorable re-
sponse to the bill before you, Mr. Chairman. Because experience with
its provision will give you, this committee, aad the entire Senate a
fair opportunity to evaluate this historically novel element in the
evolution of our transportation policies.

[The appendix follows:]

APPENDIX A

SUPPORT FOR H.R. 80 AS PASSED BY THE HOUSE

This statement is submitted on behalf of the following organizations which
wholeheartedly support H.R. 8309 as passed on October 13, 1977, by the House
of Representatives:

AMERICAN ASSOCIATION OF PORT AUTHORITIES

An organization of public port authorities located on the Atlantic, Gulf and
Pacific coasts, Great Lakes and inland rivers.

AMERICAN INLAND WATERWAYS COMMITTEE

An organization of leading inland water carriers formed to coordinate and
promote inland waterways interests with respect to Locks and Dam 26 and
waterway user charge legislation.

AMERICAN WATERWAYS OPERATORS, INC.

A nationwide trade association of some 300 firms in the barge and towing
industry.
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NATIONAL COMMITTEE ON LOCKS AND DAM 26

A coalition of some 30 agricultural, industrial and labor organizations, as well
as numerous private firms supporting the expeditious replacement of Locks and
Dam 26, Including the following:

American Farm Bureau Federation
American Soybean Association
Associated Milk Producers, Inc.
Boat Owners Association of the U.S.
Building and Construction Trades Council, AFL-CIO
Chicago Maritime Council
Farmers Grain Dealers Association of Iowa
Farmers Union Grain Terminal Association
Fertilizer Institute
Inland Rivers Ports and Terminals, Inc.
International Longshoremen's Association, AFL-CIO
Midcontinent Farmers Association
Minneapolis Grain Exchange
Minnesota Association of Cooperatives
Minnesota Agrigrowth Council, Inc.
National Association of Electric Companies
National Association of Wheat Growers
National Council of Farmer Cooperatives
National Farmers Organization
National Farmers Union
National Grange
National Rural Electric Cooperative Association
Northwest Country Elevator Association
Seafarers International Union of North America
Transportation Institute
Upper Mississippi Waterway Association
Wisconsin Federation of Cooperatives

NATIONAL WATERWAYS CONFERFNCE, INC.

An organization of some 500 waterway-oriented businesses, industries and agen-
cies, including five principal membership categories: river valley associations,
companies shipping or receiving products by water, water carriers, shipyard and
other waterway service Industries, and public agencies such as port authorities
and state water boards.

WATER TRANSPORT ASSOCIATION

A national trade association representing- the holders of I.C.C. certificates
of public convenience and necessity operating on the inland rivers, the Great
Lakes and in the coastwise and Intercoastal trades.

Mr. SyrxGTON. Thank you.TheCHAMMAN. Thank you very much, Senator Symington, for
a very eloquent statement.

I don't see my colleagues. It tends to happen that we get hearings
started and by the time that the Secretary of Transportation made
his statement I am left herewith presiding over this. I will try to see
to it that every member of the committee sees your statement and
studies it and I will try to do the same thing for the other witnesses.

Thank you very much.
The CHAIRMAN. Next we will call Mr. William H. Dempsey, Presi-

dent, Association of American Railroads.

STATEMENT OF WILLIAM H. DEMPSEY, PRESIDENT, ASSOCIATION
OF AMERICAN RAILROADS

Mr. DEMPSEY. Mr. Chairman, my name is William Dempsey. I
am president of the Association of American Railroads.
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I have a prepared statement which we have filed, Mr. Chairman,
and I would like to ask that it be included in the record.

Thank you.
I don't propose to take up too much of the chairman's time this

afternoon. Our statement is on file. The issues have been thoroughly
canvassed by the preceding witnesses, it seems to me. The chairman
and the rest of the members of the committee are, I am sure, familiar
with the position of the railroads. So I would just like to make a
few very brief comments.

In particular, in reference to some of the questions that have been
asked and some of the comments that have been made this afternoon:
The railroads oppose the House bill as imposing a user charge that
is far too low. It would recover less than, 10 percent of Federal
expenditures. The railroads believe, as we have from the start, that a
system of user charges should be imposed that would, after a reasonable
phase-in period, recover all of the Federal expenditures both for
maintenance and operation and for new construction on the waterway
system.

Now Senator Danforth expressed some dismay at the fact that, as
he put it, we would be seeking to help the railroad industry by hurting
a competitor and at the same time the companion industry. I know
the chairman is exerting his efforts to bring about further coopera-
tion among the different modes of transportation. I heard Senator
Huddleston express the same general sentiments and I have been
asked the same question in other committees of the House. I have to
say that I think is a reasonable question to ask. It gives me no partic-
ular personal pleasure to be seeking Federal legislation that water-
ways operators oppose and fear will harm them. I want to assure the
chairman that we have given our position long and hard thought. If
we could see any reasonable alternative to the position that we have
taken, why, we certainly would adopt that alternative.

The fact of the matter is that after some prolonged study of the
economics of our industry, we felt obliged to bring the currefit situa-
tion to the attention of the Congress and this committee.

The problems in the rail industry came to general public attention
with the collapse of the Penn Central, the largest bankruptcy in the
history of private enterprise. We, of course, were aware of the precari-
ous state of the railroad industry before then, but it has been since
the Penn Central bankruptcy that we have set a good many knowl-
edgeable people to an analysis of why it is that the rail industry is in
the troubled position that it is.

In the last 20 years we have seen a precipitous decline in this in-
dustry. In the 1940's the railroads carried almost 70 percent of all
intercity freight traffic. In 1950 we carried 50 percent, and in 1975
that was down to about 38 percent. We have not had a rate of return
on net investment as high as 4 percent since the 1950's. We have not
had a return as high as 3 percent since the 1950's. Last year as an indus-
try our rate of return was about 11/ percent.

Now that is a pathetically low figure. The question that we put
to ourselves and that we -feel we must speak to the Congress about is,
well, why is thatI
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We have come to the conclusion that there are two reasons. One of
them is that we are overregulated, and our competito--the barge
industry included-are for the most part, unregulated. About 90 per-
cent of the traffic moving on the waterways is unregulated.

Unregulated carriers are able to vary their charges depending upon
market conditions and their charges vary as much as 300 percent
from one season of the year to another. W\ve are just not able to charge
our rates like that. I know that the Congress is very sensitive to that
problem and took a large step in redressing it last year in the Quad R
Act-one of the most important pieces of railroad legislation in the
last 50 years-and I know the chairman played a major role in that.. We
simplylave to see how it is going to work out.

I know that the Congress is going to oversee the application by the
Interstate Commerce Commission ofthat piece of legislation.

Now the second problem that we see is that our competitors have
been much more heavily subsidized than the railroads. Different figures
have been used today. I refer the chairman and the committee to the
figures in appendix A of my statement, which are taken from the study
that the Department of Transportation made pursuant to section 902
of last year's Quad R Act.

What those figures indicate is that there has been a marked disparity
between what the railroads on the one hand and the barge industry on
the other have received in Federal assistance. So far as the motor car-
rier industry is concerned, we are convinced that the heavy trucks do
not pay their fair share of maintenance costs on the Federal interstate
highway system. The indirect subsidy there may range between $10
and $20 billion a year, on enormous subsidy.

Now if we are right on that, it seems to us that there are only two
possible approaches to take. One is to reduce gradually the subsidy
to competing modes. This seems to us to be proper once those modes
are mature and can stand that kind of gradual reduction of Federal
assistance.

I have never taken the position that subsidies are immoral or bad
public policy in all cases; of course they are not. They are often neces-
sary to promote the common welfare the subsidies given to the barge
industry were necessary to open those areas of the country that are
served by the barges. The land grants to the railroads helped open the
West. It seems to me that no one could complain about the worthiness
of subsidies to the different modes to aid their development. But at the
same time, once the various modal competitors are mature and estab-
lished, then it does seem to us that it is appropriate to reduce and, if
possible, to eliminate the subsidies so that shippers will make modal
choices based on the full economic cost of each mode.

There is another way to do it, of course, and that is to have counter-
balancing subsidies. However, the Congressional Budget Office puts
the subsidy to the barge lines at a level of 41 cents for every dollar
paid by shippers. The railroad industry received 3 cents in subsidy for
every dollar shippers paid. I have not worked it out exactly bWt we _

had about $18 billion in revenue last year so we are talking about
something like $8 billion a year, if we were to receive the 41 cents per
dollar subsidy that large lines get. It seems a little much to come and
ask for that amount.
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So that is the background Mr. Chairman, for why we appear before
you and why we appeared before the different committees of the
House seeking and supporting the enactment of a waterway user
charge system.

I would just say one or two more things just for the record on a
couple of matters that were raised in questions. Senator Hansen asked
about State and local taxes. In 1975 those taxes amounted to a little
over $475 million a year so that, of course, I agree with-I guess it
was Senator Curtis asked that.

I agree with the Senator's observation that amount is relevant when
one is looking on the one hand at a right-of-way system that is owned
and maintained by the railroads and als taxed and a right-of-way sys-
tem on the other hand for the waterway industry that is provided
by the Federal Government.

Senator Danforth spoke several times of his estimate of the 20-per-
cent diversion of traffic and I think that is an important factor. He
Cot that, I take it, by extrapolation from the study that was made by

e Department of transportation which indicated that there could be
as much as a 10-percent diversion of traffic from the barge industry if
there were a 100-percent recovery of operations and maintenance and,
therefore, I take it from what he said if you also recovered construc-
tion costs that figure might go as high as 20 percent. But the study by
the Corps of Engineers indicates that would not be so and I am quoting
from their table 2 which shows that a doubling of the rate of recovery
did not result in a doubling of the diversions.

A further 50-percent increase leads to only an additional 1-percent
loss of traffic. This suggests a very low elasticity. The greatest traffic
losses occur between zero- and 50-percent recovery and the demand
curve shows lower elasticity above that level.

So I don't really think that the studies that have been made suggest
that there would be anything like a 20-percent diversion and, of course,
any diversion would be over the period of tithe in which the waterway
toll is phased in. The precise figures are given in my statement. The
DOT projections for traffic increases between now an 1990 for the
barge industry and for that matter for other transportation segments
are very, very large and much larger than any diversion that could
possibly take place.

Mr. Chairman, that is all that I have to say this afternoon. I thank
you for the opportunity to appear before you.

The CHAnMAN. Thank you, Mr. Dempsey. I just want to ask you
about this one item. It is my understanding that barge operators are
concerned about the failure of the Interstate Commerce Commission
to require a full cost allocation by railroads in setting rates on the
so-called back hauls. Is this not something that Congress should be
concerned about in increasing the transportation cost on barges?

Mr. DEmPSEY. Mr. Chairman, I wish I could respond intelligently
to that question but I just don't know enough about these rate mat-
ters. Certainly there are rates that are set by the railroads, water com-
pelled rates. They are lower than other rates because of water com-
petition; there is no question that we feel the impact of the subsidy
to the water carriers. What that means is that since we have to main-
tain our fixed plant other shippers have to make it up so our rates are
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should.

Beyond that I would be glad to look into this matter of backhaul
rates, Mr. Chairman, and supply you an answer as promptly as I can.

The CuAi.4uA. It is something I don't like. I am not happy at all
about being in a position at issue between the bargelines and the
railroads. Personally want to see both modes of transportation make
a good return, a good part of the profit. I would like to see the railroads
make a better profit than they are making now.

If there is some way we can work it -out so you could better
coordinate *the right facilities to that mutual advantage, I would like
to see it done. I am sure you are familiar at least in general with my
thoughts on that subject.

Mr. DEMPSEY. I surely am, Mr. Chairman. I appreciate that.
The CHAIRMAN. I want them to make money, I want them to make

as much as the average manufacturer and a little more, as far as I
am concerned, especially now because I am chairman of the Service
and Transportation Subommittee. I would like to see them do better
than the manufacturing people. The same with the bargelines.

Thank you for your statement.
Mr. DEMPSEY. We understand your interest in the railroad industry

and we appreciate all the help you have been to us in the past. -
The CHAIRBAN. Thank you very much.
[The prepared statement of Mr. Dempsey follows:]

STATEMENT OF WILLIAM H. DEMPSEY, PRESIDENT, AssoCIATIoN OF AMEICAN
RILROADs

My name is William 11. Dempsey. I am President of the Association of American
Railroads, whose members operate 97 percent of the railroad mileage and produce
97 percent of the revenues of all U.S. railroads. The railroad industry feels that
the time has come to end the huge Federal subsidy to Inland waterway users.
Thle Senate-passed bill, H.R. 585, approaches that goal. H.R. 8309 does not.

listorically, the Federal government has provided aid to transportation in
order to open new areas of the nation, to expand mrakets, and to improve com-
munications. During the last century highways, railroads and waterways all
received some government aid. This aid speeded the development of transpor-
tation arteries that made it possible to market Iowa grain in New Orleans and
Nebraska hogs in Chicago. And most of the aid was paid back, through reduced
transportation rates and user fees. The railroads, through reduced railroad rates
and various special tsxes, returned much more to the United States Treasury
than they received. Through highway user taxes, the Federal government sub-
stantially recovered the cost of highway construction, although I note paren-
thetically that all users-In particular Veavy trucks-have Pot paid their appro-
priate share of this cost. But the waterways users paid next to nothing for the
benefits they received.

Now, Federal navigation-related expenditures on waterways have climbed
above one-half billion dollars a year-and the barge companies still pay nothing.
In addressing the question of waterway user charges, Congress has the oppor-
tunity to correct one of the most glaring inequities in national transportation.

Every President since Franklin Roosevelt has supported waterway user
charges. Numerous studies over the past forty years have supported the presi-
dential positions. In fact, we know of no major study that has ever concluded
that barges should iot pay user fees.

The landmark 1961 report of the Special Study Group on Transportation
Policies in the United States (commonly referred to as the "Doyle Report")
found that the (then much smaller) sudsldy to waterway users was unjustified
and that the imnlx)sltlon of waterway user charges might well result in greater
economic efficlency. While the report conceded the need for a phase-In of user
charges to avoid economic disruptions, the authors were unimpressed by barge-
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mens claims that imposition of user charges might put some waterways out of
business. The report called for ultimate full recovery of all navigation-related
maintenance and construction costs.

More recently, the National Water Commission came to similar conclusions
In an exhaustive 1973 Study'of national water resources. The Commission found
three basq weaknesses in Federal Inland waterway policy. -

1. "Serious deficiencies" In the way decisions are made on construction
of ;ew projects.

2. No assumption by non-Federal interests of any part of the cost of
Federal waterway projects.

3. The planning and building of inland waterways without regard to the
national transportation system.

Accordingly, the Water Commission called upon Congress to "enact legislation
requiring non-Federal interests to assume an appropriate share of the cost of
Federal waterway projects." This share was seen as 100 percent of operation,
maintenance and repair costs of existing v;aterways, and In addition the full
cost-plus interest-of any new project, raless some "national defense benefit"
made it partial Federal subsidy desirable.

Indeed, Just last year Congress adopted a policy that collides with continued
subsidization of the users of the inland waterways. Section 902 of the Railroad
Revitalizatoin and Regulation Reform Act of 1976 establishes the goal of a
transportation market in which market shares are governed by customer pref-
erence bared upon service and full economic costs. Thus this provision directs
the Secretary of Transportation: ". . . to examine ways and means by which
future policy respecting Federal aid to rail transportation may be so deter-
mined and developed as to encourage the establishment and !nalntenance of an
open and competitive market in which rail transportation competes on equal
terms with other modes of transportation .... '

The response to this Congressional mandate was the Study of Federal Aid-
to Rail Transportation, released by the Department of Transportation in January
of this year. This study concluded, among other things, that Federal subsidies
to inland water tran.,sportatton have been unsound economic policy and unfair
to transport modes-principally railroads-competing with water carriers.
Further, "The maintenance of an open and competitive market among mature
modal competitors requies the elimination of most, if not all, Federal sub-
sidies to transportation. Where circumstances require long-term Federal financial
involvement in the operations of a mode of transportation, such Federal involve-
ment should be based on the appropriate form of cost sharing or cost recovery."

Note especially the phrase "mature modal competitors." Subsidies to water-
ways could be Justified in the early years of this nation's history by the need
to develop new markets and open new areas of the country. But this nation, and
the transportation systems that serve it, are now mature. The benefits of the
waterway subsidy, which once accrued to many people and many areas of the
country, now flow to the barge companies and to the oil, steel, chemical, coal and
export grain companies whose scale of operations can generate shipments in
bargeload lots of thousands of tons each. It is primarily these industrial giants,
In fact, who own the private and unregulated barge companies that account for
two-thirds of total barge traffic today.

And the subsidy is huge. During the decade from 1985 through 1975, the Corps
of Engineers alone spent nearly $3.6 billion in operating, maintaining, and con-
structing our system of Inland waterways. According to the Congressional
Budget Office, the net effect is that forty-one cents of taxpayer money Is pro-
vided to the barge lines for every dollar paid by those who ship by waterway.
During these same eleven years during which the Federal Government spent $3.6
billion on waterways, the railroads had to spend about $19.7 billion of their own
revenues for construction and maintenance of their own roadway. In addition,
they paid nearly $2 billion more in taxes on roadway and track property. Con-
sequently, while waterway users were receiveing a government subsidy for
right-of-way of about forty-one cents for every dollar paid by waterway shippers,
railroads had to spend about twenty cents of each freight revenue dollar to
maintain their right-of-way.

The railroad Industry and rail shippers are seriously disadvantaged by such
an unevem-handed government policy. The penalty comes in two forms. First,
freight traffic is diverted from railroads to barges because barge costs, and there-
fore barge rates, are artifically reduced by the enormous public subsidy. Second,
the railroad rate structure is artifically depressed, not only on water competi-
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tive routes, but also on products moved by rail from points far removed from
the waterways but which compete with products moved by rail or barge on com-
petitive routes. It Is impossible to say with precision what the total financial im-
pact on the railroads has been; but our best estimate is that the waterway sub-
sidy currently drains from the railroads hundreds of millions of dollars per year
In net revenue.

The railroads cannot stand lost revenue of these dimensions. The financial
condition of the industry is well know. Net railway operating income in recent
years has actually been well below levels achieved in the 1920's and 1940's, despite
the fact that today's inflated dollars are worth far less. The industry's rate
of return on net investment has not risen above three percent since 196. Last
year it was 1.49%. And the industry's return on shareholders' equity has ranked
near the bottom of the list of major industries year after year. In contrast,
while it is not easy to come by earnings data for the largely unregulated barge
industry-and none have been volunteered-it is uncontested that barge lines as a
group are considerably more healthy financially than the railroad industry. Re-
turn on investment figures of between ten and 15 percent are commonly cited.
The DOT, for example, reported an average 15.2% return for the 1973-1975
period.

S[oreover, it is not only the railroads and the general taxpayers that suffer
from the existing policy of subsidization. The artificial economies of subsidized
water transport induce Industry to locate new plants at waterside locations, thus
distorting patterns of industrial location and injuring communities that cannot
offer subsidized water transport. The depression of railroad earnings attributable
to this subsidy also hurts the shippers and communities-and they are in the
great majority-that must continue to rely upon railroads. To the extent that
the revenue lost becuase of the subsidy is made up. the burden is imposed upon
rail shippers through rates higher than would otherwise be necessary. And to the
extent that the lost revenue is not made up, the railroads are disabled from
maintaining and modernizing the plant upon which rail shippers and land-
locked communities must depend. The irony is that Congress may ultimately have
to spend billions on railroads to undo the havoc wreaked on the railroad system
by the billions spent on waterways. This would indeed be a bizarre and costly
system of compensating taxpayer subsidies.

The "free ride" that government navigation expenditures give to barge opera-
tors is not only unfair to railroads, other competing modes, and many shippers;
It also contributes to unsound waterway investment decisions. Other private
enterprises, such as railroads, who must pay for capital expenditures out of their
own revenue, examine capital expenditure proposals with scrupulous care.
Waterway users, with no financial responsibility for the system they use, have
nothing to restrain them from asking the Congress each year for larger and
more expensive facilities. The Locks and Dam 26 controversy is a case in point.
The cost of a new dam will be some $421 million. According to GAO, the cost
of rehabilitating the existing dam would not be more than $85 million. Even with
a new 1200 foot lock, the cost of rehabilitation would be some $240 million less
than a new dam. Given the existing subsidy program, it is Fcarcely surprising
that the waterway users support the most expensive alternative. If they had to
pay for it, one wonders whether their enthusiasm for the new dam and locks
would not wane considerably. The short of it is that the establishment of a
system of user charges that would recapture capital costs from waterway users
would help assure rational decisions on difficult and often controversial water-
way investment issues.

For all of these reasons, the existing system of waterway subsidies is infirm
and should be replaced by a user-charge system. And that user-charge system
should provide a full recovery of the navigation-related costs of constructing,
operating, and maintaining waterways. There is no basis in reason or equity for
a system that falls short of full recovery of these costs. Anything less than full
recovery will continue to disadvantage railroads vis-a-vis water competition,
will continue to encourage economically unjustifiable waterway construction
projects, and will continue to deprive the Government and taxpayers of revenues
for which they have more deserving public uses.

What level of user charge is necessary to recover total navigation expend.
tures? Assuming a user charge in the form of a uniform toll per ton-mile on shal-
low draft vessels and using figures from the 1977 Corps of Engineers' budget
for inland projects with assigned navigation benefits and traffic forecasts, the ap-
propriate user charge to recover 100 percent of Corps' expenditures for opera-
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tion, maintenance, rehabilitation and construction would be 3 mills per ton mile.
While this figure may seem high in relation to the level of barge rates charged
shippers, which average about 6 mills per ton mile, it is only a reflection ofvery high level of Corps' expenditures on waterways as Indicated in the finding
of the Congressional Budget Office that the Federal funding provides forty-one
cents to match each dollar paid by those who ship by water.

If instead the user charge is to take the form of a fuel tax, the tax necessary
to recover 100 percent of 1977 expenditures for operation, maintenance, rehabli-
tation and construction of Inland waterways would be approximately sixty-four
cents per gallon. (This amount would grow as the trend to larger tows reduces
fuel consumption per ton mile and, If as currently planned, growth in expendi-
tures increases faster than waterway traffic expands.) Again, this amount seems
high in relation to the price per gallon of the fuel that waterway operators must
pay. In fact, it would more than double the price of that fuel, currently about
thirty-five to forty cents per gallon. To put this figure in perspective, however,
one must realize that If the Federal government paid for railroad roadway main-
tenance, construction and taxes in 1976--the equivalent of its Involvement In
the Inland waterways system-and recouped those costs from a tax on the fuel
railroads consume, the fuel tax would have been eighty-six cents per gallon.

The House bill, H.R. 8309, provides for a six cent a gallon fuel tax by 1981. In
relation to the sixty-four cents per gallon tax needed for full recovery of the
Federal expenditures on waterways, a six cent a gallon tax Is transparently
trivial. It would recover only about nine percent of government expenditures
and would do nothing whatever to redress the unfair competitive advantage held
by the barge lines. Such a tax, or anything remotely resembling it, would serve
no purpose except possibly to delude the public into believing that barges were
finally "paying their way."

Let me turn now to the principal contentions that have been advanced by the
opponents of a user tax-.

Their central argument has been that for many years reliance has been placed
by shippers and barge lines upon the existing subsidy policy, and that a sharp
revision of that policy will bear unfairly upon many waterway users. At the least,
they say, no more than a six cent fuel tax should be levied before a study is made
of potential adverse impacts of a higher charge.

The fundamental flaw in this argument is that It wholly Ignores the con-
clusions-of the studies that have already been made. I have listed some of them
already. But that is not a full catalogue by any means. A preeminently impor-
tant study-because it deals exhaustively with the Impact issue on the basis of
current data-is the three volume March 1977 study by the Department of
Transportation. That study found that the impact on waterway shippers of a
user charge system would be minimal. Thus, a charge that would recover 100percent of operation, maintenance, and rehabilitation costs would amount to
"commonly only a fraction of one percent" of the delivered prices of the com-
modities shipped, and would rarely exceed one or possibly two percent. For
example, such a charge in the form of a segment toll along the Illinois River
would amount to seven-tenths of one percent of the price of corn, six-tenths of
one percent of the price of wheat, and four-tenths of one percent of the price
of soybeans, based on a national average price per bushel of $2.70, $3.60, and
$5.25 respectively. As to fertilizer, the impact would be less than four-tenths of
one percent per ton. As to coal, where the impact would range from one centto ten cents per ton, the effect of passing on the entire amount to consumers
would be negligible, ranging from "less than one-hundredth of one cent" per
kilowatt hour to no discernible effect at all. As to steel, the impact would be
"a fraction of one percent of total costs even for the worst case." And for oil.
the effect would range between one and a half percent of delivered price and
one and nine-tenths percent.

As to the barge lines, the DOT study concluded that an Immediate user fee
recovering 100 percent of operations. maintenance, and rehabilitation costs
might reduce waterway traffic up to 10 percent in the worst case, and that the
Industry is In a good position to adjust to user fees. For the three years 1973
to 1975, gross return on total capitalization averaged 15.2 percent. Moreover, the
manner in which barge rates are set-grain rates fluctuate 100 to 300 percent
between peak and slack shipping seasons, for example-indicate that water-
way operators are quite capable of hearing user fees.

These impact figures from the DOT study did not take into account recovery
of construction costs, which for 1977 will be about 125 percent of operations-
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and maintenance costs. But the impact figures ,are so small to begin with that
even doubling them affords no support for the argument that no decisive
action can prudently be taken in the. absence of another protracted period of
study.

These data, moreover, undermine-another argument advanced by user charge
opponents--the contention that imposition of a user charge would fuel inflation.
But I note in addition that if the impact figures were ten times as large as
they are, that argument would still be meritless. For It Is self-evident that a
user charge system would not increase the costs of transportation; It would
simply shift those costs from the taxpayers to the beneficiaries of that trans.
portation. Indeed, a user charge system would actually reduce the overall
actual costs of transportation, since under the present system of subsidy a
substantial amount of waterway traffic-is moving by what is in fact the most
costly mode.

To be sure, as the Doyle Report concluded, a period of adjustment to a new
policy may be appropriate. The railroad industry, therefore, supports the prin-
ciple that a user charge system should be-phased in over a reasonable period
of years in order to permit adjustments by all affected parties. This would, for
example, allow the natural traffic growth on the waterways to offset diversions
of traffic. In a report issued last January, the Department of Transportation
projected a 53 percent increase in tons and a 73 percent increase in ton-miles
for the water carrier industry by 1990. When these figures are compared with
the Department's conclusion that a user fee recovering 100 percent of operations
and maintenance would divert no more than 10 percent of barge traffic in the
worst case, it is plain that the result of full user charges, if phased in 6ver a
reasonable period, would simply be to reduce modestly the rate of growth of
the barge industry.

Moreover, the railroads do not oppose the notion, reflected in the Senate bill
that the Secretary of Transportation should be charged with the responsibility
of monitoring the administration of a user-charge system and reporting to
Congress so as to insure that no untoward and unanticipated effects go un-
noticed. A phase-in of the charges, coupled with such oversight, would afford
ample opportunity for legislative adjustments should any prove desirable. But,
I repeat, where a subject has been as meticulously examined as this one, and
where the judgment of informed and disinterested persons has so uniforibly
pointed toward full recovery of navigation-related costs, there is no justifica-
tion for legislation that fails to specify full recovery as the final plateau of
user charges.

The next argument of the waterway interests does not go to the merits of
federal policy respecting the waterways. It goes, instead, to the character of the
federal policy toward the railroads. The argument, in short, Is that federal sub-
sidies to railroads have been at least as large as federal subsidies to barge
lines, and that therefore whatever may be said about the public's right to
complain, the railroads should not be heard from.

The flaw in this argument Is rather simple. It is rooted in fiction rather than
fact. Fortunately, the Congress need not choose between the claims and counter-
claims of interested parties. For, once again, the issue has been thoroughly can-
vassed, this time by the Department of Transportation response to a specific
requirement in Section 902 of the 1976 Railroad Revitalization and Regulatory
Reform Act. The pertinent detail from that study is set forth in Appendix A
hereto. The short of it, DOT concluded, Is that, while the net subsidy to water-
way users was some $14.5 billion between 1824 and 1975, the railroads received
only about $1.8 billion over the same period and paid back in special charges
over three times that amount.

The waterway witnesses have expressed displeasure with that study. That is
understandable. But they have offered no credible basis for rejecting it. It is
not credible, for example, to equate federal loans to railroads with federal
subsidies to waterway users, as the waterway supporters sometimes are Inclined
to do. The railroads know the difference; the Congress surely does; and the

-waterway users would, too, if the Congress were to transform their subsidies
from grants to loans.

It Is worthwhile noting, too, that the existence of this Department of Trans-
portation study of past federal assistance to both railroads and waterways
wholly undermines the waterways users' contention that no significant user
charges should be levied until a study is conducted, not merely of the impact of
such charges, but also of the extent of federal aid to railroads. It is symptomatic



66

of the bankruptcy of the arguments of the opponents of user charges that they
are obliged to contend that nothing should be done unless the Congress orders
again this year the study that it ordered, and received, last year.

The user charge opponents advance another contention relating to the rail.
roads. They say that competition is a good thing, and that In the absence of
barge competition rail rates would escalate. To begin with, a user charge sys-
tem will scarcely drive the barges off the rivers. There will still be ample con-
petition. Beyond that, as we have noted, the ability of the barge lines to compete
on the basis of federally provided money is simply the ability to compete
unfairly; and while the consequence to some rail shippers is artificially low,
barge-compelled rates, the consequences to the vast majority of rail shiplxrs
are either rates that are higher than they would otherwise be, or--service that
Is not as good as it otherwise would be, or both.

Finally, the opponents of user charges maintain that any system of user
charges should be structured so that it would not represent a method of recor-
ering the navigation-related costs of the inland waterway system. If we under-
stand this argument correctly, it is designed to secure a charge that would befixed tit some specified amount per gallon rather than a charge that would be
tied to federal expenditures. This is the type of charge provided by H.R. 8309
and Is one of the-principal defects of that bill. First, the only rationale for a
user charge system is that it will recover federal costs that are justly charged
to private parties rather than to taxpayers, and-accordingly legislation should
provide for the adjusment of charges to actual expenditures. Second, and even
more important, if the charge were fixed, new construction would, in effect, be
"free" and there would be no incentive for waterway users to apply normal
economic tests to such projects.

This does not mean that a fuel tax as such is objectionable. The problem is
not the nature of the charge, but rather the fact that in the House bill the
charge Is fixed rather than adjusted periodically to conform to actual federal
expenditures. Of course, it is hard to think in terms of such an adjustment
when the tax recaptures but an insignificant fraction of the subsidy.

I should note that the Senate bill contains a feature that is undesirable for
the same reason as a fixed tax. That feature Is the provision that puts a ceiling
on the waterway user charges that may be borne by any type of shipment equal
to one percent of the value (including transportation costs) of such shipments.
Such a provision thwarts the purpose of user charges in much the same way as
setting the user charge at some fixed amount per ton mile or per gallon of fuel.
The total value of commodities shipped by water in recent years is on the order
of $49 billion, so the one percent ceiling would limit collection to $490 million
per year at present. This ceiling is barely high enough to cover 100 percent of
operations, maintenance and rehabilitation expenses plus 50 percent of construc-
tion expenditures as provided in the Senate-passed bill- and is not high enough
to permit recovery of 100 percent of expenditures. Given the rapid increase in
these expenditures during recent years, the recovery of even only 100 percent
of operations, maintenance and rehabilitation expenses plus 50 percent of new
construction costs is soon likely to be precluded by the one percent ceiling. Once
river navigation expenditures exceed the amount that can be collected under
the one percent ceiling, then any further increases in expenditures occasion no
increase in user charges, and the fiscal discipline that comes from having to
relate charges to costs is lost. In fact. the more marginal projects-the ones
that most require scrutiny-could be added at no cost to the users.

The proposed ceiling also discriminates unfairly among commodities, relieving
shippers of some commodities of part of their responsibility for waterway costs
and unduly burdening shippers of other commodities. For example, if user charges
were distributed uniformly over all ton miles of traffic in shallow-draft vessels.
coal traffic would bear user charges of about $83 million under the Senate-passed
bill. The one percent ceiling, however, would limit user charges on coal to about
$32 million, thus permitting coal traffic to escape $51 million in user charges.
The total shortfall in user charge collections from all commodities whose pay-
ments are limited by the-one percent ceiling would be about $130 million. Other
commodities whose proportionate share of user charges had not reached the one
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shippers of soybeans, petroleum products and iron and steel products would be
obliged to pay more than their proportional share of user charges.

For these reasons, while the Senate bill is vastly superior to the House bill,
which we oppose, the final form of the user charge should not include such a
ceiling.

A final word about the nature of the user charge. The Senate-passed bill, dele-
gates to the Secretary of Transportation the responsibility for determining the
form of the charge-whether it be lockage fee, gross ton mile tax, and so on-
subject to disapproval by the Congress and provided only that the charge recovery
100 percent of operations and maintenance costs and 50 percent of new construe-
tion costs. It would, of course, also be possible for the Congress to specify the
type of charge, such as a fuel tax, as is provided in the House bill. The Secretary
of Transportation, in testimony before the Water Resources Subcommittee of
the House Committee on Public Works and Transportation, suggested that it
would be desirable, though not essential, to "combine a moderate fuel tax with
segment tolls or other charges to lead to a more equitable distribution of the
burden of the cost" as among the relatively high and low cost segments of the
system, as long as the end result is recapture of 100 percent of operations and
maintenance expenses and 50 percent of new construction costs. While, as I have
indicated, we believe that 100 percent of new construction costs should be re-
covereO, we believe that this suggestion of a combination of a fuel tax and other
types of charges deserves consideration.

Mr. Chairman, that concludes my prepared testimony. I will be glad to answer
Questions.

APPENDIX A

FEDERAL AID To RAIL TRANSPORTATION

The data in this Appendix are taken from the recent D.O.T. Study of Federal
Aid to Rail Transportation. The Study shows that the railroads received a total
of $1.8 billion in Federal aid, including the value of land grants, during the period
1824-1975. Of this $1.8 billion, $800 million consists of grants to Amtrak. Amtrak
was created to take over rail passenger services that Congress recognized could
no longer make a profit. Grants to Amtrak do not subsidize or benefit the rail-
roads. That leaves $1 billion at most that can possibly be construed as Federal
assistance to rail transportation. As an offset to this $1 billion in Federal assist-
ance, the Study shows that the railroads paid the government over $0 billion In
special taxes.

Since the D.O.T. Study covers the period thru 1975 only, the totals include
neither Congressional appropriations to fund the Railroad Retirement deficit, nor
authorizations under the 4R Act of 1976.

The frequently-cited $0.7 billion of aid in the 4R Act consists mostly of loans,
which railroads will of course have to pay back. Of the $2.5 billion in grants
authorized by the Act, nearly $2 billion is for the Northeast Corridor Improve-
ment Project and emergency assistance to commuter rail lines. The remaining
grant money is funding for employee protection agreements made during the
formation of Conrail, and for subsidies to money-losing branch lines.

The House Committee on Interstate and Foreign Commerce considering the
question of responsibility for the shortfall in the Railroad Retirement Fund,
concluded:

The railroads had no part in the creation of the current situation. The lost
reimbursement to the Railroad Retirement System arising out of individuals
becoming entitled to Social Security benefits arises out of non-railroad employ-
ment performed by these individuals-employment which has not benefited the
railroads in any fashion. A further factor leading to lost reimbursement arises
in part out of the provisions contained in the Social Security Act, and the
formula for computation of the beuiefits thereunder-again matters over which
the railroad industry had no control.

The Committee feels that it would therefore be unfair to the railroad industry
to saddle the carriers with the cost of phasing out dual benefits.
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Federal aid to railroads
Ttal (1824-1075) $1,798,000,000

Less grants to Amtrak -------------------------------- 635, 600, 000
Less administrative expenses of FRA and USRA ----------- 49,400,000

Net aid to railroads 1,113,000,000

Consisting of:
Pre-World War II aid (primarily land grants) ------------ 535, 500, 000
Defaults on loans made under the Transportation Act of

1958 --------------------------------------------- 107,000,000
Rail Servle Assistance Grants (payments to bankrupt

Northeast railroads to keep them running until Conrail
was- organized) ------------------------------------ 191,600,000

Emergency Rail Restoration Aid (to repair damage to East-
ern roads caused by Hurricane Agnes In 1972) ---------- 27,400,000

Federal Railroad Administration Research and Development
Expenditures ------------------------------------- 253,000,000

Offsetting payments by railroads
Total ------------------------------------------ $6,14,300, 000

Consistlig-of:
Savings to Government from reduced rates on government

traffic imposed as a condition of land grants ------------ 1, 000, 000, 000
Federal freight waybill tax (1942-1958) ---------------- 3,120,700,000
Federal passenger ticket tax (1942-1970) ---------------- 2, 025, 600, 000

'Much of this money has been spent on high-speed passenger transportation research
of little use to freight railroads.

The CYlAmMAN. Next we will hear from C. H. Fields, assistant
director, national affairs, American Farm Bureau.

STATEMENT OF C. H. FIELDS, ASSISTANT DIRECTOR, NATIONAL
AFFAIRS, AMERICAN FARM BUREAU

Mr. FrELDS. Mr. Chairman, the statement is fairly short but I will
ask that it be submitted for the record and I will get right down to
the meat of it and get done real quickly.

I am sure you are familiar with the Farm Bureau and I will not
read the introductory remarks about the organization.

Let me say that on behalf of our 2.6 million members, the earliest
possible and feasible replacement of locks and dam 26 at Alton is a
matter of great importance to farmers. I quote here from the policies
adopted by the Farm Bureau at our convention last January, but I
will not read those at the present time.

Now for 2 years we have said that we have no objection to a reason-
able user fee on waterways, a principle already well established in the
Great Lakes system. We do not favor such a fee, however, if the
amount of type of the charge is to be left to some administrative
agency, as provided in S. 790. This is a decision that should be made
by the Congress.

We also prefer that the proceeds from the fees imposed be placed
in a trust fund similar to the highway trust fund and the air trans-
portation fund. We r 'ret that neither the House nor the Senate bill
includes such a provision.

We fully realize that whatever charges are applied will be paid
for b y shippers, including farmers and their associations, and that the
resulting increases in barge fees will no doubt be matched by increases
in railroad freight rates, as has just been indicated by the spokesman
for the railroads.
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However, in the interest of a balanced transportation system, with
equal treatment in terms of public financing for all modes, we believe
that it is in the public interest, as well as the long-run interest of the
water transport industry, that such charges by instituted.

The system of user fees that would be imposed by S. 790 is not in
line within Farm Bureau policy. Tha fees would be determined by the
Secretary of Transportation, rather than by the Congress; there is
no provision for a trust fund; and we believe the targeted amount of
the fees to be imposed is unreasonable and would have'-& crippling
effect on water transportation, our most energy-efficient mode.

H.R. 8309 provides for a reasonable imposition of fees in the form
and amount set by Congress. Except for the absence of a trust fund
provision, we find the House bill much more acceptable than S. 790.
Therefore, we recommend that this committee endorse the enactment
of title II of H.R. 8309 and that the bill then receive prompt
consideration.

Now it may be that the fees imposed by H.R. 8309 are too modest;
however the bill provides for an in-depth study of the impact of the
fees on tiie water carriers and on the other modes and for consideration
of the kind of fees and amounts that would be in the public interest.

In the meantime, enactment of title II of H.R. 8309 would produce
sufficient funds during the next 10 to 12-years to pay for the construc-
tion of the new dam and locks at Alton, Ill., which is the critically
needed project that has been held up awaiting agreement on the userfee nqestion.e appreciate this opportunity to present these views of Farm

Bureau members.
The CHAIRMAX. Thank you very much, sir. I appreciate your state-

ment very much.
[The prepared statement of Mr. Fields follows:]

STATEMENT OF THE AMERICAN FARM BUREAU FEDERATION TO THE SENATE FINANCE
COMMiErE

(Presented by C. H. Fields, assistant director, national affairs)
Farm Bureau is a voluntary, nongovernmental organization of more than 2.6

million families in 49 states and Puerto Rico, representing farmers and ranchers
who produce every agricultural commodity produced on a commercial basis in
this country.

At the most recent annual meeting of the American Farm Bureau Federation,
the voting delegates of the member State Farm Bureaus adopted the following
policy:

"The repiacement of Locks and Dam 26 at Alton, Illinois, should proceed at
the earliest possible date through prompt and resolute action by the Congress.
Farm Bureau will support the necessary legislation.

The earliest feasible replacement of Locks and Dam 26 at Alton is a matter of
great importance to farmers and to the agricultural industry in the entire mid-
section of this country.

The Farm Bureau delegates also adopted a-statement on the subject of user
fees:

"We believe the best way to assure funding for further improvements in the
inland waterway system is through the creation of a dedicated water transport
fund at the national level.

"We will accept the imposition of a reasonable user fee on water transporta-
tion dedicated for waterway purposes providing that its basis and maximum
level are clearly established in advance and are utilized for those waterways from
which those fees are derived. Any user fee applied to water transportation should
be at a level-which will provide no more than that portion of the cost of water.
ways allocable to transportation..."
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We have no objection to a reasonable user fee on the waterways, a principle
already well established on the Great Lakes system. We do not favor such a fee,
hQw-ver, if the amount or type of the charge is to be left to some administrative
agency. as provided in S. 790. This is a decision that should be made by the
Congress. We also prefer that the proceeds from the fees imposed be placed in a
trust fund similar to the highway trust fund and the air transportation fund.
We regret that neither the House nor the Senate bill includes such a provision.

We fully realize that whatever charges are applied will be paid for by ship-
pers, including farmers and their associations, and that the resulting increases
In barge fees will no doubt be matched by increases in railroad freight rates.
However, in the Interest of a balance transportation system, with equal treat-
ment in terms of public financing for all modes, we believe that It is in the
public Interest, as well as the long-run interest of the water transport industry,
that such charges be Instituted.

The system of user fees that would be Imposed by S. 700 is not in line with
Farm Bureau policy. The fees would be determined by the Secretary of Trals-
portation, rather than by the Congress; there is no provision for a trust fund;
and we believe the targeted amount of the fees to be imposed is unreasonable
and would have a crippling effect on water transportation, our most energy-
efficient mode.

H.R. 8309 provides for a reasonable imposition of fees in the form and amount
set by Congress. Except for the absence of a trust fund provision, we find the
House bill much more acceptable than S. 790. Therefore, we recommend that
this Committee endorse the enactment of Title II of H.R. 8309 and that the bill
then receive prompt consideration.

Now it may be that the fees imposed by H.R. 8309 are too modest: however, the
bill provides for an in-depth study of the impact of the fees on the water car-
riers and on the other modes and for consideration of the kind of fees and
amounts that would be in the public interest. In the meantime, enactment of
Title II of H.R. 8309 would produce sufficient funds during the next 10 to 12
years to pay for the construction of the new dam and-locks at Alton. Illinois,
which is the critically needed project that has been held up awaiting agreement
on the user fee question.

We appreciate this opportunity to present these views of Farm Bureau
members.

The CHAIRMAN. Next we will call on Mr. Howard Brown. director
of American Rivers Conservation Council, accompanied by Prof.
Steve H. Hanke of Johns Hopkins University.

STATEMENT OF HOWARD BROWN, DIRECTOR, AMERICAN RIVERS
CONSERVATION COUNCIL, ACCOMPANIED BY PROF. STEVE H.
HANKE, JOHNS HOPKINS UNIVERSITY

Mr. BRowN. Thank you, Mr. Chairman.
My name is Howamd Brown. I am director of the American River

Conservation Council, a public interest organization here in Wash-
ington. Our principal objective is the preservation of a portion of our
Nation's heritage of free-flowing streams. T).e large Federal subsidy
of inland waterway transportation is of vcry great concern to us be-
cause it creates great pressure to build new waterways which destroy
that Heritage of rivers.

Before I get started, there was discussion earlier at the end of
Secretary Adams' statement about the relative subsidy to various
transportation modes. There are studies by the Congressional Re-
search Service and the Congressional Budget Office on this subject
and if I could turn their summaries in for the record I would appre-
ciate it, if the full studies have not already been put in.

The CHAIRMAN. Is that what you have t You mean what you have
in the back of your-
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Mr. .hoWxi. No, this is something I was not planning to put in the

record but since I heard the discussion I thought perhaps it Oughttd,
go in.

The CHAmmAw. Why don't you send it forward to the committee
and let me take a look at it. All right.

[The material referred to follows:]
FIXANCITG WATERWAY DEVELOPMENT: THE Usa CHARGE DFaATE

The federal government builds, operates, and maintains a network of inland
waterways that are used by barge operators to carry about 11 percent of domestic
freight There Is general agreement that federal development and operation of
waterways should continue, but there has been recurring debate in the Congress
of how these activities should be financed. Currently, federal expenditures for
waterways are financed from general revenues. A frequently proposed alterna-
tive would require waterway users to pay at least part of the federal costs. User
fees could be paid through a fuel tax, a tonnage fee, or a similar mechanism.

In the 94th Congress, the debate on the authorization for a U.S. Army Corps
of Engineers project near Alton, Illinois, rekindled Interest in the issue of how
to finance Inland waterways. As a result, in this session of Congress the Senate
Committee on Environment and Public Works reported a bill that'combined
authorization for a single-lock project at Alton with the establishment of a
system of user fees (S. 790). The Carter Administration also supports user
charge proposals. Finally, on June 22, 1977, the Senate approved an Alton/user
charge package that was offered as an amendment to the Omnibus livers and
Harbors bill.

MAJOR ISSUES

Resolution of the question of waterway user charges requires examination of
several key issues. The Congressional Budget Office (CBO) has analyzed the
available studies, including two recent investigations of thMe likely impact of user
charges on the barge industry. The major issues and the CBO findings include:

laaue.-Do domestic waterway carriers now receive special treatment, par-
ticularly when compared with their competitors-railroads, trucks and pipelines?

Finding.-Barge operators are the only domestic freight carriers who pay no
part of the expense of building or maintaining their rights of way. Federal sub-
sidles are equal to about 42 percent of all barge revenues, compared with 3
percent for railroads, 1 percent for trucking companies, and no subsidy at all for
pipelines.

Issue.-Would reducing the existing subsidy through introduction of user
charges severely damage the financial position of waterway carriers?

Finding.-A unique aspect of this year's debate on waterway user charges is
that, for the first time, detailed studies are available on the impact of user
charges on barge companies. One study concludes that the barge industry would
lose 10 percent of its current traffic to competitors if varying fees were charged
for access to specific segments of a waterway according to the cost of operating
and maintaining that segment. If fees were uniform for all segments, the study.
concludes that traffic losses could reach 12 to 15 percent. A second study esti-
mates that the diversion of cargo would range from 7.1 percent to 9.5 percent.
Both studies assume fee levels that would cover all costs of operation and mainte-
nance but none of the costs of construction. Both studies also assume that
railroads and other competing carriers would not raise their rates by amounts
equal to the increases in barge rates.

The converse of these findings Is, of course, that the waterway subsidy makes
it possible for barge operators to hold rates at levels low enough to divert between
10 to 15 percent of cargo that might otherwise move by rail, truck, or pipeline.

Iasue.-Can the subsidy that gives barge operators a competitive edge over
rail, truck, and pipeline be justified on such secondary grounds as energy effi-
ciency or economic development?

Finditig.--Opponents of waterway user charges argue that barge transporta-
tion should be encouraged by a subsidy because it is more energy-efficient than
competitive methods of transportation. Relative energy use varies greatly In
specific circumstances because of differences in size, speed, and type of shipments
for barges, railroads, pipelines, and trucks. When reasonable estimates vary
so widely one can only conclude that blanket statements on energy efficiency
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are unwarranted. In 11 reports surveyed by CBO, estimates of energy, use for
4ouestio water transportation generally fall in the range of 500 to 700 BTUs per
ton-mile (the movement of one ton of freight a distance of one mile) while the
usual range for rail freight was 800 to 700 BTUs and 400 to 500 BTUs for oil
pipelines. Estimated fuel use by truck transport Is significantly greater than
that for other modes.

Opponents of user charges also argue that subsidized barge transportation
serves as a magnet for industrial location and therefore as a stimulus for eco-
nomic development. A flaw In this argument is that the subsidized waterways
are located along some 15,000 to 25,000 miles of waterside areas in both large
and small, rich and poor communities and cannot preciselyr lure Industry to
areas most In neqd of economic development. At best, the subsidy can be viewed
as, providing a locational advantage to all water-served areas. If areas are gen-
erally depressed, the subsidy could serve as a developmental tool by attracting
Industries from other sections of the country. Unless regional economic devel-
opment is the goal, however, other policy tools such as business loans and public
work grants are obviously more precise than a nationwide subsidy.

FEDERAL AID TO DOMEsTIo TRANSPORTATION

CHAPrER VZ-SUMMARY AND FINDINGS

This report contains estimates which can be thought of as gross Federal aid
-to domestic transportation; direct Federal expenditures which benefit trans-
portation and aids which are less direct such as loan guarantees and public
domain granted In aid of construction of transportation facilities. A general
-summary of gross Federal aid for transportation facilities is In Table 6-11
Federal assistance ranked in the following ascending order: rail, water, air
and highways.

A different perspective Is obtained from a comparison of Federal aid after
adjusting for the amount of Federal aid which can be allocated to commercial
users of the transportation facilities and after subtracting the tax revenues or
other direct pecuniary benefits received by the Federal Government as a result
of Federal aid to transportation. Federal assistance so adjusted for pecuniary
benefits to the Federal Government can be identified as net Federal aid. A
summary of net Federal aid to transport carriers is in Table 6-2.
TABLE 8-1.---SUMMARY OF GROSS FEDERAL AID TO RAIL, HIGHWAY, AIR AND

INLAND WATER TRANSPORTATION, 1806-19771
rIn billions of dollars]

Low Hih
Description estimate estima e

Federal aid to railroads (1835-1977) ----------------------------- 0. 1 3.2
Federal aid to water transportation (1827-1976) ............-------. 11.7 14. 0
Federal aid to air transportation (1918-75) ----------------------- 20. 0 21.4
Federal aid to highways (1806-1975) ---------------------------- 72. 9 72. 9

1 Gross Federal aid refers to Federal aid without considering land-grant transportation
rates, excise taxes or user charges.

a The estimates include National Weather Service expenditures for the period 1972-76
only, Coast Guard expenditures for the period 1971-75 only, and Corps of Engineers
through 1975.

Source: Data presented in this study.

,Computation of constant dollar estimates would likely Infer a level of precision
that is unwarranted as a result of: the long time dimension that is covered, the economic
life of transportation facilities, the lack of exact comparability across types of aid and
across modes, problewis In coverage of-data for the National Weather Service, the Coast
Guard and the Corps of Engineers, the judgments involved in arriving at pecuniary esti-
mates In some cases, and the Inseparability of recreational and commercial navigational
data.
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TABI. 6-2.-UMMARY OF NUT rBDERAL AID TO RAILROADS, INLAND WATER

NAVIGATION, AND COMMERCIAL HIGHWAY AND AIR CARRIERS, 185-19771

[In billions of dollars]

Low High
Description Estimate Estimate

lntarety buses (1957-76) -------------------------------------- 0. 04 0.04
Rairod (1885-1977) ------------------------------------ 0 ) ' 4
Large trucks (1957-76) -------------------------------------- 5 52.5
Air carriers (1951-16) -------------------------------------------- . 0
Inland water navigation (1957-76)' ------------------------------ 9. 0 9. 0

'Net Fideral aid refers to Federal aid reduced by land-grant transportation provided
to the Government in the case of railroads; and the estimated underpayment in the ease
of buses, large trucks, air carriers and inland water navigation.

'The paienthesis indicates a net benefit to the Federal Government.
'This amount includes $1,100,000,000 Federal aid to intercity rail passenger service.

As discussed in ch. I1 there is considerable discussion as to whether aid to intercity rail
passenger service should properly be considered Federal aid to railroads.

4 Since separate amounts for recreational users and commercial users has not been
determined, the estimate includes benefits to both. The estimates include National Weather
Service expenditures for the period 1912-76 only, Coast Guard expenditures for the period
1971-75 only, and Corps of Engineers expenditures for the period 1957-75.

From the land-grant railroads the Federal Government received free and
reduced-rate transportation until 1945. From trucks, buses and air carriers the
Federal Government has collected user charges and transportation-related
excise taxes.

The rank in ascending order of net Federal aid using the low estimate is:
railroads, intercity buses, air carriers, large trucks, and Inland water naviga-
tion. The rank In ascending order using the high estimate is: intercity buses,
railroads, large trucks, air carriers, and inland water navigation. According to
the data available to this study, in the low estimate, inland water navigation has
received more net Federal aid than rail, buses, large trucks and air carriers com-
bined. In the high estimate inland water navigation has received $640 million less
than rail, buses, large trucks and air carriers combined when Federal aid to
Intercity rail passenger service Is included as an aid to railroads and $860 million
more than rail, buses, large trucks and air carriers combined when it is excluded.

Mr. BROWN. The CRS study gives both gross and net figures for
aid to the various transportation modes with high and low estimates
of both. Under gross aidf, aid to railroads, I will use the low estimates,
was one-tenth of $1 billion-this is a cumulative figure over time.

Aid to water transportation is $11.7 billiQn.
Air transportation $20 billion and highway transportation $73

billion.
For net subsidy, again usi : the low estimate-the high estimates

Pr proportional:
Intercity buses forty-one hulllddths of $1 billion.
Railroads a negative sev-cn-tenths of $1 billion. This is for net sub-

sidy; payment is going front the railroads to the Federal Government.
Largetrucks $2 2 billion.
Air carriers seven-tenths of $1 billion.
Inland water transportation, $9 billion.
In the CBO study the figures they came up with was that Federal

subsidies are equal to about 42 percent of all barge revenues compared
to 3 percent for railroads, 1 percent for trucks and no subsidy at all
for pipelines.

20-306-77-6
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We strongly endorse the concept of a waterway user charge for the
inland waterway system. Such a charge must, however, provide for
full recovery of the costs of constructing and operating the water-
ways. The 4- to 6-cent-per-gallon fuel tax of H.R. 8309 as passed by
the House is a token measure which would recover at most 10 percent
of costs.

Also since a fuel tax does not relate to the costs of individual water-
ways, it does not remove the economic distortion of decisionmaking
and is highly unfair.

Shippers and barge operators on waterways with very low costs,
such as the lower Mississippi, would he having to pay part of the
very high costs of other waterways, present and future. We must
acknowledge that some of our existing waterways are not at all cost
effective. Only by requiring the beneficiaries of new waterway proj-
ects to repay the costs of those particular waterways can we reduce
the tremendous incentive which currently exists for construction of
new waterways regardless of their economic efficiency.

I urge you to retain the user fee provisions of S. 790 as previously
passed by the Senate. While we would quarrel with some of the comi-
promises embodied in that legislation, it could be a major step toward
sound decisionmaking and fair treatment of the American taxpayer
and the reduction of unnecessary destruction of our Nation's rivers.

I see three general issues involved in waterway use charges: (1)
General taxpayer equity; (2) national transportation policy; and (8)
environmental diseconomies. The general taxpayer equity issue is
straightforward. The American people are being forced to pay the
very substantial costs of first constructing and then operating and
maintaining barge canals-$400 million per year--which directly
benefit a relatively small number of companies.

Attached to my statement is a list of 95 regulated, exempt, or private
carriers operating on the inland waterwavs and their owne ship. Only
a quick reading of this list is necessary to see that the waterway sub-
sidy goes directly to some of the largest corporations in America.

Federal subsidy of waterways is a historical leftover from early
years of our Nation when waterways were seen as a way to help de-
velop the interior. From today's viewpoint, the subsidy'is not at all
justified.

People talked about the historic policy of not having tolls on our
waterways and we had this for 150 years. That policy is 150 years
old and it is no longer appropriate. T h'e interior we were developing at
that point was west of the Appalachians.

The second issue is one of national transportation policy and the
part that barges and other transportation modes play in our national
transportation system. The user charge issue is much' more than petty
infighting between the barges and the railroads. The total effective-
ness of our national transportation system is at stake.

Unfortunately, the railroads are in serious financial trouble, and
the subsidy to the barges is a significant, factor. Our Nation is highly
dependent upon a sound railroad system. The railroads not. only serve
all parts of the country rather than just those served by waterways,
but they also carry all kinds of goods, not just the bulk' commodities
which the barges can carry. There is considerable excess capacity
already available on the railroads without having to build new water-
ways or new rail lines.
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A major concern of transportation planning these days is energy
efficiency. The barge industry has frequently claimed that it deserved
subsidy because it was more efficient than the railroads. Those claims,
however, are based on misleading assumptions. First of all, these
studies do not account for the relative circuit of waterways, such that
barges often travel much greater mileages than competing railroads
to reach the same destination. Also, barge transport often requires
truck or other energy-costly connections at either end.

The subject of truck transport is also important because, if the
railroads' service is diminished, the barges cannot carry many of the
goods or carry them to most of the places served by railroads; the gap
would have to be picked up by trucking or other very financially and
energy-costly means of transport.

The third big issue and the one that we are most interested in and
the reason for user charges is the environmental disruptions of the
inland waterway system. Tile most severe impacts are from the con-
struction of new waterways. Proposed new waterways at this time
include some of the most environmentally damaging and economically
wasteful of any projects ever undertaken with taxpayers' money. The
maintenappe of existing waterways involves extensive dredging. The
dredging itself is highly disruptive to river ecosystems and the disposal
of the dredging can totally spoil adjoining wetlands and fish and
wildlife habitat.

In addition, navigation projects have been slwn to increase river
flood stages and consequently greatly increase loss of life and property
f rom floods.

User fees could play a very major role in discouraging environmen-
tally and economically wasteful projects by reducing the tremendous
incentive which currently exists for the construction of such projects.
A totally federally constructed and maintained waterway is clearly
seen as a welcome gift by barge operators and industries'who would
be able to use it, and pressure for their authorization is intense regard-
less of the actual merits.

If the waterway users had to lpay a significant share of tile costs,
we might end up with fewer and better projects.

At the end of the 93d Congress an administration bill was sent to
Congress which called for a segmented toll user charge system. Under
this proposal, waterway users would pay in accordance with their
share of the use of a waterway and the cost of maintaining that par-
ticular waterway. The waterway industry worked out figures as to how
much charges based on such a scheme would be. The variances were
very great, with relatively high charges for certain segments and
rather low charges for other segments.

Claims that this would be prohibitive for the high charge segments
were, made and cited as opposition to such a scheme. To me this very
clearly states the need for user charges. Users of these waterways sup-
pose(l would switch to another mode if they had to pay even part of
the operation and maintenance costs, let alone the construction costs. If
there had been an effective waterway use charge system, these water-
ways would never have been built. It is mv hoie tiat you will recom-
mend for congressional enactment a user'charge system that will re-
(]lice the tremendous pressure which now leads to the aitlooriz.mtion and
construction of such unwise and inetllriicnt wvaterway projects.
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Thank you very much for allowing me this opportunity to testify.
Attached to my statement is a list of companies and a one-page memo-
randum prepared by a number of national conservation organizations
which sets forth the principal reasons for user charges, if-that could
be included for the record.

I would be more than happy to answer any questions.
Thank you very much.
The CHAMNANi. I would ask that these attachments be included at

the end of your statement.
rThe material referred to follows:]

REGULATED CARRIERS

1. American Commercial Barge Line (East Texas Gas Transmission).
2. Arrow Transportation Co. (Champion-International).
3. Dixie Carriers, Inc. (Kirby Industries).
4. Federal Barge Line (Pott Industries).
5. Gulf Canal Lines (Pott Industries).
6. Ingram Corp. (Ingram Materials, Irc.).
7. Midwest Towing (Cargo Carriers--which is owned by Cargill).
8. Ohio Barge Line (U.S. Steel).
9. Ohio River Co. (Midland Enterprises (Eastern Gas & Fuel Assoc.)).
10. Sioux City & New Orleans Barge Line (Henry Crown & Co.).
11. Union Mechllng Corp. (Dravo Corp.).
12. Valley Line (Chromalloy American Corp.).

EXEMPT (CONTRACT) CARRIERS

1. Agri-Trans Corp. (owned by C. F. Industries, Farmers Grain Dealers Assn.
of Iowa, Farmers Union Grain Terminal Assn., Illinois Grain Corp., Missouri
Farmers Assn. and St. Louis Grain Corp.).

2. Alamo Barge Lines (Phillips Petroleum Co.).
3. Alamo Chemical Transportation Co. (Phillips Petroleum Co.).
4. Alamo Water Transportation Co. (Phillips Petroleum Co.).
5. Cargo Carriers, Inc. (Cargill).
0. Central Soya Co., Inc.
7. Chotin Transportation, Inc. (Midland Enterprises, Inc.-Eastern Gas & Fuel

Assoc.).
&. Consolidation Coal Co.
9. Continental Navigation Co., Inc. (Continental Grain).
10. Continental Oil Co. (exempt and private).
11. Ingram Barge Co. (Ingram Materials, Inc.).
12. Inland Towing Co. (Ashland 011, Inc.).
18. MadisOn Coal & Supply (Amherst Industries, Inc.).
14. Mid-America Transportation Co. (Peabody Coal).
15. Missouri River Barge Lines, Inc. (Chromalloy American Corp.).
16. Nflo Barge Line (Olin spelled backwards).
17. Pillsbury Co.
18. Power Transportation Co. (Peabody Coal).
19. Sabine Towing & Transportation Co., Inc. (Chromalloy American Corp.).
20. Seley Barges, Inc. (Seley Power, Inc.).
21. Thomas Petroleum Transit (Ashland Oil, Inc.).
22. Twin Rivers Towing Co. (Consolidation Coal Co.).

PRIVATE CARRIERS
1. Agrico Chemical.....
2. Allied Chemical Corp.
8. Amoco Oil Co.
4. Archer-Daniels-Midland.
5. Ashland Oil, Inc.
6. Atlantic Richfield Co.
7. Barold Div., N L Industrs.
8. BSAF Wyanintte Cor. (Wyandotte Chemicals).
9. Bunge Corp.
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10. Cities Service.
11. Consolidated Grain & Barge Co.
12, Continental Oil Co. (private & exempt).
18. Diamond Shamrock Corp.
14. Dow Chemical.
15. Dravo Corp. (Eastern Construction & Engineering Works Div.).
16. Dundee Cement. --
17. E. I. DuPont, Inc.
18. Pron Co., Div. of Exxon Corp.
19. FMC Corporation.
20. Freeport Sulphur Co.
21. B. F. Goodrich Chemical Co.
22. Halliburton Co.
28. Hooker Chemical Corp.
24. Ideal Cement Co.
25. Indiana & Michigan Electric Co., Inc.
26. Ingalls Iron Works.
27. Ingram Materials, Inc. (private and regulated).
28. Interational Paper Co.
20. Jones & Laughlin Steel Corp.
30. Louis Dreyfuss Corp.
31. Marquette Cement Mfg. Co.
32. Martin Marietta Cement Co.
33. Merlchem Co.
34. Mississippi Lime Co.
35. Missouri-Portland Cement Co.
36. Mobile Oil Corp.
37. Monsanto Co.
38. Morton Chemical.
39. North American Coal Corp.
40. PPG Industries, Inc.
41. Peabody Coal Co.
42. Peavey Co.
43. Pennwalt.
44. Phillips Petroleum Co.
45. Raddliff Materials, Inc.
46. Reichhold Chemical Corp.
47. S ell Oil Co.
48. Standard Oil of Kentucky.
49. Stauffer Chemical Co.
50. Tenneco Oil Co.
51. Tennessee Valley Authority.
52. Texaco, Inc.
53. Texasgulf, Inc.
54. Triangle Reineries, Inc.
55. Union Carbide.
56. Union Oil of California.
57. U.S. Gypsum. Co.
58. U.S. Steel Corp.
59. Universal Atlas Cement Co.
60. Warren Petroleum Co.
61. Weirton Steel, Div. National Steel.

ADVANTAGES OF COMMERCIAL NAVIGATION CHARGES 1

No. 1. Commercial navigation charges would provide wise waterway planiting
The demand for anything free is unlimited. A user fee should assure that only

those waterway projects which are really necessary will be built. Since barge com-
panies will have to pay the high costs of new construction, maintenance, and
operation themselves, we will discover which projects are needed and which
are being built for no better reason than that the federal treasury will pay for It.

It is our belief that such questionable projects as the Red River Waterway
and the Tennessee-Tombigbee barge canal would never be considered, much less

I We use the term "commercial navigation charges" to make clear that recreational
boaters should not be required to pay a toll. Locks and dams inhibit, rather than hell)
these users.
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constructed, if private interests had to deal with the huge cost overruns and
questionable benefits these projects entail.
No. 2. Commercial navigation charges will remove distortions in transportation

planning
Providing a 100 percent subsidy to barges gives them a tremendous competitive

advantage over other modes of transportation. Because the barges receive their
right of way for free, they can charge an artificially low rate, thereby pulling to-
ward the river traffic which is more efficiently moved by other tilodes, such as
rail and truck. The subsequent loss of revenue to the rail lines can result in
higher rates and lower quality service to those who must depend on the railroads
and truckers.

These distortions are not minor. In 1973, the chairperson of the National
Water Commission stated, "The economics of some waterway projects are so dis-
torted that if you took the money spent for the waterway project and set up
a trust fund, you could ship all the anticipated waterway traffic by rail at no
cost to the shipper !"
No. 3. Commercial navigation charges will improve tax equity and save money

Federal waterway subsidies are approaching one billion dollars annually,
according to the DOT. Much of that Is paid by taxpayers who are not served by
barge lines and therefore stand little to gain by reduced barge rates. Such is
the case of Northeastern taxpayers. At a recent conference of Northeastern
governors, the governors concluded that users of inland waterways should pay
a user fee so that residents of the North would not be required to subsidize
the transportation system of other regions at the same time that their own
transportation system was in great need of repair and upgrading.
No. 4. Commercial navigation charges will be good for the environment

As the Locks and Dam 26 issue has clearly illustrated, increasing barge traffic
can tax the extremely fragile river ecosystems to a great degree. On the Ohio,
Mississippi and Illinois Rivers, we can observe patterns of habitat destruction,
lowered water quality, and soil erosion traceable to the barges and the asso-
ciated flood plain development that has accompanied the improvement of these
rivers. Limiting traffic to that which is economically justified will minimize
these river damages.
No. 5. Commercial navigation charges will save energy

Subsidization, of waterways has created an overbuilt waterway system, over-
lapping an overbuilt rail system and an equally sprawling highway system.
And, all continue to grow. Such a mixture of different modes leads to waste of
energy on a massive scale as railways lie unused while new barge or highway
construction proceeds at a rapid pace. This is an excess capacity that is main-
tained by subsidy expenditures.

An example of this problem is the proposed $1.6 billion dollar Dallas to
Houston barge canal which would parallel the tracks of two existing railroads
and an interstate highway.

The CHAIRMAN. Thank you very much.
Mr. BnowN. With me is Prof. Steve Hanke.
The CHAnIdAN. Do you have a separate statement, Professor?
Mr. HANKE. Yes, I 'have a separate statement I will submit for the

record, Mr. Chairman.
Mlr. HANKE. The statement summarizes a report that I prepared

with Dr. Robert K. Davis that was entitled "Pricing and Efficiency
in Water Resource Management," and this report was submitted to the
National Water Commission and the Commission recommendations
regarding user fees were based in part on that particular piece of
work.

I think, given the houir of the day, T will attempt to sunmarize
briefly the major points in the particular debate on user fees as I see
it. It seems to me that the debate has become rather umlbled and con-
fused as it has continued to fall over the past mount hs and really one
needs to return to some first principles and ask some fundamental
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questions rather than looking-at soine of the details in terms of spe-
cific impacts, and so forth.

I think the two key questions that revolve around the purpose of a
user fee are whether a user fee system can be designed to improve the
efficiency with which we use resources that go into the provision of
waterways and also can the revenue be derived from sources in away
that is both equitable and efficient and I think a user fee system could
be designed that would be consistent with efficient resource allocation
and also equity.

If you look at the past record of investment in waterways, the
Federal analysts who perform benefit-cost analysis on these projects
have done an incredibly poor job in evaluating and predicting what
the cost of these projects are. This is documented in a very fine fash-
ion by Professor Haveman in a book entitled, "The E'conomic Per-
formance of Public Projects."

If one assumes that you cannot evaluate the benefits and costs of
these projects in any reliable way at the Federal level, you are left
with the question of how you can make appropriate investment de-
cisions that can perform the benefit-cost analysis.

I think the most appropriate people to perform the analysis in this
case are the barge owners themselves, the users of these waterways.
They can perform the analysis only if the prices or user fees that are
displayed to them reflect the costs of the resources that are used in
the construction and operation of the waterways.

The cost elements associated with the construction and operation of
waterways fall into three categories and user fees would have to fall
into three categories if in fact you wanted the job to be evaluating the
projects really to be put over iAi the hand of the barge operators where
it. should appropriately be because, after all, they are the ones that
in effect know what the benefits are that are associated with using these
ighwayvs, if you will.
The three elements are the operating and maintenance costs. These

could be appropriately charged for on the basis of seginent tolls that
would be segregated by the river system and they would be equated to
the average cost of operating the particular segments in question.

The second component is the congestion cost components. This could
be reflected to the barge owners by way of a congestion fee at con-
gested locks. The price or level woild be set to reflect the value of lost
time associated with this.

The third component is a capital component. This could be ap-
propriately reflected to the barge owners by an annual license fee

.for the right to use particular waterways and they would be set as
capital investments in that particular waterway.

So a user fee system that would be efficient and encourage barge
owners to make decisions based upon the cost of the resources that
they were using up would be one that contained these three elements:
the segment toll, the congestion fee and an annual license fee.

As I understand it, the Senate bill is consistent with that kind of
a user fee system. The House bill, on the other hand, that relies solely
on gasoline taxes is not consistent with that type of an approach.
The gasoline tax in no systematic way reflects the cost of using'a par-
ticular waterway and, of course, it has no reflection upon the con-
gestion cost associated with using a particular waterway.
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That ends my statement, if you would like to ask me any questions.
The CHAIRMAN. Well, thank you, gentlemen. I think I understand

your position and understand your arguments.
If you want to add something to it, I would be glad to have it.
Mr. HANNE. I don't care to add anything. Thank you.
Mr. BRow.x. No.
[The prepared statement of Mr. Hanke follows:]

STATEMENT OF STEVE H. HANKE, PROFESSOR OF APPLIED EcoNoMIcs, THE JOHNS
HOPKINS UNIVERSITY

Gentlemen, my name is Steve I. Hanke, and I am currently Professor of
Applied Economics at The Johns Hopkins University in Baltimore, Maryland.
I want to thank you for the opportunity 4a-present summary of the policy
conclusions that I have derived concerning the economies of investing in and
operating inland waterways. My conclusions are primarily based on a study
that Dr. Robert K. Davis and I conducted for the National Water Commission
in 1971, Pricing and Efficiency In Water Resource Management.

My remarks are limited to a discussion of the following topics:
(1) The economic rationale for levying user fees for the use of inland water-

ways;
(2) the determination of the appropriate level and structure to be used in

designing an efficient and equitable user fee system;
(3) the determination of the specific types of user fees to implement to achieve

efficiency and equity in the provision and-tlise of Inland waterways.

AN ECONOMIC RATIONALE PES USER FEES

Two economic arguments can be used to challenge the practice of allowing
free use of waterways. These arguments are efficiency and equity.

From an efficiency point of view, the Ideal pricing policy Is one in which price
is set at a level that equates marginal social benefits and costs. This is accom-
plished when the price that a user is charged for the use of reources is equated
to their incremental (marginal) costs. If prices are set below marginal costs,
resources will be overused. Alternatively, if prices exceed marginal costs.
resources will, be underused. When prices are equated to marginal costs, the
appropriate amount of transport resources will be produced, the appropriate
intermodal mix of services will be producM, and the appropriate mix of Inputs
will be used to produce each type of transport service, because costs to the user
of transport "highways" will properly reflect the relative sc, reities of inputs they
use.

Waterway operators use valuable transportation "higbways"-paid for by
the Federal government. Since the operators do not consider either the costs
of resource services provided by the Federal government or the congestion costs
they impose on each other, marginal private and social costs diverge; prices
for the use of waterways are less than their marginal costs. Barge owners con-
sider the incremental costs of operating their barges and not the costs they
impose by using waterways. Costs to barge operators and barge rates are there-
fore too low and the intermodal mix of transportation services Is biased In
favor of inland waterways. From society's point of view, it would be prefer-
able to charge waterway operators user fees and congestion tolls so that pri-
vate marginal costs reflected society's marginal costs. This would, in effect,
internalize the costs of providing waterways and induce barge operators to
make decision,; that were based upon the real resource costs associated with the
provision of inland waterway transport.

The imposition of user fees and congestion tolls would not only act to elimi-
nate the divergence between private and social costs so that existing waterways
would be operated more efficiently, but it would also greatly aid water resource
planners when they are deciding on the desirability of making new investments
or phasing out old ones. A system of pricing for the use of inland waterways
would generate information regarding the willingness of barge owners to pay
for the waterway services that they use. Such information would aid planners
when they were attempting to determine whether to shut down an existing
waterway or invest In new facilities, since they would have sound data that
reflected the value of the waterway to its users.
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Perhaps. most importantly, a user fee system would Increase the efficiency
with which the "political market" operates. Waterway operators and the popu-
lations in areas near waterways do not pay for navigation projects, yet they
receive the project benefits. The fact that these beneficiaries do not pay for
improvements causes them to overestimate the potential value of the waterway
improvements. As a result of this separation of benefits and costs,. potential
beneficiaries apply pressure to their political representatives to seek Federal
investments for their locale. This pressure has been effective. For example,
Congress passed the Department of Transportation Act of 1966 which dictates
that benefits from navigation projects be calculated for purposes of project eval-
uation so that they exceed the real project benefits. In addition, politicians
apply more subtle pressure on the U.S. Army Corps of Engineers to construct
navigation works. In order to serve its clientele in Congress, the Corps finds it
desirable to overestimate benefits and understate the costs' from the provision of
navigation worki3. By tailing to charge project users the costs they Impose, the
"political market" is seriously distorted In favor of additional projects. A Kys-
tern of user fees, in which beneficiaries pay for the incremental costs they impose,
is the most efficient way to stop those practices.

In addition to improving the efficiency with which inland waterways are
built and used, a user fee system would improve the equity associated with the
provision of these transport "highways." Equity is concerned with the distri-
bution of benefits and costs. I employ a concept of equity that is embodied in
the "benefits principle" of taxation. Equity is achieved when project beneficiaries
pay in accordance with the costs that they impose and benefits they receive.
A user fee system (assuming it did not recover more than the appropriate costs)
would be more equitable than the current no-charge system, since barge owners
would be required to pay for some of the costs that they generate.

THE APPROPRIATE LEVEr, AND STRUCTURE FOR A USER FEE SYSTEM

If one accepts the conclusion that some type of user fee system would improve
efficiency and equity, one !j faced with the problem of determining the proper
level and structure at- which to set user fees.
"Textbook" Marginal Cost Pricing

As suggested above, setting user fees equal to marginal costs, would result in
an efficient allocation of resource, given that other modes of tranportation
bought inputs and sold their services at prices that were equated to marginal
costs. However, these conditions do not hold in the transportation sector of the
economy. Railroads, the primary substitute for barge transport, are regulated
by the Interstate Commerce Commission (ICC). Their rates, although some-
what lower on routes that compete with waterways relative- to routes that do
not face competition, must be approved by the ICC. These rates are set so that
they exceed the appropriate marginal costs. The American Commercial Lines
v. Louisville and Nashville Railroad, 1968, provides an interesting account of
the ICC's attitude on requiring rail rates to exceed marginal costs. Since the
regulatory authority that approves rail rates imposes constraints that result
in rail rates that exceed marginal costs, it is no longer necessarily true that the
prices for inputs by waterway firms should be equated to marginal costs. To
obtain the proper allocation between modes of transport when the above condi-
tions exist, prices should be set so that the ratio of prices between modes is
equal to the ratio of their marginal costs. This rule suggests that, from an
efficiency point of view, a price should be charged for waterway services that
exceeds marginal cost.
Variable cost pricing and multipart tariffs

A user fee system in which prices would be equated to variable costs (operation
and maintenance costs) which are highly correlated with, but not proportional
to the volume of waterway traffic, would approximate the relationship (dis.
cussee-above) between rail and barge rates, and would lead to greater overall
efficiency than "textbook" marginal pricing. This fee should apply to existing
uncongested waterways If these fees were changed, the appropriate costs would
be charged to users. They would balance their benefits against these costs, pro-
moting efficient resource use. Moreover, these rates would be relatively easy to
calculate, a feature not associated with "textbook" marginal cost pricing One
could anticipate user fees based upon the variable cost pricing rule to range
from approximately 0.1 mill per ton-mile on highly used, low cost waterways, such
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as the lower Mississippi, to 850 mills per ton-mUe on the Kentucky River system
(based on costs in 1970).

Although a pure variable cost pricing rule would approximate both the ef-
ficiency and equity objectives on existing uncongested waterways, it has major
weaknesses if it is the only fee charged on "new" waterways. First, on "new"
waterways, there would be an equity drawback. The costs generated by users
of a "new" waterwaf-long run marginal costs) would not be recovered, and
a subsidy would be required to make up the difference between variable and long
run marginal costs. Secondly, there would be an efficiency problem with "new"
waterways. The appropriate incremental cost for a "new" undertaking Includes
an annualized capital component. This is In contrast to existing undertakings
in which the Investment decisions have been made and the capital is in place
and "sunk". It is only by using this willingness-to-pay test for "new" capital
that one can determine whether the users' benefits derived from "new" facili-
ties are greater than costs. If barge owners were only required to pay the variable
costs of operating and maintaining "new" waterways, the capital Inputs would
be free. Consequently, the demand for these inputs would be excessive and in-
efficiencies in their provision would result.

It Is desirable for barge owners operating on existing uncongested water-
ways to be allowed to obtain additional units of waterway service at the appro-
priate incremental costs (average variable cost). At the same time it is de-
sirable, from the point of view of Investment efficiency on "new" undertak-
ings, that the total cost, which includes an annualized capital charge, be covered.
A barge owner does not only have to decide whether to consume additionalunits of waterway service, but he also has to decide whether to consume the
service at all. This can only be discovered by asking him to pay for the total
cost of supplying the±'new" service. The most desirable way to accomplish thisend is to impose a two-part tariff. One part would be equated to average variablecost, and would reflect a cost that would allow the barge owner to properly
determine whether to consume additional Uits of water service. The otherwould be independent of incremental consumption and would cover the capitalcost of the facility. This portion of the user fee would be based upon an annual
charge for the right to use certain waterways.

For uncongested waterways, my proposed system of user fees would consist ofa single tariff set at average variable cost on existing waterways and a two-part
tariff on "new" waterways. These separate pricing rules for existing and "new"
waterways, are based upon both efficiency and equity-eonsiderations. To sum-marize, the capital portion of existing waterways is "sunk"; the decision toinvest has been made. Hence, the inclusion of historical capital cost is not rele-
vant for decision-making and efficiency considerations on existing waterways.
However, the decision concerning-the level at which the waterway should beused must be made. This can be properly made if price is equated to averagevariable cost. The provision of "new" waterways includes an Investment de-
cisions. This decision must be based upon an analysis of projected total benefitsand total costs, which should properly Include an annualized capital cost com-ponent. The capital cost component should be collected through the use of an
annual fixed charge. In addition to the investment decision, an operating decisionmust be made on "new" Waterways. The appropriate signal for this decision
will be given if a price is levied and set at average variable cost.
Congestion costs

Thus far, my discussion of user fees has been made in the context of anuncongested waterway. When a waterway is more fully utilized, congestion costs(additional costs to shippers of being slowed down by other vessels on the
waterway) become Important. The fact that the operation of one vessel affectsthe movement of others on the waterway creates a divergence of private andsocial marginal costs. The addition of a vessel to crowded waterway adds to
the waiting time of all vessels. This phenomenon is-particularly important onwaterways with many locks. The private o6-pator, however, considers only the
cost (measured In waiting time) of his own vessels when deciding whether to
employ an additional vessel. The divergence of social marginal cost (the totalIncrease In waiting time of all vessels) is greater than the private marginal
cost (the increase in waiting time of the operator's vessels). Since privatecosts govern the decision-making process and since private costs are less thansocial costs, waterways will be overused. In the absence of congestion tolls,
the marginal user of the waterway imposes more costs on society, in terms ofslowing down other cargoes, than the value he adds In transporting his cargoes.
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To correct for congestion, congestion tolls should be set at a level that allows
for the equating of marginal social benefits and costs. These tolls would reduce
the queueing on congested waterways, and allow those shippers who valued
time most highly to pass through locks before those who valued time less highly.
This would result in an increase in the total value that shippers derived from
the use of waterways. Congestion tolls would not only encourage the efficient
use of existing locks, but they would provide valuable information to planners
when deciding whether to expand facilities. Capacity should be expanded when
the annual amount collected in congestion tolls exceeds the annualized capital
cost of expanding capacity.

SPECiO TYPES OF USER FEES

Three types of user fees should be employed to achieve an effcient and equi-
table user fee system. These are: segment tolls, license fees and congestion fees.
These types could be used if 8.1529 were adopted, whilo they could not be ap-plied If H.R. 8309 were enacted. Therefore, I strongly recommend that 8. 1529 be
accepted, rather than H.R. 8309.
Segment toNs

Segment tolls are user fees or charges based on a measure, such as ton-milesshipped per segment If segment tolls were adopted, the tolls should be set equal
to the average variable cost on various segments of a waterway. The operationand maintenance cost of the segments of the system would be charged to thefirms using those segments. Within the waterway system, incentives wouldexist which would cause usage to be allocated from high to low cost routes.Also, Information would be generated that would be of value to the managersof the waterways. If, for example, a sufficient number of barge owners werenot willing to pay enough, through segment tolls, to cover average variablecosts, then the portion of the waterway system in question should be discon-
tinued.

The collection of these tolls would be relatively easy. The segment tolls couldbe recorded quite easily on those portions of inland waterways in which lockswere in operation. As barges passed through locks on various segments, segmenttolls would be recorded and the barge owners would subsequently be billed. Onsegments where no locks are in operation, a system utilizing barge logs wouldbe required. Tolls would be assessed on the basis of the reported logs. The sys-tem would be administered In a fashion similar to that used by the Internal
Revenue Service for income taxes.
License fees

A license fee Is an annual charge unrelated to the rate at which a waterwayis used. This type of fee could be employed as the second part of a two-parttariff-the fixed annual fee. It would be imposed as a part of a two-part tariffon "new" waterway systems and would be set at a level to cover the difference
between variable and total costs.
Congestion fees at locks

A third part of the multipart tariff would be introduced on congested water-ways. Congestion fees at locks would be based on the cost of congestion (thedivergence between marginal social and private costs). Congestion tolls couldbe determined on the basis of the time that other tows were delayed. As indicatedabove, it would clearly improve the efficiency with which congested waterwaysoperated and the way in which new Investment decisions were made.The congestion fee also has particular merit in the problem of allocating.costs to recreational boats. Recreational boatmen, especially from the stand.point of' the number of craft, are major users of waterways. Not only do theyreceive the same free locking services as commercial carriers, but rules existthat favor the recreational users. The present policy of lock operation is suchthat after a maximum of two commercial barge lockings, recreational boats areallowed to pass a set of locks. On crowded waterways, this policy can cause-significant Inefficiencies as higher valued freight carriers are forced to waitwhile recreation boats are locked through. With congestion tolls, pleasure boatscould be grouped together. As a lockage unit they would face the same blockagerules as the commercial tows. This would avoid the preferential treatment thatpleasure boats now receive at locks. It would also Improve the allocation of thelocks' capacity as some pleasure boats could plan their lockages at off-peak
times to avoid congestion tolls.
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CONCLUDING ORSURVATI"S!

Tgblei 1 summarize4 what I consider to be an efficient and equitable user
fee system for inland waterways.

TABLE I.-RECOMMENDED USER FEE SYSTEM

Types of wateiways

Existing New
User fee element Urcongested Congested Uncongested Congested

Segment tolls (P=AVC) .............................. (i) (i)
Annual icense fee (annualized capital cost)-----------------------...
Cong#s n tolls (waiung-time cost) ................................ .............

riRalis lamiee pricing policy wo d be Imposed.

In terms of structure, my recommendations are Consistent with S.1529 since
segment tolls, license fees and Congestion tolls could all be elements of a na-
tional user fee system if the proposed legislation was adopted.

My recommendations are not consistent with the structure of the user fee
system contained in H.1R8309. A fuel tax represents the only element in H.R.8309.
While this tax would be relatively easy to collect, it would not lead to an efficient
allocation of resources. The purpose of a user fee system (the price system) islevy user fees so that they reflect the scarcity of resources being used. Fuel taxes
do not reflect the valtM of resources used to build and operate specific waterways
and locks. Therefore, they do not promote the efficient use of waterways andlocks, and should not be an element in a national user fee'system that attemptsto promote the efficient use of resources.

In terms of level, my recommendations are not consistent with S.1529, whichis the most desirable bill being considered today. There are limitations in S. 1629-n-the level of user fees. I recommend that you consider removing these limita-tions to reflect my recommendations. Tese amendments would result in userfees that Were higher than those now contained in 8.1529, and would result ina level of user fees-that accurately reflected the costs of providing inland water-
ways.

That concludes my statement. Thank you.
The CHAIRMAN. We have a statement here, and I guess I assume that

these witnesses do not plan to testify, and s I will ask that it be in-
cluded in the record. The statement is from Mr. Lewis T. Hardy, exec-
utive vice president of the Hardy Salt Co., and another statement by
Mr. Harry D._Gobrecht, vice president-transportation and physical
distribution, United States Gypsum Co.

[The prepared statements of Mr. Hardy and Mr. Gobrecht follow:]

STATEMENT OF Lzwis T. HAuZy, EXECUrvE VIOZ PRESIDENT, HARDY SALT
COMPANY

Our company's headquarters are in St. Louis, Missouri. We have salt plantsIn Michigan, Utah and -North Dakota. We regularly ship by rail and truck toabout 25 states, but primarily to seven states In the upper Midwest.
We are firmly convinced that no additional funds should be appropriated for

commercial purposes on tMe inland waterway system until appropriate fair andequitable user charges a e legislated. Although it may be wise to have a phase
In-mrfoderenually thee charges should recoup all navigation-related water-
way expenses.

In the meantime we ar, not opposed to major repairs or even replacement of
Locks & Dam 2, depending; on the most desirable solution after all alternativeshave been carefully review, provided that the costs will eventually be borneby those who benefit. We support the user charge portion of the bill passed bythe Senate, H.R. 58, even though It only recoups 50 percent of the new con-
struction cost. However, we are very much opposed to the 1 percent cap which,in my case, should not apply to the new construction portion of the user charge.
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We favor user charges on the inland waterway system for two reasons. First,
it 'affects our business directly. Our taxes and those of our employees are being
used to subsidize our competitors' barge transportation of salt In our industry
transportation costs amount to about 25 percent of the total sales dollar. Our
largest plant is located in Michigan, which for many years was the largest salt
production state in the Unlod. Over the past 20 years, however, its share of
market has been slashed by more than 50 percent-from 22 percent to 9.8 percent
of the total domestic salt market. During this same period, Loultiiana salt pro-
ducers almost doubled their share of market increasing it from 10 percent to 80
percent. How did this happen? First, bulk salt started moving up the river from
five large Louisiana salt mines to serve the de-icing and chemical markets. How-
ever, this soon expanded to the point where there are now over 50 receiving
terminals throughout the inland waterway system where the salt is screened
and packaged and distributed to the general salt trade, such as to feed manu-
facture, water softener dealers and others, taking away business from northern
and midwestern producers in their normal marketing areas. Moreover, In 1974,imported solar salt produced in the Dutch West Indies started coming into the
market via barges subsidized by the American taxpayer and even by our own
employees and others working in U.S.- salt plants whose jobs are being threatened.
Overall, U.S. Imports have increased from less than 2 percent in 1955 to about
15 percent In 1974 of the total U.S. dry salt market.

We are not against free trade for we believe we can compete in the free
marketplace. However, it is very difficult when our competitors, both domestic
and foreign, are allowed to move their product by 100 percent subsidized water
transportation.

In the past ten years our rate of growth has been about half of the average
for the domestic dry salt industry. Our market lag is directly attributed to -the
inroads being made by subsidized barge salt moving from the Gulf up the Missis-
sippi Valley.

The continual subsidization of barge transportation takes business away from
the railroads and tends to force them into abandoning branch lines throughout
our normal marketing area where there are many branches serving the
small towns. As these lines are abandoned, our customers are forced to rely on
trucks from barge terminals. This, again, affects our business.

The second reason we are for user charges is on a matter of principle. As a
taxpayer, we believe that the adoption of user charges would tend to reduce de-
mands by social interest groups for federal funds. This is particularly true in
the water transportation area. If the benefactors knew ahead of time that they
would have to pay for these expensive installations, then their demands would
subside to only the most necessary, vital and efficient installations; whereas
under the present system of complete subsidy the demands continue to escalate.

Certainly each commercial facility should be paid for out of the profits of
those who use Iit. We feel the barge line operators can pay their own way and
this Is proven by these well established and documented facts. Barge lines earn
in-xcess of 10 percent return on equity as compared to less than 8 percent for
the railroads. With such earnings we see no reason why they cannot compete in
the open market, just like we have tWdo and everyone else.

With the growing national-debt, every effort must be made to recover In user
fees the amounts that the federal government spends on transportation facili-
ties. This would be a good step toward greater fiscal responsibility in govern.
ment. The United States Chamber of Commerce, the Missouri Chamber of Com-
merce, and the Minneapolis Chamber of Commerce have a formal policy support-
ing user charges for commercial waterway facilities. It Is of signal importance
that Minneapolis should adopt such a stance this year, considering that they
are at the head of the Mississippi River, so to speak, and therefore would be the
greatest benefactor of Increased capacity through Locks & Dam 26. The Missouri
Chamber also passed its resolution in February of this year. Obviously they
understand someone has to pay for these projects and they are willing to sup-
port a program of reimbursing the federal government for monies so expended.

I would also like to Point out that the National Industrial Traffic League, the
largest shipper oriented organization, composed of approximately 1,800 firms

--both large and small, is on record as supporting segmented waterway user fees.
No one is proposing, to my knowledge, that we go back and try to recover

from the beneficiaries of this waterway system the cost of prior Investments
which are mammoth. However, since all these lorks and dams were built In
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the 80's, there Is a strong possibility that this could be the beginning of a
program to replace each of them one at a time, beginning with Locks and
Dam 26. If this is a possibility, then we should st up a system now for recover-
ing any cost of new construction. The Bill passed by the Senate, H.R. 5885,
provides for eventual recovery of 50 percent of new cost of construction. We
believe this should be 100 percent, but certainly thit would be a strong step
In the right direction.

Even if only 50 percent cost is assessed on a new transportation facility, then
those who benefl would join the rest of us In insisting that the most economical
and logical capital investment would be made. This needs to be done now before
any more taxpayers' money is spent on capital investments.

The Senate should not adopt the House flat minimum fuel tax contained in
Title I1 of Bill H. 8809 because the amount recovered from the barge operators
would bear no relation to the amount they will demand be spent on new maviga-
tion facilities. -

Thus, we support the concept embodied in H.R. 6885 but object to the one
percent cap as unwise and counteilroductive. Perhaps as a compromise the
one percent cap could be made to apply to operation and maintenance costs, on

-existing waterways, but not on the new construction sought by the barge in-
dustry. In this way you would lessen the Impact on the small operator on less
efficient segments of the river, but at the same time not encourage massive new
expenditures on unwise projects.

Although we can't speak for every bulk shipper or even the salt Industry as
a whole, a number of companies in our industry have indicated their support
of user charges. These companies arm the Carey Salt Company of Hutchison,
Kansas, a division of Interpace, New Jersey; American Salt Company with
plants in Kansas and Utah; and the Morton Selt Company of Chicago. I have
also been advised that I could speak for Snydei-Molasses Company of Chicago,
as they support the position we have taken.

STATEMENT OF HARRY D. GOBRECHT, VICE PRESIDENT, TRANSPORTATION AND
PHYSICAL DIsTRxBuTIoN, U.S. GYPSUM Co.

My name is Harry D. Gobrecht I am Vice President--'ransportation and
Physical Distribution, United States Gypsum Company, Chicago, Illinois.

United States Gypsum Company is a diversified manufacturer of building
materials and related articles. We utilize all modes of transportation including
railroads, for-hire and private motor carriers, ships on the Atlantic Ocean
and Great Iakes,- Inland waterways and airlines. Our transportation and dis-
tribution expenses approximate $150 million monthly.

I have been employed by the United States Gypsum Company since 1948
and was appointed Vice President-Transportat on and Physical Distribution
in 1977.

I actively participate In a number of transportation and business organiza-
tions. These include The National Industrial Traffic League of which I am
an officer, and also the Gypsum Association of which I am chairman of the
Transportation Committee.

My primary company functions can be simply described as an overall respon-
sibility to the company to obtain a maximum amount of service for each trans-
portation and distribution dollar that the company spends; also, to insure that
our transportation expenses are kept as low as possible consistent with the
services that we require.

I testified before the Subcommittee on Water Resources of the Committee
on Environment and Public Works, United States Senate, on April 19, 1977,
when they were considering the various Senate Bills on Locks and Dam 26
and Inland Waterwa,' User Charges, and the Committee on Ways and Means,
United States House of Representatives, on July 21, 1977, when they were con-
sidering similar House bills.

I would also like to point out that I am testifying only on behalf of the
United States Gypsum Company and not as a representative of any of the
organizations In which I or the Company participates. My testimony has been
fully endorsed by U.S. Gypsum Company management.

I have been closely following the legislation involved in the Lock and Dam
26 Issues.

During 1976, following the Introduction of Senator Nelson's bill (S. 3425)
and Senator Mondale's bill (S. 3506), I wrote a letter to the sponsors' of these
bills, and to members of the Seuate Water Resources Subcommittee of the
Public Works Committee.
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My letter stated the following:
Congress has an opportunity to resolve controversies:

1. The use and alleged misuse of public funds to create, improve and
maintain the Nation's Inland waterway facilities;

2. The sole prerogative of Congress to authorize the type of waterway
facilities economically justified to meet the needs of our Nation's economy.

3. The imposition of user charges appropriate to the benefits derived;
4. The effect of the use of public funds to create and improve Inland

waterway facilities on the environment and other transport modes.
I then suggested that Congress should, through appropriate legislation and con-

tinued oversight, insure that these issues are adequately resolved at minimum
expense.

I specifically advised the Senator, who received my letter, that I fully sup-
ported the objectives of 8. 8425, Including the following mandates:

1. Comprehensive studies on the environmental Impact of the Locks and
Dam project;

2. Resolving the Issue of cost vs. repair of the existing two locks and
dam prior to Congressional appropriation of funds;

8. Specific Congressional approval of any-expansion of the channel depth
from nine to twelve feet;

4. Proper maintenance of the present Lock and Dam 26 facilities until
such time as Congress approves any change.

5. Congressional impact assessment on future changes on the financial
strength and quality of railroad service.

My letter ended with the suggestion that legislation that would result in
appropriation of federal funds to expand the capabilities of the Mississippi and
Illinois waterways, including Locks and Dam 26, should be accompanied by
additional legislation that will make user charges mandatory in an amount
appropriate to the benefits that will be enjoyed by waterway users.

OTHERS SHARE MY VIEWPOINT

My letter on the 1976 legislation also mentioned the waterway policy of the
National Industrial Traffic League that I fully support.

The NIT League has a membership of over 1800. It includes representatives
from industrial firms, trade associations and chambers of commerce and shipper
associations. Membership is representative of most of the shipping public. No
carriers are permitted in the membership. League policies and action have won
for It the reputation of an able and constructive contributor in the field of
transportation.

National Industrial Traffic League waterway policies can be summarized as
follows:

User charges-The majority of League members have consistently voted to
support the principle of waterway user charges.

User charge levela-User charges should be reasonable, determined by public
authority and reflect the extent and character of use made and benefits derived.

Segmented user charges-Uach waterway or section thereof shall be treated
separately, and not be required to carry the burden of more costly projects.

Effect of uer chargee-User charges should consider the effect on the tpove-
ment of traffic, or the navigational use, of an established waterway, specific in-
dustries, and particular sections of the country.

The user charge Issue was challenged by-meveral members at the League's 1975
and 1976 annual- meetings. In both instances the majority of League members
voted to make no change in the existing user charge policy.

DO I REALIZE WHAT I AM SAYING?

Since my position in favor of the imposition of fair and reasonable user
charges on the inland waterways has become known, I have had dozens of in-
dividuals ask me why.

I've had friends come up to me with an incredulous look on their faces, and
disbelief in their voices, stating that it's impossible for them to understand how
any company or any individual who is responsible for tbg purchase of transpor-
tation services, could possibly advo6te user charges in any form or gor any
transport mode. These same individuals have said-

Don't you realize that your freight rates will increase?
Don't you realize that breaking the tradition of free use of-the waterways

will result In the'Imposition of user charges in other areas?
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Don't you realize that the railroads need to have some low-cost competition
and that many of your rail freight rates will Immediately increase if the com.
petitive costs go up? They then say, look at history. Railroads Increase their rates
at every opportunity and they will do it again.

Don't you realize that the public as a whole benefits from the development of
the Inland waterways. The benefits 6f recreation facilities, flood control, water
supply, pollution abatement, etc. far outstep the modest expense of supplying
these facilities.

Don't you realize that the low cost of inland waterway transportation has a
multiplying effect and results in lower gasoline, fuel oil, coal, fertilizer, grain
and farm products, and endless other commodity costs? Impose user charges
and yohir company, and you yourself, will end up paying higher prices for many
of the essential things that you buy. After all, they say, the user charges won't
be absorbed by the barge companies. They will pass them on to the shipper, whose
company will then pass them on to the consumer through higher prices. Haven't
you had enough inflation? Don't you care about your own pocketbook?

Every one of these discussion invariably ends up with one final statement:
Does your company know what you are saying? Does your company approve
your position?
At this: point the suggetlon is made that I should remain silent if I can't
agree to the continued development of the waterways without the imposition of
user charges.

I've done a lot of soul-searching after listening to the endless list of "Don't
you reallz4" statements., I have attempted to rationalize the issues on the basis of the type of analysis
that I, and every other professional transportation executive make when deter-
mining shipment allocations between competing transportation modes. I, have
become even more convinced that the issue of user charges must be resolved
and that their imposition is required and justified.

ALLOCATION OF TRAFFIC BETWEEN COMPETING TRANSPORTATION MODES

Every manager In charge of his company's transportation activities spends
a great deal of hk time closely examining his transportation costs. These man-
agers also attempt to determine how transportation and distribution costs will
affect the ability of his company to profitably penetrate various markets, most
of which are subject to dynamic competition.

In making these evaluations, many factors must-be considered. They include-.
1. Service requirements of the company and It's customers;
2. Prices which can be charged;
3. Manufacturing costs; (If the company has the option to ship from more

than one manufacturing or distribution location, the cost from each such loca-
tion must be considered) ;

4. Loading costs for each transport mode 'being considered; (such costs will
vary for each transport mode and must consider relative packaging costs as
well as material and labor required to place materials on or in the carriers
equipment, protect it in transit, and insure a safe journey);

5. The freight charges that are paid to the carriers;
6: 'The unloading costs and the cost of disposal of the dunnage and load pro-

tection materials.
If inbound materials are being studied, the procedure would then be reversed.
There;are dozens'of other cost factors that will vary between competing trans-

port modes, and with different companies; that must also be considered.
Some shippers or receivers have large investments in loading facilities or

equipment that are designed and suitable for only one transport mode. A change
from one transport mode to another could require the write-off of these invest-
ments or expenses when the facilities or equipment remain idle. In some in-
stances. write-off or idle time expenses are so great that a change from one mode
to another cannot be seriously considered.

Still ather companies have located their plants or warehouse solely to take
dv~pthge oftransportation conditions, costs and services that existed at the

time these decisions were madq.
What I'm trying to emphasie Is the fact that the determination of transpor-

tation -tnd distribution costs, and decisions to utilize one transport mode in
favor of., all viable alternatives, Is diffcult and involves numerous and complex
cost and service factors. .
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I attempted to make some type of determination of the amount of traffic now
moving on the waterways that shippers might allocate to other transport odes
if user charges are established.

I soon discovered that it was not possible for me to even closely estimate the
amount of diverted traffic simply because there are too many factorM other than
user charges, or rail-waterway freight rate differentials, that must, and will be
considered when making traffic allocation decisions.

I did reach one conclusion. The figures quoted by both the waterway and
railroad interests are grossly Inflated. I believe that some traffic will be diverted
but it will not reach the magnitude predicted by the waterway interests,

THE EFFECT OF USER CHARGES ON DISTRIBUTION DECISIONS AND OSTS

Senator Domenici, when introducing S. 790, disclosed the results of his studies
on the effect of user charges on costs. (*)

Grin-Ueer charges would add about 40 cents to the cost of a ton of grain
selling for $113.50-38/10ths of one percent.

Gasoline--user charges would add about 40 cents to a ton of gasoline selling
for $134.40 per ton-less than 3/10ths of one percent. The Senator's study in-
dicated only a 14f per ton increase when Industry figures are adjusted to a more
realistic figure-1/10th of one percent.

Such facts are persuasive. They add credence to my conviction that user
charges can be Imposed with very little detrimental effect on unit costs ex-
perienced by either industry or consumers.

While the per ton or unit effect on costs might appear negligible, the overall
cost effect, due to the tremendous number of tons transported is significant.

Take grain-Assume that the 404 per ton figure is correct; this would add
almost $9 million to the cost of the 22 million tons of gain transported through
Locks and Dam 26 In 1972.

Take gasoline-It would add over $4 million to the cost of the 8 million tons
of petroleum products that moved In 1972. Such cost increases are not taken
lightly by any industry or Industry group. For some of the large waterway users
it is well worth the legislative battle that we are witnessing to avoid such over-
all cost increases and fight for continued public funding of the waterways.

THE ISSUES
The current waterway controversy seems to boll down to two overriding issues:

1. Locks and Dam 26 Issue
A. Must it be repaired or replaced to maintain its effectiveness?
B. Should the capacity of the locks and dam be increased to meet the predicted

requirements of the Inland waterway users?
C. Assuming that some changes must be achieved; can the objectlveaJ-he best

achieved, at the lowest expense, through repair or replacement?
I do not Intend to comment on the Lock and Dam 26 Issue. Such determina-

tions are best made by expert engineers, economists and others who have made
such studes The final decision should, in my opinion, be the exclusive preroga-
tive of Congress. I hope that Congress, in its wisdom, will not pass this respon-
sibility to others. Decisions should be on the basis of sound economic data and
analysis.
2. The User Oharge Issue

The subject of user charges has been debated In and out of Congress for years.
Senator Domenti's S. 790 introductory remarks listed eighteen different

studies and positions on inland waterway user charges between 1939 and 1976.
Most of the studies specifically recommended that a user charge system be
established.

Mr. Credy of the American Waterways Corporation has called the present Is-
sues a be)lweather case which will point to the future of waterway development.

The railroad position is well known. They point to potential economic ruin
If something isn't done to soften the economic effect of subsidized inland water-
way competition.

of User charges based upon 100 percent of operating and maintenance costs, plus 50%
of the cost of new construction
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Shipper views vary. Heavy users of the inland waterways oppose user charges,
They use all types of arguments to prove that governmentt inland waterway ex-
penditures are fully justified. They point to 1 tze benefits that they claim are
enjoyed by everyone. They predict increased rlrice,- inflation, etc. that will be
the direct result of user charges of'any type nd in any form. I have observed,
however, as evidenced by the NIT League policies, thatThe vast majority of
shippers not only favor user charges but are somewhat dismayed that this issue
Was not resolved years ago. - -

SEPARA7ION OF THE ISSUES"

My readings, and studies of theLocks and Dam 26 issue tend to indicate that
the facility must be replaced or repaired.

Few people still seriously question the fact that something must be done. The
user charge issue debate goes on and on and on-just like it has for years.

As a result it has been suggested by some individuals, and some groups, that
the two issues should be separately considered and resolved.

To me the purpose and implication of these suggestions are obvious.
The Locks and Dam 26 problem has already been largely resolved. At this

point it appears to be only a matter of how much money Is to be-expended and
the point-in-tinie when the money will be spent.

The opponents of user charges want a new dam and new locks with greater ca-
pacity. They want the facilities now. They want the,facilities to be built at public
expense with no contribution of their own. They don't want further debate on
user charges since they know that they will run the risk of exposing the fallacie.q
of their own arguments.

Mr. Smith, of the American Waterways Operators, who favors the separation
of the isues states: "The railroads are attempting to hold L & D 26 hostage to
the waterway user tax."

This is the type of argument that has been used for years.
The issue of user charges goes far beyond the simple jockeying for competitive

position between the railroads and the waterway companies and waterway users.
The American taxpayer, whose taxes pay for the facilities, are also beginning to
think and be heard. This is what scares the user charge opponents and why they
want the issues separated.

I would urge that the issue remain joined. I also urge that both issues be
promptly resolved.

THE LOGIC OF USER CHARGES TODAY

To me the expenditure of public funds to create transportation facilities made
a lot of sense In the early stages of our country's economic development. Rail-
roads, motor carriers, airlines and inland waterways have all benefited from
public grants in the past. So has the public. It is doubtful if any of these trans-
port modes could have developed or matured without such public expenditures.

Today, however, we have mature industries. The developmental period is over.
The necessity for public expenditures for right-of-way and facilities is also over.

I believe that most enlightened and objective transportation managers agree
with the logic and necessity for the removal of subsidies from the inland water-
ways. These people also know that the rallroad-waterway battle is real.

All transportation managers are witness to the desperate railroad dilemma
between their costs and revenues. Railroads, when requesting 1inferatite Com-
merce Commission permission to raise their rates, point out that costs have risen
rapidly with only slight increase in revenues and tonnages transported. Most
transportation managers also know that railroad freight rate levels are volume
sensitive. We know that the railroads will require lesser rate increases if they
can transport greater volumes. We also know that the effect of greater volume
is reflected in all freight rates. We also know that additional diversion of volume
from the railroads will result in the necessity for still further increases that will
be felt on all railroad movements. We also know that when some rates are held
down to meet, or partially meet waterway competition, that the railroads have
little choice but to raise rates on non-competitive traffic. Such are the economic
facts of railroad rate making if railroads are to conduct overall profitable
operations.

Removal of waterway subsidies will not necessarily result in the ability of rail-
roads to meet the cost of all waterway movements. At best, it will permit them
to compete on a "more equal" footing.
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Many ,voices have been recently raised asking for more even-handed regulation
and government policies between the various transport modes.

All transport. modes are essential to our country and its commerce.
All segment of transportation should remain within the private'sector.
All transport modes should be able to, and encouraged, to compete for their

share of. the shipper's transportation dollar that they are best equipped to handle.
Few people favor the granting of multi-million dollar grants to railroads as

outright gifts with no repayment provisions.
If such grants were made, however, for the purpose of building and maintain-

ing railroad right-of-way and equipment, railroad costs would be reduced and
.. railroad management could reduce rates to a level that would make it difficult

for any of the other transport modes to compete. If this was done, many indus-
tries would benefit through lower rates. The cost savings impact would also be
shared by many times more people than now benefit from waterway subsidies.

The logic of one-s!ded subsidies for on; transport mode, therefore, falls to make
any sense-from the standpoint of even treatment or overall public benefit.

TYPE OF USER CHARGES

My previous testimony before the Senate included the fact that I favor the
Imposition of a segmented type of user charge.

I am definitely opposed to fuel tax charges or other charges based on any
system-wide type of assessment.

My position in favor of the imposition of inland waterway user chargesg-
largely motivated by my conviction that inland waterway facilities should be
constructed only when their cost can be offset by real benefits to the public as a
whole. Imposition of fuel tax charges or system.wtde charges will not result in
the same type of effective restraint against wasteful and unnecessary facilities,
as will charges based on cost keyed tothe particular waterway segment or fa-
cility involved. In addition, It Is not equitable or just for inland waterway users
to share in costs for facilities where they obtain little, if any, benefit.

SUMMARY

In summary I would like to quickly restate my positions:
1. U8er oharges-They should be reasonable and assessed against those that

directly benefit from the inland waterways.
2. Segmented user charges-Charges should be assessed for each waterway seg-

ment whenever new expenditures are required. They should not be assessed on
the basis of a fuel tax or other form of system wide expenses.

3. Separation of issues-The Locks and Dam 26 repair or replacement issue
and the user charge issues should remain joined. Neither issue can be fairly
resolved without consideration of the other.

4. Need for prompt congressional aolon-Both issues should be promptly re-
solved through appropriate legislation.

Finally, I endorse HR 5885 (originally S.290) which was passed by the Senate
on June 21, 1977. I believe that this bill will resolve the issues and will result in
the greatest overall benefit to the public and most of the country's shippers.

The CHAiRmA. Thank you very much.
[Whereupon, at 4:40 p.m., the committee recessed.]
[By direction of the chairman, the following communications were

made a part of the record:]
U.S. SENATE,

COMMITTEE ON ENVIRONMENT AND PUBLIC WORKS,

Hon. CARL T. CURTIS, Washington, D.C. October 18, 1977.

Dirksen Offlc Building,
Washington, D.C.

DEAR CARL: The Finance Committee, I understand, is scheduled to discuss the
issue of waterway user charges tomorrow morning.

I would hope that the Committee will do nothing that would limit the Senate's
ability to reaffirm the position the Senate took on June 22 approving a compre-
hensive waterway user charge provision. The amendment I will offer to H.R.
830 will be virtually identical to the bill passed by the Senate in June. It will

also incorporate the House tax provision as a dollar-for-dollar credit against the



more comprehensive user charges in my approach, which is based on a recovery
of a percentage of Federal expenditures.

Attached is a brief fact sheet that details the differences between the two bills,
as well as the reasons I believe our Senate approach is preferable.

Sincerely, .

U.. semator.
Enclosure.

COMPARISON OF HOUSE's WATRWAY USER CHARGES BILL WITH THE BILL PAssED
BY THE SENATE ON JUNE 22

HOUSE BILL

Imposes a fuel of 40 a gallon on barges using certain Inland waterways; ex-
cluding new waterways. (The fuel tax rises to a permanent 60 a gallon in FY
1982). At these levels, the House tax would collect less than 10 percent of annual
Corps expenditures on commercial inland waterways.

SENATE BILL OF JUNE 22 (TO BE OFFERED BY DOMENICI IN LIEU OF THE HOUSE'S
APPROACH) .

Phase-In over a period ending In fiscal year 1990 of user charges to recover a
percentage of annual Corps expenditures: 100 percent of operations and mainte-
nance and 50 percent of new capital. User charges can't exceed 1 percent of
the delivered price of a community. Allows for congressional veto, by concur-
rent resolution, of the user charge schedule. The full tax Is retained as a dollar-
fo--dollar credit against charges owed.

Both bills contain-studies of impacts allowing for mid-course corrections.
Both bills Initiate collections in fiscal year 1M80.

RATIONALE FOR SENATE APPROACH IN PREFERENCE TO THE HOUSE BILL

1. Percentage recover is used In other water resources projects where the
beneficiaries are Identifiable.

2. A percentage relationship Is Important to make users the "watchdogs against
waste" and prevent unnecessary work.

8. The Administration has indicated it will veto Locks and Dam 26 without
"substantial" user charges. Ten percent recovery is too low.

4. The only way to get a reasonable compromise and a bill that will be signed
is to go to conference to strike a balance.

5. Approval of the House approach rewards the -House's refusal to go to
conference on the Senate's June decision.

STATEMENT BY THE HONORABLE BILL ALEXANDER

Mr. Alexander: Mr. Chairman, I appreciate the opportunity to give testimony to
the Committee on this issue of vital Importance to the inland waterway trans-
portation industry. As the Committee Is well aware my District and my State
are particularly dependent upon the transportation provided by the Mississippi
and Arkansas rivers.

I have long been involved in addressing the needs of our inland waterways and
in providing whatever assistance I can to support and promote the water re-
sources of this country. I plan to continue to do this.

I want to applaud the Committee's initiative In re-opening hearings on this
issue before the House and Senate conferees meet to come up with a compromise
on H.R. 3199, the Navigation Development Act of 1977. As a reluctant supporter
of the House version of this legislation, I firmly believe the waterway user
charge embodied in the House bill Is the way to proceed, if we must have such a
waterway user charge on the nation's barge operators. To accept the language
contained in the Senate bill will, I believe, cripple beyond repair the Inland water-
way transportation industry.

While I personally believe the Congress should await the report of the National
Transportation Policy Study Commission, due next year, before embarking on
such a course of taxation, I realIhe that the vies are here in the Congress to enact



such a tax. The chore, thus, is one to ensure that, in levying a user charge, we
do not break the back of the industry.

Thoughout the debate on the user charge issue, little mention has been made
of the biggest loser-the consumer. It is the consumer who will haye to pay for
waterway user charges, and in increase in barge rates will mean an increase in
water competitive rates as well.

Mr. Chairman, the Senate user charge provision will jeopardize the most energy
efficient and cost effective mode of transportation available today. I urge this
Committee to support the House position.

STAYEMt1qT or Hox. AtInN J. MuRPHY

THE IMPACT OF A WATERWAY USER TAX ON THE PITTSBURGH AREA

Mr. Chairman, soon the Senate Finance Committee will consider H.R. 8309,
which will impose a waterway user tax for the first time in the history of ourcountry. This action will alter the practice set out in the Northwest ordinance,
that our Nation's waterways would remain free. I am presenting to my colleagues
today, my testimony before the Ways and Means Committee concerning the Im-
pact of these fees on the Pittsburgh area, so that they will consider the full im-
pact of this issue before making a final decision.

Mr. Chairman, in the Northeastern and Midwestern parts of this country our
Industries have been greatly distressed in recent years. This story Is not new to
members of this committee. The imposition of a waterway user tax would only
add to this decline.

As you know, river transportation is extremely slow. If we add the burden of
an increase in costs to this already slow method of transportation I fear many
industries may revert to shipping by a more expeditious maner on highways and
by rail. This is an undesirable alternative for transporting bulk goods when
river transportation is accesible.

In this time of energy shortages and crisis it would behoove us to do everything
we can to increase river transportation rather than decrease it. I would like to
point out that 20 percent of the Nation's coal is shipped by river, almost 20 per-
cent of the Nation's petroleum is shipped by river, and 4 percent of the Nation's
basic minerals are shipped by river. Imposition of a user fee many severely
hamper the distribution of these energy resources.

The22d district of Pennsylvania, which I represent, relies heavily upon the
Monongahela, the Ohio, and the Allegheny Rivers for transporting both the raw
materials and the finished products which keep our industries operating. In fact,
the Monongahela River, along which I reside and into which I can throw a stone
from my home, has a great gross tonnage of commerce each year than the Panama
Canal. Some of us in the United States seem almost willing to fight a war over
the Panama Canal. All I am saying is let us save the Monongahela River. All
through the history of this country we have seen the wisdom of aiding water
projects: dams, irrigation, recreation, flood control, and I think it would be a
total lack of wisdom If we would now turn our backs on the inland waterways
and start charging for their use. -
. As you know, the Pittsburgh area is one of the Nation's leading steel produc-
ing .areas, producing in excess of 20 million tons annually. The steel industry
directly provides moret han 70,000 jobs in the area and teus of thousands more
in support and related industries. The sleel industry grew up in this area because
of the available river transportation and remains totally dependent on It. Coal,
one of the basic materials in the steel process, moves up the Monongahela River
from West Virginia and the 22nd district at a rate of almost 50,000 tons per year.
' The Army Corps of Engineers Study estimated that there would be an average

cost increase near 18 percent on the Mongahela River. The same study estimates
diversion of 98 percent of river traffic on the nearby Allegheny River. A cost in-
crease such as this would -be devastating to the steel industry which is already in
a depressed state.

Besides the increase in costs, the steel industry would face the burden of the
user fee when they ship their finished products. Approximately 3 million tons of
steel from the Pittsburgh area is shipped to the South and Southwest via the
inland waterway system. The majority of this steel is in direct competition in
the gulf coast area with imported steel.
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* Steel imports now make up 14 percent of all U.S. steel consumption. The
Imposition of user fees could by some estimates raise this to 80 percent by 1980.
'Due t' Pittsburgh's location at the end of the Inland system, the'majority of
losses would be suffered there.

In effect by Imposing waterway user fees the Congress will be Imposing a
tariff on domestic products and subsidizing foreign steel imports because the
deep water facilities they use are not subject to these fees. This would increase
our dependence on foreign steel as one of the basic materials in our economy, a
situation which proved unhealthy in the case of oil. I

In conclusion, I urge this committee, or-if this committee would recommend,
I would urge Congress or the Departments of Commerce and Transportation to
undertake an economic feasibility study to determine the effects of a user charge
on industry as well as the regions most affected by the charge.

STATEMENT OF THE HONORABLE HAROLD L. VOLKMER

Mr. Chairman, I am most grateful for this opportunity.to submit my state-
ment f9r the record and express my support for H.R. 8309, the Navigation De-
velopment Act.

As a Representative whose District is bordered by 102 miles of the Mississippi
River, I am well aware of the importance of Locks and Dam 26 to the economic
well-being of Northeast Missouri as well as the entire nation. The poor physical
conditifof of the existing facility and the Inability of the locks to handle even
currenrtrafflc without costly delays make replacement imperative. Barges wait
an average of 18 t 21 hours to pass through the locks and during busy months,
the wait ean be as long as three days. Consequently, these delays increase trans-
portation costs and raise consumer prices. Since barge freight is primarily for
agricultural uses, there is a great need for the mid-continent agricultural com-
munity to have a reliable flow of traffic on- the river.

Before turning to the issue of the fuel tax before this Committee, I would'also
like to express my support for the Roberts/Bloun amendment, which was adopted
by the House. The second part of this amendment would prohibit any federal
official from studying the feasibility of deepening the river channel, unless author-
ized by Congress. This provision is essential to the legislation. Twelve foot eban-
nuslwwre environmentally and economically unsound and could cause disastrous
damage to bottom farmlands.

Finally, I would like to express my support for the 40 fuel tax as passed by
the House. The cost of constructing and maintaining our river navigation fa-
cilities no longer justifies their free use. However, I urge the Committee-not to
approve an increased fuel tax which would be detrimental to agricultural pro-
ducers, industry and consumers. As it is, farmers are not receiving a return on
their grain and livestock. If a higher tax Is imposed, the farmer will receive even
less of a return.It is of utmost importance that Congress enact H.R. 8809 this year. While
remedial measures have corrected the more serious and immediate deficiencies at
Lock and Dam 26, permanent repair Is impractical because of engineering and
cost considerations. Since past delays have already cost consumers millions of
dollars, Congress must guarantee that there will be no interruption of commerce
which would adversely affect the entire Midwest's economy. The new, larger
lock will greatly reduce this waste of time and money.- -

Again, I would like to thank the Committee for this opportunity and urge your
expedtious consideration of this legislation.

THE PENNSYLvANIA STATE UNrvERsrrT,
University Park, October 20, 1977.

non. RussiLL B. LoNG,
Chairman, Committee on Finance, U.S. Senate, Dirkeen Senate Ofice Building,

I Washington, D.C.
DIC" SENATOR LoNG: This letter concerns the fuel tax proviion contained In

H.R. 8309, which I understand is now being reviewed by the Senate.
- It appears that the fuel tax rates specified In the bill (four cents per gallon

beginning on October 1, 1979, and increasing to six cents per gallon after October
1, 1981) will provide the Treasury with annual revenues totaling only about ten
percent of expected annual federal outlays for construction, maintenance, and
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operation of shallow draft navigation facilities. Moreover, this token-lssed per-
centage will shrink continuously if, as Is highly probable, (1) navigatlon outlays
rise over time In response to Inflation and/or changes in maintenande-knd capa-
city requirements, and (2) the fuel tax rate remains fixed at six cents per gallon.
Such a result would not represent a fair return to'American taxpayers, nor would
it signify the achievement of even a modicum of Improvement in' economic
efficiency within the transport sector of the nation's economy. A superior alterna-
tive aftoach to H.R. 8309's fuel tax provision was considered earlier this year
by the Senate, in the form of both S. 790 and amendments to S' 1529, and I
respectfully urge that this approach be drawn upon by the Senate as It con-
templates means for improving the House-inspired fuel taxation method.

My reasons for offering this suggestion are explained in greater detail in the
enclosed statement-of testimony which I presented during hearings on S. 790, and
which I would like you to Include, along with this letter, In the record of Senate
action on H.R. 8309. In closing, I should emphasize that the views expressed in
both this letter and the enclosed statement are entirely my own as a teacher and
researcher in transport economics and policy. They bear no relationship whatso-
ever to policy preferences of either The Pennsylvania State University or any
other private or governmental entity.

Sincerely,
JOHN C. SPYCHAI5SKI,

Profeesor of Business Logistic.
Enclosures.

STATEMENT OF JOHN C. SPYCHALSKI ON WATERWAY USER CHARGES

Mr. Chairman and Members of the Subcommittee on Water Resources: My
name Is John C. Spychalski. I am a professor of business logistics in the College
of Business Administration of the Pennsylvania State University. My duties In-
clude teaching and research in transport economics and policy, an area in which
the subject of user charges on publicly-provided facilities obviously plays a sig-
nificant role. I first want to thank you for giving me an opportunity to comment
on various aspects of this important topic. I should also emphasize that the views
expressed in my testimony are entirely my own and bear no relationship to
either the Pennsylvania State University or any other public or private entity.

The general case in support of waterway user charges has been presented
clearly and Impeccably'in more than a score of reports issued by both govern-
mental and impartial private study groups since the early 1930's. The basic ob-
Jectives of waterway user charges which cause virtually all transport analysts
to favor their enactment are:

1. Greater efficiency in the allocation of traffic and resources among competing
modes of transport;

2. Greater efficiency in the utilization of existing transport plant and equip-
ment capacity;

3. Greater efficiency in the location of manufacturing, extractive, agricultural,
and other economic activities;

4. Greater equity In relationships between and among (a) owners, creditors,
and employees of inland water carriers and competitors thereof; (b) owners,
creditors, and employees of firms which ship and receive freight; (c) consumers;
and (d) taxpayers.

The proposed Inland Navigation Act of 1977 provides a welcome set of means
for moving toward the achievement of these objectives, and I would now like
to focus on the characteristics and implications of various portions of the bill.

FITY PEE CETM R OOvRY: AN OVERMODEST OBEOTrvE

Section 5(e) of the proposed Act places an ultimate upper limit of fifty percent
on the proportion of annual federal expenditures which are to be recovered by
user charges. This recovery standard, while Infinitely superior to the current
rate of zero, is insufficient when judged by both efficiency and equity criteria.'

Pipeline and railway firms, the leading transport alternatives to inland water
carriage, presently must recoup virtually a of their operating, maintenance,
and capital outlays (on equipment and Infrastructure) from revenues generated
by rates charged to shippers. (Various opponents of waterway user charges
have recently asserted or implied that such is no longer the case Insofar as
rail transport Is concerned. This contention will be addressed later on In my



testimony.) And, motor truck operators presently make substantial oontribu.
tions toward federal and state highway expenditures. Enactment of the fifty per.
cent-1imit thus would leave open a wide range or margin for the underpricing of
inland water transport services in comparison with services of alternative trans.
port media. Th% potential for continued transport resource misallocation stem-
ming from this condition prompts me to suggest that the Subcommittee consider
replacing the fifty percent limit with a provision that would require the achieve-
ment of a much greater measure of equality between user charge-generated
revenues ad navigation-related expenditures. In addition to enhancing alloca.
tive efflceny In transport, such a provision would greatly diminish the inequity
which results when inconsistent criteria are used in Judging the economic per-
formance of competitive entities, as is presently the case in substitutive relation-
ships between water carriers and other transport media.

CONOGSTION CHARGE

High merit and strong support should be accorded to the proposed Act's
authorization (in section 5(d)) of the application of congestion charges to
navigatioA facilities. Variations in the level of charges which are keyed to
fluctuations in demand for facilities usage can alleviate waterway capacity
problems in an economically efficient manner by rationing traffic flow demands
on the Oasis of the relative values which different waterway users place upon
operation over spciflc segments of a system at particular points in time. I
cannot, within the limits of this testimony, enter into an extended discussion
of the theoretical, administrative, and operational considerations that pertain to
congestion charging. However, two points concerning It should be mentioned here.

First, the application of congestion charges would extend to navigation facili-
ties a form of pricing little different in economic principle and results from that
which Is currently practiced in the pricing of regulation-exempt inland water
carrier services. That is, the rates on traffic moved under the terms of exemptions
specified in Part III of the Interstate Commerce Act fluctuate freely in response
to changes in the demand for, and supply of, water transport service capacity.
During periods of relatively heavy water transport demand, and hence also
higher water freight rates, shippers who value water transport service at
amounts less than peak period rate levels seek out and utilize alternatives which
yield higher net gains. For example, such shippers can and often do hold com-
modities In inventory until peak water traffic periods pass and water freight
rates fall to levels equal to or less than those which they are able and willing
to pay. Such demand-sensitive fluctuations in freight rates also induce greater
efficiency in the supply of water transport equipment; carriers have an incentive
to maintain capacity at levels which, In terms of cost requirements, do not
exceed the aggregate value which shippers place upon water freight services
during peak and off-peak traffic periods taken together.

Second, the basic intent and purpose of congestion charging on inland water.
way facilities is identical to that which the Congress expressed when it enacted
provisions in the Railroad Revitalization and Regulatory Reform Act of 1976
(Public Law 94-210), section 202) which are designed to encourage the develop-
ment of new railway ratemaking patterns based on seasonal, regional, and other
forms of peak and off-peak fluctuations in the demand for rail transport services.
The Congress explicitly identified several objectives for such pricing patterns,
including (1) the provisions of "sufficient Incentive to shippers to reduce peak.
period shipments, thropgh rescheduling and advance planning," and (2) improve.
meant of "the utilization of the national supply of freight cars."

5IOMENT CHARGES AND CONSEQUENCES OF USER FEES

The proposed Inland Navigation Improvement Act's authorization of the
application of tolls on a segmental basis provides a vital tool in the quest for
greater economic efficiency because It will, If properly applied, produce close
matchings of the specific costs and benefits that relate to particular sections of
the national waterway network. The use of such a pricing method thus offers
a means for minimizing or avoiding the internal cross-subsidization that results
when uniform tolls are applied to waterway systems which consist of sections
with wide variationis in operating, maintenance, and capital costs.

The objective of greater precision In the matching of transport costs and
benefits, like the previously-mentioned concept of congestion charges, was re-
cently endorsed by Congress when it enacted the Railroad Revitalization and
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Regulatory Reform Act of 1976. Included in that Act are provisions which (1)
encourage the filing of "separate rates for distinct rail services," that wil "en-
courage the pricing of such services ipi accordance with the carrier's cash-outlays
for such services and the demand therefore," and (2) direct the Interstate
Commerce Commission to develop a new costand revenue accounting and report-
Ing system for railways which will "assure that the most accurate cost and
revenue data can be obtained with respect to light density lines, main line
operations, (and) factors relevant in establishing fair and reasonable rates."

It is no secret within freight transport circles that water carriers, various
shippers, and other groups which benefit from inland navigation facilities fear
that the application of segment charges would subject relatively high cost, low
density sectors of the inland waterway system to close economic scrutiny. And
well it should, for the long-term subsidization of transport facilities which benefit
a limited number of entities or groups cannot be adequately justified on the
basis of either efficiency or equity.

Opponents of user charges frequently voice dire assertions about the cors.
quences of such charges, regardless of the form or manner In which they are
applied. However, a 1976 study by the General Accounting Office, which assumed
cost recovery proportions far greater than those specified in the proposed Inland
Water Navigation Act, suggests that the opponents' representations are over-
wrought. Additional evidence that the consequences of user charge imposition are
likely to be moderate rather than cataclysmic has been provided by two more
recent studies--the first, a consultant's report submitted to the U.S. Army Oorps
of Engineers (Potential Impact. of Selected Inland Waterway User Charges,
CACI, Inc.-Federal: Arlington, Virginia), and the second, a study conducted
by the U.S. Department of Transportation's Transportation Systems Center

MODAL " TAFFC iMPAUMs Or WATnWAY USER CRAMOES

Of more basic Importance, however, is the fact that expressions of alarm over
the impact of user charge initiation can grow in intensity to the point where
they obscure the need for taking actions essential to the achievement of greater
long-run efficiency in both transport and transport-dependent economic activities.
That is, concern over a relatively limited set of short-run consequences should
not be permitted to block or divert attention from corrective action that will
improve long-run performance.

An often neglected point in discussions of the consequences of waterway pricing
alternatives is the question of the extent to which shipper-received savings will
ultimately be passed on to consumers. The oligopolistic and duopollstic structures
of some of the Industries that rank as prominent inland water shippers sug-
gests that at least a portion of such savings might remain in corporate treasuries
rather than contribute to the expansion of consumers' purchasing power.

USER CHARGES AND PUBLIC POLICIES TOWARD RAILWAYS

User charge opponents have recently begun to propagate the contention that
rail transport Is not, and has never been, as self-sustaining as both rail indus-
try partisans and numerous independent observers commonly represent It to be.
The cause of historical accuracy demands that several general observations be
made In response to this contention. TIrst, no single significant federal rail pub-
lie assistance effort has endured for periods of time comparable to the life span
of user charge-free navigation improvement activities. Second, the majority of
federal railway assistance measures have involved some form of repayment
mechanism designed to provide at least partial, and In some instances full re-
Imbursennent. For example, rail carriers which obtained property through still
oft-mentioned Ninetenth Century land grants were required to carry govern-
ment agencies' traffic at rates as much as fifty percent below regular charges.
So-called land grant rate obligations'existed until 1940 for non-military gov-
ernment freight tra.dc and mail, and until 1946 for military freight and passen.
gerttraffic.

Most loans made to railways by the Reconstruction Finance Corporation dur-
Ing the 1930's were repaid in full, with Interest. Post-1970 federally-sponsored
efforts to reorganize the plant, equipment, and services of bankrupt railways
in the Northeast have Involved large federal outlays for which no reimburse-
ment will be made. However, even the Northeast situation involves requirements
for the repayment of certain types of assistance, as a reading of financing pro-
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visions in the Railroad Revitalization and Regulatory Reform Actof 1676 will
reveal.

In contemplating objectives and conditions which Congress established for
the Consolidated Rail Corporation--e.g., long-run self-support, Including cover-
age of right-of-way, track structure, and real estate tas expenses--onb cannot
escape the conclusion that a similar obligation should be at least as feasible and
appropriate for the much more financially sound entities which utille inland
",vigation facilities. On this thought, I will -close. Thank you for your attention.

STATEMENT OF HnEwir BRAND, PRESIDENT, TRAxSPOBRTAT!ON INSTITUTE

Mr. Chairman and Members of the Committee: My name is Herbert Brand.
I am President of the Transportation Institute, a maritime industry research

organization of 140 member shipping companies. Our member companies are en-
gaged in the Nation's foreign and domestic shipping trades, including barge and
tugboat operations on the inland and Intracoastal waters of the United States
and the Great Lakes.

We appreciate the opportunity to participate In these hearings and to pi-e-
sent our views on the question of user charges for commercial water opera-
tions. This Is an issue of extreme importance to the dom-stic shipping industry
and to those industries and workers who are dependent upon the continued
availability of efficient, low-cost water transportation.

The Transportation Institute has consistently opposed the imposition of user
charges. We have been particularly opposed to efforts in the current: Congress
to enact and impose such charges. We feel there is absolutely no rationale for
the imposition of such a tax on such an inexpensive and fuel-efficient mode of
transportation. Proponents of user charges have allowed this Issue to become
emotionally charged and have considered it In a climate so clouded by other
issues, especially Locks and Dam No. 26, that the potential for a punitive user
charge being imposed on water carriers in the guise of fairness and equity is a
dangerous possibility.

We do not feel that the issue of user charges has been approached in a ra-
tional way. The enactment of a revenue-raising measure not on Its own merits,
but by holding a public works project hostage, is not in keeping with the best
traditions of the Congress of the United States. This is an inappropriate method
of enacting legislation.

I wish it to be clear that we support and believe there is an urgent need for
the reconstruction of Locks and Dam No. 26. We believe the evidence shows
that Locks and Dam No. 26 should be replaced and the project should be given
the go ahead. However, we also feel that if the case for Locks and Dam No. 26
cannot be made, imposing a user charge on all domestic water carriers will not
make this project meritorious.

Notwithstanding the above both the Senate and the House of Representatives
have adopted measures closely linking these two Issues. In this regard, we are
unalterably opposed to the Senate language contained in S. 790 and that sub-
sequently appended to H.R. 5885. This language delegates Congressional au-
thority to determine the form and scope of the tax to the Executive Branch.
This is not the way taxes are imposed upon American industries and this should
not be the way a tax should be imposed on America's domestic water trans-
port industry. In addition, the cost recovery concept It espouses could lay
waste to an essential and extremely Important transportation mode.

Faced with the necessity of having to choose between two bills containing
user tax language equally distasteful to us, we find that the House Ways and
Means Committee language conalned in H.R. 8309 is, however, highly prefer-
able to the Senate language already referred to.

No one can foresee what the impact of the House-adopted fuel tax will be
on water carriers and waterborne commerce in the United States. Still, the
4-cents-per-gallon tax, rising to 6-cents-per-gallon, has a precedent In the fuel
tax paid by motor carriers and is consistent with portions-of the President's
energy program.

Some have estimated that the initial 4-cents-per-gallon tax will amount to
over 30 percent of the barge companies' net profits and the 6 cent figure to over
45 percent of their net profits. In addition to their corporate taxes this Is hardly
an insignificant amount.
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-Thus, Mr. Chairman,* we strongly urge your Committee to recommend passage

without amendment of H.R 880W. This legislation represents a radical de-
parture from long-standing federal policy. As such It would be unwise and
unwarranted to subject an essential transportation mode, rendering safe, cheap
and efficient service to shippers and consumers alike, to the harsh and punitive
charges espoused by some in the Senate. This is all the more true since the
impact of the tax contained it HI.. 8309 Is unknown.

We trust this Committee with Jurisdiction over and expertise In tax mat-
ters will recognize the potential for harm on an important industry if H.R.
8309 is not adopted as passed by the House of Representatives. On this matter
we strongly urge you to provide your colleagues the dispassionate and construc-
tive guidance so characteristic of this Committee.

We thank you for the opportunity to present our views on this matter and
stand ready to provide any additional information or assistance that may be
requested.

STATEMENT OF FRANK T. STEOBAUER, CHAIRMAN OF THE BoARD oF DrEicozs
THE AMERIoAN WATERWAYS OPERATORS, INC.

The American Waterways Operators, Inc. is the national membership trade
association representing the inland and coastal barge, towing industry and sup-
porting shipyard industries. A majority of AWO members are carriers engaged
in the transportation of commodities by water.

The barge and towing Industry is the safest, most energy-efficient, and lowest.
cost mode of commodity distribution in the United States. Barges hauled more
than 610 million tons of freight during 1975, transporting over 65 percent of all
U.S. waterborne traffic. The Industry's importance to the Nation's transportation
system and economic health is very significant.

Approximately 1,800 companies operate 4,240 towbaots and tugboats. The fleet
also includes 26,787 non-self-propelled vessels with a cargo capacity of 35,645,352
net tons. This fleet operates on a system of 25,543 miles of inlah-d and coastal
waterway channels.

Sixty percent of the commodities moved on the inland and coastal waterways
consists of fuels for others, including coal, crude petroleum, gasoline, jet fuel,
distillate and residual fuel oils, coke, petroleum coke and other petroleum and
coal products. In addition, large quantities of grain, grain products and soybeans
and fertilizers required for their production are transported by water.

The inland waterways are vital to the movement of grain products for domestic
consumption and export and for the movement of products needed by farmers to
grow their crops. In 1975, a stream of 26.3 million tons of corn, soybeans and
wheat and other grains flowed down the Mississippi River to the New Orleans
area for export. Over 19 million tons of fertilizer, coal and petroleum products
moved back up that river to serve the agricultural community and provide power
plants with enough energy to provide light and heat to the homes of over 5 million
people in the Midwest, many of them farmers. The grain export also is a sig.
nificant factor in helping hold down the U.S. Balance of Payments deficit.

Much of the grain products moved on the waterway could not move by rail,
even if the higher rail rates could be absorbed. On the Upper Mississippi River,
6 of the 38 grain elevators lack rail facilities. On the Illinois Waterway, 37 of the
51 grain elevators, almost three-quarters, cannot accommodate railroad move.
ments.

Barge transportation accounts for approximately 8.5 billion ton-miles in the
movement of soybeans each year, out of a total of slightly over 19 billion ton-miles
4y all modes. Barge movements therefore account for almost one half of all
soybean movements. In the case of feed grains, the waterways move over 7.7
billion ton-miles annually out of 30.9 billion ton-miles in total, about 25 percent.
For food grains, waterborne transportation accounts for 43 percent of total ton-
miles generated.

An A. T. Kearney report in February 1976 prepared for the U.S. Army Corps of
Engineers had this to say about grain movements on the waterways:

"Grain and grain mill products are important commodities on the inland water.
ways system. They are well-suited to marine transport. Their geographical pat-
tern of source and destination make water transportation feasible. They typically
flow in unit volumes and annual volumes sufficiently large tu use barge service.
Finally, grain is relatively low valued so that while transit time is not usually
critical, the low cost barge service is very important".
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In ddtion to fuels and grains, the waterways move large quantities of chemi-
cals and fertilizers. In 1976, over 88 million tons of chemical product, were moved
by barge, representing nearly six percent of all barge traffic. Barge transportation
accounts for 82 percent of the total douatic waterborno movement of basic
chemical product&

Barge service is the biggest transportation bargain in the United States. Costs
to the shipper average only about four to five mills per ton-mile of cargo. Rail, the
next lowest coot mode, averages 18.48 mills per ton-mile. However, railroad freight
which moves In routes parallel to the waterways Is transported at lower (water-
compelled) rates to compete with barge traffic.

Not only does barge transportation reduce shipping costs for those who utilize
it, but by its very presence, results in reductions in the overall rate structure of
the rail mode.

Barge transportation leads to the location and expansion of major private
industrial plants adjacent to navigable waterways. Since 1952, when AWO began
compiling statistics, over 10,200 plants have been expanded or located along
commercially navigable waterways in the United States, representing capital
expenditures of $177 billion.

In addition, the location of major industries along river sites creates countless
thousands of employment opportunities, both in plant construction and In per-
manent industry jobs. These bank-side locations help alleviate population con.
gestion in highly-concentrated urban areas and bolster the economy in regions of
the country especially needing such development.

River transportation is the most energy-efficient method of freight distribution.
Barge service requires 500 BTU's to move one ton.mile of freight. The next best
mode is rail, requiring 750 BTU's for the same movement, a full 50 percent more.
In other terms, the same gallon of fuel that moves a ton of freight under 200 miles
by rail, can move it over 800 miles by water. Thus, barging is economical both in
terms of saving money and conserving our Nation's vital energy resources.

Barge transportation is the safest mode for the movement of hazardous cargoes.
An Arthur D. Little, Inc. study dated July 1974, analyzed typical movements of
ten hazardous commodities by barge, rail and truck. The results show that, in
almost every Instance, barge transportation provides the cheapest movement, the
least urban exposure, the least short-term environmental impact due to a spill.
the least relative human exposure, the lowest expected value of property loss and
the longest interval between spills.

The barge and towing industry Is a service industry, responding to the demands
and needs of the shipping public which utilizes the water mode. This industry has
met the needs of shippers In the past and, according to all indications, will con-
tinue to do so in the future. The industry is healthy, competitive, and techno.
logically Innovative.

The Imposition of a waterway user tax above the proposed four cents per gallon
fued tax could jeopardize both the health of the Industry and its ability to meet
shippers' and consumers' needs.

Since fuel is the largest single cost item in the operation of a towboat, the fuel
tax will have a significant impact upon river operating costs. A six cents per gal-
lon fuel tax will increase operating costs by approximately 6.5 percent. A fuel tax
higher than that will have disastrous effects. We, therefore, strongly urge that
the waterway fuel tax be held to the currently proposed four and six cents per
gallon level at the most.

The imposition of a segment toll on the waterways would have the effect of In-
creasing operating costs to the point that major segments of the waterway system
could be permanently closed. The Arkansas River, the Kentucky River, the Ala-
bama-Coosa River, the Missouri River, the Apalachioola-Chattahoochee.Flint
River System, the Ouachita and Black Rivers, and the Atlantic Intracoastal
Waterway would, in all probability, be §hut down. These rivers represent 3,500
miles of waterways, about 14 percent of the entire system, which Includes the
Great lakes and the Atlantic, Gulf, and Pacific Coasts.

The Impact on the remainder of the waterway system would be disastrous.
Even with an upper limit of one percent of the value of the cargo, the segment toll
could force substantial quantities of commerce off the river, to the detriment of
mid-American Industry.

The harmful effects on our Industrial economy brought on by a user tax would
also be repeated for our agricultural economy. ,

The ultimate Of per gallon fuel tax would have the effect of 300 per ton on grain
or 9%o of a cent per bushel. The "Domenlcl" proposal would be much higher-so
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much so as to significantly deny the farmer a just return on his labor and
investment.

The Domenict tax could have disastrous effects on the economy of the Midwest.
Mr. Chairman we urge the Committee to suppoilt the tax levels contained in

Title II of ILI. 8309 as passed by the other body, and appreciate the opportunity
to have our views presented to the Commzittee.

COUPAINQ flAIL AND INLAND WATERWAY SUnemiEs: Tnx Moss AcoURATE
Pndrun

The Federal subsidy for Inland waterways is reported to be 13 to 41 times the
Federal subsidy for railroads. Those figures come from a Congressional Budget
Office (C.B.O.) study. It should be pointed out that the C.B.O. determined the
astounding "inequity" by comparing the Federal expenditures on one mode as a
percentage of "expenditures by users." That means freight rates. In other words,
the subsidy is a much greater portion of the revenue for the mode that charged
the lowest freight rates and had the lowest income.

The C.B.O. claims that in 1974 the Inland waterway subsidy amounted to 47
percent of the barge and towing industry's total revenues, while the railroad sub-
sidy totalled only 1 percent of railroad revenues. By 1976 the inland waterway
subsidy was supposedly 41 percent of total revenues while the railroad subsidy
amounted to only 3 percent of railroad revenues--or still 13 times lower than
the water subsidy.

These figures are distorted in at least three respects.
1. Hundreds of millions of dollars in annual subsidies and tax Incentives to

railroads were left out of the study. These range from $73.4 million spent on rail-
highway crossings in 1975 to $285 million a year to bail out the Railroad Retire-
inent Fund. Nor did the O.B.O. include hundreds of millions in ConRail loans
that even the C.B.O. admitted may never be repaid. Tax Incentives are subsidy-
effect aids, but were not Included. And many economists feel that present-day
earnings on 19th Century Federal land grants that are in the hundreds of millions
of dollars should be taken into account. The C.B.O. did not.

Railroads benefit from Federal expenditures in other ways, even from naviga-
tion expenditures. Numerous Great Lakes and ocean ports and harbors rely ex-
clusively on railroads for access tothe hinterlands. These are "railroad ports."
Through extensive reaches of inland river valleys, Army Corps of Engineers flood
control programs protect railroad roadbeds. The Federal Railroad Administration
has some 800 employees engaged in promotional efforts to benefit railroads. None
of these expenditures, programs or activities were included in the C.B.O. analysis.

2. With respect to the second part of the equation, the C.B.O. greatly inflated
the subsidy estimate for shallow-draft navigation by including all of the Corp~s of
Engineers expenditures on shallow-draft inland rivers. The C.B.O. included some
expenditures for Great Lakes and deep draft channels and ocean harbors. As a
result, the subsidy figures have minimal relation to shallow-draft navigation
outlays.

3. The scheme of comparing revenues in an effort to determine the Importance
of subsidies is itself meaningless. If each of two modes receives $1 in subsidy,
the mode charging a freight rate of $10 a ton will show a subsidy of 10 percent.
The mode charging $1 a ton will show a subsidy of 100 percent.

The average barge freight rate is around 5 miles per ton, while the average rail-
road rate is slightly more than 2 cents. So of course the subsidy to inland water-
way transportation, with annual revenues from intercity freight amounting to
less than $1 billion, seems relatively greater than the subsidy to railroads, with
annual revenues exceeding $15 billion. On a ton-mile basis, which is a far more
accurate comparison, the subsidy to each mode is remarkably close.

It is difficult to know what subsidies and subsidy-effect aids the railroads ac-
tually get. There has never been a thorough accounting. However, for 1976 alone,
a partial listing of non-reimbursable railroad subsidies totals about $1.3 billion.
That does not include another $640 million that is supposed to be repaid. The
C.B.O. did not say what figure it used for railroads, but it was obviously much
lower than $1.3 billion.

Total Army Corps of Engineers expenditures for shallow-draft navigation in
1976 was $422 million. That does not include expenditures on Great Lakes or
deep-draft navigation projects, which are neither competitive with railroads nor
affected by pending legislation. But obviously the actual $422 million figure is
much lower than the figure for inland waterways that C.B.O. used. But $422 rail-
lion is the relevant figure. And on a dollar-for-dollar basis, it Is about one-third
as much as the railroad subsidy for that same year.
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I STATEMENT orP FMi MoKIx

My name is Fred McKim. I manage the West Bend Elevator CQ0npany at West
Bend, Iwa. The elevator Is owned and operated on behalf of approximately
2500 farmers in our area. I am also president of the United Purchasers Asso-
ciation, a group of nine cooperative elevators in central and western Iowa.

I am testifying in support of the user charge provisions of H.R. 5885 as
passed by the Senate. My organization is very concerned about unjustified ex-
pansion of barge navigation on the Mississippi River, starting with Locks and
Dam 26 at Alton, Illinois. I do not want to see the Iowa grain farmers tied
down to a transportation system that only allows marketing of their grain
through the elevators at the mouth of the Mississippi River.

Right now our farmers are able to sell their corn and soybeans to a variety of
markets which compete with each other. Soybeans are sold to domestic proc-
essors as well as for export. Corn is sold to domestic processors, as well as to
beef feeders in the Southwest and to the poultry industry in the South and
Southeast, including Arkansas, Louisiana, Alabama and Georgia. Almost all
of this traffic moves by rail

Both soybeans and corn move from our elevator to the export markets through
the Texas Gulf Ports of Houston and Galveston and the East Gulf Ports of Pas-
cagoula and Mobile as well as the grain exporting points near New Orleans and
Baton Rouge. We have shipped over one-hundred cars of corn for export through
the Port of Norfolk, Virginia. One of our associated elevators shipped a full
trainload of soybeans to Los Angeles for export to Japan. Others have shipped
through the North Pacific Coast Ports. We expect West Coast movements to
Japan to increase as the Japanese continue to construct ships of such size and
draft hliat they cannot be handled by the Panama Canal and the Gulf Ports.

Adequate rail service from our Iowa elevator and others in our state makes it
possible for us to sell our grain in whatever market offers the best price. The
farmers in my cooperative have invested over $2.2 million in grain loading fa-
cilities at West Bend alone, in the last four years.

In my part of Iowa the shippers have taken steps to make sure they have
adequate rail service by' Joining together to raise money for interest-free loans
to the Rock Island Railroad to upgrade its track. Some 30 shippers formed the
Iowa Falls Gateway Shippers Association of which I have been chairman. The
Association included not only grain elevators, but a large fertilizer retailer, a
farm equipment manufacturer, and Winnebago Industries, a manufacturer of
recreational vehicles. To date this group has raised $2.5 million for these interest-
free loans. For 1978 we have committed ourselves to provide $1,750,000 in loans
to the Rock Island to upgrade its facilities.

We have worked to maintain a system of rail transportation and have in-
vested substantial sums of money in the belief that system will continue to oper-
ate at reasonable rates. That rail system cannot continue to provide service at
rates we can afford if substantial volumes of traffic are taken away by the barge
lines as a result of government subsidy. It does not seem right that government
money is used to foster barge transportation which in turn will hurt or even
destroy the railroads on which we depend. We know what it means to face the
loss of rail transportation as a result of our experience since the Rock Island
Railroad bankruptcy and the near collapse of that service. Even the threat of
curtailed rail service put us in the position where we could not adequately sell
our grain. It is not just economic theory as to possible impact; we have been
through it. We did everything we could to keep the Rock Island going through
the crisis. We cannot afford to have that service or the service of its connecting
roads cut back or curtailed.

A combination of truck and barge cannot satisfy the transportation needs
of Iowa's grain shippers. We must have rail service. The river operations only
benefit a few farmers in the eastern part of the State and, for that matter, a few
shippers. The railroads serve all shippers large and small througbont the State.
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Studies, by r. Baumel and hWs associates at Iowa State University, sponsored
and pu1bled by the UAtWe States Department of Transportation, have shown
that central'and western Iowa can move their grain to market by rail more
cheaply than by a combination of truck and barge, and, of course, enjoy a greater
choice of markets with better prices for their crops. See attached maps. If rail-
roads are deprived of a portion of their volume shipments on a regular basis by
subsidized barge competition, we will not have the rail service we now depend
upon.

One step* toward establishing some sort of equity between the barge operators
and the railroads would be to establish a system of commercial navigation
charges. This would not cure the situation where the railroads pay over $7,000,000
in State and local taxes in Iowa while the 14 largest barge lines only paid $80
in 1975.it irge charges would not cure the problem of the Corps making Inac-
curate projections of transportation needs in the Midwest and then building
barge facilities to meet them, regardless of the consequences to the rail shippers.
A barge user charge Is no substitute for adequate economic analysis. However,
100 percent recovery of the cost of maintaining and operating the river naviga-
tion system and 100 percent recovery of the cost of new capital construction,
with a .portion of that collected before construction begins, would be an Impor-
tant step toward a balanced transportation system. The system is unbalanced
now, and that should be corrected. The barge shippers and barge operators
should raise money privately to build bigger locks if they really want them,
the same way we raised money privately to improve the Rock Island Railroad.

FiouRE 20. Approximate Regions of Competitive Advantage Between Truck-
Barge and 50-Car Shipments of Grain from Iowa to New Orleans at Selected
Percentages of Barge Tariff and X-Parte 305-A Rail Rate Levels and Estimated
1974 Trucking Costs.
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Barge and -Car Train Shipments of Grain from Iowa to New Orleant Based
on Estimated 1974 Rail and Barge Co$&
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(February 1976). According to the authors, the area of competitive advantage
that may be more probable for the future is shown above; this area is determined
on the basis of estimated 1974 costs-not published rates--for truck, rail and
barge. It assumes in the future rates would approximate costs.

STATEMENT BY CAPTAIN ED HANSEN, HARBORMASTER FOR THjE CITY OF FT. MYERS

As the representative for a large segment of the Intracoastal Waterways of
Florida, I wish to express my strong opposition to the imposition of user charges
on the Inland Waterways.

This so-called "user charge"-in fact a tax-would endanger the economy of
Florida, one of the leading tourist states in the country.

To illustrate my point, please consider the following. There are currently
16,000 pleasure boats in Lee County and 450,000 pleasure boats in the state
of Florida. Boat registration fees on these boats raised $129,000 in revenues of
Lee County and $4 million in revenues for the entire state of Florida in 1976. Rev-
enues from the sales taxes for boats and accessories in 1976 amounted to $307,000
for Lee County end $443 million for the state.

The implementation of the waterway users charge would severely jeopardize
the pleasure boat business in Florida, thereby impairing a vital segment of the
state's economy.

This user charge would also Increase the electricity costs to Florida residents.
Presently, 26,000 barrels of oil per day are transported through the West Coast
Inland Navigation and Okeechobee Waterways to power plants. The increased
transportation costs attributable to a user charge would certainly be passed on
to the consumers, thru higher electric bills,
- A waterway user charge would also play havoc with the shrimping industry

In Florida. There are approximately 500 shrimp boats in Lee County with an
average market value of $100,000 and a replacement value of $175,000. If these
boats have to pay a user charge to unload their catch, It can only cause the price
of shrimp to rise nationwide.
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I also urge you to consider the administrative burden of a waterway users tax
on fuel. Of the fuel used by shrimp boats, 990/10 per cent is used in International
or foreign waters. Some shrlimpers fish totally in Mexican waters while others
fish exclusively in Lee County. How will the decision be made as to which
shrimpers will pay the fuel tax and how will the tax be administered?

The Okeechobee Waterway and the Kissimmee River were natural streams.
They have been modified for flood control and water conservation. The locks,
dams and increased channel dimensions were for flood control. While navigation
has been maintained, it is Incidental to the main purpose of these modifications.
Boatmen do not need or benefit from all the locks on these waterways. The peo-
ple who Ere benefitting from the flood control projects are paying for these bene-
fits through taxes levied by the flood control districts in our state. I feel any
further tax would be an injustice.

I appreciate the opportunity to present my concerns, and those of the people
I represent, regarding the impact of the ill-conceived waterway users tax in
Florida. I am hopeful you will keep these concerns in mind during consideration
of this legislation.

PATTON, BOGoS & BLOW,
Washirgton, D.C., October 25, 1977.

Re Waterway user charges.
Hon. RUssp±L B. LoNG,
Chairman, Senate Finance Committee,
Ru8eii Senate Oflce Building, Washington, D.C.

D. An Ma. CHARMAN : This letter is submitted on behalf of the two trade asso-
ciations representing the recreational boating industry: the Boating Industry
Associations of Chicago, Illinois, and the National Association of Engine and
Boat Manufacturers of New York City.

We are writing to urge that the Finance Committee make no change in the ex-
clusion of recreational vessels from the imposition of waterway user charges or
taxes. This exclusion was contained in S. 790, previously passed by the Senate,
which imposed a user charge, and is contained in Title II of H.R. 8309, presently
before this Committee, which imposes a tax on fuel used in commercial trans-
portation on inland waterways. Both the House and Senate bills, and the legisla-
tive history, make clear that any fees or taxes imposed as a waterway user charge
will not be collected from recreational vessels.

The system of waterway user charges contained in S. 790, and the fuel tax pro-
visions of H.R. 8309, are designed primarily to eliminate distortions in the use of
differing inodes of commercial transportation caused by variations in the level
of federal support. It is Inappropriate to Include recreational vessels in the cov-
erage of legislation designed for this purpose. In addition, It also unnecessarily
confuses the already complex issues of federal transportation policy that are
involved.

Furthermore, the issues of fairness and equity that would be raised by legisla-
tion purporting to require recreational boaters and others who benefit from fed-
eral navigational improvement programs to assist in paying for those programs
were not considered by the Congressional committees that drafted these two bills.
For example, at the present time recreational boaters already pay many taxes
and other charges for the use of inland waterways. In contrast, those who bene-
fit from flood control, pollution abatement, hydroelectric power, fish and wildlife
enhancement, water supply and other public benefits of federal programs Involv-
Ing multi-purpose development of a river basin generally do not pay for the bene-
fits received. The complex problems of apportioning any waterway user charges
in relation to the benefits received have never been resolved. It would be Inap-
propriate to attempt to resolve these Issues in legislation principally based on
commercial transportation policy.

For these reasons, and for others more fully set forth in our testimony before
the Water Resources Subcommittee of the Senate Environment and Public Works
Committee regarding S. 700, a copy of which is attached, we strongly support the
exclusion of recreational vessels from the Imposition of any waterway user charge
or fuel tax.

Sincerely,
E. BRUCE BUTLER.

Enclosure.
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STATEMENT OF E. BRUCE BUTLER, oN BEHALF OF THE BOATINO INDUSTRY AssOcIA-
TIONS AND THE NATIONAL ASSOCIATION OF ENGINE AND BOAT MANUFACTURERS

This statement is submitted on behalf of the Boating Industry Associations
(BIA) and the National Association of Engine and Boat Manufacturers**
(NAEBM), the two associations which represent virtually all major U.S. manu-
facturers of recreational boats, motors and associated equipment.

These associations are concerned about H.R. 5016 and urge this Subcommittee
not to adopt this legislation in its present form for a number of reasons. First,
the assumptions upon which H.R. 5016 is based are not applicable to the marine
recreational Industry. Second, the maintenance of a high quality distribution and
service system in this industry could be harmed by H.R. 5016. Third, because a
marine dealer has the capacity to create substantial liability for a manufacturer,
it is unfair to reduce the manufacturer's leverage in controlling its franchisees.
Fourth, this proposed legislation will increase the cost of the nation's distribution
systems. Because of these reasons, BIA and NAEBM suggest an amendment to
HI.R. 5016 to clarify the types of franchise relationships covered under the Act.

I. BASIS FOR CHANGING FRANCHISE CONTRACTUAL RELATIONSHIPS

It must be recognized that H.R. 5016 is intended to make significant changes in
existing or future contractual relationships of parties loosely referred to as "fran-
chisors" and "franchisees." Because of the variety of types of franchising rela-
tionships, H.R. 5016 will have dramatic, wideranging, and often unintended im-
plications for certain types of franchising relationships.

Despite all the hearings on problems related to franchises before this Subcom-
mittee and other committees of the House, there has been no showing of a per-
vasive pattern of conduct relating to all types of franchising relationships which
would justify such a broad bill as that before the Committee today. It is inappro-
priate to regulate all types of franchising relationships because of abuses with
respect to a few.

More importantly, the dramatic change in contractual relationships contem-
plated by H.R. 5016 is based on a number of assumptions which are not valid for
all types of franchises and clearly are not valid for the recreational boat industry.
First, it is alleged that the change in relationships required by H.R. 5016 is nec-
essary because of the inequitable bargaining power of the franchisee. There are
approximately 16,000 exclusively marine retailers in the United States. In addi-
tion, the Coast Guard estimates that there are approximately 2,200 boat manu-
facturers. From the manufacturers' point of view, a good marine dealer is difficult
to find and the competition for these dealers is intense. Dealers and distributors
of marine products In some instances will substitute the lines of merchandise
carried based upon their own comparative shopping at boat shows. The bargain-
ing power of the manufacturer is limited since a dealer can shop among dozens
of manufacturers of a given type of boat. Moreover, a small boat builder may be
selling his product to a major retailer such as Sears or Montgomery Ward.

Second, § 2(a) (3) of H.R. 5016 states that "the franchise relationship in its
present form is a relatively new one." As noted above, there are numerous dif-
ferent types of franchising relationships. The present form of franchise relation-
ship in the marine industry is one that has existed at least 50 years.

Third, Representative Mikva indicated in his testimony before this Subcom-
mittee on September 16 that:

"...the franchise is totally dependent on the products, services or trade
names applied by the franchisor. Loss of the right to use the franchisor's trade
name or distribute the franchisor's product or service results in economic ruin
for the franchisee."

In a highly competitive industry such as the recreational boat industry, where
dealers generally carry more than one line of products and can easily pick up
another line of products if they have a viable operation, it is clear that the
type of dependence to which Congressman Mikva refers simply does not exist.

Fourth, it Is suggested that the only protection afforded to the franchisee Is
the antitrust laws and that these laws afford inadequate relief. In franchise rela-
tionships where the predominant transaction is one of the sale of manufactured

*A general partnership of associations including the Outboard Motor Manufacturers
Associations, Boat Manufacturers Association, Trailer Manufacturers Association and
Marine Accessories and Services Associations.

**A national trade association representing manufacturers of boats, engines and
related products.
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goods, the Uniform Commercial Code offers substantial protection to a franchisee.
In the majority of cases cited as evidencing improper franchisor practices by
proponents of H.R. 5016, these practices were brought to light and prosecuted
under the antitrust laws. These laws obviously do offer some protection to the
franchisee.

Finally, it is assumed that a franchise has an intrinsic value of its own. Thus,
Representative Mikva indicated in his testimony that franchisors often will
terminate a franchisee merely to reap the benefit of reselling such a franchise
and 1 6(1) of H.R. 5016 speaks in terms of affording the right of a franchisee who
has not been renewed for other than good cause to have the right to sell the
franchise. With respect to manufactured products, such as motorboats and boat
engines, the intrinsic value of the franchise is the right to sell a given line of
products. Such franchises are not sold and have little value, rather they are
dependent on the quality of goods sold.

In summary, the assumptions upon which H.R. 5016 is based do not apply to
the recreational boating industry. There appears to be no public policy need for
including such types of relationships in any proposed franchising legislation.

I. BENMTS DERIv BY FRANCHISEES IN THE MARINE INDUSETY

The benefits granted by a franchisor to a franchisee in the marine industry
are significant. The franchisor often provides training to the franchisee and to
his personnel, including sales and finance clinics and schools where dealer per-
sonnel learn to service the manufacturers' product Obviously, the franchisee
retains this education even if the franchise relationship is terminated and can
use it when he takes on a new line of marine products.

Manufacturers in the marine industry also provide significant assistance to
local dalers and distributors at boat shows, where the manufacturers provide
boats, engines, displays or assistance in purchasing show space.

Manufacturers of marine products also enter into numerous cooperative adver-
tising ventures with local dealers and distributors where the advertisement is
primarily that of the dealer or distributor and only incidentally that of the
manufacturer.

In addition, the manufacturer provides the dealer with assured service work
by authorizing dealers to perform warranty work for the manufacturer and by
paying the dealer for this work at the dealer's prevailing rate. Many manu-
facturers also will take back parts or equipment if a particular dealer is over-
stocked or if the franchise relationship is terminated.

Naturally, the greatest contributing made by the manufacturer to the franchise
is the safety and quality of the product sold, and it is on these characteristics
that the success of the franchise rests.

III. MANUFACTURERS ARE DEPENDENT ON DEALERS AND DISTRIBUTORS AND WILL NOT
TERMINATE A SUCCESSFUL FRANCHISE

The dependence of the manufacturer on its dealer's efforts nevertheless is
significant. With hundreds of brands of similar products in the boating industry,
the dealers provide the bridge between manufacturer and consumer. Unless a
contractual arrangement calls for more than minimal efforts on the part of the
dealer in selling and servicing a product, the manufacturer may have a difficult
time retaining Its market share.

As noted above, the dealers provide most warranty work on behalf of the manu-
facturer and are compensated for this work by the manufacturer. Problems with
respect to performance by the dealer of this manufacturer obligation reflect in
part on the dealer involved but generally reflect more detrimentally on the
manufacturer of the product Involved.

Because dealers in the marine industry very often modify or assemble parts
of new boats or repair old boats, the potential product liability exposure to the
manufacturer from such dealer work Is great. Accordingly, the manufacturer
must exercise control over dealers to assure that a product Is properly serviced
and repaired.

This need is reinforced by the obligations which a manufacturer has under the
Federal Boat Safety Act to comply with Federal safety requirements. The Fed.
eral Boat Safety Act requires consumer notification and product recall where a
hazardous product defect, or noncompliance with a Coast Guard standard, ex-
ists. The vehicle for this defect notification/recall program is a product purchase
registration card which the dealer fills out or secures from the consumer at the
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point of sale. Without the dealer cooperation In filling out the card and return.
ing it to the manufacturer and subsequently in effecting a product repair at the
manufacturer's expense, the requirements of the Boat Safety Act and prudent
manufacturer responsibility are violated. For the manufacturer to do his part,
he must have the retail dealer's cooperation.

In summary, it clearly is the concern of the manufacturer and of the Congress
to assure the maintenance of a high quality distribution and servicing system for
products such as recreational boats. Such a high quality system can only be main.
tained if the manufacturer has the leverage of the threat of termination. This
leverage would be diminished by H.R. 6016 because of the threat of increased liti-
gation which this bill encourages Because of the substantial potential liability
which a dealer can create for a manufacturer, the manufacturer should not be
forced to rely on a court's ultimate Judgment as to whether "good cause" existed
for a termination.

rV. BL5TDE N IMPOSED ON FRANOBISORS UNDIf H.R. 6o1 ARE SUBSTANTIAL

Apart from the limitations on the right of the franchisors to choose those with
whom they will do business or continue to do business (a significant limitation
itself), H.R. 5016 increases the cost of doing business and reduces the ability of
manufacturers to eliminate marginal dealers.

It is not clear whether a franchisor has a right under the bill to refuse to re-
new a franchise at the conclusion of a franchise term. Section 5 prohibits a fran-
chisor from cancelling, failing to renew or otherwise terminating a franchise
unless one of two conditions are met: (1) if the franchisor is effecting a market
area withdrawal; or (2) if the franchisor has good cause for such cancellation,
failure to renew or termination. If good cause exists, the manufacturer appar-ently does not have to compensate the franchisee. If the franchisor is effecting a
market withdrawal (the only condition other than good cause set forth In 55),the franchisor has an obligation to permit the franchisee to sell the franchise or
to make reasonable compensation to the franchisee for the loss of value of the
franchisee's business. If these are the only two situations under which a fran-
chise can tie terminated, this bill creates a virtual "franchise in perpetuity," with
all the inefficiencies which such a right is bound to encourage. A franchisee who
knows that the franchisor's right to terminate him for lack of good performance
has been rendered extremely difficult is less likely to be responsive to the legiti-
mate concerns of franehisors in the conduct of the franchise.

It is clear that H. 5016 will increase dramatically litigation concerning
franchise termination. Provision for easier access to federal courts, for attor-
neys' fees for franchisees, and for inclusion of a term such as "good cause" in
these relationships (essentially a rule of reason test) are an open invitation to
itv'reased litigation concerning franchise terminations. Such an increase inevl-
ably must be reflected in the cost of the consumer products involved.

Because of the threat of such litigation, the manufacturer will be reluctant
to terminate the marginal dealer or distributor. Here again, the consumer will
end up tearing the burden of the increase in costs created by an inefficient dis-
tribution system,

In the event that a franchise is terminated, H.R. 5016 assume that the fran-
chisee should be compensated for the investment which he has made in the
franchise operation. Such investment presumably would include any payment
made for the right to the franchise; the goodwill of the business enterprise, the
advertising expenses and sales and service efforts of the enterprise; as well as
any investment in physical property in the expectation that the franchise rela-
tionship would continue.

The need for compensation is not great, however, in instances where a marine
franchise has ten terminated. First, the franchisee's advertising, sales and serv-
icing efforts have been adequately compensated in the profit made on the sale
of the items involved. Second, in the marine industry, franchises are not sold
and therefore, there has been no out-of-pocket loss of any franchise purchase
price to a terminated dealer. Third, since the marine dealer will continue in bust-
nes-. servicing other products and manufacturers, he will retain any goodwill
which he has developed through his own efforts.

V. PROPOSED AMENDMENT

In weighing all of the factors discussed above, it would appear that the type
of regulation of franchising contemplated in H.R. 5016 is neither necessary, nor
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appropriate, for the type of franchise relationships found in industries such as
the recreational boating Industry. The sponsors and proponents of the legislation
apparently also have recognized that the breadth of coverage is too wide. Both
Representative Mikva and the National Beer Wholesalers' Associatiou of Amer-
ica have recommended the deletion of Subsection (2) (A) (1) (I) of J 3 of the
bill, thus making the definition of whether one Is a franchisee under the bill rest
on whether the operation of the franchisee's business 1s substantially associated
with the franchisor's trademark.

The language "substantially associated with the franchisor's trademark" is
ambiguous and should be clarified. We would suggest that this clarification can
be accomplished by providing that franchises are covered under the bill only If:

(a) The franchisee has been required either
(i) to purchase the franchise, or
(i) to make an Investment of at least $10,000 to acquire real or personal

property solely for the use by the franchisee pursuant to the franchising
arrangement and such property cannot be used by the franchisee in the
ontinuation of his business after termination of the relationship; (and/or]

(b) Sales under a franchise agreement to the franchisee account for more
than 75 percent of all goods purchased by the franchisee; (and/or]

(c) The products involved are ones where the franchisee cannot seek other
franchisers because substantially equivalent products do not exist in the market.

Obviously, the exemption is substantially greater if the test Is stated in the
alternative but BIA and NAEBM also would support a concept such as the one
set forth if a franchisor had to meet all three tests set forth in this proposal to
be exempt from the requirements of franchising legislation.Regardless of the merits of H.R. 5016 to deal with proven abuses, the amend-
ment proposed herein would reduce much of the controversy surrounding the
bill and permit the Congress to focus on any abuses which are In fact shown.

These comments have been directed solely to H.R. 501Q because the associa-
tions have not had sufficient time to review H.R. 9144 in detail. A cursory reading
of this legislation, however, indicates that it has similar definitional problems
to those in H.R. 5016.

STATEMENT OF THE IZAAK WALToN LEAGUE OF AMERICA BY MAITLAND SHARPE,
ENVIRONMENTAL AFFAIRs DmEcToR

Mr. Chairman: I am Maitland Sharpe, Environmental Affairs Director of the
Izaak Walton League of America. The League is a national conservation organi-
zation of approximately 50,000 members, dedicated to the conservation and wise
use of this nation's natural resources. Our national headquarters are located
at 1800 North Kent Street, Arlington, Virginia.

We appreciate this opportunity to express our long-standing support for a
system of user charges that will recover from the commercial users of the inland
waterways system the full federal costs of construction, operation and
maintenance.

The Izaak Walton League agrees with President Carter that a system of com-
mercial navigation charges Is long overdue. By absorbing virtually the entire cost
of constructing, operating, and maintaining the inland navigation system, the
federal government has, for many years, conveyed a hidden subsidy to the large
grain, chemical, oil, and coal corporations that are the principal users of the
waterway system. A recent report by the Congressional Budget Office has shown
the federal contribution to be over 40 percent of the barge industry's revenues.
But the veiled transfer of public funds to private corporations is not the only-
or even the most-pernicious consequence of the navigation subsidy. The exist-
ence of the subsidy distorts both transportation and water policy, leads to an
economically irrational allocation of capital, and fosters unnecessary conflicts
between environmental and transportation goals.

Because the federal government absorbs a portion of the cost of waterways
transport, barge rates can be set lower than would be possible if they had to
cover all of the costs involved. These artificially low freight rates attract traffic
to the waterways, creating artificially high levels of demand. These inflated
levels of demand, in turn, are used to justify additional federal subsidies for
new waterways improvements. As Senator Domenict has pointed out "capacity
projects for a free navigation system will be self fulfilling.. , as long as new
capacity Is provided free, the demand for It will be infinite."

The winners In this cycle are primarily the large, corporate bulk shippers;
the loser are more numerous. Competing modes of transportation, primarily
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railroads, lose traffic and hence revenues to the subsidized mode. Loss of earnings
causes investment that would have flowed to the railroad industry to gravitate
elsewhere instead, hastening the decline of railroad efficiency and ability to
compete. Other unrelated industries and public programs suffer because the
resources that are attracted to waterway construction and maintenance are not
available for alternative investment.

The environment suffers from an economically unjustified over commitment
of our limited water resources to navigation at the expense of alternative uses.
Waterway projects that could never have been justified In the absence of the
federal subsidy contribute to water pollution, loss of wildlife habitat, declining
biological productivity and erosion of recreational opportunities. Finally, of
course, the long suffering American taxpayer is the ultimate loser.

We believe that a systematic cost-sharing policy should be instituted to recover,
from the direct beneficiaries, the full costs of construction (for new projects),
operation, and maintenance. This approach, which is consistent with the recom-
mendations of the National Water Commission, would promote a rational allo-
cation of capital, efficient use and conservation of natural resources, and protec-
tion of the environment.

Numerous suggestions have been advanced for cost recovery through fuel taxes,
lockage fees, ton mile charges and advance repayment agreements. As this Com-
mittee undertakes to select the optimal mechanism or combination of mecha-
nisms we urge you to keep In mind the following six principles:

(1) Any system of commercial navigation charges should recover all of the
relevant costs of construction, opreation and maintenance, including realistic
interest chargesthat reflect the private cost of capital;

(2) Allocation and recovery of costs should be on a segmented basis, to avoid
inequities among the various waterway segments and promote a more rational
allocation of new investment;

(3) An adequate navigation charge system must test the ability of proposed
new construction to attract private capital. Private sector willingness to invest
is ultimately the most reliable test of the economic viability of a proposed
project and the best available check on the accuracy of the benefit/cost analysis;

(4) Small recreational craft should not be forced to pay for the use of facil-
ities constructed for commercial users and which constitute an obstruction to
the recreational boater.

(5) A system of post-construction recovery of capital costs through user
charges will not provide a prior test of project worthiness and hence will fall to
discourage economically unjustified projects.

(6) All fees collected should be returned to the general treasury rather than
being channeled into an earmarked trust fund.

Adoption of a comprehensive cost-sharing system consistent with these criteria
would subject proposed Investments in the waterway system to the discipline of
the market and constitute a major step towards a transportation system that
meets the country's transportation needs at least economic, and environmental
cost.

The proposal sponsored by Senator Domenici and adopted by the Senate last
June approaches the principles outlined above and we believe, constitutes the
minimum acceptable cost-sharing system for the Inland waterways. Senator
Domenici's proposal provides for a system of commercial user charges designed
to recover 100 percent of the federal cost of operating and maintaining the water-
ways and 50 percent of the cost of new construction. The charges would be
scaled to recover the federal outlay of the previous year and would be paid into
the general treasury. These user charges would be phased In over ten years, start-
ing in October 1979, to provide a period of adjustment within the effected seg-
ments of the transportation industry.

The Domenici proposal does not prescribe any particular mechanism for as-
sessing and collecting the commercial user fees. Instead it directs the Secretary
of Transportation to prepare preliminary regulations on cost recovery within
ten months and final regulations by January 1, 1979. Congress would then have
60 days to amend or disapprove the proposed regulations if it found them unac-
ceptable.

The American people urgently need a system of user charges or taxes that
Is In keeping with the principles outlined above, one that will foster equity among
competing modes, reduce the burden on the federal taxpayer, produce a more
efficient allocation of scarce capital resources, encourage least-cost solutions to
the nation's transportation needs, and prevent additional losses of natural riverine



111

environments to waterway projects that are economically attractive only If the
federal government foots the bill.

Representatives of the commercial users of the inland waterways have re-
cently urged this Committee to establish a fuel tax on the gasoline and diesel
fuel used by barge towboats, to be assessed at a fiat rate of four cents per gallon. A
four cent fuel tax would recover only about $32 million per year, less than 10
percent of the current annual federal expenditures on the waterway system.
Such a nominal fuel tax would be nothing more than a token charge-a cosmetic
that covers over, but does not correct, the- distortions, diseconomies, and in-
herent in the present system of subsidies. Such a proposal is wholly unacceptable,
both from our perspective and from that of the Administration.

The need to reform our methods of financing waterway projects is obvious.
Every President since Franklin Roosevelt has advocated establishing a system
of user charges. Since 1939, there have been n0 fewer than 18 studies of the Issue
by federal agencies or special committees,* most recently a staff report by the
Congressional Budget Ofce issued last July. Virtually all of these studies rec-
ommended user charges; none recommend to the contrary. Today, there are,
under active consideration, navigation projects and improvements that would
cost the federal treasury approximately $7 billion. The time to establish a user
charge that will fully recover those costs Is now, before the pending projects are
added to the taxpayer's burden.

Thank you.

STUDIES AND POSITIONS ON WATERWAY USER CHARGES

(1) 1939: Report of War Department and Treasury Department. Report
favored adoption of user charges.

(2) 1939: Report of the Federal Coordinator for Transportation. Report fav-
ored reduction in federal Investment in waterways.

"Gathering together all of the preceding discussion, It may be concluded that
the assessment of tolls would remove an unstabilizing influence from the field of
transportation, lessen or eliminate the rancor and the lack of willingness to co-
operate which mark the relations of rail and water carriers, and make for more
successful planning of future waterway Improvements and of transportation
policies generally."

(3) 1942: Report of National Resources Planning Board. Favored user charges.
(4) 1944: Report of Board of Investigation and Research. Favored user

charges.
(5) 1946: Hearings of the House Committee on Interstate and Foreign Com-

merce. No formal recommendations.
(6) 1950: Senate Commerce Committee held hearings on Inland waterways

under Senate Resolution 50.
(7) 1950: Report of President's Water Resources Policy Commission. Recom-

mended user charges.
(8) 1952: Department of Commerce Study: Background Study.
(9) 1960: Department of Commerce Study: Recommended user charges.
"National Transportation is basically out of balance. It is less a national sys-

tem than a loose grouping of individual induction. We have built a vast network
of highways, railways, inland waterways and seaport, airways and airports, and
pipelines, with little attention to conflict among these expanding networks."

(10) 1960: Economic Report of the President.
"At the same time, cost should reflect the value of all the resources required to

provide the service. Federally provided transportation facilities have continually
expanded. Users should pay their fair share of the cost and maintenance of the
highways, waterways, and airway facilities. As it is, there are uneven payments
from different classes of users--some making substantial payments and others
none at all. Adequate user charges should be instituted In the interest of both
equity and overall transportation efficiency."

(11) 1970: Charles River Associated Study for DOT. Recommends user
charges.

(12) 1971: DOT study. Recommends user charges.
"The argument for some user charge on grounds of equity and efficiency is

impeccable . . ."
(13) 1973: National Water Commission. Recommended charge to recover

100 percent of O+M and 100 percent of new capital.

*See attached list of studies.



"There Is no longer any rational jus licatlon for assumption by the Federal
Treasury of the entire cost of construction, operating, and maintaining navi-
gable waterways."

The report also stated:
"First, a major weakness of he pre ,et program stems from deficiencies in

the procedures by which it is de6trn#Wd whether or not a iDroposed waterway
project would result in a justified addition' to the national transportation
system.

'Seond, a major weakness of the legislative policies governing the present
program is that they do not reqbtre beneficiaries to share In the cost of con-
structing, operating, and m4tintaining Federal waterway projects.

Third, the inland waterway System is inescapably an element 'of the xild-
tion~l transportation system. .t, the waterways are not ;laued, evaluated,
or regulated as a part of the nation l tran portatlon system."'

(14) Sept. 1975: Secretary ,Coleman, A Statement 01 National Tranportaon
P olie y: " -

"National inland waterway policy should be compatible with national trans-
portation policy. It has become apparent from the increasing criticism of
adversely affected carriers that use of the existing public Investment criteria
for the .Water mode is inequitable. Some common denominator is required against
which public investments In alternative modes of transport can b6 assessed.
Economic efficiency and considerations of equity also lead in the direction of
some form of cost sharing. Insofar as it Is practicable 'and administratively
feasible, the Identifiable beneficiaries of, Federally improved and maintained
waterways should bear some share of development and operating costs through
a system of user charges."

(15) Nov. 1975: GAO Report: Faotor# To Be Oon ei red in Setting Future
Policy for Use of Iniqnd Waterways. Found minimal impact and many benefits
from imposition of user charges to recover O+M.

(16) 1976: President Ford's FY 77 budget message recommends a system
of user charges.

(17) May 1976: Department of Interior contracted for Study.
"Under the most severe cost conditions, only 8 percent of the total traffic would

move from the system."'
0


