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Reality #3 -- Congress will act.

Few constituencies are stronger or better organized on Capitol Hill
than the transportation community. The Public Works Committees of
both Houses are strong and traditionally independent. Legislation now
being developed by Committee staffs would continue in large part the
current uncoordinated transportation program. Our failure to state
our intentions in transportation funding could lead these Committees
to respond by "going it alone," leaving you the option of accepting
il1-conceived legislation or vetoing bills which carry such popular
titles as mass transit, highway construction, and airport safety and
development.

Recommended Solutions

Several revenue solutions to the transportation budgetary gap are being
given wide circulation on Capitol Hill. Some have more realistic
potential than others:

---Use of a portion of the Corporate Income Tax--

Representative Howard, Chairman of the House Surface Transportation
Subcommittee, had recommended a plan whereby at least 2% of the 48%
Corporate Income Tax would be placed in a mass transit trust fund.

This idea has been widely criticized for failing to raise transportation
revenues from those who use the services, and has been withdrawn by
Chairman Howard.

---Imposition of a new gas tax--

Proposals range anywhere from 3¢-8¢, the former most recently subject
of discussion by the Ad Hoc Energy Committee. The Public Works and
Transportation Committee is looking at gas taxes as a source of highway
and mass transit program financing. We are cooperating with DOE and
the Ad-Hoc Committee in development of their proposal, yet you should
know that our economic models indicate the tax would have to amount to
at least 7¢ per gallon to have any impact on demand. There is Tittle
1ikelihood that a tax at this level could be passed this year, and even
less likelihood of passage in 1978, an election year.

---Use of other energy-related taxes--

This idea has substantial and growing appeal since the use of energy
taxes for transportation programs would be recognizable as a levy on
users. In particular, there is a recognized need to help those states
whose motor fuel receipts will be reduced through the efficiency and
demand-reducing measures built into the energy program. Estimates
presented by the Governors indicate that by 1985 state fuel tax revenues
will decline, perhaps by as much as $1 billion a year from current
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levels, and this would occur simultaneously with dramatically escala-
ting highway maintenance costs. Similarly, concern is raised over the
current public transportation program level and its inability to meet
needs in both urban and rural areas as we seek alternatives to the
private automobile. As we focus on the transportation proposal, we
need to be more comprehensive than just dealing with carpools and
vanpools.

Congressional Strategy

[ see three ways to dedicate necessary funds to transportation:

(1) "The well-head transfer" -- This notion would have us dedicate
approximately 40% of the so-called well-head revenues (that amount used

for transportation) to a fund which, alter final Congressional approval,
would finance a national transportation program. This would produce a
budgetary wash. An amount of money in general revenues equal to the

amount drawn from the well-head taxes would be freed for immediate
expenditure, and thus would not in any way interfere with your macroeconomic
program. By placing these funds in escrow, we would attract support for

the President's energy and transportation programs and would be able to
leverage that money into votes in the Congress.

(2) "Delayed well-head program" -- As you know, the House Ways and
Means Committee has approved a per capita rebate of only a single
year. We could recommend next year the dedication of revenues as
described in (1) above with the disadvantage that we would lose
political leverage, but with the advantage that we would not further
complicate, this year, your energy program.

(3) "Permanent gas tax" -- If this is the only option, I am prepared
under your direction to fight this battle on Capitol Hill. I believe

the passage of such a tax this year or next year to be possible, if the
amount is reasonable. However, if we approve a minimal tax of 2¢ or 3¢
this year, we could Tull the Congress and the public into the erroneous
impression that the funding need has been responsibly met. If it becomes
dedicated to uncoordinated uses, the transportation financing problem
will become more difficult.

The Ultimate Goal

Flexibility and stability are the twin "musts" of transportation finance
because transportation problems are expensive and long-term. We

must provide the financing engine, but we must allow local and state
officials to pilot their own systems anc to make the hard choices among
competing modes.
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The funding framework I will recommend for implementing this plan is the
attached National Transportation Account (NTA). That Account, and the
programs to be funded out of it would:

-- generate a secure funding mechanism broad enough to support not
merely the narrow interest of any single mode, but the competing
interests of all transportation modes;

-- jointly evolve an approach whereby major programs could be
reviewed systematically, allowing broad considerations of trade-offs,
relative needs and basic program merits to be assessed, rather than
looking at highways one year, UMTA another, and railroads still another;

-- give state and local agencies flexibility to deal with problems
at their levels without being impaired by narrow categories, varying
funding ratios, and other procedural requirements;

-- establish a coordinated process for developing state and local
plans for transportation;

-- finance the transportation system almost totally out of the
pockets of users so that individual programs would no longer require
subsidization by the general taxpayer; and

-- promote stability of a traditional trust fund, allowing long term
continuity to be made, without a corresponding loss of flexibility.

Once again, Senate passage of a mass transit bill, and our knowledge that

both Houses are prepared to move on other transportation legislation, requires
Administration action at this time -- at the very least a credible

indication of future intent. It would take advantage of this opportunity

to reshape transportation policy away from the era of massive construction
towards a more conservative approach involving better use and maintenance

of existing systems. One side benefit is that the dedication of an energy-
related revenue source for transportation would provide the added support

of the transportation constituency, particularly the governors and mayors,

to the efforts of the £~ = °° ' lation.
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THE WHITE HOUSE
WASHINGTON

Mr. President:

Schlesinger and Stu observe
that the attached Adams

memo on the long-term
financing of energy is a
restatement of a proposal
Adams has been advocating
since early April, with

which you are already familiar.

Comments from Schlesinger,

Eizenstat and Blumenthal
are attached.

Rick
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July 19, 1977

MEMORANDUM FOR THE PRESIDENT

Subject: Energy Taxes and Transportation Funding

Brock Adams' proposal to dedicate a large
proportion of the revenues raised by the wellhead
tax to a fund for a national transportation program
seems to me premature. We still don't know how
balanced an energy package will emerge from the
Congress, and therefore how much will be available
to divide up amongst the contenders--welfare reform,
tax reform, transportation, or any other of the
worthy claimants for funding.

Moreover, your program is committed to return-
ing the revenues raised under the program to the
public, not to any one segment or industry. There
could be as much political fall-out from diverting
funds to a specific use--no matter how worthy--as
from the support it might generate from the
transportation industry or from local governmental

levels.
Mile

W. Michael Blumenthal






