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Dear Mre, Chatrman:

lo reeent years. rapidly escalating Tuel prices have had a substuntial impact on all
of those who are dependent upon petrolewm fuel. Tam writing 1o you on behalf of the
Steel Manulzelurers Agsociation (SMA)', whose membership accounts Jor over 70
pereent of the steel produced in the United States. Steel makers cely heavily upon
ellicient transportation, both for the incoming supply of raw materials and the outhound
shipmenc of finished product. SMA members (ully understand the financial challenges
faced by rail carrices as a result of the extensive increases in fuel prices due to forees
beyond their control and are willing to compensate rail carriers Jor Uwese unanticipated
costs, SMA supports the application of the STB-approved Rail Cost Adjustment lactor
(RCAF) index ax a means for measuring and recovering inflation in raitroad mpuls,
meluding the cost of tuel. The application of Tuel surcharges can also be considered an
avceeptable method of cecovery. but onty when surcharpes issued to carricrs are in

concordance with actual costs incurred on a per-shipment basis, Surcharges should be

usad only Lo recover expenses. nod as a mechaniso to senerate revenue. Hsurcharees are
to be utitized. the SMA supports an alternative in the methodology conployed to caleulate
riates. 1 order to ensure both that rail carviers are compensated Tor fosses incurred. and
that shippers are not subjected 1o surcharges that unjustifiably exceed acinal costs,

As caleulated by the Association of American Railroads (AAR) on a quanerly
hasis, fuel costs currently represent 12,1 percent of the content of the Rail Cost

Adjustment Factor index: yet Class one railroads are currently charping their custoniers
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deposited o knd il o Blered tie conntryside.



between 16 and 18 percent. all of the Class ones were to shill o the STB-approved
ROAL index value in licu of Tue] surchirges, then recovery would be retlective of actual
fued costs.

The application of rate-based surcharges places an additional burden on those
commadity groups whoe are already payiog the highest hreight rates. In careying the samne
size load between points A and B, fuel costs incurred by a carvier are identical: how then
is it equitable that one shipper can be subjected o significantly higher fuel surcharges? 11
fuel surcharges are 1o be utilized o recover assets. they should be apphicd Garly and
evenly to all shippers. Diftercatial pricing puts some rail customers at a tremendous
competitive disadvanlage.

[ addition to the rising cost of petroleum fuel. strained capacily on the rails has
led 1o substantial increases in overall rail rates for shippers. These capacity constraints
are not purely the result of demand and free market conditions: rather. railroads
manipulate the markelplace through indueed capacity reductions, and then command.
“matket compelled rutes™ (rom their customers, When the U.S. Congress altered the
fundamental rules of competition, they ok from many shippers the ability to even
negotiate their own rates, thus allowing these contrived market conditions. Under a rate-
based methodology, shippers are double penalized for escalating rates. i that the
surcharge is also applied to items of overhead ind to mark-ups, completely unrelated to
the increasing, fuel prices. The SMA supports the movement o a cost-based rail fucl
surcharge methodology, under which surcharges per carload would be caleulated cach
month based upon a diesel Tuel price index. coming from data provided by the Eoergy
[nformation Administration of the LS. Depuartment of Energy. Surcharges would be
based upon the total number of car-miles traveled. rather than as a Hat pereentage on top
of uverall freipht rates. These caleulations would much more accurately yetlect the per-
car charges incurred by carriers as aresult of increasing fuel prices, ind monthly
adjustments would altow carriers to cquitably distribute the charges to their customers.

Some rail customers should not be Teli subsidizing the tuc! costs of those who are
not currently subjected to fuet surcharges. Charges should be caleulated using a cost-

based methodology on a per-shipment basis, and should be applied evenly to all rail



customners, W aceurately reflect costs incurred, Shippers who are not the beneficiaries of
positive contract werms should not be lefi puying the legacy costs of those who are,

SMA members Tully understand and appreciate the financial implications ol
unexpectedly high inereases in fuel prices, and we are most willing 1o participate in a
system that will compensate carriers for the costs they iocur. After all, the success of
steel producers i inextricably ted to the health and vitality of the North Amuerican
cailroads. SMA believes that fuel surcharges, properly employed. can be a uselul
mecharism for compensating carriers. However, railroads are currently recovering funds
well beyond their actual expenses. and surcharges are serving as a revenue generator.
SMA members compete ina global marketplace. Lxcessive fuel surcharges place an
undue burden on domestic steel producers, and put the industry at a significant
compebhitive disadvantage.

The SMA is very appreciative ol this opportunity to submit comments to the
Surlace Transporlation Board, and we are hopetul that the STB can be part of a solution

that is fair for carricrs and shippers alike.
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Thomas AL Danjezek

OO SMA Board of Exrectors

SMA Transportabion Convmitice
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