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QUALIFICATIONS AND REPRIESENTATION

My namc is Stephen ] Thompson [ was an economist employed in the Bureau of Eco-
nomics of the Interstate Commerce Commussion for about 2 years. where [ worked on economic
issues related to railroads. trucking and intercity bus transportation. For the next 25 yeass, | held
the tuitle Specialist in I'ransportation at the Congressional Research Service (CRS). CRS 1s a di-
vision of the Library of Congress which s dedicated to helping Members of Congress n their
lepislative duties. A1 CRS, I wrote CRS Reports for Congress, CRS Issuc Briefs. and memoran-
dums for Members of Congress and their staff’ I conducted briefings for Members of Congress
and their staff. My subjects of specialization at CRS were the rail and trucking industries, al-
though I did work on almost the entire range of transportation public pohey topics  The Library
of Congress, at the request of the Senate Commerce Committee. assigned me full-time to that
comimittee during the preparation of the legislation that became the Staggers Rail Act of 1980.

] have an associate degree 1n physical science, a B.S in accounting with a double minor
in economics and business administration. I have an M.S. and Ph.D. 1n economics from the
University of llhinois at Urbana-Champaign. One of my arcas of speciahza_uion in my graduate
work was transportation economics. My master’s thesis is on the economic and public policy

environment that led to the creation of Amtrak. While still a gradutate student. 1 wrote most of
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the Insiructor’s Manual for a college textbook on the principles of economics [ have taught the
principles of economics course as a graduate assistant at 2 umversines, including the University
of lllineis at Urbana-Champaign. T have taught a senior-level course entitled Public Policy To-
ward Business for 2 universities, including the University of Maryland--Umversity College.

I have served as the chair of the Transportation Rescarch Board’s Committee on Interna-
tional Trade and Transportation [ have scrved as Program Vice President and later as President
of the Transportation Resvarch Forum ( [RF) I am on the National Council of TRF.

This statement represents my own views and it was not written on behalf of another
individual or any orgamzation. 1 appreciate the open intelleciual environment fostered by the
Surfuce Transportation Board that allows me to participate in this STB proceeding I hope that
my participation is constructive and useful to the Board

[ would Like 10 address 7 topics  First, should current rail cusiomers be expected to pay
for rail capacity expansion? Second. would a 23% tax credit for expenditures used to expand rail
capacity help reduce the unesen playing field between trucking and railroads? Third, would ac-
celerated deprecration for tax purposes be a reasonable way to provide funds for rail capacity ex-
pansion” Fourth. are there options that might make a rail trust fund more acceptable to railroads
and rail customers? Fifth. are “value-of-service rates™ still justifiable on cquity grounds? Sixth,
could operating and maintenance procedurcs, and rail employ ce work rules. be modified so as to
improve rail capacity using current rail facilites without reducing safety or increasing rail em-
ployee fatigue or stress? Seventh, should we make a stronger effort 10 embed new te'chnologlea

n the new rail capacity that is expected to be built in the next several decades?
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SHOULD CURRENT RAIL CUSTOMERS PAY FOR RAIL CAPACITY EXPANSION?

Internally-generated-funds is often a prefened mode of expansion for many businesses
An advantage of this method of expansion is that it does not result in increased debt It does not
create an oblsgation to pay interest on that debt. It does not create a need to generate future reve-
nues in order 10 repay the debt. Internally-generated-funds is an example of the “pay-as-you-go™
principle of capacity expansion Pay-as-you go i1s the principle that underlies the concept of the
Highway Trust Fund, although general funds are often added to the pot of funds used to construct
highways,

However, internally-generaiced-funds used for capacity expansion inherently result
an “inter-generational transfer of wealth™ from current customers to future customers (or to the
same custoniers sometime in the futurc). Thus, pay-as-you-go hurts current customeis and ben-
efits future customers (or benefits the same customers in the future).

Historically, in another network industry, the electric utility industry, regulators madc a
determined effort to prevent the use of internally-generated-funds to create new electrical gener-
ating capacity The rationalc was to prevent the inter-generational transfer of wealth from cur-
rent customers to future customers (or to the same customers in the future).

The best public policy might well be to rely heavily on mternally-generated-funds to
pay for rail capacity expansion But, discussions of options for expanding rail capacity perhaps
should include an explicit review of the advantages and disadvantages of various alternatives.
Such reviews might warrant a discussion of why, in the view of the public policymakers, current
customers are not unjustly disadvantaged by the inter-generational transfer of wealth inherent in

the pay-as-you-go approach to rail capacity expansion
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In particular, a large share of the new rail capacity likely will be paid for by coal and
some othet commodities that ty pically pay higher rail transportation rates (as a percent of the
total vanable cost to the railroad to produce the transporntation service) compared to other com-
modities transported by rail that pay lower rates. Most rail capacity expansion will probably be
“lumpy™ In the sense that the ncw capacity will not be customized to be available only to one
(¢ g.. coal) shipper Thus, the new rail capacity will most likely be used for transporting com-
modities other than coal and chemicals. as well as coal and chemicals.

Because much of the total rail revenues that will be used to fund rail capacity expansion
will likely be collected from a small percentage of rail customers. the reasonableness and fairness
of this approach in the minds of the railroads and the Board should perhaps be eaplained 1n some
detail to rail customers and to the public. For example, the discussion of options for funding the
expansion of rail capacity might be enriched by including an analysis of the posstble added costs
AND BENFEFITS to current coal customers of railroads, and to their customers (pnmarnly, per-
haps. residential eleetricity customers) that might result from the internally-generated-funds ap-
proach 1o rail capacity expansion.

‘The discussion might also be enriched by including an analysis of why those additional
costs to rail customers, and electricity users, are justified, compared to the other options for fund-
inp rail eapacity cxpansion. One possible benefit to current rail customers. and their customers,
could be that their cost for rail transportation might be lower, over the life of the new rall capac-
ify cxpansion. by paying more in the beginning, and less later. because paying now avoids inter-
est payments. and avoids the necd to generate revenues in the future to pay the debt ntself

To some degree. the stockholders of a business often fund expansion. they forego taking
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dividends and, instead. their earnings on their share of owncrship in the business are reinvested
in the business AT&T used to reinvest about half their profits

The debt financing option might be less attractive to 1a1] management, and to the Board,
compared to the pay-as-you-go approach, because of the troubled financial history of railroads
over the past century. Railroads, and the Board. have a heen intercst 1n seeing that rail capacity
expansion occurs steadily so as to provide adequate rail transportation services for the bencfit of
the public as the demand for these services grows in the next several decades. Rail management
might also want to expand equity capital. and they might hold the view that having a low level of
debt will help attract equity capital

In any case, some portion of the internally -generated-revenues for rail capacily expansion
could reasonably be eapected to come from owners of share capntal in the railroads in the form of
dividends postponed. as well as from other sources, 1ncluding from rail customers who pay high

rates for Lthe transportation services that thev receive

WOULD A 25% 'TAX CREDIT FOR FXPENDITURES TO INCREASE RAIL CAPACITY
HELP REDUCE THE UNEVEN COMPETITIVE PLAYING FIELD BETWEEN TRUCKING
AND RAILROADS?

The highway cost allocation studies produced by the Federal Highway Admunistration
over many years have concluded that heavy trucks (those which compete most directly with rail
transportation} do not pay the full cost of providing the highway facilities that they use Thuy, a

25% tax credit to railroads for rail expenditures to increase rail capacity could be expected to

help reduce the uneven competitive playing ficld between truching and railroads.
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WOULD ACCELERALED DEPRECIATION FOR TAX PURPOSES BE A REASONABLE
WAY TO PROVIDE FUNDS FOR RAIL CAPACITY EXPANSION?

[n addition to a tax credit, or as an alternative to a tax credit. an option for raising funds
to pay for rail capacity expansion would be to allow faster depreciation for tax purposes on ex-
penditurcs for new infrastructure. An accelerated depreciation allowance for 1ax purposes might
be easier for Congress to enact than a tax credit  The reason 1s that, compared to a tax credit,
changes 1n depreciation for tax purposes may sound less like a “tax refund™ or tax “giveaway™ 1n
the eyes of the general public

Accclcrated depreciation for tax purposes on investments in rail capacity expansion 1s an
option which could be suggested to Congress as an alternative to a 25% tax credit -- or alterna-

tively, both options could be suggested to Congress

ARE THERE OPTIONS THAT MIGHT MAKE A RAIL TRUST FUND MORE ACCEPTABLF
TO RAILROADS AND RAIL CUSTOMERS?

At the heanng in the present STB procecding, Ex Parte No 671. that was conducted on
Apnl 11, 2007, there was discussion of the possiblity of creating a rail rust fund for expanding
rail capacity

An option for such a rail tiust fund that was discussed at the hearing would be to levy a
tax on rail fuel and dedicate the revenues from that tax to the expansion of rail capacity Some
rail customers have expressed support for it, while some rail carriers object to the concept
**Proposals for a rail trust fund call for most of the moncy to be raised from railroads and rail
customers, while the proceeds would be distributed by the government®. said Peggy Nasir. a

spokeswoman for the Association of American Railroads. ‘Funding for rail transportation infra-
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structure projecis should not be subjected to politics. and there would be enormous pressure to
use these funds to finance projects that don’t necessarily expand rail infrastructure”, she said.”
(Traffic World, April 23. 2007, page 14 The punctuation differs from the Traffic World report.)

Perhaps there arc some oplions 1elated to a rail trust fund which would make the concept
of a rail trust fund more acceptable to railroads and rail customers The first option that I am
suggesting would affect who pays the tax. The second option that I am sugyesting would affect
who decides which projects will be funded from the rail trust fund.

The currcnt proposal 1s to levy a fuel tax on railroads That proposal would generally be
viewed as a tax on ralroads  The first opuon that 1 am suggesting would replace the proposed
tax on rail fucl with a ton-mule 1ax on rail customers or, alternatively, with a sales tax on rail cus-
tomers based on the amount that they pay for rail transportation scrvices (A ton-mule tax could
appear on a bill presented to a rail customer for rail transportation services much like a sales tax
on transportation service could appear on a bill presented to a rail customer for rail transportation
services ) Either of those 2 taxes would generally be viewed as a tax on rail customers A tax
levied on rail customers might appeal more 1o railroads than a tax on rail fuel

The current proposal for a rail trust fund would give Congress the power to decide which
rail expansion projects would be funded from the rail trust fund The second option that | am
suggesting would allow those who pay taxes into the rail trust fund to decitde which rail expan-
sion projects would be funded from the rail trust fund. Giving rail customers the power to decide
which projects will be funded might make the concept of a rail trust fund more appealing to rail
customers

A rail trust tund would require a board of directors or some other sort of administrative
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body to admisuster the fund and decide which rail capacity expansion projects would be funded
The board of the rail trust fund could be comprised of representatives of railroads and representa-
tives of rail customers Railroads, and those rail customers who pay hittle into the rail trust fund,
could be granted some amount of veto power over how funds are expended. Rail customers who
pay more nto the rail trust fund could be granted more power over how the funds are spent. That
power could be on the basis of the tax revenue paid into the ranl yrust fund. Perhaps one dollar of
tax revenue paid into the rail trust fund by a rail customer would entitle that rail customer to cast
onc vote 1n any decision made by the board of directors of the fund

Becausc the ral trust fund would be used only to expand rail transportation capacity, cur-
rent infrastructure would not be directly alfected -- only expenditures on projects that expand
rail capacity would be entitled 10 funding from the rail trust fund A rail trust fund that would be
admimstered by the users of the rail transportation system presumably would remove the politi-
cal pressure to which the rail spokesperson referred in the quotation above from Traffic World
when she expressed concern that the funds might be used for projects unrelated to railroads

I'hese 2 options regarding how funds 1n the rail trust fund would be generated and spent
mught improve the chances for establishing a rail trust fund, compared to the options presented at
the Board hearmg on Apnl 11. 2007

One further pornt regarding a rail trust fund might be worth consideration by the Board
and by the Congress As discussed above, rail capacity expansion projects funded by the rail
trust fund could be funded by tax revenues levied on a vaniety of rail customers. rather than from
tax revenues levied on railroads. This feature of the rail trust fund opens the possibility of allow-

ing. where appropnate. “open access” on such new rail facilittes. something like the access on
g pprop: p g
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terminal railroads. and the access on reciprucal switching among railroads That is to say. the use
of the new rail capacity facilitics would not need 1o be limuted to use by the locomotives, rolling
stoch or the employces of any particular railroad. although the facilities might be owned by the

rail trust fund. or by an individual railroad, or by a public-private partnership

ARE “"VALULC-OF-SERVICE RATES™ SIILL JUSTIFIED ON EQUITY GROUNDS?

Valuc-of-service rates have been justified 1n the economic hiterature on the grounds that
the higher rates paid by some rail customers would be even higher 1f other traffic were not trans-
ported. even though this other traffic pays lower rates That benefit to the higher-priced rail cus-
tomers occurs because the lower-priced traffic makes a contiibution to the fixed costs of provid-
ing the rail capacity which is used by the rail customers who aie paying the higher rates.

Thus, value-of-service rates arc justified in the economic literature on the condition that
there 1s excess capacity in the rail industry Excess rail capacity was generally believed to exist
from the inception of 1a1l economic regulation to the present day. But. there was gencral agree-
ment at the STB hearing on April 1 1. 2007, that there is no longer much excess rail capacity -
we are now faced with raul traffic congestion and the need to increase rail capacity on a scale not
seen 1n the United States for the past 90 years.

If this is the situation, has the rationale for value-of-service rates also vanshed? Maybe,
The rationalc for valuc-of-scrvice rates might have vanished n those nstances in which rail ca-
pacity expansion can be feasibly paid for by one rail customer, coupled with exclusive use of that
increased rail capacity by that one rail customer However. the opportunities for such rail capac-

ity expansion projects would seem to be limited. In most foreseeable rail capacity cxpansion
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projects, more than one rail customer currently 1s being served by the rail infrastructure before
the rail capacity 1s cxpanded, and the expanded facilibes would be capable of handling all the
current customers -- plus new customers as well In the vast majonty of cases, thereforc, the
rationale for valuc-of-service ratemaking appears to be unchanged That 1s to say, if each rail
customer would have to pay more in the absence of other rail traffic on the new facilities, then
value-of-service pricing benefits each rail customer.

In cases where one or a few rail customers provide most of the funding for a rail capacity
expansion project, thought might be given to the opuon of allowing priority service to the rail
customers who funded to major portion of the rail capacity expansion project. For example.
some trains might need to wait on a rail siding while unit coal trains pass them Prioritizing traf-

fice occurs now, and such prionitization might, 1n most cases. already fit this pattern

COULD OPERATING AND MAINTENANCE PROCEDIUIRES. AND RAIL EMPLOYEE
WORK RULES, BE MODIFIED SO AS TO IMPROVE RAIL CAPACITY USING CURRENT
RAIL FACILITIES WITHOUT REDUCING SAFETY OR INCREASING RAIL EMPLOYEE
FATIGUE OR STRFSS?

Perhaps regularly scheduled train departures would promote greater rail operating effi-
ciencics, particularly by reducing the time 1t 1akes to t1ansfer the crew when a train travels over
the tracks of more than onc rallroad This would be an example of using best practices 1n order
to improve rail capacity without the need for expenditures on new rail capacity expansion, rather
than being an example of embeding best technology 1n new rail infrastructure  Using best prac-

uces might make a significant contribution to the goal of increasing rail capacity without the

need to expend funds to expand rail infrastructure



SIB 671 Fhompson, page L1 of 13

Rail employce work rules might be another possible example worth consideration by the
Board- do current rail employee work rules deter the best possible utilization of ra:l physical
facihiues? Could some rules be relaxed without reducing rail safety or increasing rail employee
fatgue or stress?

The Board might wish to suggest possible ways to improve operating and mainicnance
procedures, and 1a1l labor work rules. without unduely harming the economic well-being of rail
labor and the safety of the ruilroads and the public

The Board might suggest possible ways to compensie rail labor for economic losses
which 1t might expericnce as a result of changes 1 operating and maintenance procedures. and 1n
work rules, that are intended to improve the utilization of rail physical facilities.

Could train scheduling. dispaiching, monitoring and coordination be improved as a way
of improving the utilization of physical facilines and the through-put of more rail traffic using
current facilities? Could the scheduling of maintainance of rolling stock, locomotives. and infra-
structure be impioved as a way of increasing traffic through-put using current factlities” Such
changes might cost less that building new physical facihities ‘I'he Board might wish to look into
these and other possibilities for increasing rail capacity as a way of assuring the greatest increase

in rail capacity at the least cost to railroads, rail customers, and the general pubhc.

SHOULD WE MAKE A STRONGER EFFORI' I'O EMBED NEW TCCHNOLOGY AS WE
INCREASE RAIL CAPACITY?

Railroads have been shrinking their infrastructure. especially tracks. signals and routes.

for about the past 90 vears This process has been encomaged by public policymakers and rail
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customers as a way to improve rail operating efficiencies and lower rail transportation costs to
rail customers Now we have the praspect of a shortfall in rail capacity and the possible need to
sigmficantly incrcase rail capacity over the neat several decades

Some projections of future needs for expanded rail capacity might turn out to have been
too high, particutaily 1f we factor 1n the probability of economic downturns, unexpected changes
in technology and in consumer preferences. and the posstbility of damped consumption resulting
from concerns about global warming or for other reasons

However. rail service quality and rehability seem to many rail customers to have dimin-
1shed over the past scveral years due to lack of sufficient rail transportation capacity These rail
customers, and the raillioads themselves, are calling for higher rates of investiment 1n new rail
facihiies

New rail infrastructure has a long expected useful life, often as much as 30 or 40 years
Thus, the technology we embed in that new rail infrastructure might be difficult and expensive to
upgrade and replace for a very long time  The prospect of significantly increasing rail capacity.
coupled with the long expecled useful life of that new rail infrastructure, rases the 1ssue of
whether we are doing cnough to embed the best possible technelogy 1n that new infrastructure

One possible example of a technology used 1n another industry that could perhaps be
adapted to work in the ratl industry 1s called ttme domain reflectometry (I'DR) TDR uses mag-
netic fields to “look around comners” to find defects 1n fiber optic cables Perhaps the techonolo-
gy could be adapted to “look™ several hundred yards down a railroad track, 1n the dark or around
corners, 1o find defective rails or to find obstacles, such as another train. a truck. a car, a cow ora

person
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Greater use of positive train control might be another cxample of the use of the best pos-
sible available technology that should be embed in new rail capacity expansion Usc of GPS
tracking of trains might be yet another.

There might be many other examples ol technology that perhaps could be adapted to 1m-
prove rail opcrating and maintenance efficiency.

Perhaps the Board should help give the 1ssue of embeding best technology in new ral
infrastructure higher visibility. and encourage the Congress, the Federal Railroad Administra-
tion. the Rail Progress Institute. the Association of Amernican Railroads. the Transportation Re-
scarch Board, and others. to find ways to umbed the best possible technology mto the new rail

capacity expansion projects.

DECLARATIONS
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QUALIFICATIONS AND REPRESENTATION
My name 1s Stephen J Thompson 1 was an economist employed 1n the Bureau of Eco-
nomics of the Interstate Commerce Commussion for about 2 years, where | worked on economie
1ssues related to railroads, trucking and intercity bus transportation For the next 25 years, [ held
the title Specialist in Transportation at the Congressional Research Scrvice (CRS) CRSisadi-
vision of the Library of Congress which ts dedicated to helping Members of Congress in therr
legislative duties At CRS, ] wrote CRS Reports for Congress, CRS Issue Briefs. and memoran-
dums for Members of Congress: and their staff ] conducted briefings for Members of Congress
and their staff My subjects of specialization at CRS were the rail and trucking industries, al-
though I did work on almost the entire range of transportation public policy topics. The Library
of Congress, at the request of the Senate Commerce Committee. assigned me full-time 1o that
commuttee during the preparation of the legislation that became the Staggers Rail Act of 1980
[ have an associate degree 1n physical science. a B.S 1n accounting with a double minor
in economics and business administration T havean M S and Ph D in ecconomics from the
Unuversity of Illinois at Urbana-Champaign One of my arcas of specialization 1n my graduate
work was transportation economics My master’s thesis 1s on the economic and public policy

environment that led to the creation of Amtrak  While still a gradutate student. | wrote most of
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the Instructor’s Manual for a college textbook on the principles of cconomics [ have taught the
principles of economucs course as a graduate assistant at 2 unversities, mcluding the Umiversity
of [lhinois at Urbana-Champaign. 1 have 1aught a sentor-level course entitled Public Policy To-
ward Business for 2 universities. including the University of Mary land--University College

I have served as the chair of the Transportation Research Board's Committee on Interna-
tional Trade and Transportation. | have served as Program Vice President and later as President
of the Transportation Research Forum (TRF). 1 am on the National Council of TRF.

This statement represents my own views and 1t was not written on behalf of another
individual or any orgamzation [ appreciate the open intellectual cnvironment fostered by the
Surface Transportation Board that allows me to participate 1n this STB procceding. | hope that
my participation 1s constructive and useful to the Board

I would like to address 7 topics  First, should current rail customers be expected to pay
for rail capacity expansion? Second, would a 25% tax credit for expenditures used to expand rail
capacity help reduce the uncven playing ficld between trucking and railroads? Thrd, would ac-
celerated depreciation for tax purposes be a reasonable way to provide funds for rail capacity ex-
pansion? Fourth, are there options that might make a rail trust fund more acceptable to railroads
and rail customers? Fifth, arc “value-of-service rates™ still justifiable on equity grounds? Sixth,
vould operating and maintenance procedures, and rail employee work rules. be modified so as to
improve rail capacity using current rail facilities without reducing safety or increasing rail em-
ployec fatigue or stress” Seventh, should we make a stronger cffort to embed new technologies

in the new rail capacity that is expected te be built in the next several decades?
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SHOULD CURRENT RAIL CUSTOMERS PAY FOR RAIL CAPACITY EXPANSION?

Internally-generated-funds 1s often a preferred mode of expansion for many businesses
An advantage of this method of expansion 1s that it does not result 1n increased debt It does not
create an obligation to pay interest on that debt It does not create a need to generate future reve-
nues in order to repay the debt Inleméll_v-gen;rated-f;mds is an cxample of the “pay-as-you-go™
principle of capacity expansion Pay -as-you go 13 the principle that underhes the concept of the
Highway Trust Fund, although general funds arc often added to the pot of funds used to construct
highways

However, internally-generated-funds used for capacity expanston nherently result in
an “inter-generational transfer of wealth™ from current customers to future customers (or to the
same customers sometime 1n the future) Thus. pay-as-you-go hurts current customers and ben-
efits future customers (or benefits the same customers in the future)

Historically. in another network industry, the electric utthty industry. regulators made a
determined effort to prc\.renl the use of internally-gencrated-funds to create new electrical gener-
ating capacity. The rationale was to prevent the inter-gencrational transfer of wealth from cur-
rent customers to future customers (or to the same customers 1n the future).

The best public policy might well be to rely heavily on internally-generated-funds to
pay for rail capacity expansion But, discussions of options for expanding rail capacity perhaps
should include an explicit review of the advantages and disady antages of various alternatives.
Such reviews might warrant a discussion of why, in the view of the public policymakers. current

customers are not unjustly disadvantaged by the inter-gencrational transfer of wealth inherent in

the pav-as-you-go approach to rail capacity expansion
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In particular. a large share of the new rail capacity likely will be paid for by coal and
some other commodities that typically pay higher rail transportation rates {as a percent of the
total vanable cost to the railroad to produce the transportation service) compared to other com-
modities transported by rail that pay lower rates Most rail capacity expansion will probably be
“lumpy™ in the sense that the new capacity will not be customized to be available only to one
(e g . coal) shipper Thus, the new rail capacity will most hikely be used for nansporting com-
modities other than coal and chemicals. as well as coal and chemicals

Because much of the total rail revenues that will be used to fund rail capacity expansion
will likely be collected from a small percentage of rail customers, the reasonableness and lairness
of this approach 1n the minds of the railroads and the Board should perhaps be explained in some
detail to rail customers and to the public For example, the discussion of options for (unding the
expansion of rail capacity might be enriched by including an analysis of the possible added costs
AND BENEFITS to current coal customers of railroads. and to their customers (pnmanly, per-
haps, residential electricity customers) that might result from the internally-generated-funds ap-
proach to rail capacity expansion.

The discussion might also be enriched by including an analysis of why those additional
costs to rail customers, and electricity users, are justified. compared to the other options for fund-
ing rail capacity expansion One possible benefit to current rail customers. and their customers,
could be that their cast for rail transporiation might be lower, over the hfe of the new rail capac-
Ity expansion, by paymng more 1n the beginning. and less later. because paying now avoids inter-
est payments, and avoids the need to generate revenues in the future to pay the debt itself

To some degree, the stockholders of a business often fund expansion they forego taking
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dividends and, mnstead. their earnings on their share of ownership in the business are reinvested
in the business AT&T used to reinvest about half their profits

The debt financing option might be less attractive to rail management, and to the Board,
compared to the pay-as-you-go approach, because of the troubled financial history of railroads
over the past century Railroads. and the Bo;rd. hav; a keen interest in sceing that rail capacity
expansion occurs steadily so as to provide adequate rail transportation services for the benefit of
the public as the demand for these services grows in the next several decades Rail management
might also want to expand equity capital, and they might hold the view that having a low level of
debt will help attract equity capital

[n any case, some portion of the internally-generated-revenues for rail capacity expansion
could reasonably be expected to come from owners of share capital :n the railroads tn the form of
dividends postponed, as well as from other sources. mcluding from rail customers who pay high

rates for the transportation services that they receive.

WOULD A 25% TAX CREDIT FOR EXPENDITURES TO INCREASE RAIL CAPACITY
HELP REDUCE THE UNEVEN COMPETITIVE PLLAYING FIELD BETWEEN TRUICKING
AND RAILROADS?

The highway cost allocation studies produced by the Federal Highway Admimistration
over many years have concluded that heavy trucks (those which compete most directly with rail
transportation) do not pay the full cost of providing the highway facilities that they use Thus. a

25% tax credit to railroads for rail expenditures to increase rail capacity could be expected to

help reduce the uneven competitive playing field between trucking and railroads
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WOLULD ACCELERATED DEPRECIATION FOR TAX PURPOSES BE A REASONABLE
WAY TO PROVIDE FUNDS FOR RAIL CAPACITY EXPANSION?

In addition to a tax credit. or as an alternative to a tax credit, an option for raising funds
to pay for rail capacity expansion would be to allow faster depreciation for tax purposes on ex-
penditures for new infrastructure. An accelerated depreciation allowance for tax purposes might
be easier for Congress to enact than a tax credit. The reason 15 that, compared to a tax credit.
changes in depreciation for tax purposes may sound less hike a “tax refund™ or tax “giveaway™ 1n
the eyes of the general public

Accelerated depreciation for tax purposes on mnvestments in rail capactty expansion s an

.

option whrch could be suggested to Congress as an altemalive to a 25% tax credit -- or alterna-

tively, both optiens could be suggested 1o Congress

ARE THERE OPTIONS THAT MIGHT MAKE A RAIL TRUST FUND MORE ACCEPTABLE
TO RAILROADS AND RAIL CUSTOMERS?

At the heaning 1n the present STB proceeding, Ex Parte No 671, that was conducted on
April 11, 2007, there was discussion of the possiblity of creating a rail trust fund for expanding
rail capacity

An option for such a rail trust fund that was discussed at the hearing would be to levy a
tax on rail fuel and dedicate the revenues from that tax to the expansion of rail capacity Some
ra1l customers have expressed support for it. while some rail carriers abject to the concept
“*Proposals for a rail trust fund call for most of the money to be raised from railroads and rail
customers. while the proceeds would be distributed by the government’, said Peggy Nasir, a

spokeswoman for the Association of American Railroads *Funding for rail transportation infra-
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structure projects should not be subjected to politics, and there would be enormous pressure to
use these funds to finance projects that don’t necessarily expand rail infrastructure’, she said ™
(Traffic World. Apnil 23, 2007, page 14 TI'he punctuation differs from the Fraffic World report.)

Perhaps there are some options related to a rail trust fund which would make the concept
of a rail trust fund more acceptable to railroads and rail customers The first option that I am
suggesting would affect who payvs the tax  The second option that I am suggesting would affect
who decides which projects will be funded from the rail trust fund

The current proposal is to levy a fuel tax on railroads. That proposal would generally be
viewed as a tax on ranlroads The first option that 1 am suggesting would replace the proposed
tax on rail fuel with aton-mile tax on rail customers or, alternatively. with a sales tax on rail cus-
tomers based on the amount that they pay for rail transportation services. {A ton-mile tax could
appear on a bill presented to a rail customer for rail transportation services rr;uch like a sales tax
on transportation service could appear on a bill presented to a rail customer for rail transportation
services ) Either of those 2 laxes would generally be viewed as a tax on rail customers A tax
levied on rail customers might appeal more to raifroads than a tax on rail fuel.

The current proposal for a ra1l trust fund would give Congress the power to decide which
rail expansion projects would be funded from the rail trust fund The second option that § am
suggesting would allow those who pay taxes into the rail trust fund to decide which rail expan-
sion projects would be funded from the rail trust fund Giving rail customers the power to decide
which projects will be funded mught make the concept of a rail trust fund more appealing to rail
cuslomers

A ratl trust fund would require a board of directors or some other sort of administrative
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body to administer the fund and decide which rail capacity expansion projects would be funded
The board of the rail trust fund could be comprised of representatives of railroads and representa-
tives of rail customers Railroads, and those rail customers who pay little into the rail trust tund,
could be granted some amount of veto power over how funds are expended Ra:l customers who
pay more into the rail trust fund could be granted more power over how the funds are spent That
power could be on the basis of the tax revenue pard into the rail trust fund. Perhaps one doliar of
tax revenue paid into the rail trust fund by a rail customer would entitle that rail customer to cast
one vote in any decission made by the board of directors of the fund

Because the rail trust fund would be used only to expand rail transportation capacity, cur-
rent infrastructure would not be directly affected -- only expenditures on projects that expand
rail capacity woukl be entitled to funding from the rail trust fund A rail trust fund that would be
administered by the users of the 1ail transportation system presumably would remove the politi-
cal pressure to which the rail spokesperson referred in the quotatron above from Traffic World
when she expressed concern that the funds might be used for projects unrelated to railroads

These 2 options regarding how funds in the rail trust fund would be generated and spent
mght improve the chances for establishing a rail trust fund, compared to the options presented at
the Board hearing on April 11, 2007

One further point regarding a rail trust fund might be worth consideration by the Board
and by the Congress As discussed above, rail capacity expansion projects funded by the rail
trust fund could be funded by tax revenues levied on a vanety of rail customers, rather than from
tax revenues levied on railroads This feature of the rail trust fund opens the possibility of allow-

ing. where appropriate. “open access”™ on such new rail faciliies, something like the access on
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terminal railroads. and the access on reciprocal switching among railroads That 1s to say. the use
of the new rail capacity facilities would not need to be limited to use by the locomotives, rolling
stock or the employees of any particular railroad. although the faciliies might be owned by the
rail trust fund. or by an individual railroad, or by a pubhc-private parimership

F .
ARE “VALUE-OF-SERVICE RATES™ STILL JUSTIFIED ON EQUITY GROUNDS?

IVaIue-o f-service rates have been justified 1n the economic literature on the grounds that
the higher rates paid by some ra:l customers would be even higher 1f other traffic were not trans-
ported. even though this other traffic pays lower rates  That benefit to the higher-priced rail cus-
tomers occurs because the lower-pniced traffic makes a contribution to the fixed costs of provid-
1ng the rail capacity which 1s used by the raif customers who are paying the higher matcs.

Thus, value-of-service rates are justificd in the economic literature on the condition that
there 15 excess capacity n the rail industry Fxcess rail capacity was generally beheved to exast
from the inception of rail economic regulation to the present day But, there was general agree-
ment at the STB hearing on April 11, 2007, that there 15 no longer much excess rail capacity --
we are now faced with rail traffic congestion and the need to increase rail capacity on a scale not
seen in the United States for the past 90 vears.

If this 1s the situation. has the rationale for value-of-service rates also vamshed? Maybe.
The rationale for valuc-of-service rates might have vamshed in those instances in which rail ca-
pacity expansion can be feasibly paid for by one rail customer, coupled with exclusive use of that
mcrcas.led rail capacity by that one rail customer However. the opportunities for such rail capac-

Ity expansion projects would seem to be Iimited In most foreseeable rail capacity cxpansion
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projects. more than one rail customer currently 1s being served by the rail infrastructure betore
the rail capacity 1s expanded, and the expanded tacilines would be capable of handling all the
current cusiomers — plus new customers as well  In the vast majority of cases, thercfore, the
rationale for value-of-service ratemaking appears to be unchanged That 1s to say. if each rail
customer would have to pay more 1n the absence of other raul traffic on the new facilities, then
value-of-service pricing benefits each rail customer

In cascs where one or a few rail customers provide most of the funding for a rail capacity
expansion project. thought might be given to the option of allowing priority service to the rail
customers who funded to major portion of the rail capacity expansion project For example,
some trains might need to wait on a ra:l siding while unit coal trains pass them Prionitizing traf-

fice occurs now, and such priontization might, in most cases, already fit this pattem.

COULD OPERATING AND MAINTENANCE PROCEDURES, AND RAIL EMPL.OYEE
WORK RULES, BE MODIFIED SO AS TO IMPROVE RAIL CAPACITY USING CURRENT
RAIL FACILITIES WITHOUT REDUCING SAFETY OR INCREASING RAIL EMPLOYEE
FATIGUF OR STRESS?

Perhaps regularly scheduled train departures would promote greater rail operating effi-
ciencies, particularly by reducing the time 1t takes to transfer the crew when a train travels over
the tracks of more than one raifroad This would be an example of using best practices 1n order
to improve rail capacity without the need for expenditures on new rail capacity expansion, rather
than being an example of embeding best technology 1n new rail infrastructure  Using best prac-

tices mught make a sigmficant contribution to the goal of increasing rail capacity without the

need to expend funds to expand rail mnfrastructure
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Rail employee work rules might be another possible ¢xample worth consideration by the
Board do current rail employee work rules deter the best possible utilization of rail physicat
facilities” Could some rules be relaxed without reducing rail safety or increasing rail employvee
fatigue or stress?

The Board might wish to suggest poss:bl.e way s 10 improve operating and maintenance
procedures, and rail labor work rules, without unducly harratag the economic well-being of ratl
labor and the safety of the railroads and the public. .

The Board might suggest possible ways to compensate rail labor for cconomic losses
which 1t might experience as a result of changes in operating and maxntenance procedures, and in
work rules. that are intended to improve the utilization of rail physical facilities

Could train scheduling, dispatching, monitoring and coordination be improved as a way
of improving the utilization of physical facilities and the through-put of more rail traffic using
current facilities? Could the scheduling of maintanance of rolling stock, locomotives. and infra-
structure be improved as a way of increasing traffic through-put using current facilities? Such
changes might cost less that building new physical facilities. The Board might wish 1o look into

these and other possibilities for increasing rail capacity as a way of assuring the greatest increase

in rail capacity at the least cost to railroads, rail customers. and the general public

SHOULD WE MAKE A STRONGER EFFORT TO EMBED NEW TECHNOLOGY AS WE
INCREASE RAIL CAPACITY" .

Ralroads have been shnnking their infrastructure. especially trachs, signals and routes.

for about the past 90 ycars This process has been encouraged by public policymakers and rail
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customers as a way 1o improve rail operating cfficiencies and lower rail transportation cosis to
rail customers. Now we have the prospect of a shortfall in rail capacity and the possible need to
significantly increase rail capacity over the neat several decades

Some projections of futurc needs for expanded rail capacity might turn out 1o have becn
too high, particularly 1f we factor in the probability of economic downturns, unexpected changes
1n technology and in consumer preferences, and the possibihty of damped consumption resulting
from concerns about global warming or for other reasons

However, rail service quality and rehability seem to many rail customers to have dimin-
ished over the past several years due to lack of sufficient rail transportauon capacity These rail
customers, and the railroads themselves, are calling for higher rates of investment 1n new rail
facilines

New rail infrastructure has a long expected uscful Iife, often as much as 30 or 40 years
Thus, the technology we embed n that new rail infrastructure might be difficult and expensive to
upgrade and replace for a very long ume. The prospect of significantly increasing rail capacity.
coupled with the long expected useful life of that new rail infrastructure, raises the i1ssue of
whether we are doing enough to embed the best possible technology in that new infrastructure

One possible example of a technology used in another industry that could perhaps be
adapted to work in the rail industry 1s called ime domain reflectometry {TDR) TIDR uses mag-
netic fields to “look around comers™ to find defects in fiber optic cables Perhaps the techonolo-
gy could be adapted to “look™ several hundred yards down a railroad track, in the dark or around
corners. to find defective rails or to find obstacles. such as another train, a truck, a car. a cow or a

person
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Greater use of positive train control might be another example of the use of the best pos-
sible a-\allable technology that should be embed in new rail capacity expansion Use of GPS
tracking of wains might be vet anather

There might be many other examples of technology that perhaps could be adapted to 1m-
prove rail operating and maintenance efficiency

Perhaps the Board should help give the 155ue of embeding best technology 1n new rail
infrastructure higher visibility, and encourage the Congress, the Federal Railroad Admimstra-
tion. the Rail Progress Institute, the Association of American Railroads. the Transportation Re-
search Board, and others. to find ways to embed the best possible technology into the new rail

capacity cxpansion projects.
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