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INTRODUCTICN

Chairman Bill Archer of the House Committee on Ways and
Means has appointed a bipartisan task force of Members of that
Committee to advise him on transportation excise tax issues. The
task force will focus on the current structure of Federal excise
taxes imposed on all transportation sectors—aviation, highway,
water, and rail—and the reasons for that structure. Both the high-
way and aviation Trust Fund excise taxes or programs are sched-
uled to expire within the next year; future funding of the Trust
Fund programs financed with the excise taxes is dependent on ac-
tion by the Committee on Ways and Means within that period. Fur-
ther, an appeal is pending of a decision of the United States Court
of International Trade that the harbor maintenance excise tax is
unconstitutional as apflied to exports. If that decision is upheld on
appeal, funds available to the Harbor Maintenance Trust Fund
could be reduced significantly.

By letter of October 2, 1996 (included in Appendix D), Chairman
Archer requested the staff of the Joint Committee on Taxation to
assist the task force on a continuing basis by developing informa-
tion needed for the task force’s work. This document ! provides an
initial response to Chairman Archer’s request for continuing assist-
ance to the task force. Part I of the document is an overview of the
current transportation excise taxes and Trust Funds, the budget
scorekeeping rules governing those taxes and Trust Fund expendi-
ture programs, and of general issues that arise in structuring dedi-
cated excised taxes to reflect the benefits received from programs
financed with those revenues. Part II provides more detailed back-
ground information on the structure and history of the present-law
Federal transportation excise taxes. Part III provides information

‘on the expenditure purposes of the transportation Trust Funds and

certain General Fund transportation programs. Part IV discusses
the budget scorekeeping rules generally applicable to dedicated ex-
cise taxes and Trust Funds and the jurisdictional issues presented
by enactment of dedicated excise tax and Trust Fund expenditure
legislation. Part V provides background data on current transpor-
tation excise tax revenues and transportation Trust Fund expendi-
tures and balances. Part VI provides a status report on current cost

allocation studies of the Federal aviation and highway programs

being developed by the Department of Transportation. Part VII dis-
cusses general issues involved in structuring dedicated excise taxes
to allocate the burdens of the Trust Fund excise taxes among the
beneficiaries of the programs financed with the dedicated taxes,
and the effect that different structures may have on the role of

1This document may be cited as follows: Joint Committee on Taxation, Present Law and Back-
ground Information on Federal Transportation Excise Taxes and Trust Fund Expenditure Pro-
grams (JCS-10-96), November 14, 1996.
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Congress generally (and of specific Committees) in oversight of
these taxes and programs.

Appendix A presents a table of Federal motor fuels excise tax
rates currently imposed on various transportation sectors. Appen-
dix B presents a table of present-law non-motor fuels Federal
transportation excise tax rates. Appendix C provides information
(prepared by the Congressional Research Service (“CRS”)) on cer-
tain non-tax Federal fees imposed on transportation providers. Ap-
pendix D contains certain correspondence related to preparation of
materials by the staff of the Joint Committee on Taxation.



I. OVERVIEW OF FEDERAL TRANSPORTATION EXCISE
. TAXES AND TRUST S '
Unlike most tax issues, Federal transportation excise taxes re-
uire the House Committee on Ways and Means and the Senate
%om‘mittee on Finance to coordinate tax structure and rate deci-
sions with actions of other Congressional committees that set spe-
cific rules governing the level and types of expenditures for which
the tax revenues are dedicated. Because the management of, and
authority to spend monies deposited in, the transportation Trust
Funds is contained in provisions of the Internal Revenue Code (the
“Code”), the tax-writing committees also exercise more direct over-
sight of these programs than is true of many other Federal expend-
iture programs with respect to which Elrimary jurisdiction lies in
other Congressional committees (and which programs typically are
financed with general revenues). :

Historically, the portions of the transportation excise taxes that
are dedicated to Trust Funds have been imposed on the indust:
sectors judged to create at least some of the costs associated wit,
the pro%rams financed with the tax revenues. Because excise taxes
generally are assumed to flow through to consumers in prices for
goods and services, the structure of these sector-specific taxes has
a unique effect on structure of the transportation industry—both
among the different sectors (i.e., aviation, highway, water, and rail)
of the industry and among segments of each sector (e.g., hub-and-
spoke and point-to-point commercial airlines).

A. Excise Taxes Imposed on and Trust Funds Benefiting the
Transportation Industry, by Sector

Excise taxes are imposed on each major sector of the transpor-
tation industry. A majority of these excise taxes is ,,,d_edicateg to
Trust Funds established to finance Federal expenditure programs
benefiting the transportation sector subject to tax. The tax rates
and mix of taxes imfposed on each transportation sector are influ-
enced by analyses of the costs expected to be incurred by the Fed-
eral Government in providing services to different segments of the
sector. In addition to excise taxes dedicated to Trust Funds, each
transportation sector currently is subject to an excise tax on the
motor fuels it uses, with revenues from this tax being retained in
the General Fund of the Treasury. Certain water transportation
also is subject to a $3 per passenger General Fund excise tax,

In addition to excise taxes imposed to finance Federal transpor-
tation Trust Fund programs, administrative agencies may impose
non-tax fees on certain segments of the transportation industry to
offset the costs of specific services provided by the agencies. These
fees are limited to recovery of the cost of providing the service to
which the charge relates. The fees, and the services with respect
to which they are assessed, are distinct from the dedicated excise

3
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taxes and transportation Trust Fund programs. Appendix C pro-
vides a summary of various non-tax Federal fees-for-service im-
posed on the transportation industry.

Viewed from a revenue perspective, excise taxes on motor fuels
are the dominant source of transportation excise taxation for all
transportation sectors except aviation and international shipping.
Aviation user excise taxes imposed on passenger tickets and freight
waybills comprise the primary funding source for the Airport and
Airway Trust Fund (the “Airport Trust Fund”). An ad valorem ex-
cise tax on the value of cargo (and passenger fares) processed
through United States harbors is the primary revenue source for
the Harbor Maintenance Trust Fund. The following discussion
-summarizes the excise taxes imposed on the transportation indus-
try, by sector.

1. Air transportation excise taxes

Excise taxes are imposed on commerc1al air passenger and’
freight transportation and on fuels used in general aviation (e.g.,
corporate aircraft) to fund the Airport Trust Fund. In addition, like
other transportation sectors, the aviation sector is subject to a 4.3-
cents-per-gallon excise tax on aviation fuel, revenues from which
are retained in the General Fund for deficit reduction.2 The Airport
Trust Fund was established in 1970 to finance a portion of the
costs of Federal Aviation Administration (“FAA”) services and
grant programs for airports. Before establishment of the Airport
Trust Fund, Federal aviation expenditures were financed from gen-
eral revenues; General Fund domestic air passenger and fuels
taxes were imposed during this period. The structure of the Airport
Trust Fund excise taxes has remained generally unchanged, except
for rates, since 1970.

The current Airport Trust Fund excise taxes include three taxes
on commercial air transportation:

(1) a 10-percent tax on domestic air passenger transpor-
tation;

(2) a $6-per-person tax on international air passenger depar-
tures; and

(8) a 6. 25-percent tax on domestic air freight.

General aviation is subject to Airport Trust Fund excise taxes on
the fuels it uses rather than to the commercial aviation passenger
ticket and freight excise taxes. The Airport Trust Fund rates for
these excise taxes are 17.5 cents per gallon for jet fuel and 15 cents
per gallon for aviation gasoline.

The Airport Trust Fund excise taxes are scheduled to expire after
December 31, 1996; the 4.3-cents-per-gallon General Fund trans-
portation motor fuels excise tax is permanent. Current Airport
Trust Fund program expenditure authority is scheduled to expire
after September 30, 1998.

2The 4.3-cents-per-gallon transportation motor fuels excise tax was enacted by the Omnibus
Budget Reconciliation Act of 1993 (the “1993 Act”). Fuels used in commercial aviation were ex-
empt for a period of approximately two years (through September 30, 1995) when the tax ini-
tially was imposed.
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2. Highway transportation excise taxes

Excise taxes are imposed on fuels and heavy vehicles (including
certain parts and accessories therefor) used in highway transpor-
tation. Between 1956 when the Highway Trust Fund was estab-
lished and 1991, all revenues from these taxes were dedicated to
funding for the programs financed by that Trust Fund. Beginning
in 1983, the Hi%hway Trust Fund financed certain mass transit
programs as well as traditional highway construction and mainte-
nance programs. Since 1991, a portion of the motor fuels excise tax
revenues also has been dedicated to the General Fund of the Treas-
ury for deficit reduction. The articles subject to tax and the Trust
Fund tax rates generally have been structured to produce financial
contributions from different highway transportation segments, de-
termined in part by reference to past studies of relative Federal
program costs created by those segments. A majority of the reve-
nues produced by highway transportation excise taxes is derived
from the taxes on motor fuels. ‘

The current highway transportation excise taxes consist of:

(1) taxes on gasoline, diesel fuel, and special motor fuels;

(2) a retail sales tax imposed on trucks and trailers having
gross vehicle weights in excess of prescribed thresholds;

(8) a tax on manufacturers of tires designed for use on
heavy highway vehicles; and : '

(4) an annual use tax imposed on trucks and tractors hav-
ing taxable gross weights in excess of prescribed thresholds.

The Trust Fund components of the highway motor fuels excise
taxes and the non-fuels highway excise taxes are scheduled to ex-

ire after September 30, 1999; t¥1e General Fund component of the

ighway motor fuels excise taxes is permanent. Highway Trust
ggnilggpenditure authority is scheduled to expire after September

3. Water transportation excise taxes

Six excise taxes are imposed on four segments of the water trans-
portation sector: shipping on designated inland and intracoastal
waterways, domestic and international shipping through United
States ports, recreational motorboat transportation, and certain
commercial passen%er water transportation. In the case of the first
three segments, at least a portion of the taxes imposed is dedicated
to financing of Federal Trust Fund programs benefiting the trans-
portation segments subject to tax. The tax on commercial pas-
senger water transportation is exclusively a General Fund tax.

The water transportation excise taxes, and the Trust Funds, if
any, to which the revenues are dedicated, consist of:

(1) a permanent 20-cents-per-gallon excise tax on fuels used
on commercial cargo vessels traveling on a designated system
of United States inland and intracoastal waterways, revenues
from which are dedicated to the Inland Waterways Trust Fund; °

(2) a permanent harbor maintenance excise tax imposed on
the loadin§ and unloading of commercial cargo and passengers
at all publicly navigable U.S. ports (other than ports that are
part of the inland or intracoastal waterway system, above),
revenues from which are dedicated to the Harbor Maintenance
Trust Fund,; . ' :



