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The Honorable Connie Mack, III, Chairman

The Honorable John Breaux, Vice-Chairman

The President’s Advisory Panel on Federal Tax Reform

1440 New York Avenue NW, Suite 2100

Washington, DC 20220

Dear Chairman Mack, Vice-Chairman Breaux and Members of the Advisory Panel:


I am writing on behalf of the Port of Tacoma regarding a federal tax that seriously needs reform----the harbor maintenance tax. 


The harbor maintenance tax (HMT) was created by the Water Resources Development Act of 1986 to pay for 40 percent of the cost of maintaining U.S. harbors through an ad valorem tax on cargoes and passengers using U.S. ports.  In 1990, the tax rate was increased to pay for 100 percent of the cost of harbor maintenance dredging. 

In 1998, the U.S. Supreme Court ruled that the HMT was a tax, not a user fee, so its imposition on U.S. exports was unconstitutional.  The HMT is therefore currently applied only on imports, domestic cargoes and passengers.  The European Union and Japan have challenged the HMT as an unfair trade practice and in 2001, the Joint Committee on Taxation recommended its elimination as a tax simplification measure. 


There are several major problems with the HMT:


1) Since it is imposed on imports but not on exports, it is clearly in violation of international trade agreements.  


2) Even with the subtraction of exports, the HMT still collects far more revenues than the federal government expends on harbor maintenance.  In FY 2004, the Harbor Maintenance Trust Fund received $946 million in HMT collections and disbursed $648 million, leaving a surplus of $298 million and a  cumulative balance in the Trust Fund of $2.299 billion.


3) The HMT is collected at ports without regard to whether the port needs harbor maintenance.  Three of the five largest U.S. container ports---Los Angeles, Long Beach and Tacoma---need virtually no harbor maintenance, but their users pay hundreds of millions of dollars in harbor maintenance taxes. 

4) A reasonable measure of “port use” would be cargo volume or weight, but the HMT is based on cargo value.


5) The HMT distorts the flow of trade by diverting cargo away from U.S. ports, like the Puget Sounds ports of Tacoma and Seattle, to Canadian ports, like the Port of Vancouver just to our north, which advertises the fact that their users don’t have to pay an HMT in industry trade publications.  Mexico’s ambitious port development plans will  result in similar cargo diversion to Mexican ports in the future. 


6) The HMT also distorts the flow of trade by discouraging coastwise waterborne trade, resulting in increased truck traffic on our highways.

I believe that the HMT should be repealed.  Well-maintained harbors are critical to our national and economic security.  They are used extensively by U.S. military and other government vessels.  The maintenance of navigation channels is an appropriate federal government function and should be funded from the General Treasury. 


If repeal cannot occur, then the HMT should be reformed in accord with the following principles:


1) It should comply with international trade agreements.


2) It should not collect more money than is needed for its intended purpose.


3) It should be assessed only at harbors that need maintenance dredging.


4) It should be assessed by some reasonable measure of port use.


5) It should be part of a “harmonized”, uniform tax applied at all U.S., Canadian and Mexican ports.


6) It should not be assessed on domestic cargo. 


Thank you for your consideration of these principals.  I hope that you will succeed in repealing this ill-conceived tax. 

Sincerely,
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Tim Farrell

Executive Director
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