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REAUTHORIZATION OF TEA-21

THURSDAY, JANUARY 24, 2002

U.S. SENATE,
COMMITTEE ON ENVIRONMENT AND PUBLIC WORKS,
WASHINGTON, DC.

PERSPECTIVES FROM THE FEDERAL, STATE,
AND LOCAL LEVELS

The committee met, pursuant to notice, at 9:33 a.m. in room 406,
Senate Dirksen Building, Hon. James M. Jeffords (chairman of the
committee) presiding.

Present: Senators Jeffords, Smith, Campbell, Inhofe, Crapo,
Chafee, Warner, Baucus, Corzine, and Reid.

OPENING STATEMENT OF HON. JAMES M. JEFFORDS,
U.S. SENATOR FROM THE STATE OF VERMONT

Senator JEFFORDS. The committee will come to order. Good
morning and welcome to this the first in our series of hearings on
reauthorization of the Nation’s Surface Transportation Program.

Our nation’s transportation system is one of the best in the
world. Nearly every American relies upon our roads, bridges, high-
ways, or mass transportation to get them where they need to go.
But this reliance can also be a source of great frustration in the
lives of our citizens.

As we open our first of 11 hearings on this matter, we begin a
process that will examine what works and what does not work, and
our nation will be better off for the exercise.

The Committee on Environment and Public Works has primary
responsibility for the reauthorization process. EPW has a distin-
guished record of service in this regard; most recently and most im-
portantly, through its work under Chairman Moynihan in 1991 and
Chairman Chafee in 1997.

Their leadership unified the committee to produce the Inter-
modal Surface Transportation Efficiency Act, referred to as ISTEA,
and the Transportation Equity Act for the 21st Century, TEA-21.
I intend to continue this effective bi-partisan tradition during 2002,
and on toward the reauthorization in 2003.

Our committee today includes many distinguished participants
from those prior authorization efforts. Senators Warner, Smith,
Inhofe, Bond, Baucus, Reid, Graham, Lieberman, Boxer, and
Wyden have all been key contributors in the past, and I look for-
ward to using their wisdom and experience during the coming
months. I, too, had the honor to serve on the committee during the
enactment of ISTEA.

o))
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In TEA-21, we have inherited a transportation policy and pro-
gram that is basically sound. Our task this year will be to refine
and evolve the program, based on the lessons learned over the past
10 years. We also examined the current and projected state of our
transportation system, and the demands that it must meet.

Along with Ranking Member Smith and Subcommittee Chairmen
Reid and Ranking Member Inhofe, I have announced an ambitious
hearing agenda for the coming year. Hearings will be held at both
the full and the subcommittee level.

This will be a year-long dialog with the many stakeholders in the
transportation community. We will seek the best ideas from the
brightest minds. We will hear from government, industry and sys-
tem users. My goal is an inclusive process, open to all points of
view from all parts of the nation.

With Senator Reid and Inhofe at the helm, members of our
Transportation Infrastructure Subcommittee will examine the
transportation program in detail. There will be technical brain
trusts. We will also work very closely with other Senate commit-
tees’ jurisdiction for reauthorization: Banking, Budget, Commerce
and Finance.

EPW will be the workshop for crafting the next authorization
language. I invite proposals from my many colleagues on the wide
range of issues that will make up the final committee package. I
offer this committee as the forum for blending these proposals. As
chairman, I extend my good offices to achieve that blend.

A few common threads run through our upcoming hearing
projects. These include safety and security, economic growth, com-
munity enhancement, and the balancing of interests. These are
challenging matters, made more difficult by our nation’s current fi-
nancial uncertainties.

In fact, concern over future resources unites all the stakeholders
in transportation. Success will require strength through unity. This
committee will provide a common ground.

The nation’s transportation program is a model of effective fed-
eralism. The program is de-centralized, collaborative and flexible.
It draws on resources from Federal, State, local, and private
sources. In recognition of this, we are joined today by our partners
from the Cabinet, the States, and local government.

Our hearing today will begin with the Honorable Norman Mi-
neta, Secretary of the U.S. Department of Transportation, and my
close colleague in the House. Norm has taken a break from inspect-
ing the baggage at BWI to join us this morning, and we appreciate
that.

[Laughter.]

Senator Smith, Secretary Mineta will be followed by a panel of
elected officials from around the country. Bob Wise, the Governor
of West Virginia, unfortunately was scheduled to be here, but his
plane is grounded. So he will not be here, but we will have his tes-
timony.

Bob also served with me in the House, and served on the House
Transportation Infrastructure Committee. So he knows a thing or
two about the reauthorization.
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Commissioner Chris Hart of Hillsborough County, FL, will rep-
resent the National Association of Counties. Chris chairs a NACo
Transportation Committee.

Boise, Idaho Mayor H. Brent Coles will represent the U.S. Con-
ference of Mayors. He is the immediate past president of the con-
ference.

Finally, from my great State of Vermont, my friend, Burlington
Mayor Peter Clavelle will represent the National League of Cities.
I am especially pleased to welcome a fellow Green Mountain Boy
to these proceedings. In Vermont, we put a high value on balancing
our environmental concerns and our transportation needs. I pledge
to move forward on the bill, which will encompass a balance in the
years to come.

I am pleased to be joined by such very knowledgeable witnesses.
We will need their wisdom when we reconsider the authorization
here.

I want to know how our transportation policy works for Ameri-
cans, for voters, for customers, users, citizens, and constituents. 1
want to know how the program is blended with other public objec-
tives, social, environmental, and economic.

Finally, I want to explore the ways to best meet future chal-
lenges. I look forward to our distinguished witnesses coming forth.
But let me now turn to my good friend, Bob Smith.

OPENING STATEMENT OF HON. BOB SMITH, U.S. SENATOR
FROM THE STATE OF NEW HAMPSHIRE

Senator SMITH. Well, thank you very much, Mr. Chairman, and
good morning, Mr. Secretary. It is always a pleasure to see you
here.

I want to just point out, as you did, Mr. Chairman, that this is
the first in a series of hearings that we are going to be having for
the reauthorization of the so-called Transportation Equity Act, or
TEA-21. It is a lot of work. We have a lot more to do.

I can remember 4 years ago, I was a member of the conference
committee on the TEA-21 legislation. We worked hard. I think we
did some good things, and there is always room for criticism, I
guess. But I feel that overall, we did a good job with this legisla-
tion, and we made some significant changes.

Over the next year or so, as we prepare for this reauthorization,
this is really one of the most significant things that Congress does.
Virtually every American, in one way or another, is impacted by ei-
ther a car or a road. Our economy is so closely linked with the ca-
pabilities of our transportation system, it just takes on huge impor-
tance. It is vital to each one of our States, as well as us, personally.

What you hear most often about TEA-21 is that it provided for
about a 40 percent increase in transportation funding over the pre-
vious law, which was called ISTEA.

But another highly touted feature was that it provided funding
guarantees, so that the tax revenues that came into the trust fund
would be spent on transportation, which is the way it should be.

But some of the cornerstone achievements of TEA-21 unfortu-
nately appear to be threatened by the shortfalls in the so-called
RABA calculations revenue-aligned budget authority. There is a $5
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billion reduction predicted there from TEA-21’s guaranteed levels,
if you will, for fiscal year 2003.

We could not really anticipate, and I have never run into any-
body yet, that could totally predict what the budget is going to be
on a given year. But this issue has enormous unintended con-
sequences, and I think you know, Mr. Secretary, that we are all
going to have to deal with it.

But I appreciate your sharing these calculations with us in the
past few days, in the interest of honesty here, so that we have
some time to digest the impact before the release of the President’s
budget, and we really appreciate that. We will treat it in that spir-
it, as well.

We are going to be having a hearing very soon, after the budget
is released, I know, Mr. Chairman, to explore in detail the revenue
forecasts, the firewall principles, and the RABA mechanism. But
for now, I have just asked my staff to thoroughly examine the pro-
visions with the help of the documentation that you have provided
us, Mr. Secretary, so we can adopt or develop a prudent course as
we move forward on this bill.

I want to briefly bring three points to the attention of the chair-
man and my fellow committee members and the Secretary on some
areas that I think we are going to have to focus a good deal of ef-
fort on, and it is something that I have been involved in.

First is environmental streamlining. It is a very important issue,
because it oftentimes is unintended—sometimes intended, I sup-
pose—and slows down and increases the costs of many of the high-
way projects in our country.

We are working on a pilot, if you will, in New Hampshire, on the
I-93 corridor, where we have everybody sitting down periodically
and talking and working together, so that we do not have to do this
sequential business; but we can rather work together. It is working
very well. It is just a widening project, but it is a little more than
that. There are some other things that have to be involved there.

It is working, and I think with this streamlining, we are trying
to make the streamlining language, which I helped to draft, work
in a way that is productive. I think it is working. But if the project
is consistent with environmental protection, then it should not be
subject to excessive delays, and oftentimes, it is.

The second area that I will be focusing on is that of the freight
movement in this country and the capacity. From 1990 to 1998,
there was a 22%%2 increase in vehicle miles traveled. During that
same period, there was only a 1 percent increase in the number of
lane miles on the roadway.

So transportation is not just about accommodating commuters. It
is also a very efficient system, vital to moving consuming goods
from one part of our country to the other. If we neglect this issue,
it is going to have even more of a negative impact on our economy.

Finally, let me mention briefly the issue of air quality. There are
some loose ends that remain from some of the court decisions on
this issue. Myself and other members of the committee want to
work closely with the U.S. Department of Transportation and EPA
on resolving these loose ends, so called, so that we can accomplish
our air quality goals, without burdening the transportation commu-
nity, or causing unnecessary delay.
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I do not believe we have to burden or cause unnecessary delay
to meet those standards. It is about cooperation and partnership,
rather than confrontation.

So I look forward to working with you, Mr. Secretary, on those
issues. Again, I thank you for coming here today, and thank you
for your strong commitment to our nation’s transportation system,
and thank you for serving; and thank you, Mr. Chairman, for hold-
ing this hearing.

Senator JEFFORDS. Well, thank you for a good statement.

Senator Reid.

OPENING STATEMENT OF HON. HARRY REID, U.S. SENATOR
FROM THE STATE OF NEVADA

Senator REID. Thank you very much, Senator Jeffords. I appre-
cialte kyour recognizing me. I have to get back to the floor by 10
o’clock.

This is the first in a series of hearings reauthorizing our Nation’s
Surface Transportation Program. I am happy to be able to chair
the Transportation Subcommittee. I recognize that that was given
to me by virtue of Senator Baucus, who is heavily engaged in other
matters. I appreciate that very much.

I look forward to working with you, Mr. Chairman, Senator
Smith, and of course, Senator Baucus, who has to be an integral
part of anything that we do in this legislative session with this bill;
not only because he has chaired this full committee in the past, but
also because he is chairman of the Finance Committee.

As some of you will soon recognize, if we are going to be able to
do the things that need to be done with transportation in this bill,
we are going to have to get some help from the Finance Committee,
because of the monetary shortfall that we have.

The problems in Nevada, I think, are representative, but to an
exaggerate point, of the problems that we have in America today.
We are a very large State; the sixth largest State in the Conti-
nental United States, seventh now with Alaska.

We have not only wide areas; the length of the State is some 700
miles long. We have growth in Southern Nevada that is 10,000 a
month coming in to that area. We have really serious, serious prob-
lems that we need help with.

I recognize the budget shortfall that we are going to have unless
something changes. In the State of Nevada, if things go the way
they are, we will have a budget shortfall of about $60 million in
just highway transportation funds. That is a significant amount of
money in a Highway Bill for a State like Nevada.

But having said that, it is our job to build upon the successes of
ISTEA and TEA-21, and protect the gains, identify the weak-
nesses, and improve our transportation system.

Throughout this hearing process, we are going to look at ways to
meet the transportation challenges of a new century. Chairman
Jeffords and I have worked together so that we are going to have
about one hearing a month, the full committee or the sub-
committee.

We want to make sure that people who have concerns about
transportation in this country have an opportunity to voice their
opinions. We will investigate how multi-modal approaches can help
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us address transportation problems and improve mobility. We will
examine the physical condition of our highways; the bridge infra-
structure.

We will study the transportation sector’s impact on the economy
and the environment. We will look for innovative approaches to
transportation problems.

Last fall, I worked very hard in trying to come up with an infra-
structure investment package for purposes of having a stimulative
effect to this economy. There is nothing that stimulates the econ-
omy more than road building. It is very, very labor intensive.

Every billion dollars means 42,000 new jobs. Every person who
has a job is paying taxes. They are buying homes, cars, refrig-
erators. We need to do whatever we can to stimulate that sector
of our economy.

Having said all that, I hope that we have the resources that we
need to meet the demands of Nevada and the rest of this country.

Mr. Chairman, I appreciate your courtesy, and I will ask unani-
mous consent that my full statement be made part of the record.

Senator JEFFORDS. It will be admitted.

[The prepared statement of Senator Reid follows.]

STATEMENT OF HON. HARRY REID, U.S. SENATOR FROM THE STATE OF NEVEDA

Welcome to the first in a series of hearings on the reauthorization of our nation’s
surface transportation program. I am pleased to have the opportunity to chair the
Subcommittee on Transportation, Infrastructure and Nuclear Safety and look for-
ward to working closely with Senator Jeffords and other members of the committee
to write the legislation reauthorizing the Transportation Equity Act for the 21st
Century, known as TEA-21.

This legislation is critically important to each of our States and to the Nation as
a whole. I represent Nevada, the fastest growing State in the country, and I have
seen how such rapid growth has placed tremendous demands on our road system
and our entire transportation infrastructure. I understand the problems and needs
of Nevada, and that’s why I will continue to provide leadership on this issue. I want
to make sure that in my State and across America we have a transportation system
that promotes economic growth, improves safety, enhances quality of life, and pro-
tects the environment.

Ten years ago, the Intermodal Surface Transportation Efficiency Act B ISTEA—
revolutionized transportation policy. TEA-21, enacted in 1998, maintained the prin-
ciples of ISTEA while bringing significant new resources to our highway and transit
infrastructure. TEA-21 shifted 4.3 cents of the gas tax from the General Fund to
the Highway Trust Fund and created the budgetary firewalls which ensure that all
revenues into the trust fund are dedicated to transportation investments.

Now it is our job to build upon the successes of ISTEA and TEA-21—to protect
the gains, identify the weaknesses, and improve our transportation system.

Throughout this hearing process we will look at ways to meet the transportation
challenges of a new century.

¢ We will seek to use new technologies to improve operations, alleviate conges-
tion and enhance security in metropolitan areas;

¢ We will investigate how multi-modal approaches can help us address transpor-
tation problems and improve mobility;

« We will examine the physical condition of our highway and bridge infrastruc-
ture;

¢ And we will study the transportation sector’s impact on the economy and the
environment;

As we look for innovative approaches to transportation problems, we must recog-
nize that ensuring adequate funding will be perhaps our biggest challenge.

Last fall, I was the leading proponent of including infrastructure investment
funds in the economic stimulus package. My view was, and still is, that investing
in our infrastructure creates jobs and economic activity in the short-run and results
in permanent improvements that also benefit our economy in the long run.

Unfortunately, in Fiscal Year 2003 we face a $9 billion decrease in highway fund-
ing. This is just the opposite of an economic stimulus B it is more of an economic
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depressant. This loss of funding is of great concern, especially during a recession,
and in the long run will diminish the productivity of our transportation sector. I
hope that the President’s budget will somehow consider this important economic
issue. It will continue to be a top priority for me.

The Transportation, Infrastructure, and Nuclear Safety Subcommittee that I chair
will hold a hearing devoted to the fiscal year 2003 Federal Highway Administration
budget proposal and TEA-21 reauthorization in February. I look forward to address-
ing funding issues in much greater detail at that hearing.

For now, I am very pleased with the excellent slate of witnesses we have on hand
for this opening hearing to provide the committee with perspectives on reauthoriza-
tion from the Federal, State, and local level. Mr. Secretary, I welcome you here
today. We could ask for no better partner in this process and I am delighted at the
opportunity to work with you again. I look forward to your testimony.

Senator JEFFORDS. Senator Campbell.

OPENING STATEMENT OF HON. BEN NIGHTHORSE CAMPBELL,
U.S. SENATOR FROM THE STATE OF COLORADO

Senator CAMPBELL. Thank you, Mr. Chairman, and I apologize
for being late. Has the Secretary made his statement yet?

You have not? We are still rattling around. I would rather listen
to him speak than hear myself. I have been a friend of Norm Mi-
neta for years and years, serving with him in the House. We also
have a connection in San Jose, where we both spent an awful lot
of years.

I would like to say that if you look at the numbers, Nevada,
where Senator Reid hails from, is the fastest growing State; Ari-
zona, second, and Colorado, third. Because we are such fast grow-
ing States, the importance of a new Highway Bill is going to take
on huge proportions.

When we passed TEA-21 in 1998, the total overall funding rep-
resented a 40 percent increase over the previous authorization. But
for Colorado, it meant a 52 percent increase over the money that
we had received before that, to the tune of about $100 million more
than we had gotten.

Certainly, we were grateful for that and put it to good use. But
it seems like in those fast growing western States, we are always
behind the curve. No matter how much money we put into trans-
portation, we still need more, because of the influx of people.

I personally believe, as Senator Reid does, that we need to con-
centrate a great deal on highway development. It seems to me that
we ought to be learning more from those countries who have had
such great success with moving people like Japan has, as an exam-
ple, with light rail and fast rail and alternative ways of moving
people.

Because I am beginning to think that you cannot simply build
your way out in these high growth areas; just build your way out
of things by adding more and more lanes, which just seems to in-
crease more an more congestion. So I would hope as we move
along, we put emphasis on alternative ways of moving people.

Last, Mr. Chairman, just let me say that I am particularly inter-
ested, and I do not know if the Secretary is going to say anything
about this today, but we reached kind of a compromise agreement
last year on the issue of Mexican trucks coming into America.

As we move along this year, I am going to be very interested in
seeing how that is going to develop, and what kind of problems it
has created and what kind of problems it has solved with that com-
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promise. So with that, just let me say welcome, Norm. It is very
nice to see you again, and I look forward to working with you.
[The prepared statement of Senator Campbell follows:]

STATEMENT OF HON. BEN NIGHTHORSE CAMPBELL, U.S. SENATOR FROM THE STATE
OF COLORADO

Mr. Chairman, Senator Smith, I would like to thank you for scheduling this im-
portant hearing. I would also like to welcome these distinguished panels and thank
them for taking the time meeting with us today.

As we begin this new year, the country faces many challenges. Among these in-
cludes the transportation crisis in this country.

Each year, traffic congestion costs the United States billions of dollars. As Mayor
Coles will discuss in his testimony, the Western United States is booming. However,
along with growth and progress come growing pains that many States have been
dealing with for many years.

The passage of Transportation Equity Act for the 21st Century (TEA-21) in 1998
has helped solve many of the transportation problems across the country. The over-
all total funding in TEA-21 represents a 40 percent increase over the previous au-
thorization Intermodal Surface Transportation Efficiency Act (ISTEA), which was
enacted in 1991. Under TEA-21 Colorado saw a 52 percent increase over the State’s
ISTEA distribution. With the Federal funds that were authorized in TEA-21 by this
committee and appropriated by the Senate Appropriations Committee, upon which
I also serve, the Colorado Department of Transportation has moved from a $200
million annual budget to more than a $300 million annual budget.

This higher level of funding has allowed COOT to move forward with transpor-
tation projects that would not have been able to be completed without TEA-21. In
fact, the COOT has been able to take advantage of innovative financing techniques,
which were also authorized by this committee, to allow them to accelerate many
projects.

For example, the Federal Grant Anticipation Revenue Vehicle (GARVEE) Pro-
gram has allowed COOT to accelerate 28 key Strategic Projects statewide. Many of
the projects would have taken 50 years to complete. What the Federal program has
allowed COOT to do is accelerate completion of those projects to under 10 years,
a substantial cost savings.

However, recent budget projections predict a $4.9 billion shortfall from what was
originally predicted in the fiscal year 2003 budget and over $9 billion less than what
was allocated in the fiscal year 2002 budget. This budget shortfall will be a chal-
lenge to all of us as we move forward on this first step to re-authorization. I look
forward to working with this committee on a wide range of priority topics over the
course of the year and welcome input from all levels of government, system users
and private industry.

Thank you Mr. Chairman.

Senator JEFFORDS. Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, U.S. SENATOR
FROM THE STATE OF MONTANA

Senator BAucus. Thank you very much, Mr. Chairman. It is a
real pleasure to be with you today. I very much commend you and
the leadership of this committee for setting out a very ambitious
and aggressive hearing schedule.

It is my experience, frankly, that the more we begin early with
hearings and deeply examine the various aspects of this issue, the
more likely it is that we are going to have a good product when
we reauthorize this bill, I might say with some bemusement, in an-
other Congress. Nevertheless, it is very important this year to get
all this out and have the hearings.

I would remind you that we did get a significant increase, as we
all remember, last year from the previous Highway Bill, because of
the diversion of the 4.3 cents from general revenue into the High-
way Trust Fund.



9

That gave us a big shot in the arm. On average, each State got
about a 40 percent annual increase in highway fund. At that time,
we had the assistance of Senator Byrd, Senator Graham, and the
others who were very helpful in making that change.

With the problems with so-called RABA, it is apparent that we
are going to have to look for other ways to increase revenue to the
trust fund. I have some ideas on how to do that.

In addition, we might look at potential greater use of the trust
fund to get additional obligation authority, to make sure no State
gets a cut or reduction in highway funds, and perhaps even may
get an increase. Mr. Secretary, I hope at the appropriate time you
can address the degree to which you think that is appropriate.

Highways are the life blood of my State, Montana. We have more
Federal highway miles per capita than any other State in the na-
tion. We have more than Alaska, but of course, Alaska does not
have quite the number of people that we do, and not the number
of highways, either, because you fly in Alaska; you do not travel
the road. But nevertheless, we have more Federal highway miles
per capita than any other State.

The program provides about 11,000 jobs in Montana. Those are
high paying jobs. They say that because, regrettably, Montana has
slid from about tenth in the nation in per capita income in 1946
to now, depending on how you calculate it, 50th, 49th, or 80th. So
these are jobs that are good paying jobs. It makes a heck of a dif-
ference to say nothing about the greater ease of transportation in
our State.

I look forward very much, Mr. Chairman, to working with you
under your leadership on the committee. I plan to introduce a bill
in the next period of time, but I am not exactly sure when it will
be.

It will be some what of a western States’ bill, but I want to un-
derline here and emphasize that it is going to be a national bill,
too. I do not want to introduce legislation that is going to work to
the detriment of other parts of the nation.

In the last Highway Bill, TEA-21, essentially we worked very
well. It was myself, representing primarily the western States, and
our good friend, John Chafee, representing the northeastern States,
and Senator Warner, the daughter States. We had meeting after
meeting after meeting, with formula change after formula change
after formula change.

But we finally worked it out, after lots of different meetings, and
so on and so forth. There is no doubt in my mind that you are
going to have the same approach, which worked very well.

I might say also that on the Finance Committee, I am going to
be holding hearings on all the trust funds, looking at ways to, first
of all, examine them taking stock, but also ways, particularly with
respect to the Highway Trust Fund, to see if we can find additional
dollars. Again, as I mentioned, I have some ideas how we can place
more dollars into the trust fund.

I mentioned the RABA situation. We have got to address that.
I want to commend my good friend from New Hampshire in men-
tioning environmental streamlining. I know members of this com-
mittee will remember a couple 3 years ago when we were quite con-
cerned with the inadequate environmental streamlining.
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We asked the department to come up with some streamlining of
environmental regulations, and my gosh, they came back with a
flow chart that would make the flow chart of the whole committee
system in the Congress look like a grapevine.

It was so complicated that it made things more worse than bet-
ter. I, therefore, think, Mr. Chairman, that the real answer to envi-
ronmental streamlining is for us, in legislation, to be much more
specific. I have some ideas there, which I will include in my legisla-
tion, on how to deal with environmental streamlining, because it is
a huge problem particularly, I know, in western States.

But the main point, Mr. Chairman, is just I really commend you.
You have got a great schedule outlined. You have got a reputation
of really working together, and I pledge to work with you and also
on the Finance Committee, to try to help this committee do its jobs
with extra revenue.

[The prepared statement of Senator Baucus follows:]

STATEMENT OF HON. MAX BAucus, U.S. SENATOR FROM THE STATE MONTANA

Thank you Mr. Chairman. It is my pleasure to be here today to discuss the reau-
thorization of a law that I am privileged to have helped write. Along with Senators
Warner and Chafee and others on this committee and on other committees, we ham-
mered out a bill that I believe was equitable to all States and that served this na-
tion’s transportation system well.

TEA-21 staked out new ground by putting into law the requirement that all gas
tax revenues be devoted to highways. Some of the members in this room were in-
strumental in achieving that goal. Now I don’t have to remind you of the difficult
debates we had over funding formulas among the three main groups, northeast
States, donor States, and western States. But in the end, we achieved a bill that
was supported by the vast majority of Senators. So the final result, while not per-
fect, was a good compromise and was broadly supported.

I look forward to working with the leadership on this committee and other com-
mittees to develop a new highway bill that will help to continue many of the ideas
that TEA-21 began—the integrity of the Trust Fund, the budget firewalls and an
equitable distribution of formula dollars.

I plan to hold hearings on the Finance Committee addressing the balances in the
Highway Trust Fund and on innovative ways of financing transportation projects.

I plan to use my role as chairman of the Finance Committee to gain more funding
for the program and to protect the Highway Trust Fund. As always I am committed
to highways and to the Highway Trust Fund.

I personally have several ideas about what I would like to see in a new bill and
as I do for every reauthorization, I will be introducing a highway bill in the coming
months. I have been working with the Montana DOT and other western States to
develop ideas for the next several years of highway policy. I assure you that my bill
will not serve the West to the detriment of other States. Quite the contrary. My bill
will be a national bill and a decidedly pro highway bill.

Once again, I look forward to being very active and assisting the leadership of
this committee as much as I can, as we embark on this new chapter in highway
law. There is something of concern that I would like to mention here today, particu-
larly in the presence of our distinguished Secretary of Transportation. It has come
to my attention that because of various factors, the RABA for this year will be nega-
tive. In fact I have heard predictions that we are looking at a program that is $9
billion less than the fiscal year 2002 program. We must do something about this.
We cannot go into the next reauthorization with such a low baseline. If this is in
fact the case and we are looking at a lower program over the next few years, I would
support the influx of new obligation authority to the States for the next 2 years.
This would prevent the base numbers for the next highway bill from going down
too much. I hope that Secretary Mineta will address this in his remarks today and
that this committee, the Finance Committee and the Administration can work to-
gether to alleviate this problem that will plague our reauthorization efforts if not
addressed.

I look forward to today’s hearing and future hearings as we prepare for the next
reauthorization.
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Senator JEFFORDS. Well, thank you, and I look forward to work-
ing with you.
Senator Inhofe.

OPENING STATEMENT OF HON. JAMES M. INHOFE,
U.S. SENATOR FROM THE STATE OF OKLAHOMA

Senator INHOFE. Thank you, Mr. Chairman.

Between the comments from the Senator from Montana on RABA
and the problem, and I was going to get into that, you have pretty
much said what my feelings are. The announcement on January 18
that it could be a negative RABA is something that we are going
to have to deal with, and we have some problems there.

I have to also say that I spent 8 years in the House, working
under the supervision of and working for Secretary Mineta. We
have always worked very closely together. Quite frankly, I was
thrilled when I heard the announcement that you were going to be
our Secretary of Transportation.

You will remember, the years that we spent trying to do the very
thing that was accomplished in TEA-21, and that is to assure that
all these highway dollars, the Highway Trust Fund, was going to
go to highway projects.

We have accomplished a lot of that. We have accomplished a lot
of the problems with donor States, that Oklahoma was certainly in
an awkward situation on; and also for the flexibility to allow the
States and the cities and local jurisdictions to participate in this
process in a way, and I think this hearing shows that.

We are going to have input from people that are closer to the
problem, back in the States. That has always been consistent with
what you have stood for and what we have stood for, back in the
8 years that we have worked together.

So I am looking forward to continuing this, after this first hear-
ing, and actively trying to do something to address the serious
problems that we have, that we have talked about this morning.

Thank you, Mr. Chairman.

[The prepared statement of Senator Inhofe follows:]

STATEMENT OF HON. JAMES M. INHOFE, U.S. SENATOR FROM THE STATE OF
OKLAHOMA

Thank you Mr. Chairman. As you have indicated, today is the first of series of
hearings to prepare us for reauthorization of the Federal Highway Program. I look
forward to working with you and our colleagues to further the progress made in
TEA-21 for greater flexibility and allowing States to keep more of their gas tax dol-
lars. As we begin the reauthorization process, I am anxious to hear from our State
and local partners how we at the Federal level can assist them in meeting their
unique transportation needs.

One such need that is universally felt is mobility. Not only is it important to in-
crease mobility for personal travel, but we must also address the critical congestion
choke points affecting freight movements. Continue economic growth depends on an
efficient and cost effective transportation system, which includes the movement of
people, goods and services.

The challenge before us will be to increase capacity without increasing costs by
making better use of existing resources. Nothing better illustrates this point than
the announcement on January 18th that the President’s budget for fiscal year 2003
will report a negative RABA. [Revenue Aligned Budget Authority] As devised,
RABA'’s purpose is to protect the principal that every dollar into the Highway Trust
Fund is spent on highway transportation projects as opposed to accumulating large
balances as was the practice prior to TEA-21. Up until this point, we have enjoyed
a positive RABA which has meant more spending on transportation infrastructure



12

than estimated by TEA-21. Just as RABA provides for windfall it also means we
could have a situation where TEA-21 estimates overstate actual revenues received.
It would appear that is the case for fiscal year 2003.

Not surprisingly many questions have been asked about the calculations used to
determine the fiscal year 2003 RABA number. These are legitimate questions that
need serious examination and thought. Certainly if we can soften the extreme nega-
tive effect of RABA for fsical year 2003, I would be supportive as long as we operate
with the parameters of the existing statute and do not use funds outside of the trust
fund to offset the loss. I am certain that several needed improvements to the RABA
will be identified during this process which will be part of our reauthorization delib-
erations. My concern is that we proceed carefully and make sure that any imme-
diate response contemplated to the fiscal year 2003 negative number does not tie
our hands down the road.

Mr. Chairman I recognized that in an election year it will tempting to ignore
RABA and merely “fix” the problem through an infusion of cash from general rev-
enue. However, I believe that would be a mistake because we need to protect the
integrity of the Highway Trust Fund which means we should structure the program
around the actual receipts of the fund, be they negative or positive.

I am anxious to hear from our witnesses representing State and local interests
on how a negative RABA number will affect your highway program. Of course I am
always pleased to hear from my good friend Norm Mineta. I doubt there is anyone
who understands the current program better than Secretary Mineta. As one of the
principle architects of ISTEA, he has a clear understanding of not only the policy
embedded in the program, but also the politics of bringing diverse interests together
in a final bill. In that light, Norm, I want to give you fair warning that the No.
1 issue for me in ISTEA, i.e., increasing donor State returns, will continue to be
my No. 1 issue in reauthorization of TEA-21. I suspect we may have some spirited
discussions on how to address this, but I look forward to working with you on writ-
ing a bill that we can all support.

Thank you Mr. Chairman and I look forward to working with you and Sub-
committee Chairman Reid as we begin the reauthorization process.

Senator JEFFORDS. Thank you.

Senator Corzine.

OPENING STATEMENT OF HON. JON S. CORZINE,
U.S. SENATOR FROM THE STATE OF NEW JERSEY

Senator CORZINE. Thank you, Mr. Chairman.

Secretary Mineta, it is good to see you, again, welcome.

I, too, join with all of you in congratulating and complimenting
you on holding this series of hearings, Mr. Chairman. I look for-
ward to both learning the intricacies of this, as a new member of
the Senate, but also participating in trying to emphasize the impor-
tance of transportation broadly to all of our States, wherever we
are.

New Jersey is a complicated State. It is the most densely popu-
lated one in the country. The general studies will show you that
we spend about 15 hours a week, the average citizen, stuck in traf-
fic. While we may not be building as many highways, we have got
a lot of underpasses, overpasses, bridges, and unlocking choke
points that are necessary.

That 15 hours a week, the way some people calculate it, is some
place between $7.5 billion and $10 billion worth of lost economics
from people not being on jobs, lost time at home, and has an obvi-
ous stress impact.

Being a 25-year commuter to New York City, I can promise you,
it is real. It is not a figment of somebody’s imagination or hyper-
bole. The gridlock problem is serious, and I think it needs to be
combined, as Senator Campbell suggested, with an attention to
mass transit. I am glad I am on the Banking Committee, which
will be dealing with some of those issues as we go forward.
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Then we have the donor/donee issue. While I know everyone, in
their best interests, is trying to arrange all these things well, some-
how or another, my State has ended up being in the donee position,
in that 9.5 baseline.

So it is an issue that is very much on the minds of the people
of our State. I know it is absolutely vital to the effective economic
well being of all of our States and nation. So I think it is terrific
that you are holding these hearings. I will place my full statement
in the record, and I look forward to being an active participant.

[The prepared statement of Senator Corzine follows:]

STATEMENT OF HON. JON S. CORZINE, U.S. SENATOR FROM THE STATE OF NEW
JERSEY

Thank you, Mr. Chairman, for holding this first in a series of hearings on reau-
thorization of the Transportation Equity Act for the 21st Century—TEA-21, and I'd
like to join you in welcoming our witnesses.

As a member of the Environment and Public Works Committee as well as the
Banking Committee, I look forward to being an active participant in drafting a bill
that helps fund our highway and mass transit needs.

Mr. Chairman, drivers in New Jersey spend nearly 50 hours a year stuck in traf-
fic, according to the New Jersey Institute for Technology. And, for many parts of
our State, the total is significantly higher. For all this time stuck in traffic, that’s
an average cost of $1255 per licensed driver in wasted gasoline and lost produc-
tivity—for a total cost of $7.3 billion a year. A different study by the Texas Trans-
portation Institute estimates a much higher cost—as much as $10 billion a year.

All this gridlock is dramatically affecting New Jerseyans’ quality of life, both eco-
nomically and emotionally. It means lost time at work, lost time with family and
friends, and more stress. It also means more air pollution. And it’s one of the impor-
tant reasons that much of New Jersey fails to meet Clean Air Act standards.

As a 25-year commuter to New York City from New Jersey, I can personally attest
to the frustrations of the gridlock on our roadways. Figures from the 2000 Census
back this up: our State has 8.4 million people, 3 percent of the nation’s population.
Yet those people drive over 67 million “vehicle miles” in our State. This leads to
intense gridlock.

Solving this gridlock problem, Mr. Chairman, will require a comprehensive ap-
proach to transportation. Clearly, there is a need for more roads in many areas and
the construction of overpasses, underpasses and bridges also will help unlock exist-
ing traffic chokepoints. But we’ll never solve gridlock simply by pouring concrete.
We also need to focus on other modes of transportation, including rail and transit.
And we need to promote innovative approaches to traffic management that take ad-
vantage of emerging technologies, such as the EZ Pass system, and also promote
tried-and-true approaches such as carpools and telecommuting.

As you might imagine, Mr. Chairman, I am especially focused on the needs of my
State of New Jersey. And it is very disturbing to me that New Jersey receives so
little in highway funding for all the gas tax and sales taxes on tires, trucks and
buses that we send to Washington. Figures for the most recent year available show
that our State now receives the minimum allowed for any State, 90.5 cents back
for every dollar sent to Washington. This, Mr. Chairman, is an important reason
that New Jersey ranks 49th out the 50 States in the amount of total tax dollars
we receive back from Washington. In the case of highway funding that is especially
notdfair, considering our State’s aging infrastructure and severe transportation
needs.

I look forward to working with you, Mr. Chairman, on these and other issues as
our deliberations move forward, especially what level of environmental review must
exist before a project is begun. I am in favor in general of the efforts in TEA-21
to streamline our environmental review process in order to begin road and rail
projects more quickly. However I strongly believe that we can only do so in a way
that protects our quality of life.

In addition, I also expect to be active in the Banking Committee, as well, in ef-
forts to promote transit, which also is critical to my State, and that effort in par-
ticular will be focused on building a critically needed tunnel under the Hudson
River for rail transportation which will go a long way toward breaking down exist-
ing gridlock in our rail transit system.

In closing, Mr. Chairman, let me again thank you for your leadership in this area,
and I look forward to working with you and hearing from our witnesses.
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Senator JEFFORDS. Thank you very much, Senator, and I want
to thank all of my colleagues for their excellent statements.

Mr. Secretary, it is a pleasure to have you here. We look forward
to working with you.

STATEMENT OF HON. NORMAN Y. MINETA, SECRETARY OF
TRANSPORTATION

Secretary MINETA. Thank you very much, Mr. Chairman. It real-
ly is a pleasure for me to have this opportunity to appear before
you and the Senators of this committee. I want to thank you for
this opportunity to share some thoughts with you about the lessons
that we have learned from TEA-21, as well as the predecessor leg-
islation, ISTEA, the Intermodal Surface Transportation Efficiency
Act of 1991. Mr. Chairman, I want to thank you for your leadership
in having this first hearing on the reauthorization of TEA-21.

All of us at the Department of Transportation and in the Bush
Administration look forward to working with the Senators of this
committee and with Congress as a whole in shaping proposals for
the reauthorization of this very important legislation.

Today, America’s transportation sector faces a period of not only
extraordinary challenge, but also of extraordinary opportunity, as
you are so very well aware.

On September 11, 2001, a determined and remorseless enemy at-
tacked one of America’s most cherished freedoms, the freedom of
mobility. The horrific events of that day and the weeks and months
that have followed have reaffirmed the critical importance of our
nation’s transportation system, both to the security of every Amer-
ican and to our economic well being. The committee wisely begins
the reauthorization process by looking to the lessons of TEA-21
and its predecessor.

As many of you may know, I helped author ISTEA, working with
all of you at that time during my tenure as chair of the Sub-
committee on Surface Transportation of the House Committee on
Public Works and Transportation.

This landmark legislation established several new principles for
the nation’s surface transportation programs, which have proven
out over time the importance of building strategic partnerships
with State and local officials and with private industry; a new com-
mitment to intermodalism; and a heightened sensitivity to the im-
pacts of transportation on the shape and character of America’s
communities, to name but three.

Building on this firm foundation, TEA-21 strengthened our
transportation system in five distinct areas: No. 1, predictability,
equity, and flexibility of funding; No. 2, safety; No. 3, mobility in
system upgrading; No. 4, the application of innovative technologies;
and No. 5, improving the quality of life.

Now I would like to touch very briefly on some lessons learned.
My written testimony expands on each of these five areas. Mr.
Chairman, I would like to request unanimous consent that my full
testimony be made a part of the record.

TEA-21 revolutionized transportation funding and authorized
record levels of investment for transportation. Minimum guaran-
tees in the Highway Trust Fund firewalls created confidence among
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grantees regarding Federal funding, which is an extremely impor-
tant aspect of the program delivery for State and local officials.

Just as importantly, the funding flexibility that was first in-
cluded in ISTEA, and then continued in TEA-21, enabled State
and local decisionmakers to consider a variety of transportation op-
tions, and allows them to tailor their transportation choices to meet
the unique needs of each of their local communities.

Increased TEA-21 funding also allowed the States to make need-
ed safety improvements. Under TEA-21, States may use their Sur-
face Transportation Program, inter-state maintenance, and Na-
tional Highway System funds for safety improvements and, in fact,
many do.

TEA-21 also enabled improved connectivity access across the
modes, particularly in the area of freight movement. TEA-21 also
authorized the job access and reverse commute program to address
transportation gaps in the public transit system, and to reduce the
barriers for those moving from welfare to work.

TEA-21 continued, and increased funding for several quality of
life programs, originally authorized in ISTEA, broadened eligibility
for others, and then established the new Transportation and Com-
munity and System Preservation Pilot Program, all of which con-
tinued to help States and communities improve the environment.

TEA-21 also directed us to streamline environmental reviews. As
a result, the average time to process environmental documents for
major projects has been cut by almost 8 months, and we are well
positioned for significant future progress.

Now while we have begun the job of streamlining, more can and
must be done. In short, the programmatic and financial initiatives
of these two very historic surface transportation bills provided us
a solid and balanced structure, around which we can shape this
new reauthorization legislation. However, while we should build
upon the best of ISTEA and TEA-21, we have an obligation or op-
portunity to do even better.

Now as we move forward, we ought to adhere to certain core
principles and values. We must continue to assure adequate and
predictable funding for investment in the nation’s surface transpor-
tation system. We must preserve funding flexibility to allow the
broadest application of funds to the best transportation solutions
identified by our States and local partners.

We must also build on the intermodal approach that was found
in ISTEA and TEA-21, and we must expand and improve the pro-
grams of innovative financing, in order to encourage private sector
investments in the transportation system, and look for other incen-
tives or other inventive means to augment existing revenue
streams.

We must emphasize the security of the nation’s surface transpor-
tation system, providing the means and the mechanisms to perform
risk assessment and analysis, incident identification, responses,
and when necessary, evacuation.

We must continue to focus on making substantial improvement
in the safety of the nation’s surface transportation system. None of
us should consider it acceptable that we suffer 40,000 deaths and
over 3 million injuries annually on our highway system.
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Finally, we must continue to develop and deploy innovative tech-
nology with the ultimate goal of making “intelligent transportation
system” an unnecessarily redundant phrase.

Mr. Chairman, you have proposed an ambitious hearing schedule
that will allow us to explore all of these topics in detail, and I want
to commend you for that. We, at the Department of Transportation,
look forward to working with all of you, with both houses of the
Congress, with State and local officials, and with stakeholders, in
shaping the Surface Transportation Reauthorization legislation.

This is a moment of great opportunity, a moment that we must
not let pass by. I am confident that by working together, we can
build on the lessons learned from ISTEA and TEA-21, to develop
reauthorization legislation that will best serve the American peo-
ple.

Mr. Chairman, before I close, everyone has made mention of the
provision in TEA-21 that I know is on the minds of all of you. That
is the revenue-aligned budget authority, or RABA.

When TEA-21 passed, the goal was to ensure that the highway
taxes paid by users be spent and not languish in the Highway
Trust Fund as an unobligated balance. Now I agree with that phi-
losophy. RABA was included in TEA-21 to annually adjust actual
spending to tax receipts.

Now the RABA mechanism has provided over $9 billion of addi-
tional highway spending over the past 3 years. Unfortunately, with
the decline in the economy, combined with the overly optimistic
revenue estimates in past years, the RABA calculation for 2003 is
a negative $4.965 billion. Even with this RABA over the past 4
years, it has provided a net gain of some $4 billion.

Now the RABA calculation is based on two factors. One is a look
back and a look forward; $3.468 billion or 70 percent of the nega-
tive RABA is because the actual 2001 tax receipts are below the
estimated tax receipts used in the fiscal year 2001 RABA calcula-
tion. This is the look back correction.

Now $1.497 billion of the $4.965 billion negative RABA is be-
cause the tax revenue estimate for fiscal year 2003 is below the
level that was estimated in TEA-21 for fiscal year 2003, and this
is a look ahead provision.

The RABA calculation is not a policy call or a policy interpreta-
tion. It is a simple budgetary, arithmetic calculation, based on law.
As we discuss the reauthorization of TEA-21, we need to discuss
the design of RABA, and how its current swings in positive and
negative directions could be smoothed out over time.

So, again, Mr. Chairman and members of the committee, let me
thank you for this opportunity to testify before you. I look forward
now to responding to the questions that you might have.

Senator JEFFORDS. Thank you very much, Mr. Secretary. There
seems to be a general support in the current program and uni-
versal support for its funding protections.

Unlike years past, where stakeholders and States were divided,
this year, the parties seem to have much more in common. Do you
concur with that statement?

Secretary MINETA. I am sorry, I did not hear the first part of
that, Senator.
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Senator JEFFORDS. There seems to be general support for the
current program, and universal support for its funding protections.
Unlike years past, when stakeholders and States were divided, this
year the parties seem to have much more in common.

Secretary MINETA. I believe, Mr. Chairman, you are correct on
that observation. I think, again, this deals with the kind of flexi-
bility that is there in the legislation, in TEA-21, that allows, with
the NHS and the STP pot, to be able to be used, to be able to re-
spond to the needs that exist in States and localities. I think be-
cause of that flexibility, there is a great deal of acceptance about
the major underlying provisions of TEA-21.

Senator JEFFORDS. Well, I look forward to working with you, and
we all do. I thank you for a very excellent statement.

Senator Smith.

Senator SMITH. Mr. Secretary, this whole reauthorization process
for coming up with another Transportation Bill, or you can call it
whatever it is going to be called, TEA-21 plus or whatever, it is
about as nonpartisan as anything we do. I mean, it basically is an
issue where all of the States try to work together to make the for-
mula as fair as possible.

I would just like to probe a little bit into how you will work with
us on that, as we begin to have these hearings. Are you going to
be providing us specific details on some of your core principles, or
are you just going to give us general details? Can you tell us just
a little bit in terms of how we might work with you, as we proceed
along this process over the next year? I am not asking for a lot of
detail here, but just conceptually, how you would work with us on
the committee.

Secretary MINETA. First of all, I intend to work very closely with
all of you, and with the members of the other body. What I have
laid out is a very broad area in terms of principles. But during the
course of this year, I will be becoming more specific about where
we are going. I am hoping that when you reconvene in 2003 to
have a legislative proposal ready for Congress’ consideration.

But during the course of this year, I think with the give and take
of our conversations back and forth, we will refine what we are
hearing from the stakeholders, from State and local governments,
from private sector organizations, contractors, and everyone in-
volved, in order to refine where we will be going in terms of a spe-
cific legislative proposal, which I would like to have ready for pres-
entation to the Congress in 2003, early right after we convene.

Senator SMITH. I commend you for that, because I think that is
going to make it a lot easier to come up with a final product, if we
are all working together on it along the course of the next year,
rather than just simply dropping a proposal, “the Administration
proposal,” on the committee and on the Congress, essentially next
year.

We both mentioned this. You mentioned in your testimony and
I mentioned in my opening statement the issue of streamlining.
When 1 was chairman last year, we had a couple of hearings on
this with the previous Administration on the streamlining regula-
tions.

The process and the result, I think, were flawed. I do not know
if there was some misunderstanding or disagreement. We could not
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seem to get a handle on what we actually meant. There was a dif-
ference of opinion as to what we actually meant in terms of these
streamlining provisions. I think Senator Baucus mentioned that
they were probably too general, not specific enough, and there was
too much room for differences of opinion.

There has been no final action on those regulations. I would just
ask you, what does DOT propose to do on those regulations; go
back to the drawing board, or hold off until the next reauthoriza-
tion?

Secretary MINETA. Well, I guess the debate that we are having
is, should we just go ahead and withdraw those proposed regula-
tions, to look at the reauthorization process as part of the way to
incorporate any improvements we might make on streamlining.

I do not think that where we are with the proposed regulations
out there that we will move forward with that at all. My feeling
is that we should really be working toward improving the legisla-
tive or the environmental process right now, and look toward the
reauthorization process to refine, again as I said earlier, all of
these different elements that we have right now as general prin-
cipals, but to refine that for legislative purposes.

Senator SMITH. I agree with you. I think that makes sense. We
are learning a lot. I think some of us had different views as to how
these streamlining provisions worked. I have a pilot project going
in New Hampshire and others do too.

I think we are learning a lot about how to streamline and what
the intent of the Congress was. Perhaps working together like this,
rather than to go back and try to finalize something that there was
a lot of concern about; let us try to work together and incorporate
it into the next authorization. I think it is a good point. I appre-
ciate you saying it.

Thank you, Mr. Chairman.

Senator JEFFORDS. Senator Baucus?

Senator BAucus. Thank you, Mr. Chairman.

Mr. Secretary, I was wondering whether we had the support of
the Administration to give States additional obligation authority to
alleviate the RABA problem.

Secretary MINETA. Well, I think it is too early. We have not got-
ten to that point yet of how we are going to solve or deal with the
issue of the drop in RABA. I think my basic approach is how do
we smooth out the peaks and valleys about RABA?

We have had the good fortune of having an increase since the in-
ception of TEA-21; this year being the first year that are experi-
encing this kind of a negative RABA. How to deal with that, I have
not looked at that.

It seems to me that part of the legislative response is going to
have to be to try to smooth that out, so we do not have these peaks
and valleys. Because I think from a State and local perspective,
predictability of funding and the consistency of that funding is very
important.

As I believe Senator Inhofe mentioned, or whoever might have
mentioned it, about the fact that there are 42,000 jobs generated
from $1 billion being spent in transportation. This is a very signifi-
cant economic stimulator, as well. So we are concerned about what
this kind of a precipitous drop has.
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Senator BAucUS. I appreciate that. One way to even that out is
to add the additional obligation authority for this year.

Secretary MINETA. It is. But the only problem there is, if I were
to put on a budget hat, it would be looking at the increased deficits
in the total budget. I know that this is something that the Admin-
istration will be looking at, in terms of what that deficit picture
looks like. If you take more money out of the general fund, or more
money out of the trust fund.

Senator BAucus. That is right but, of course, the trust fund sur-
plus has amassed true deficits. It has been a budgeting gimmick.

Secretary MINETA. That is why RABA got there in the first place.

Senator BAucUS. Those funds are dedicated to the highways, so
they might as well be spent for highways.

Secretary MINETA. Absolutely, I am a believer in that.

Senator BAucUs. Additional obligation authority.

Secretary MINETA. I will jot it down, and we will take a look at
that.

[Laughter.]

Senator BAuCUS. You know, Mr. Secretary, clearly this is a very
serious subject. You mentioned the economic stimulus. You men-
tioned the adverse yo-yo effect with the current RABA. So I urge
you to very firmly look at ways to deal with that.

Will the Administration be sending up a bill?

Secretary MINETA. I am hoping to do that, as I mentioned ear-
lier, within the first month in January of 2003.

Senator BAUCUS. I trust that that bill will preserve the firewalls.

Secretary MINETA. I am a very big supporter of firewalls. This is
going to be something that we will still have to be, I think, arm
wrestling within the Administration before we have a final answer.
But I happen to be supportive of the treatment of the revenues,
both in TEA-21 and AIR-21.

Senator BAucUS. I further trust that the legislation that we will
provide the Administration will protect the fund from invasion
from other modes?

Secretary MINETA. Yes, I think that is where we will be. One of
the basic principles, though, that we have always found in TEA—
21 is the intermodal nature of it, especially as it relates now to
freight movement, and the question as to how to make sure that
we have that inter-connectivity between ports and onto our high-
way system.

But within the TEA-21 modes absolutely there will be some
flexibility. But from other non-TEA-21 modes, I would say my per-
sonal opinion is, we should minimize or say no to any of those inva-
sions.

Senator BAaucus. Well, I appreciate that. We have got a lot of
work ahead of us, and I thank you very much, Mr. Secretary.

Secretary MINETA. Thank you very much, Senator.

Senator JEFFORDS. Senator Inhofe?

Senator INHOFE. Thank you, Mr. Chairman.

Mr. Secretary, Section 1016 of the Patriot Act declares that it is
the U.S. policy that for any physical or virtual disruption of critical
infrastructure in the United States, that it be brief and minimally
detrimental to the economy.
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As you will recall, T have a background of some 45 years in avia-
tion. I think right now I am the last active commercial pilot, cer-
tainly in the Senate, and maybe in the House, too.

Consequently, I got more of the calls than I think most of the
other members did about the disastrous effect it had on the GA
economy. The closing of Class B airspace for an extended period of
time actually put people in Oklahoma and throughout the Nation
out of business.

I felt that at that time, and I am not saying this critically, be-
cause everyone was hysterical and trying to do the right thing, that
we did not have the right adequate input of the general aviation
community in making those decisions insofar as airspace is con-
cerned. Now I agree that we needed to do what we did. But I do
not think we needed to do what we did in some areas of the coun-
try, as long as we did it.

Is there any step that you are going to propose to be taken to
include more input from the general aviation community, so that
we can be anticipating if something should happen in the future,
and how to handle this differently than we did this last time?

Secretary MINETA. Well, I think what we have done since Sep-
tember 11th, right after the 11th, I set up what I referred to as
National Infrastructure, a NISK, within the department, to deal
with various modes and the security issues relating to each of those
modes.

In the infrastructure committee that we set up, we have what we
call direct action groups. Those direct action groups reach out to
the user community. So in the instance of the DAG as relates to
aviation, they reach out to general aviation to commuter airlines,
the very user communities.

I know that here in the Maryland area, there has been a great
deal of conversation about general aviation airports that still re-
main closed. Maybe by the end of next week, I am hoping to resolve
an issue where we will have the three remaining airports in the
Greater Washington D.C. area opened.

Senator INHOFE. Mr. Secretary, I know that there is a reason for
that. This is the area that was the targeted area, and I understand
that. But there are a lot of parts of the country that were not. So
I think that the action that you are taking is going to help a great
deal, and I would encourage you to use the general aviation com-
munity as that comes up.

I want to quickly touch on two other areas here before my time
expires. The DOT Appropriations Bill of 2002, as sent to Senate of
Congress regarding hours of service, and that is at Section 356,
states that no action shall be taken that would diminish or revoke
any exemption granted in Section 345 of the National Highway
System designation, unless it is shown such exemptions create a
public safety risk.

As you may know, there has been an ongoing concern that those
exemptions that have been granted to certain types of drivers such
as ag. drivers and oil services and this type of thing be changed.
Can you update us at all on that?

Secretary MINETA. Last week, we had a discussion on the pilot
on hours of service duty time as it relates to pilots. At that meet-
ing, I also had Joe Clapp, who is the head of our Federal Motor
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Carrier Service Administration and Safety Administration, taking
a look at the whole issue of circadian balance or rhythm as it af-
fects pilots and as it affects truck drivers.

So we are hoping that the Federal Motor Carriers Safety Admin-
istration will be able to come to a conclusion on the hours of service
provision. Now as to when that would be, I would be guessing right
now. But I would assume it would still take another four to 5
months before we finalize our thoughts on hours of service.

Senator INHOFE. I would request that you put me in the loop on
this, so that as this progresses, we will be able to have some input.

I have one last question, and I know my time has expired. But
I can remember when you and I and Congressman Oberstar and
others, back after Pan Am 103, were concerned about the detection
technology that has been used. We actually took some trips, and
explored what technology is out there.

This is a similar problem that we have at DOD and in Customs,
that we have used the same old technology. People are concerned,
as far as airline traffic, more than any other single thing, on
checked luggage, on what is out there.

I started, after the 1995 explosion in Oklahoma City, to look at
this, and we found different technologies. One was PFNA, Pulsed-
Fast Neutron Analysis, which would take a sealed container and
get a three dimensional look at everything in there, along with also
the chemical composition that might be in there.

We have put language in the Airline Security Act to encourage
you to look at other technologies. Is there any update that you can
give us on that?

Secretary MINETA. Absolutely; one of the things that we did as
a result of the Aviation and Transportation Security Act passing,
or actually prior to that, because there has been a great deal more
work done on it, since the passage of ATSA, we have what we call
rapid response teams. The one dealing with technologies is very,
very ambitious in terms of what they want to do.

So we are looking, as the legislation talked about, at advanced
technologies. We are looking at back scatter and a number of other
technologies to look at how to meet the requirement of the law that
all bags will be screened by an explosive detection system by De-
cember 31, 2002.

Senator INHOFE. That is very good news and it is welcome. We
have been working on this for many, many years.

Secretary MINETA. Absolutely.

Senator INHOFE. There has been a resistance to change, as there
always is. But we just need to have a more advanced technology.
The technology is out there. We need to use it, and I appreciate
your efforts in that.

Secretary MINETA. With the sophistication and the innovative-
ness of the terrorists, whether it be ceramic knives, whether it be,
let us say, a Glock 17, a plastic gun, they are very, very difficult
to detect with our x-ray technology and other systems that we have
right now.

So that is why we are getting into these other areas that can de-
tect explosives that are not based on nitrates, looking at back scat-
ter radar, to be able to pick up objects that would not be able to
be distinguished in an x-ray technology.
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So we have a number of innovative approaches, using advanced
technologies. Believe me, we have got every technology company
that thinks they have the best thing since the invention of sliced
bread to solve all of our problems. So we are examining all of them,
sir.

Senator INHOFE. Thank you, Mr. Chairman.

Senator JEFFORDS. Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman, especially for get-
ting an early start on these hearings and scheduling frequent hear-
ings. I look forward to working with the Secretary. Certainly, this
has been one of the great success stories of the last decade, and I
am sure it will be successful in the future, as we go through this
reauthorization process.

I especially look forward to working with you as one of the origi-
nal architects of ISTEA on the issues that you highlighted in your
opening statement: safety, mobility, new technology, and especially
quality of life.

I really do not have any questions, Mr. Chairman, thank you.

Senator JEFFORDS. Thank you. I would like to followup a little
bit on one of your comments with Senator Baucus.

I want to make it very clear that I want to have a balance to
the system. I was a little concerned, as I have a strong belief that
railroads should play a more important role in trying to get a lot
of the freight off the highways. I want to inquire as to what your
attitude is with respect to rail, because you seem to be pretty pro-
highway here.

Secretary MINETA. Well, the part that I was referring to earlier
was the whole issue of inner-connectivity of the various modes. I
think the Alameda Corridor is a good example of a project that is
vitally needed. It will be completed in April of this year.

I think as we look at financing mechanisms in the new legisla-
tion, I think we have to look at new innovative methods of financ-
ing. Alameda Corridor utilizes, I believe, TFIA financing.

So it really deals with the inner-connectivity of railroads and
highways, and yet it does not dip into the Highway Trust Fund to
finance the project. There are some highway moneys in there. But
the vast majority is non-highway moneys.

So I think that the kind of question that I believe Senator Bau-
cus was alluding to is, do we use the trust fund to finance other
modes that are not eligible for Highway Trust Fund moneys? I
think in terms of protecting the integrity of the Highway Trust
Funds, unless there are additional taxes that would be thought of
by the Congress, I do not see any other way to finance those kinds
of non-Highway Trust Fund modes of transportation.

Senator JEFFORDS. Then we would never get out of the mess.

Secretary MINETA. Well, no, I think there are ways of getting out
of the mess. I think innovative financing is one of the those ways
that we can do that. I think TFIA is a good example of where it
has been used for various modes, and that it can be utilized.

I think what we ought to be doing is being able to say, if it is
worth doing, than there ought to be some private sector investment
interest, as well. Private sector bonds do that right now with high-
ways. What about getting other kinds of bonding mechanism or
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other approaches, in terms of one of our authorizing principles in
reauthorization, intermodal?

So, again, I think there are distinct areas of financing that we
have right now that have to be, I do not want to say maybe pro-
tected, but they have not to be assured that that funding is going
to continue. I think these other kinds of approaches, unless the
other non-Highway Trust Fund potential users would like to have
additional taxes imposed on them, then there is no alternative.

I think the whole issue, we have moved over the 4.3 cents; and
the question of, are there, let us see, what is it, 2.3 cents right now
from the railroads? Is the railroads that pay? Let us see if I can
get some help here.

I am sorry, all 4.3 goes to the general fund. I thought some por-
tion of it was going to the trust fund. But in any event, I just feel
that because of the continued needs, in terms of the national high-
way system, we just, I think, have to minimize who is going to be
at the table, drawing on those funds; yet, recognizing the impor-
tance of the intermodal nature of TEA-21.

Senator JEFFORDS. Well, thank you, we will be talking about
these issues as we go along.

Secretary MINETA. Absolutely.

Senator JEFFORDS. This is just the beginning.

Secretary MINETA. This is just the beginning; yes, sir.

Senator JEFFORDS. Right; thank you very much, and thank you
for excellent testimony.

Secretary MINETA. Thank you very much.

Senator JEFFORDS. I have to tell you how much I look forward
to working with you.

Secretary MINETA. Great; thank you.

Senator CRAPO. I would like welcome the second panel. I would
like to use my time for that to introduce one of the witnesses, who
is a very good personal friend of mine and a great leader in Idaho,
Mayor Brent Coles from Boise.

Mayor Coles is the immediate past president of the U.S. Con-
ference of Mayors, and I understand he now sits on the executive
committee. He has been instrumental in Idaho in working on trans-
portation issues, as well as many others.

I certainly look forward to his testimony. I suspect that he is
going to talk to us about some of the issues of urban sprawl and
the kinds of pressures we are facing, even in a broad big State like
Idaho, and the fact that the transportation issues that this com-
mittee deals with are so critical.

I know that he has been working very aggressively on focusing
the resources that he can in the area of Boise and the surrounding
counties with which he works with as the Mayor of Boise, to ad-
dress things like rail systems or bus systems or other types of ap-
proaches to help us reduce congestion and increase the quality of
life.

So I, again, want to welcome Mayor Coles here, and we look for-
ward to your testimony, Mayor.

Thank you, Mr. Chairman.

Senator JEFFORDS. Thank you very much.
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I, of course, would like to welcome my Mayor from Burlington,
Vermont, Mayor Clavelle. It is nice to have you with us and we
look forward to your statement.

I understand we have Ray Scheppach as the Executive Director
of the National Governor’s Association. We are pleased to have you
here; and Commissioner Hart, it is a pleasure to have you with us,
also.

Mr. HART. Good morning.

Senator JEFFORDS. I will exercise my home State prerogative and
introduce Mayor Clavelle. Mayor, it is wonderful to see you. You
have done a fantastic job in the city of Burlington. I have enjoyed
working with you in the past, and look forward to future collabora-
tions in service to the citizens of Vermont. Please proceed.

STATEMENT OF HON. PETER CLAVELLE, MAYOR, BUR-
LINGTON, VERMONT, ON BEHALF OF THE NATIONAL
LEAGUE OF CITIES

Mr. CLAVELLE. Thank you, Chairman Jeffords. I very much wel-
come the opportunity to be with you today, and I thank the mem-
bers of the committee for this opportunity to discuss such an im-
portant issue to the Nation’s cities.

As was indicated, I am Peter Clavelle, Mayor of Burlington,
Vermont. Today, I am pleased to be here, not only as a Vermonter,
but also as a representative of the National League of Cities.

Mr. Chairman, I would like to make a short statement, and then
would ask that my full testimony be included in the record.

Senator JEFFORDS. It will be.

Mr. CLAVELLE. The National League of Cities represents 18,000
cities and towns, and over 140,000 local elected officials. The NLC
represents all cities, regardless of size. Our largest member is the
great city of New York City, with a population of eight million peo-
ple. Our smallest member is DeGraff, Minnesota, with a population
of 149. As representative of the Nation’s local leaders, NLC has a
vital interest in the reauthorization of TEA-21.

NLC’s Transportation Infrastructure and Services Committee ap-
pointed a special TEA-21 Reauthorization Task Force, which re-
cently completed a year-long re-write of our transportation policy.
Our new policy was adopted by NLC’s full membership at our an-
nual meeting in December of 2001.

Mr. Chairman, I also would like to submit NLC’s 2002 transpor-
tation policy for the record.

In addition to representing NLC today, I am here on behalf of
my city, Burlington, Vermont. With a population of 40,000, Bur-
lington is Vermont’s largest city. I am currently serving my sixth
term of mayor; and just this Fall, I concluded a 2-year term as
President of the Vermont League of Cities and Towns. I also serve
on the Advisory Board of the United States Conference of Mayors.

Mr. Chairman, as we embark upon the reauthorization process,
we must take into account the current climate in Washington, DC.
and the Nation. As you know, these are tough economic times in
the aftermath of September 11th, and local officials are shifting
priorities.
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Cities nationwide are moving valuable resources to public safety
expenditures, which makes a continued Federal commitment to in-
frastructure even more important.

In several NLC surveys of municipal officials conducted after
September 11, over half of the cities reported that they are increas-
ing spending and public safety and security.

The majority of cities surveyed reported that they would reduce
spending in other areas to meet the new public safety funding gap.
This means that cities may have to postpone or cancel some needed
transportation projects to shift funding to security.

The shifting of local revenue to a public safety and security-re-
lated budget is unavoidable. The question becomes, what will be
the role of the next Federal Surface Transportation Program in
Homeland Security? Will the Federal Government be able to offer
greater assistance to cities to meet their needs?

As the committee considers these fundamental core concerns for
the program, the Nation’s local elected officials would also like to
hi,clglhlight some key priorities for the next Surface Transportation
Bill.

NLC members identified congestion as a major concern when
they created the TEA-21 task force to review NLC’s policies. The
themes of funding, flexibility and intermodalism permeated these
discussions.

On funding, NLC supports the current budget mechanism devel-
oped in TEA-21, which directly linked transportation user fees to
transportation spending. We call for all transportation taxes, in-
cluding those levied on gasohol and alternative fuels, to be depos-
ited into the Highway Trust Fund.

In addition, we support innovative financing programs and tech-
niques such as tolls, State infrastructure banks, and the Transpor-
tation Infrastructure Financing and Innovation Act. These pro-
grams support the development of public/private partnerships, and
provide creative ideas for meeting the infrastructure needs in our
cities.

On flexibility, NLC supports local flexibility to design, manage,
and operate transportation systems. ISTEA and TEA-21 embodied
these themes, empowering local governments through the creation
of the metropolitan planning process. We look to the committee to
continue this Federal, State, local partnership through reauthoriza-
tion.

To continue to provide the most options to local governments,
NLC supports the continuation of the Congestion Mitigation Air
Quality Program, as well as Transportation Enhancement Pro-
grams, and the Transportation and Community System Preserva-
tion Pilot Program, TCSP, and the Intelligent Transportation Sys-
tem Program.

These programs have made a huge impact on localities, and have
had a positive effect on quality of life. In Burlington, as you know,
Mr. Chairman, we have utilized the enhancements programs to
launch the revitalization of a historic commercial center along
North Street.

We have implemented street lighting upgrades and streetscape
improvements. We have benefited from TCSP funds for improve-
ments to the Church Street Marketplace. CMAQ funding has en-
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abled us to try new approaches to solve downtown parking and
transportation problems.

In addition, NLC urges the committee to consider the develop-
ment of a new congestion program that recognizes that congestion
is a local issue, and provides direct funding to cities and regions
of all sizes to address related problems in their communities.

On intermodalism, NLC strongly supports Federal programs,
which fund different transportation modes, such as the Federal
Transit and Rail Programs. Commuter rail, inter-city rail, high
speed rail, and MAGLEV provide communities with other options
to consider as part of a transportation and smart growth plan.

In my small city, commuter rail service has been instituted. We
support funding to both preserve existing transit systems and for
new starts. In addition, we support a change in the law to allow
States and localities to use TEA-21 dollars for inter-city passenger
1"ail.k We support the development of a national high speed rail net-
work.

Last year, NLC joined our local and State partners in supporting
the High Speed Rail Investment Act. In addition, NLC supports the
development of intermodal facilities. In Burlington, we will break
ground this Fall on an intermodal transit facility that will provide
seamless connections for regional transit, passenger rail, bicycle,
and lake ferry services.

This facility, and all of its inter-connected modes will make our
waterfront accessible to a great number of visitors, without over-
whelming it with automobiles.

In conclusion, the Nation’s local elected officials stand ready to
work with you throughout the reauthorization of TEA-21. We un-
derstand the delicate balance among the priority objectives, of all
of the partners from the Federal, State, and local levels testifying
before the committee today.

We value our seat at the table in this process, and accept the re-
sponsibility of planning and implementing innovative transpor-
tation strategies to meet the needs of our citizens.

It is clear to us that congestion remains one of the nation’s top
complaints, and is affecting the quality of life. In addition, safety
and security have become top priorities in this new post-September
11th climate.

We believe the Federal Government can strike a balance between
protecting our citizens and enhancing their quality of life. We will
continue to strive for an innovative intermodal and multi-modal
transportation system.

Mr. Chairman, this concludes my testimony. I would like to
thank you and the members of the committee for this hearing
today, and for the opportunity to appear before you. I will be happy
to answer any questions. Thank you.

Senator JEFFORDS. Thank you. I am going to withhold questions
until everyone has had a chance to give their speech here.

Mayor Coles?

STATEMENT OF HON. H. BRENT COLES, MAYOR, BOISE IDAHO,
ON BEHALF OF THE U.S. CONFERENCE OF MAYORS

Mr. CoLEs. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to be here today and represent the U.S. Conference of May-
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ors, and the 1,000 cities that are over 30,000 in population that are
represented at the Conference of Mayors. Senator Crapo, thank you
very much. Senator Chafee, I appreciate the opportunity to be here
to testify.

There is no question that ISTEA and TEA-21 have revolution-
ized the opportunities at the local level to provide for the transpor-
tation needs in our communities.

We have looked very carefully and worked very closely with
Standard and Poor’s DRI, and we have found that the metro econo-
mies of this Nation are what support this Nation’s economy. As go
the cities and neighborhoods and metro economies, so goes this Na-
tion’s economy. If we are to protect those metro economies, we
must protect and enhance the quality of life that people and busi-
nesses have in their communities.

One way to do that, of course, is to provide for their transpor-
tation needs. For industries to grow in Boise, Idaho and the other
metro economies across this Nation, our businesses and industries
must have the transportation network for our employees to get to
work, to enjoy their neighborhoods, to enjoy their educational op-
portunities and cultural opportunities, that enhance our commu-
nities.

To do that, TEA-21 and ISTEA have given us those opportuni-
ties to look at congestion mitigation, so that we can reduce air
quality concerns in our community, so that our industries can
grow, as opposed to having the numbers of cars grow in our com-
munities.

The 10 years of this legislation has made a great impact on our
cities and our metropolitan areas, and we must protect this legisla-
tion. We must move forward in reauthorization, enhance TEA-21
and ISTEA congestion mitigation opportunities, the flexibility for
cities and metro economies to determine whether or not it is a rail
system that they need; whether it is an enhanced bus system that
they need; commuter van systems; bicycle pathways; the whole
complex opportunities of a comprehensive transportation system.

Without ISTEA and TEA-21, we would not be where we are
today. We believe that we can enhance what we do at the local
level, given the flexibility that the Federal Government has offered
us, through ISTEA and TEA-21.

It has, in fact, created, and I will use the word “forced,” State
governments to give us that flexibility, and to work more closely
with local governments.

We work more closely with the Idaho Department of Transpor-
tation now than we ever have in the past. We are finding great
leadership there, and desire to reduce the number of lanes and
highways, or lanes to the highways, adding lanes to highways that
they look at when there are projections, if there is an opportunity
to enhance congestion mitigation; if there is an opportunity at the
local level to get engaged with the overall regional transportation
planning. With the partnerships at local government levels,
through ISTEA and TEA-21, we were able to create what we call
the Treasure Valley Partnership. It is where the Mayors meet to-
gether each month, and at a volunteer level, work to communicate,
and land use planning is the No. 1 issue; and around land use
planning is transportation.
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Around transportation then comes your educational system and
comes around your economic system. So to enhance our economy in
this great Nation, to secure our economy, the quality of life is a
very significant issue.

We received what we call the Treasure Valley Futures Grant
through, again, TEA-21. That gave us the opportunity, ladies and
gentlemen, to take our comprehensive plans, throughout the seven
or eight cities and the two counties, and begin to compare those
comprehensive plans, so that we know what the build-out will be
in our region.

Instead of one city having their build-out and another city some-
where else, and a county over here planning their build-out, we
took those together as a region. It happened because of TEA-21
legislation. Once we know a build-out, then we know our transpor-
tation needs, and then we, at a local level, can begin to make deci-
sions about what kind of transportation do we want.

Is it going to be that in this Nation, and particularly in the West,
that a teenager at age 16 must feel that they must own a car to
have the independence that they so desire at that young age? In-
stead of emphasizing and focusing on their education and their
gifts and their talents, they are out working some part-time job so
that they can have a car, so that they can move around the West.

The West must be able to develop with train systems, with com-
muter rail systems, with light rail systems. Let us allow that op-
portunity as we grow in the West, as opposed to waiting until it
is too late, and the land uses are gone, and we do not have the cor-
ridors in place.

So we support and appreciate the opportunity to work with Sec-
retary Mineta. We find him to be a great leader, a great communi-
cator, and a partner, as we plan the regions in the West and
throughout the United States, to protect our metro economies and
the economy of this great Nation.

Thank you, Mr. Chairman.

Senator JEFFORDS. Well, thank you, that was an excellent state-
ment.

Commissioner Hart?

STATEMENT OF HON. CHRIS HART, COMMISSIONER, HILLS-
BORO COUNTY, FLORIDA, ON BEHALF OF THE NATIONAL AS-
SOCIATION OF COUNTIES

Mr. HART. Good morning, Mr. Chairman and members of the
committee. I am Chris Hart, Commissioner of Hillsboro County,
Florida. Today, I am here to represent the National Association of
Counties, where I serve as chair of its Transportation Steering
Committee.

On behalf of NACo, I want to thank you and the committee for
inviting me to appear on the panel today. I am very delighted to
join the National Governor’s Association here in testimony, as well
as Mayor Clavelle from Burlington, Vermont, and Mayor Coles of
Boise, Idaho. In fact, we have worked together for many years on
so many of these issues.

My personal county seat is in Tampa, Florida, where I directly
represent over one million people on the Central West Coast of
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Florida. It is an urban community of seven counties, with over 3.5
million people.

It is also the economic engine of the Tampa Bay Region, in great
measure because of our focus on improving the transportation net-
work, plus because of our major international air and sea ports
that connect us to our global economy.

Senators on a lighter note, I cannot leave here today without get-
ting something in return for Florida’s Steve Spurier.

[Laughter.]

Mr. HART. Also, if you have not had a call for the head coach po-
sition of the Tampa Bay Buccaneers, rest assured you will. Every-
one else has. We do have a sense of humor in Florida.

Senator JEFFORDS. You have to have one.

Mr. HART. You have to, right.

[Laughter.]

Mr. HART. Mr. Chairman and committee members, NACo has a
broad interest in obviously the transportation policy, and has been
very active over its 50 years in assisting Congress and the Admin-
istration in developing legislation to benefit our member counties,
as well as our partners in the cities and the States.

Much of our focus has been on the highway program for the sim-
ple reason that counties own 44 percent of the Nation’s highway
mileage, and 45 percent of the Nation’s bridges. With 3,066 coun-
ties in our vast Nation, certainly our membership is diverse.

It is in 1,000 urban counties, where both economic and popu-
lation is occurring. Metropolitan counties or in urban centers, like
mine on Tampa Bay, account for 84 percent of the gross domestic
product, and have over 125 million people living in just 100 of the
most populated counties. Strong economic growth will occur only
with a sound transportation system.

Of course, the downside of that growth has been increasing traf-
fic congestion, which at times threatens our quality of life, and de-
prives citizens of their ability to move around in a safe and effi-
cient manner.

Conversely, there are 2,000 rural counties with a dwindling tax
base, that must maintain and improve their highway bridge sys-
tem, if they are just to maintain competitive in today’s economy,
and retain their current population.

TEA-21 and its predecessor, ISTEA, have been very helpful to
our members and to our Nation, as a whole. There is little doubt
in my mind that these programs have contributed to the overall
gcon(émic growth that our Nation has experienced over this last

ecade.

ISTEA, in 1991, began a trend of increasing the Federal invest-
]I;lent in the highway program, and TEA-21 provided a 40 percent

oost.

The increase was needed, and we have seen the benefits. For ex-
ample, last year, the State of Florida was able to appropriate over
$1 billion for a combination of improvements to the local, State,
and Federal transportation system in the Tampa Bay Region. This
was a direct result of increased funding, because of TEA-21.

The leadership of NACo supported the funding increase for
transportation in TEA-21, and fought hard to support the financ-
ing changes in TEA-21 that made this level of spending possible.
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It would be an economic disaster if Congress were to eliminate
the firewall established in TEA-21, or began to use the Highway
Trust Fund, or either finance other programs, or mask the deficit.
Mr. Chairman and members of the committee, the financing deci-
sions made in 1998 were the right ones.

Let me also add that I believe our highway infrastructure per-
formed well on September 11th and in its aftermath. We should all
remember that the highway program was first begun to ensure our
Nation’s defense. While the tragic events of last September were
never anticipated, the security function of our highway and bridge
systems worked.

When NACo’s Homeland Security Task Force met first in early
October, in addition to the President, it was most specifically the
Secretary of Transportation, Norman Mineta, along with Governor
Tom Ridge, that the counties and people of our Nation wanted to
hear from.

Aside from funding, the key change in highway legislation over
the past 10 years has been the creation of a flexible program, that
has relied on greater input from local elected officials. The result
of this has been better planning, better decisionmaking on project
selection, and better projects.

It is likely that the Federal Government will continue to spend
substantial Federal resources each year on highways and bridges.
That makes it essential that both local and State government lead-
ers sit down together at the table when decisions are made. The
reauthorization of TEA-21 should continue and accelerate this
partnership.

ISTEA required the cooperative decisionmaking through the met-
ropolitan planning organization, or MPO process, on how surface
transportation funds are spent. This is the most flexible category
and where they are spent the best.

TEA-21 has continued that requirement, and legislation also
called for cooperation and consultation between States and local de-
cisionmakers in other Federal highway programs.

TEA-21 expanded this to the rural areas and statutorily called
for a consultation process in States for obtaining rural local offi-
cials’ input in the statewide transportation plan.

I must add that while some States have a process, and the Fed-
eral Highway Administration did issue guidance on this change to
the field offices, the U.S. Department of Transportation has yet to
issue the final regulations on rural planning requirements.

Last Fall, I established NACo’s TEA-21 Reauthorization Task
Force under the able leadership of my colleague, Commissioner
Glen Whitley from Tarrant County, Texas. I can State without res-
ervation that environmental streamlining will be a top issue on
that for our membership.

Also, I want to be very clear that we are not calling for any re-
peal of our Nation’s important and strong environmental protection
laws. Rather, we will be recommending that the reauthorization in-
clude provisions to ensure that projects are completed in a timely
and efficient manner, and the delays in the current system that are
unnecessary and create those slowdowns that are unjustified are
eliminated.
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Simply put, Mr. Chairman and committee members, I and the
National Association of Counties, are asking for a concurrent proc-
ess, rather than an uncoordinated sequential one. In the broadest
sense, this means that we need to get all the players and projects
involved at the outset. This means that local officials, State DOT's
and other regulatory officials, and Federal agencies have a role to
play, as well as our environmental community, and most especially,
our affected citizens. No one should be ignored. No Federal agency
should be allowed to operate independently without being there as
a participant.

In my State of Florida, for example, this effort has been a work
in progress, even since the legislation was passed. But it will not
be successful without the collaboration from the Federal Govern-
ment.

Congestion will be another key policy issue that you and Con-
gress must address with this reauthorization. Urban counties, their
citizens, tourists, and commerce, are all strangling in congestion.
Time, money, and productivity are all sitting on the backs of com-
merce, and we can ill afford this for our businesses, for the Amer-
ican commuter, or our tourists, to be stuck in traffic. There is no
one solution, except that we must apply common sense approaches
to this challenge. Solutions must be found where close local, State,
and Federal cooperation exists. Congestion occurs on county high-
ways, not just on the State or Federal networks.

We must remember that we have a system of highways, and
when one part, albiet local, State, or Federal, breaks down, the oth-
ers are directly affected.

Any new legislation should provide those highways and bridges
that we now have, and ensure that they are properly maintained
by funding them, so that traffic moves safely.

We must invest money in highways to guarantee that our cur-
rent system is maximized. We know that as much as 50 percent
of congestion occurs due to breakdowns and accidents on our road-
ways. Therefore, we must be smart enough to establish simple, effi-
cient methods of getting incidents resolved quickly.

Here again, Federal agencies and their resources can be partners
with local and State governments, to save time, money, and most
especially, lives.

We need to have the system of procedures in place that includes
all the various agencies involved in incident management, from the
highway departments, police, sheriffs, fire rescue and EMS, to
wrecker services, all communicating with one another. We can do
better, and I will quickly illustrate, Mr. Chairman.

How many times have we seen a break down or accident in one
lane of traffic, and I do not even have to mention the Beltway, with
emergency vehicles taking up the other lane or lanes; and if we are
lucky, perhaps we are able to pass after an hour of waiting in traf-
fic? This is very common, not just here, but in every community in
America.

Systems and procedures in incident management could go a long
way to relieving congestion, and it is much cheaper than building
road systems, rail, and other things associated with this.

Another key to relieving congestion is moving traffic to signaliza-
tion. We have all been on highways where signals are coordinated
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and traffic flows. We have also been on roads where we are stop-
ping at every red light. Many local governments need additional re-
sources to modernize traffic signals.

The good news is that electronic signals and now the Intelligence
Transportation System, or ITS as it is commonly called, give us a
return of about eight to one, compared to other investments.

By the way, what we do not need are automatic signs saying,
“congestion ahead,” when we are already caught in traffic, and
where there are no alternative routes that we can take.

Mr. Chairman, now in finishing my remarks, I would like to ad-
dress one last major concern that we all share: rural roads. Rural
roads are in need of substantial Federal investment. Safety is the
primary reason.

According to the U.S. General Accounting Office Report from
July, 2001, rural local roads have the highest accident and fatality
rate per vehicle mile traveled on all types of roadways; over six
times that of urban interstates.

In 1999, over 25,000 fatalities occurred on rural roads across the
United States. That figure is two and-a-half times greater than the
fatality rate from accidents on our urban highways in areas like
Las Vegas, Miami, St. Louis, Cleveland; you pick it/name it, our
communities.

If Congress wants to reduce auto fatalities, there is no better in-
vestment than in our roads in rural communities. Because rural
roads are so dangerous, we, in NACo, will be proposing a new pro-
gram to address this. Rest assured, Mr. Chairman, that we would
work closely with your committee in developing this.

Mr. Chairman and committee members, this concludes my testi-
mony. I thank you and the committee members for the opportunity
to be here today. I would be pleased to answer your questions.

Senator JEFFORDS. Thank you, Commissioner.

Our final witness is the Executive Director of the National Gov-
ernors’ Association, Ray Scheppach. Please proceed.

STATEMENT OF RAY SCHEPPACH, EXECUTIVE DIRECTOR, NA-
TIONAL GOVERNORS’ ASSOCIATION, ON BEHALF OF HON.
ROBERT WISE, GOVERNOR, STATE OF WEST VIRGINIA

Mr. SCHEPPACH. Thank you, Mr. Chairman. I appreciate being
here today on behalf of the National Governors’ Association. Let me
first say that Governor Wise was supposed to be here, and he
apologizes. Essentially, his aircraft was grounded for safety rea-
sons, and so he was unable to be here.

I would appreciate it, however, if his full statement were sub-
mitted for the record.

Mr. SCHEPPACH. Mr. Chairman, I would like to start by men-
tioning a couple of comments about the fiscal situation of States,
because I think it is relevant to this particular program.

The current shortfall in States is about $40 billion. You are going
to have to add to that about another $6 billion for the State costs
for homeland security. That currently is about 7.5 percent of State-
only revenues, which is quite large, by historical standards.

However, because both unemployment and State revenues lag
the economy, it is highly likely that this situation will continue to
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deteriorate for another year to 18 months, probably peaking in ex-
cess of $50 billion.

If you compare this current recession to that recession in the
early part of this decade of 1990/1992, this one is far worse, even
at this particular point in time. The total shortfall previously was
about $20 billion, which was 6.5 percent of revenues, and as I said,
we are going up easily to $50 billion, or 10 percent of revenues,
over the next year to 18 months.

You might ask, why is it worse? The economic dip so far has
been relatively small. The basic reason is that the phenomenal
growth in the economy over the last half of the decade of the 1990’s
was so strong that it camouflaged a number of underlying prob-
lems.

Essentially, we have a deteriorating tax base, largely driven by
the fact that we do not tax services; and Internet sales now are cut-
ting dramatically into State sales tax revenues.

So on one hand, we have a deteriorating tax base, because it is
essentially for a manufacturing economy of the 1950’s, and not for
a high tech service-oriented economy of the 21st Century.

On the other hand, health care costs are exploding. Medicaid,
which represents about 20 percent of State budgets, is now growing
11 to 12 percent per year, with pharmaceuticals growing 18 per-
cent.

If you add other health care, it represents another 7 percent of
State budgets. We have 27 percent of our budgets growing at dou-
ble digits, clearly at 11 to 12 percent. So it is a combination of
these two major structural problems that is creating the State fis-
cal situation.

Unfortunately, this is not something that is going to be turned
around in the next year or so. This is a two or three, or perhaps
even 10 year problem, because of the structure.

Let us turn now and mention a couple comments about the high-
way program. First off, Governors were very satisfied and really
supported the reauthorization last time, and we do believe that this
program has worked quite successfully over this period.

We now, however, do see that in some of the preliminary esti-
mates of the revenues coming into the trust fund, that it is possible
the revenues are down quite dramatically; some people argue as
much as 30 percent going forward.

And it is probably not just a one-time downward adjustment. But
we are probably on a different baseline, because of a slower growth
in the economy, even when we come out of this recession.

This is a problem in a program which is essentially a capital in-
vestment program. When you have levels of funding going up or
down of that order of magnitude, it creates a lot of inefficiencies
in capital programs, that have to run over a 7 or 8 year period.

I do not know what the answer is, in all honesty, but we hope
to work with the committee in terms of, is there any way in which
we can smooth the revenues and expenditures on this particular
program?

I will just mention a couple of other issues. This problem in the
funding level may play out, because a lot of States do float bonds
to cover this. Of course, the interest rate that is on those bonds is
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somewhat sensitive to the Federal funding level. So that is an issue
that we are somewhat concerned about.

Finally, the other issues that we would like to work with the
committee on are essentially insuring that we continue to move to-
ward incentives, as opposed to mandates.

I agree with Commissioner Hart, in terms of the environmental
streamlining concurrent processes. That is an issue for us, and also
maintaining the flexibility of the program, so that there is a lot of
State and local control on what those particular priorities are.

So with that, Mr. Chairman, we look forward to working with
you over the next year, as you reauthorize this program. Thank
you.

Senator JEFFORDS. Well, thank you, and thank all of you for very
excellent statements. It is a pleasure to have you with us. As you
know, we are going to be very busy over the next couple of years,
trying to make sure that we do the best job possible here.

Senator Warner wanted to express his apologies. He had to
leave. I asked for unanimous consent that his statement be made
a part of the record. I do not hear anybody objection. I know that
no one dare to object.

[Laughter.]

[The prepared statement of Senator Warner follows.]

Senator JEFFORDS. But thank you; Senator Warner has been a
great member of this committee over many years, as you all know,
I am sure.

I would like to turn to my good mayor, first. I am intrigued by
the idea that local communities might manage certain aspects of
the Federal Aid Transportation Program. Can you tell us a bit
more about your experiences in that regard? Does the current pro-
gram encourage the local role, or should we explore measures to ex-
tend local government’s role in project management?

Mr. CrAVELLE. Well, I think anybody who has been a local gov-
ernment official understands that citizens will hold us accountable
and responsible for transportation, as well as quality of life within
our communities.

So from my perspective, it makes great sense to involve local gov-
ernment officials very intimately in the planning, the design, and
the construction and management of transportation projects.

Now in the State of Vermont, we have had an excellent relation-
ship with our State Transportation Agency. They have, in fact, del-
egated substantial responsibilities where local governments are
willing and interested in managing those projects.

In my small city, we have taken on the responsibility of man-
aging projects that range from bike paths, to multi-million dollar
transportation centers, to major highway projects.

So I think it is a great idea. Our experience has been very posi-
tive for both the State agency, as well as the community. I would
urge you, as you consider reauthorizing the legislation, to promote
and encourage this practice.

Thank you.

Senator JEFFORDS. I share your view that presently, the inter-
modal investments are somewhat orphaned in the Federal pro-
gram. The League has endorsed the idea of a specific intermodal
program. Can you enlarge on the idea for us?
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Mr. CLAVELLE. I believe that it is a good idea to have a separate
intermodal program. I think that would help clarify Federal re-
sponsibilities, in terms of the management of such a program.

But I also think, from a local official’s perspective, it would sim-
plify the planning, the design, and the financing of intermodal fa-
cilities. Currently, with intermodal facilities, you need to bring to-
gether a hodgepodge of funding sources to make a project a dream,
a reality.

I think a separate program would truly give some meaning to
this word that we frequently use of “seamless.” I think if we had
a seamless Federal program, it would enhance our capability and
capacity of creating within our communities intermodal projects
that were truly seamless.

Senator JEFFORDS. Thank you, and I agree with you on these
matters. I look forward to working with you.

Mayor Coles, I want to commend you on the fine work you have
done in your part of the country to promote a balanced transpor-
tation system, and encourage smart growth, as well.

I, too, believe that we need all modes of transportation working
together, to get the best out of our system. Do barriers exist now
in the current Federal programs, to achieving your goals? If so, as
I expect you will say, we would look forward to working with you,
as we go along; but please, comment.

Mr. CoLES. Thank you, Senator Jeffords.

Mr. Chairman, a major barrier out in the West and around Boise
is that Amtrak does not come through Boise. It does not come
through Idaho. We do not have that link, that national rail link,
that we would like to have to make the intermodal system a vision,
and one that people can believe in.

When a Mayor says, 1 day we will have a rail system here, and
we will be able to link nationwide to a rail system, they say, well,
Amtrak stopped service here 3 or 4 years ago. Our community,
therefore, went out and purchased 18 miles of right-of-way, using
property tax dollars.

That is 18 miles of Union Pacific Railroad, which links our city
to at least the National Rail Network. Without that 18 miles, Am-
trak could never have come back to us.

So the barriers certainly are funding. We are beginning now, be-
cause of TEA-21 and your vision, sir, and the vision of this com-
mittee and this Senate, to work more closely with State govern-
ment.

But our State government has not given us a funding source for
multi-modal transportation. They still only fund streets and roads
and highways, and they will match any Federal grant that comes
along.

But if we had a Federal grant system that would match and pro-
vide an incentive, I think for State governments to match a Federal
grant system to put into place a multi-modal system, and maybe
it is available, our State may not be using it. But it is that kind
of leverage from the Federal Government to the State government
that we believe would help the local government, also.

Senator JEFFORDS. Thank you. You have got a sympathetic voice
here.
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Mr. CoLEs. Sir, I have been in your office and appreciate your
leadership.

Senator JEFFORDS. Mr. Hart, I believe that Tampa is the largest
Metro area represented on the panel today. I know that urban con-
gestion will be an important issue as we provide with the reauthor-
ization.

You shared a few ideas with us for tackling the problem in your
testimony. Are their shortcomings in the current Federal program
that have limited your ability to address the problems in the
Tampa area? In particular, you seem to suggest that major local
and county roads were not receiving adequate attention? Is that so,
and if it is, what do we do?

Mr. HART. Thank you, Mr. Chairman. I would have to preface it
by saying, until TEA-21, it was not getting that type of attention.
It has been a long struggle for all of us to try to raise the under-
standing of what it really meant to bring together all these pro-
grams, and that they are related.

As far as processes themselves, yes, we all have what we have,
depending on our States or local communities, or whether you are
part of an MPO network.

But in some communities that are 50,000 to say, 200,000, they
do not currently have, as I understand it, the authority, and have
the money allocation, as far as their funding process in those areas.
Yet, if you hit a community of 50,000 to 200,000, you are probably
going to find one of the largest groups of communities in America.

If that type of authority went to those communities in the MBO
process, they could better put together those networks and make
those allocations.

Some of the things, even though we are, in some part, talking
about roads and bridges, I think in great measure, both the mayors
addressed issues of the growth management or bringing land use
and transportation together, and how it affects their quality of life;
or the fact that I would have to agree that we need a national high
speed rail system.

But these things have got a link. I think the question you are
asking opens that dialog. Because ultimately, we, sitting in my
community as a metropolitan planning organization, are making
those decisions that put together local, State, and Federal pro-
grams; but this does not happen throughout our Nation.

In 100 urban counties it does, because we are of that size, but
it is still a challenge. For example, I addressed just on the issue
of what happens on the incident management, we do not have to
build another road for that. We have to build in systems and proce-
dures from the Federal to State to local level, that we can agree
on, where we are all partners. Congestion is a great big part of
that. Yet, some of that is the allocation of funding that goes in the
areas like intelligence transportation or improved signalization; or
the fact that where you have got a Federal interstate system, and
now you have got a State road system, and a county or a city road
network all there together. One cannot happen in isolation of the
other. Too often, this has been in the case.

I think it has been a matter, in one part, of awareness. I think
by asking the question, you raise that awareness. But until we also
take a look, and I am not a heavy-handed guy that wants more reg-
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ulations or legislation, but we have got to have more people at the
table, so they all understand what we are dealing with together,
and it is a Federal, State and local system.

That is why I was suggesting that we take a look at how we can
build in systems and procedures, just like the streamlining plan-
ning process that we were addressing earlier. You have got to have
all the partners at the table. You cannot have some people that are
independent. I am not picking on the Corps. of Engineers or EPA
?r some other agencies. It is just that they are very easy targets

or us.

But you cannot have somebody that is just operating on their
own, and everyone else thinks they have got it together, and then
they say, oh, we have got five questions here. You have got to stop
everything. That is part of the dilemma.

So with your leadership and the committee’s leadership here, we
can broach the streamlining process like that, and we can look at
questions of congestion.

We can look at things like incident management, because those
will open the doors of how we establish those systems and proce-
dures; some part in Federal legislation, and some things do no cost
anything. Some things just give us guidance of how to do it smart-
er.
Senator JEFFORDS. Mr. Scheppach, do have anything you would
like to share with us, in addition to your statement, now having
heard the testimony across from you?

Mr. SCHEPPACH. No, I mean, I think we have got all the issues
on the table. I think they are funding flexibility and environmental
streamlining.

I think that the current law has been working quite effectively.
The unfortunate part is that this was an economic boom period.
There were substantial revenues available to do this. Now we have
got a higher level of spending. We have got some jobs at stake, and
we have got some efficiency issues, if we have to cut this program.
So there are some tough issues that I think the committee needs
to work on.

Senator JEFFORDS. Senator Crapo?

Senator CRAPO. Thank you, Mr. Chairman. I just have a question
or two of Mayor Coles. Mayor, I kind of want to piggyback on the
question that you were asked by the chairman.

I was interested in your written testimony, where you talked
about a survey that was taken of the mayors. In the answers to
that survey, it indicated that in response to their being asked what
the single most important surface transportation priority was in
their city or region, about 35 percent indicated system preserva-
tion; 20 percent, congestion relief; and new rail projects at 15 per-
cent. I suspect that new rail projects was related to congestion re-
lief. Then there were other areas that were listed, many of which
also related back to congestion relief.

My question is, as we move forward to look at reauthorization of
TEA-21, it appears to me from that and from the testimony that
I have heard here today, that congestion relief is going to be one
of the major focuses that we will need to be addressing.

In that context, first of all, could you tell me if I am correct in
that context, and whether you see that the current system could be
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improved, in terms of allowing us the added flexibility or stream-
lining efforts, or whatever may need to be worked into the law to
help us more effectively focus on congestion relief?

Mr. CoLES. Mr. Chairman, Senator Crapo, thank you very much.
There is no question that our ability and our reliance upon working
with the States, and every State Department of Transportation has
their own philosophy about how they work with local government.

Now the MPO system, which requires States and local metropoli-
tan areas to align their transportation plans, their intermodal sys-
tems, and their plans, requires that dialog.

But I think it also in the testimony indicates that only about 40
percent of the Mayors have been asked to participate with their
States in making those decisions about where those dollars are
spent.

So we have come a long way in 10 years. This legislation has cre-
ated the dialog and the opportunity and the structure for that dia-
log, but we still have a ways to go. That is the requirement and
responsibility for State government and local government to make
decisions about where those dollars are spent.

Now the more flexibility, if you speak from the U.S. Conference
of Mayors and the National League of Cities, we appreciate the op-
portunity to have funding sources that are similar to the Commu-
nity Development Block Program, where metropolitan areas receive
those dollars directly.

There is not a State agency that is making those decisions about
how we are going to spend our money; but it comes straight from
Federal Government to local government. It gives us timely re-
sources and the flexibility to use them, and it shows them that we
are trusted by the Federal Government to make decisions where
necessary, in our local communities to allocate those resources and
their funds.

It also then gives us the opportunity to manage, in some cases,
even the construction of the process and project, which can also re-
duce costs. Often local government will have some flexibility built
in. They can manage the project. They construct it. They can build
it, and build it in a timely way and often save money. So there are
those kinds of opportunities that we look forward to.

Senator CRAPO. Thank you. I have just one other question as a
followup on this in a more specific sense. I appreciated your bring-
ing up the Amtrak issue, as it relates to Idaho. I think that most
people in the country, when they think of Amtrak, think of it in
some of the more urban corridors. But its impact in Idaho is also
critical.

As you know, Mayor, here in the Senate, Senator Wyden and I
have been trying to get that line between Spokane and Boise open.
In working with you out in Idaho and others, we have seen some
serious road blocks put the way of getting that accomplished.

Do you believe that if we were to reorient or broaden the avail-
able use of TEA-21 funds, or if we were able to give the approach
the Block Grant Program, like you were talking about, that re-
sources at the State level, at the city and county level, could be
more effectively utilized to encourage and incentivize those types of
rail programs?
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Mr. CorLEs. Mr. Chairman and Senator Crapo, yes; now let me
give a little addition to that answer.

Senator CRAPO. That would be helpful, thank you.

[Laughter.]

Mr. CorEs. Certainly, again, the flexibility to use those dollars
where we see the resources are appropriate in our local commu-
nities. So we could link to Amtrak.

But truly, we also need to support the revenues for Amtrak. Am-
trak needs to be supported just as our freeway interstate system
is sugported; just as currently the airline industry is being sup-
ported.

We need the vision in our country of a multi-modal national sys-
tem, a national rail system, a national air system through our air-
ports and the support of our airline industry and, of course, the
interstate system. Why not have a vision that encompasses all of
those, and at the Federal level they are supported, at the State
level they would be supported, and at the local level there would
be support for a national rail policy?

So doing that and having flexibility with TEA-21, then people
would believe, particularly in our rural areas, that you could have
a rail system that would link America together, so that commerce
and industry and people can move throughout this country with al-
ternatives; as opposed to right now, there are pretty much two al-
ternatives. You are either going to fly or drive your car.

Senator CRAPO. Thank you, Mayor Coles. I, myself, found out
when I got into the issue of Amtrak, how important the rail system
is. It was just interesting to me that there is some feeling in this
country that rail systems are sort of outdated and they are a thing
of the past, and we have moved on to cars and planes and things
like that.

It is very interested to me to see the importance of rail systems,
not only in Idaho, but it was like the third highest response of the
mayors of this Nation, when they responded to your survey, which
I understand was an open-ended survey; just pick what you think
is the most important thing. The third highest response was rail
systems. This indicates how that form of transportation may need
to be something better implemented in our approach to transpor-
tation in the Nation.

Anyway, thank you very much.

Senator JEFFORDS. Let me followup on that, since it gives me a
good opportunity. This is something that I feel very strongly about.

Do you have concerns with respect to congestion in your cities,
and also about the trucks, the 400 foot trucks or whatever we have
now, when they wind through your places, as to whether that traf-
fic could not be put on the rails, to some extent, Mr. Coles?

Mr. COLES. Mr. Chairman, absolutely, there is no question about
it; the length of a truck, the weight of the vehicles. We know that
they pay a lot of tax to support the highways. But there is no ques-
tion that our ability to rely more on rail would reduce congestion
in our communities, large and small.

Senator JEFFORDS. Are there any other comments, Mayor
Clavelle?

Mr. CLAVELLE. I think whether you are a mayor of a city in
Idaho or a city in Vermont, I think that we would welcome an in-
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vestment in rail that would allow us to get the heavy freight traffic
off our roads and onto the rail. I echo everything that Mayor Coles
has said. We need more flexibility and we need additional re-
sources in our rail infrastructure.

I hope that I will live to see the day that Amtrak will serve the
city of Burlington. But in upgrading that rail infrastructure to pro-
vide that opportunity for Amtrak, we also will be enhancing an in-
frastructure that can better carry freight.

Senator JEFFORDS. Mr. Hart?

Mr. HART. Mr. Chairman, I have perhaps a little twist on that.
As I previously stated, I think we ought to have a national system
of high speed rail.

But throughout America, it is a building block. Transportation
systems that are needed in a local community particularly are
buses; a bus system where if we had the flexibility to put more into
that, you will serve more people every day.

But one area that we have not even talked about, that I have
worked very hard on, both at the national and county level, but in
my State in community, is a the transportation to the disadvan-
taged community; people that cannot drive, should not drive, will
never drive. It is a serious and growing problem in America. You
have got to have local systems that solve that, because there are
too many differences.

In our community, for example, and this is not an advertisement,
we just call it Heartline. It is not my bus system, but it is the
Hillsboro Area Regional Transit Authority. I sit on that.

But we also put together the Transportation Disadvantaged Pro-
gram, for people who are need wheelchairs or kneeling or what-
ever. So you have got to tie sidewalks to buses or specialized trans-
portation for people that have the dialysis or have critical needs.
But then you have got young or older that cannot or should not
drive, or you want to discourage; or as you get into larger urban
communities, you want a robust transportation system like on
buses, that would connect to a rail system.

So I think part of that base has got to be a sound transit system
that also not only serves a great part of the population, but specifi-
cally also has the ability to serve the transportation disadvantages
in America.

Mr. SCHEPPACH. We are a little bit split on policy with respect
to that, so I will pass.

[Laughter.]

Senator JEFFORDS. I understand that.

Well, I want to thank you all. It has been very, very helpful testi-
mony. You are the ones that we look to, to make sure that we do
the things we should do when we are finished here. It was excel-
lent testimony, and we were pleased to have you here.

With that, the hearing is adjourned.

[Whereupon, at 11:38 a.m., the committee was adjourned, to re-
convene at the call of the chair.]

[Additional statements submitted for the record follow:]

STATEMENT OF HON. BOoB GRAHAM, U.S. SENATOR FROM THE STATE OF FLORIDA

Thank you for bringing us together today on the subject of the reauthorization of
TEA-21. The policies that are decided during this debate will deeply affect each of
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our States. You are to be commended as well for calling us together on January
24—our first week back in session this year.

This learning process and discussion is too important to rush through right before
legislative drafting begins. You're wise to begin now, and explore this thoroughly.

I have looked at your proposal for 11 hearings this year, and agree with the topics
chosen, and the pace of discussion.

This is the first of those proposed hearings, and as such, a great opportunity to
look back on lessons learned, and lay out, in general, some priorities and challenges
for the next authorization cycle.

You've assembled a great group of witnesses (and I am very pleased to see a Flo-
ridian, Commissioner Chris Hart from Hillsborough County, on the panel). Each of
them brings perspective from different universe of government: Federal, State, coun-
ty, and city.

This hearing emphasizes the level of coordination and cooperation that has devel-
oped in transportation policy since we emphasized this time of structure and plan-
ning in ISTEA.

T'll be interested to learn of our successes, and where we must improve in this
cooperative planning process.

I would like a quick moment to reflect on my A “lessons learned” from the last
reauthorization process, and outline a few priorities.

Lessons Learned

« Follow the legislative process through to the final regulations. Members of this
committee, and witnesses in this room, celebrated the environmental streamlining
language that was incorporated into TEA-21. We are now frustrated by the slow
progress in the development of regulations that reflect our intent. This next time,
I want to work more closely with those who will interpret what we draft in this com-
mittee. Better lines of communication can only mean clearer, better public policy.

¢ Other committees can affect what we draft here. I have been frustrated by the
fact that some of the programs that we developed in TEA-21 where grants should
be awarded on a competitive basis, are not working that way in reality. As an exam-
ple, the ITS money provided by TEA-21 is all earmarked and not awarded in the
way we intended.

I’d like to work as a committee with our colleagues and find a solution that brings
us closer to the intent of what we drafted and passed in TEA-21.

There are more lessons learned, but time is short.

I also hope the committee will seek “lessons learned” from those who have actu-
ally been on the front lines of our nation’s transportation policy, much like the wit-
nesses who have joined us here today.

LKoking ahead, the world has changed in several ways since we finished enacted
TEA-21.

There is a focus on homeland security.

We are heading into some tight budget years.

Traffic congestion is affecting quality of life.

We learned quickly after September 11 how difficult life can be if one mode of
transportation, such as air travel, suddenly becomes difficult or impossible.

I look forward to working with our chairman, my colleagues here, and all inter-
ested parties in taking the next few months to expand our knowledge of transpor-
tation issues and challenges, and together drafting the next authorization bill to
meet those challenges.

STATEMENT OF HON. ToM CARPER, U.S. SENATOR FROM THE STATE OF DELAWARE

I'm happy to be here today as this committee begins its work on the re-authoriza-
tion of the Transportation Equity Act for the 21st Century (TEA-21). In the 10
years since that bill, and its predecessor, the Intermodal Surface Transportation Act
(ISTEA) have been in place, I believe we have made strides in the way we fund and
plan for our transportation needs.

ISTEA for the first time allowed State and local transportation officials to work
together with their regional partners and with States to develop truly regional
transportation systems. It also allowed these new regional transportation entities
and to use Federal transportation dollars for the most pressing transportation
projects in their region, regardless of whether those Federal dollars were originally
designated for highway or transit. When ISTEA was up for re-authorization 5 years
ago, I was Governor of Delaware and headed up a group called ISTEA Works along
with John Rowland, my colleague from Connecticut. Our goal at the time was to
urge Congress to preserve and build on what we were able to accomplish in ISTEA.
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Our efforts, along with the work of a number of my new colleagues here in Con-
gress, lead to TEA-21, which maintained the flexibility granted to State and local
officials and greatly expanded the funding available for transportation improve-
ments each year. Whereas, before TEA-21, congressional appropriators could set
caps on the amount of the Highway Trust Fund that could be spent in a given year,
States can now spend the full amount that users pay into the Fund every year.

As we sit down now to re-evaluate our national transportation policy, I again call
on my colleagues to build on what has worked so well in the past. First, we should
expand the flexibility built into ISTEA to allow States to spend their Trust Fund
money on inter-city rail projects. Back in Delaware, commuters set out every day
on Interstate 95 in Wilmington to head for jobs in Philadelphia, Baltimore and
Washington. Commuters up and down the northeast corridor make similar com-
mutes every day, tying up our highways in frustrating, wasteful gridlock. Delaware
can spend as much as it wants to improve its piece of 95. It can’t do much with
its Trust Fund money to improve rail links to major northeast cities, however. I
hope we can work this year to allow States to use their Federal Trust Fund dollars
to create regional high-speed rail systems if they choose to do so.

Second, we should continue to improve the way we fund our transportation prior-
ities and examine whether our current funding levels are adequate. TEA-21’s budg-
etary firewalls, along with Revenue Aligned Budget Authority (RABA), have led to
dramatic increases in transportation spending in recent years, but we could see re-
ductions in 2003 for the first time. I hope we can work this year to fix RABA and
also to look for other revenue sources so that we can effectively fund our transpor-
tation needs.

As we begin to take a closer look at what has and hasn’t worked in ISTEA and
TEA-21 over the years, I think we’ll see that most of what we were able to accom-
plish has had a positive impact on our nation’s transportation system. I hope we
can build on that success in our re-authorization of TEA-21.

STATEMENT OF HON. JOHN WARNER, U.S. SENATOR FROM THE COMMONWEALTH OF
VIRGINIA

Mr. Chairman, I join in welcoming Secretary Mineta to the committee and look
forward to a valuable exchange of ideas over the next 2 years as we prepare to reau-
thorize our nation’s highway and transit programs.

It was my privilege to be actively involved in the formulation of TEA-21 in 1997
and 1998 in my capacity as the subcommittee chairman. At that time, we saw a
great need in this Nation to respond to many unmet transportation demands to im-
prove mobility in our rural communities, to relieve congestion in our urban areas
and to promote the efficient movement of American goods. We responded with an
unprecedented increase of 40 percent in highway funding by enacting landmark
budget provisions to free up the revenues in the Highway Trust Fund.

TEA-21’s revolutionary financing and formula reforms built upon the program re-
forms of ISTEA. 1991. As we look to the next bill, how will we again provide the
vision and tools to ensure that our surface transportation network—highways, tran-
sit and rail—will stimulate economic growth?

Our multi-year reauthorization bills have provided a unique opportunity to trans-
form our national transportation system.

Most notably, President Eisenhower responded to the mobility needs with the vi-
sion of the Interstate Highway System. In 1991, at the end of the construction of
the 40,000-mile Interstate System, President Bush responded with the National
Highway System to ensure that an efficient road network reached 95 percent of all
Americans.

Also in ISTEA 1991, Senator Moynihan had a keen vision of a seamless national
transportation system that connected roads to transit and railroad stations to air-
ports.

In 1997, President Clinton supported the efforts of this committee under the lead-
ership of Chairman Chafee and our Ranking Member, Senator Baucus, to release
funds from the Highway Trust Fund.

The budget reforms of TEA-21 were unprecedented. For the first time we fulfilled
President Eisenhower’s commitment that taxes American motorists pay at the gas
pump will be used to build and upgrade our highways.

As we begin today, in partnership with the Administration, to reauthorize TEA—
21, our overriding challenge is transportation gridlock.
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Bold, new initiatives are needed and I hope that we all will strive for the standard
of excellence set forth by President Eisenhower, President Bush, and Senators Moy-
nihan and Chafee.

STATEMENT OF NORMAN Y. MINETA, SECRETARY, DEPARTMENT OF TRANSPORTATION

Mr. Chairman, members of the committee, thank you for the opportunity to speak
about the lessons we have learned from the Transportation Equity Act for the 21st
Century (TEA-21).

Through this committee’s leadership, and with the active participation of our
State, local and private sector partners, the Department of Transportation has
worked to realize the purposes and objectives of TEA-21. I would like to commend
the committee for continuing its leadership by scheduling this series of hearings on
the reauthorization of TEA-21.

We are looking forward to working with the members of this committee and with
Congress in shaping proposals for the reauthorization of this legislation. Working
together, we need to establish the base of resources available for this important leg-
islation in order to meet the transportation challenges facing the Nation.

Three decades ago, when I was Mayor of San Jose, California, I learned that the
tool that made the most difference in my community was transportation. Nothing
else had as great an impact on our economic development, growth patterns, and
quality of life. What I have found in the years since is that this is true not just
locally, but also nationally. A safe and efficient transportation system is essential
to keeping people and goods moving and cities and communities prosperous.

As is true for many of you on this committee, I take great pride in the enactment
of the predecessor of TEA-21, the Intermodal Surface Transportation Efficiency Act
of 1991 (ISTEA), during my years in the House of Representatives. With that legis-
lation we established new principles in the implementation of the nation’s surface
transportation programs—building partnerships with local and State officials to ad-
vance the strategic goals for transportation capital investment. They are flexibility
in the use of funds; a commitment to strengthening the intermodal connections of
the nation’s transportation system; expanded investment in, and deployment of, new
information technologies for transportation services; and a heightened sensitivity to
the impacts which transportation has on our quality of life and on the shape and
character of America’s communities.

TEA-21 built upon the programmatic initiatives contained in the earlier legisla-
tion and through its financial provisions, provided State and local governments and
other transportation providers with greater certainty and predictability in transpor-
tation funding. It achieved this by reforming the treatment of the Highway Trust
Fund to ensure that, for the first time, spending from the Highway Trust Fund for
infrastructure improvements would be linked to tax revenue. The financial mecha-
nisms of TEA-21—firewalls, Revenue Aligned Budget Authority (RABA), and min-
imum guarantees—provided greater equity among States in Federal funding and
record levels of transportation investment.

The programmatic and financial initiatives of these two historic surface transpor-
tation acts have provided us with a solid and balanced structure around which we
can shape this reauthorization legislation.

While the legislation, which the Administration and Congress will work together
to see enacted, should continue and build upon ISTEA and TEA-21, we have an op-
portunity and an obligation to do more than that. This is a time in the transpor-
tation sector of extraordinary challenge and opportunity. On September 11 a deter-
mined and remorseless enemy challenged one of America’s most cherished freedoms,
the freedom of movement. The events of that day demonstrated how critical the na-
tion’s transportation system is to the security of every American and to the nation’s
economic well-being.

In shaping this surface transportation reauthorization bill, we must maximize the
safety and security of all Americans, even as we enhance their mobility, reduce con-
gestion, and grow the economy. These are not incompatible goals; indeed, the les-
sons of TEA-21 demonstrate that all of these values are appropriate goals of na-
tional transportation policy and that they reinforce each other: it is possible to have
a transportation system which is safe and secure, efficient and productive.

TEA—21’S RECORD

In five principal areas TEA-21 has strengthened the nation’s transportation sys-
tem: the predictability, equity and flexibility of funding; safety; mobility and system
upgrading; the application of innovative technologies; and quality of life.
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FUNDING LEVELS AND PROGRAM EQUITY

TEA-21 revolutionized transportation funding and provided record amounts of
spending for transportation, a 40 percent increase over the period of ISTEA. The
minimum guarantees and the Highway Trust Fund firewalls created confidence
among grantees regarding program funding. Predictability is one of the most impor-
tant aspects of program delivery for State and local programs. States and local com-
munities have increased their funding levels to match the commitments made in
TEA-21. Importantly, TEA-21’s minimum guarantees provided unprecedented eq-
uity between the States, ensuring that highway funds are distributed in the fairest
manner to date.

Equally important is the funding flexibility, first allowed in ISTEA and continued
in TEA-21. Flexible funding allows States and communities to tailor their transpor-
tation choices to meet their unique needs and enables State and local decision-
makers to consider all transportation options and their impacts on traffic conges-
tion, air pollution, urban sprawl, economic development, and quality of life.

TEA-21’s innovative loan and grant programs further augmented the highway
and transit programs. The Transportation Infrastructure Finance and Innovation
Act (TIFIA) has provided almost $3.6 billion in Federal credit assistance to 11
projects of national significance representing $15 billion in infrastructure invest-
ment. These loans, loan guarantees, and lines of credit for highway, transit and rail
projects have encouraged private investment in strengthening transportation infra-
structure.

SAFETY

The Department’s paramount concern is to assure the American public that the
Nation has the safest, most secure system possible as our transportation system
works to meet the needs of the American economy. The United States has an envi-
able transportation safety record. However, the challenge of safety on the transpor-
tation system remains significant. While the number of highway fatalities in recent
years has been relatively flat, despite significantly more vehicles on the nation’s
roads, more than a quarter million people have been killed on America’s highways
and roads in the past 6 years, 41,000 deaths each year. In addition, there are over
three million injuries annually.

TEA-21 introduced new programs, greater flexibility and increased funding to
meet this challenge. Increased TEA-21 funding enabled States to make needed safe-
ty improvements to the transportation infrastructure, and States may—and do—use
their Surface Transportation Program (STP), Interstate Maintenance, and National
Highway System (NHS) funds for safety improvements. Within the STP, funds are
reserved under TEA-21 for highway and rail crossing improvements and hazard
elimination. The FHWA works closely with States and others to improve our ability
to analyze roadway safety challenges and to direct investments to specific projects
and programs, which will deliver the most value in terms of lives saved and injuries
minimized.

Since enactment of TEA-21, the Department of Transportation has awarded a
total of $729 million in highway safety grants. TEA-21 also authorized $72 million
annually for behavioral research to determine the causes of motor vehicle crashes,
to identify target populations, to develop countermeasures, and to evaluate the effec-
tiveness of programs in reducing traffic deaths and injuries. The Act also estab-
lished several important, new, safety incentive grants. For example, between fiscal
year 1999 and fiscal year 2002, the National Highway Traffic Safety Administration
(NHTSA) awarded $210 million in seat belt incentive grants and over $113 million
for innovative seat belt programs. Between June 1998 and June 2001, seat belt use
had increased from 65 percent to 73 percent. Seat belt use, in total, saves an esti-
mated 12,000 lives annually.

In motor carrier safety, TEA-21, along with the Motor Carrier Safety Improve-
ment Act of 1999, created new programs and tools for the Department and States
to improve safety. TEA-21 increased flexibility for grantees, strengthened Federal
and State enforcement capacity, and provided flexibility to promote innovative ap-
proaches to improving motor carrier safety. TEA-21 placed greater emphasis on tar-
geting unsafe carriers and improving information systems, and increased funding
for commercial driver license programs.

MOBILITY AND SYSTEM UPGRADING

ISTEA and TEA-21 placed an unprecedented emphasis on developing a seamless,
intermodal transportation system that links highways, rail, transit, ports and air-
ports. The dramatically increased funding under TEA-21 also enhanced mobility by
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upgrading the condition of highways, particularly the National Highway System,
and transit systems. As a direct result of the increased spending provided in TEA-
21, overall highway system conditions—as measured by pavement condition, ride
quality, alignment adequacy, bridge ratings, and the condition of rail transit as-
sets—have improved.

As you know, Federal highway funds are used for a variety of system improve-
ment and congestion relief purposes, depending on the priority needs and goals of
each State. In recent years, for example, approximately 50 percent of Federal funds
were obligated for system upgrading purposes, including reconstruction, widening,
restoration and rehabilitation, and resurfacing. These investments have led to a
steady improvement in pavement condition: in 2000, 90.9 percent of travel on the
NHS occurred on pavements rated acceptable or better.

Moreover, under TEA-21, States continued to reduce the number of bridges rated
structurally deficient. In 2001 the percentage of deficient NHS bridges had been re-
duced to 21.2 percent. In fiscal year 2001, the Federal Highway Administration
(FHWA) provided $3.5 billion in TEA-21 funding for approximately 3,000 bridge
projects through the Highway Bridge Replacement and Rehabilitation program. In-
cluded in this program were 17 major replacement or rehabilitation projects and
three seismic retrofit bridge projects that received almost $88 million in funding.

TEA-21 established new programs that enabled improved connectivity across
modes, particularly in the area of freight movements. The National Corridor Plan-
ning and Development/Coordinated Border Infrastructure Program (NCPD/CBI, also
known as the Corridors and Borders Program) has funded numerous freight im-
provement projects as well as many economic development projects, pedestrian im-
provement projects, and multi-modal studies, while strengthening the focus on inter-
national corridors and gateways with America’s NAFTA trading partners. The Ala-
meda Corridor Project used a mix of private funds and public programs to improve
rail and highway access and to reduce traffic delays in the critically important area
of the Ports of Los Angeles and Long Beach.

As of 2001, the nation’s urban rail transit assets comprised 10,427 miles of track,
2,776 rail stations, and 1,310 maintenance facilities. Under TEA-21, the substantial
investment in the nation’s transit systems has contributed to an improvement in the
condition of transit assets and a resulting increase in transit ridership. Preliminary
estimates indicate that public transit trips increased by 4.4 percent from 2000 to
2001 to 9.4 billion trips.

TEA-21 also authorized the Job Access and Reverse Commute (JARC) Program
to address transportation gaps in the public transit system and to reduce barriers
for those moving from welfare to work. This program has made transit services
available to many who previously did not have access to adequate transportation
and, thus, to jobs. As of fiscal year 2000, the JARC program had made new transit
service available at more than 16,000 job sites.

NEW TECHNOLOGIES

Under TEA-21, the Department of Transportation has made strides in research.
Research programs include development and deployment of Intelligent Transpor-
tation Systems (ITS), pavement improvement, congestion reduction, seismic hard-
ening of highway infrastructure elements, strengthening of bridges, and new tunnel
technology. The Highway Safety Research and Development program is the sci-
entific underpinning for the Department’s national leadership in highway safety
programs, and includes behavioral research to reduce traffic deaths and injuries,
crash avoidance research, roadway design and operational improvements, and vehi-
cle safety performance standards. Rail related research and development has fo-
cused on the next generation of high speed rail equipment and train control, maglev
systems, and innovative technologies to mitigate grade crossing hazards.

TEA-21 authorized a total of $603 million for ITS research for fiscal year 1998
to 2003, and significant progress has been made in applying this technology to our
surface transportation system. From 1997 to 2000, we have experienced a 37 per-
cent increase in the number of freeway miles with real-time traffic data collection
technologies, a 55 percent increase in the coverage of freeways by closed circuit tele-
vision, a 35 percent increase in the number of buses equipped with automatic vehi-
cle locations system, and an 83 percent increase in traveler information dissemina-
tion on our freeways. Through the Department’s Intelligent Vehicle Initiative, re-
search on driver performance, crash avoidance and warning system performance,
and motor vehicle safety performance standards offer the promise of future reduc-
tions in highway deaths and injuries.
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QUALITY OF LIFE

TEA-21 has given States and communities across America additional tools and
opportunities to enhance the environment and quality of life for their residents. It
continued and increased funding for several programs originally authorized in
ISTEA, broadened eligibility for others and established the new Transportation and
Community and System Preservation Pilot program (TCSP).

The TCSP program was authorized for $120 million in funding under TEA-21 as
a discretionary grant program to strengthen the linkages between transportation
and land use. The grants have provided funding for planning and implementation
as well as technical assistance and research to investigate and address the relation-
ship between transportation, community and system preservation, and private sec-
tor-based initiatives.

The Congestion Mitigation and Air Quality Improvement Program has focused on
improving air quality. Under TEA-21, it provided more than $8 billion in funding
for use by State and local partners to support traffic flow projects, cleaner fuels, im-
proved transit services and bicycle and pedestrian programs that reduce congestion
and emissions and improve the quality of life.

The National Scenic Byways program and the Transportation Enhancements pro-
gram have helped States and communities improve the environment. Since the en-
actment of TEA-21, more than $1.4 billion in Transportation Enhancement funds
have been obligated to local communities to implement community focused, non-mo-
torized activities that enhance transportation. Many more activities have been pro-
grammed and are awaiting implementation.

TEA-21 directed us to streamline environmental reviews. This is a major priority
for the Department in assisting States and communities build infrastructure more
efficiently, while retaining important environmental protections that maintain our
quality of life. Since the enactment of TEA-21 in 1998, streamlining of the planning
and approval process for projects has taken root throughout the country: inter-
agency personnel funding agreements that result in faster, concurrent reviews; a
merged process for wetland permits with the Army Corps of Engineers; and dele-
gated authority for historic resources. As a result of these actions, the mean time
to process environmental documents for major highway projects has been cut by al-
most 8 months, the median time has been cut by 1 year, and the Department is
wellbpocslitioned for significant future progress. While we have begun the job, more
can be done.

BUILDING ON TEA—21

The Department of Transportation looks forward to working with both Houses of
Congress, State and local officials, tribal governments, and stakeholders in shaping
the surface transportation reauthorization legislation. The Department has estab-
lished an intermodal process to develop surface transportation legislative proposals
for reauthorization. A number of intermodal working groups have already identified
key issues and programmatic options for consideration. In the next few months, the
Department will work with stakeholders and congressional committees in shaping
the reauthorization legislation.

{n that effort, the Department will be motivated by certain core principles and
values:

* Assuring adequate and predictable funding for investment in the nation’s trans-
portation system. This funding can contribute to the long term health of the econ-
omy and, by enhancing the mobility of people and goods, promote greater produc-
tivity and efficiency.

¢ Preserving funding flexibility to allow the broadest application of funds to
transportation solutions, as identified by State and local governments.

¢ Building on the intermodal approaches of ISTEA and TEA-21.

¢ Expanding and improving innovative financing programs, in order to encourage
greater private sector investment in the transportation system, and examining other
means to augment existing trust funds and revenue streams.

¢ Emphasizing the security of the nation’s surface transportation system by pro-
viding the means and the mechanisms to perform risk assessment and analysis, in-
cident identification, response, and, when necessary, evacuation.

¢ Strengthening the efficiency and integration of the nation’s system of goods
movement by improving international gateways and points of intermodal connection.

¢ Making substantial improvements in the safety of the nation’s surface transpor-
tation system. It is not acceptable that the Nation suffers 41,000 deaths and over
3 million injuries annually on the highway system.

* Simplifying Federal transportation programs and continuing efforts to stream-
line project approval and implementation.
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-kDeveloping the data and analyses critical to sound transportation decision-
making.

* Fostering “intelligent everything” in the development and deployment of tech-
{mlogy, such as pavement monitoring, message systems, remote sensing, and toll col-
ection.

¢ Focusing more on the management and performance of the system as a whole
rather than on “inputs” or the functional components such as planning, develop-
ment, construction, operation and maintenance themselves.

This is a moment of great opportunity. As was true when Congress considered the
landmark ISTEA and TEA-21 legislation, we have an opportunity to create our own
legacy and to serve the needs of the American people. I am confident that, working
together, the Department and Congress can preserve, enhance and establish surface
transportation programs which will provide not only for a safer and more secure
system, but one which is more efficient and productive and enhances the quality of
life. One answer to the events of September 11 is to strengthen, not diminish, the
right of all Americans to mobility and to grow the economy. These goals should
characterize our work on reauthorizing TEA-21.

Again, Mr. Chairman, thank you for the opportunity to testify before you today.
I look forward to responding to any questions you may have.

RESPONSES OF HON. NORMAN Y. MINETA TO ADDITIONAL QUESTIONS FROM SENATOR
JEFFORDS

Question la. Does the Administration support transfer of rail tax revenues into
a trust fund dedicated to rail-related investment?

Response. The Administration has not yet developed a position on this issue. As
I indicated in my oral testimony to the committee, Highway Trust Fund should only
be available for modes currently financed by it. If new programs in rail infrastruc-
ture are to be addressed in TEA-21 reauthorization, non-Highway Trust fund
sources of revenue will have to be identified. The rail fuel tax was originally enacted
in 1990 as a deficit reduction tax. Similar taxes were also levied on fuel used by
other modes of transportation. Deficit reduction taxes remain on rail diesel, fuel
used by commercial vessels on inland waterways, motorboat gasoline and highway
gasohol. I look forward to further discussion with the committee on financial mecha-
nisms to support rail-related infrastructure investments.

Question 1b. If so, should those revenues go to the Highway Trust Fund, with
broadened flexibility for rail investment, or should a new Rail Trust Fund be estab-
lished?

Response. The Administration has not yet developed a position on this issue. I
look forward to further discussion with the committee on financial mechanisms to
support rail-related infrastructure investments.

Question 2. In general, how does the Administration propose to ensure adequate
funding so that our nation can enjoy the benefits of world-class rail service for both
passengers and freight?

Response. The Administration is committed to presenting proposals relating to
inter-city passenger rail in connection with Amtrak reauthorization early this year.
We expect to consider and work with Congress on issues relating to freight rail in
the context of TEA-21 reauthorization. The Administration and the Congress need
to work together to identify the structural reforms and develop solutions that will
result in a financially stable rail system that can help this country meet our per-
sonal and economic mobility and national defense needs.

RESPONSES OF HON. NORMAN Y. MINETA TO ADDITIONAL QUESTIONS FROM SENATOR
NIGHTHORSE CAMPBELL

Question 1. With the enormous responsibilities and requirements which have been
placed upon the Department since 9/11, does the U.S. DOT have the time and re-
sources to concentrate on this important TEA-21 Reauthorization or should a 1- or
2-year short extension be considered?

Response. It is our intention to send the Administration’s reauthorization bill to
Congress right after it convenes early in 2003. The Department has established an
intermodal process to develop proposals for surface transportation reauthorization.
Over the next few months, the Department will work with stakeholders and con-
gressional committees to shape its reauthorization proposals. To that end, we are
currently proceeding under the assumption that the authorization period of this bill
will be 6 years, comparable to those of ISTEA and TEA-21.
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Question 2. Has there been any consideration of a special category for highway
security funding in the next reauthorization?

Response. The Department has established an intermodal process for the surface
transportation reauthorization but has not developed specific proposals. The events
of 9/11 have demonstrated our need to address security issues and to ensure that
America’s transportation system emerges from this transformation even stronger
and more efficient than before. One of the core principles of the Department’s reau-
thorization effort is emphasizing the security of the nation’s surface transportation
system by providing the means and the mechanisms to perform risk assessment and
analysis, incident identification, and response.

RESPONSES OF HON. NORMAN Y. MINETA TO ADDITIONAL QUESTIONS FROM SENATOR
GRAHAM

Question 1a. How do you see the reauthorization of the surface transportation bill
in relation to our new focus on homeland security?

Response. The events of September 11 have underscored the pivotal role transpor-
tation plays in the Nation’s prosperity and quality of life. Our challenge is to create
a seamless transportation system that will maximize not only the safety and effi-
ciency, but also enhance the security of the movement of people and goods.

Question 1b. What are the homeland security issues we should have in mind when
drafting this legislation?

Response. Following the September attacks, the Department took immediate steps
to work with State and local officials to enhance security. Adding security personnel,
emphasizing security awareness and response training, and hardening our transpor-
tation infrastructure against the threat of terrorism are critical security compo-
nents. In this effort, we will work with the various modes of transportation to assess
risks and to develop incident reporting and response systems. We look forward to
working with Congress on these critical requirements as the reauthorization process
continues.

Question 1c. Will U.S. DOT and the Office of Homeland Security be following the
reauthorization process together?

Response. In developing its reauthorization proposals, the Department will be con-
sulting with other Federal agencies including the Office of Homeland Security as ap-
propriate.

Question 2. Under TEA-21 we created the “tapered match” program and other al-
ternatives for State matching requirements so that projects did not have to be de-
layed. Has the “tapered match” or other alternatives been used by States during the
past year? Do you know of any transportation projects that have stalled because a
State could not meet its match requirement?

Response. “Tapered match” provides relief for any State experiencing a temporary
shortage of State matching funds. The Department is aware of nine States that
have used the tapered match provision. Also, 20 States are currently eligible to use
non-cash toll credits to match Federal funds, which will also help ease a cash-flow
shortage. While we have heard that some States are reprogramming funds to obtain
sufficient matching funds, we are not aware of any Federal-aid projects being de-
layed because of insufficient matching funds.

STATEMENT OF HON. BOB WISE, GOVERNOR OF WEST VIRGINIA

Chairman Jeffords, Senator Smith, and members of the Senate Environment and
Public Works Committee . . . it is my great pleasure to be with you today to offer
my testimony as you begin to debate the reauthorization of the Transportation Eq-
uity Act for the 21st Century (TEA-21). I am especially pleased to be one of the
lead Governors on transportation for the National Governors Association (NGA). I
also appreciate the chance to follow United States Secretary of Transportation Norm
Mineta. As you are aware, I was a member of the U.S. House of Representatives
Transportation and Infrastructure Committee when Secretary Mineta was chair. I
can assure you that there is no better person to guide our nation’s transportation
policy. I also wish to commend West Virginia’s United States Senators and your col-
leagues, Senators Byrd and Rockefeller. Having two senators of their caliber makes
my job as Governor much easier.

When I was a member of the U.S. House of Representatives, I was always a sup-
porter of TEA-21 . . . because I firmly believed that investing in our nation’s trans-
portation infrastructure was a key ingredient to economic prosperity. After a year
in office as the Governor of West Virginia, I am even more convinced that TEA-
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21 is essential to the future of my State and this Nation. West Virginia is a wonder-
ful State, but we have unique transportation challenges because of our beautiful,
yet rugged terrain. One of my most important jobs is to continue to improve our
road system so that we can take full advantage of the opportunities presented by
having a modern transportation system. West Virginia has committed itself to doing
thl;alt by maximizing our State gas tax to leverage as much local investment as pos-
sible.

The State-Federal partnership fostered under TEA-21 has been one that has
greatly benefited the surface transportation system throughout the Nation as a
whole. The Governors are committed to maintaining a safe and efficient transpor-
tation infrastructure, and we urge the reauthorization of TEA-21. To meet that
goal, a number of important issues must be addressed and considered.

As this body debates the reauthorization of TEA-21, care should be taken to for-
tify and protect the Highway Trust Fund. This fund is the major financial mecha-
nism that redistributes dedicated highway related revenue . . . such as fuel taxes
and user fees to the States for maintaining and improving the nation’s transpor-
tation infrastructure. It is critically important that Congress and the Administration
take measures to ensure that the annual revenues to the Highway Trust Fund are
used for their intended purpose. This has been achieved during TEA-21 through the
workings of the Revenue and Aligned Budget Authority (RABA) Program. While this
concept is commendable, we now see that it is not working as efficiently as it could.
This program will provide a total of $4.1 billion more for infrastructure investment
than was anticipated when TEA-21 was first enacted; however, that figure rep-
resents the net effect of the very substantial increases the States enjoyed in fiscal
years 2000, 2001, and 2002. Between 2002 and 2003, the States may see their ap-
portionments of obligation authority from the Trust Fund drop by about 30 percent.
This translates into a $9.1 billion drop in Federal highway funding from the fiscal
year 2002 level. These figures are projected by the U.S. Department of Transpor-
tation based upon new projections of the Revenue Aligned Budget Authority
(RABA). The potential magnitude of a $9.1 billion funding decrease has the result
of nearly 144,000 jobs being lost over the next 2 years.

The longer term impact on the highway program could extend for a number of
years for two reasons. First, the sharp reduction will affect the ability of States to
use bond financing for construction. Second, the fiscal year 2003 funding numbers
would serve as a baseline for the calculations of the next reauthorization legislation.
These extreme peaks and valleys make it impossible to conduct a consistent, well-
planned investment program. Going into 2003, commitments to several road projects
around the country will have to be revisited, and contractors will be without work.
Since the redistribution of RABA funds have been based largely on revenue esti-
mates from year to year, I encourage the committee to pursue changes that ensure
that all Trust Fund revenues continue to be distributed to the States but in a fash-
ion that smoothes out the extreme peaks and valleys we will experience during the
TEA-21 period. States are in the process of researching solutions to achieve a more
stable and reliable distribution mechanism in light of new negative RABA projec-
tions. We would like to work with you and your committee to ensure a rapid and
bipartisan action.

Our States are responsible for the vast majority of the maintenance of our na-
tion’s roads and finance more than one-half of all public investments in surface
transportation. My fellow Governors are committed to maintaining a first-class
transportation system and continuing the partnership with the Federal Government
developed through TEA-21 . . . but in order to do that, it is important that each
State be granted the flexibility and authority to make the key decisions that affect
transportation.

The public transportation system is largely the responsibility of States and local
governments. It is important that the next authorization should not weaken or pre-
empt State authority. The Governors oppose unfunded mandates and urge Congress
not to impose new standards without a Federal financial commitment to the States
to offset any financial impact. Furthermore, the Governors urge the use of incen-
tives rather than sanctions to encourage the achievement of national goals.

The nation’s Governors strongly support sound environmental protection efforts.
It is important that TEA-21 has a strong environmental component; however, it is
important that States have the necessary flexibility to meet those environmental
guidelines. Reasonable and sound environmental policy can be achieved without sac-
rificing improved transportation and economic development. One area of frustration
for West Virginia that resulted in numerous major delays in important projects has
been Section 4(f) of the Department of Transportation Act of 1966. This section was
originally intended to protect certain highly valued recreational and natural re-
sources from significant impacts, which is certainly something I agree with. How-
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ever, over time the Section 4(f) requirements have been extended to cover historic
properties which are also protected under Section 106 of the National Historic Pres-
ervation Act. A complicated and rigid “avoid at all costs” mentality has developed
regardless of how insignificant the historical resource or impact. Eligibility has
broadened to include many properties that are in fact unremarkable. This “broad-
ening” at times includes very large districts surrounding the property. As you de-
bate reauthorization of TEA-21, I think this is an area that also needs some consid-
eration. This provision has led to many delays to vitally important projects and has
hindered the process of making transportation more accessible and safe.

The safety of our citizens on the nation’s roads is a major concern for the Gov-
ernors. While modern transportation systems have greatly helped reduce injuries
and deaths on our nation’s highways, safety programs should be strengthened.
States should be allowed to focus safety resources on their most pressing individual
safety needs. Implementing any new national safety standards without State in-
volvement will only complicate the process.

TEA-21 can be further strengthened through streamlining and eliminating ad-
ministrative processes that are duplicative. The recent Notices of Proposed Rule-
making (NPRM) released by the Federal Highway Administration (FHWA) and the
Federal Transit Administration (FTA) concerning streamlining regulations will com-
plicate TEA-21 rather than simplify it. I urge you to carefully consider any new ad-
ministrative guidelines that will only hinder the process. It is a waste of time and
resources to delay projects for unnecessary and burdensome administrative proc-
esses.

In conclusion, I hope my statements today offer some insight into the policy posi-
tions of the nation’s Governors. It is very important for all the States that TEA—
21 is reauthorized and the advice of the nation’s Governors is heeded in the process.

On behalf of the citizens of West Virginia, I urge you to take all that I have said
into consideration as this process continues. I believe for West Virginia to prosper,
we must have a modern transportation system. Many sound policies were put into
place in TEA-21. One of them was the commitment of direct contract authority from
the Trust Fund toward the completion of the long-promised Appalachian Highway
System. The completion of this system was promised 37 years ago to the people of
Appalachia. While the interstate system is now 100 percent complete, only 82 per-
cent of the Appalachian System is complete. These incomplete portions represent
some of the most dangerous segments of roads in the Trust Fund can the Appa-
lachian States be able to make meaningful progress on transportation.

Once again, thank you for the opportunity to be with you today on behalf of the
National Governors Association and the people of West Virginia. I would be happy
to answer any questions.

RESPONSE OF HON. BOoB WISE TO ADDITIONAL QUESTION FROM SENATOR JEFFORDS

Question. Governor, in your testimony, you said, “States should be allowed to
focus safety resources on their most pressing individual needs. Implementing any
new national safety standards without State involvement will only complicate the
process.” During enactment of the National Highway System legislation a few years
back, I worked to ensure that States had design flexibility so that roadways would
remain compatible with their surroundings. Can I infer from your statements today
that the Governors continue to favor such an approach?

Response. Senator Jeffords, the Governors appreciate the effort that you and oth-
ers have made to allow for proper State flexibility. We continue to strongly support
flexibility in roadway design. Every transportation situation is different and it is
very important that design flexibility be retained. I would strongly urge that you
continue to keep State flexibility in TEA-21. It is an important part of the process.

RESPONSES OF HON. BOB WISE TO ADDITIONAL QUESTION FROM SENATOR CAMPBELL

Question 1. Are there transportation related security projects in which your State
could use Federal funding as a result of September 117

Response. September 11th has forever changed the way this nation protects itself.
After the attacks, I heightened security across the State including monitoring and
patrolling of key transportation assets such as bridges, tunnels, and major inter-
changes. State Police and the West Virginia Department of Transportation, along
with other State agencies, used considerable financial resources to meet that chal-
lenge. While it is unlikely that all transportation infrastructure can be protected at
all times due to the length of roads, railroad, and pipelines, certain key assets and
segments should be protected and watched. Without Federal financial assistance, it
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is nearly impossible for the States to maintain that kind of security for any length
of time. I believe that assisting the States financially on all aspects of homeland se-
curity is vitally important to the nation’s national security.

Question 2. Would you support the creation of a specific highway security funding
category in the next reauthorization?

Response. Governors would certainly welcome Federal funding to assist with
homeland security costs related to transportation and other issues. However, it is
important that the revenue for this purpose not be diverted from the Highway Trust
Fund but come as a new revenue source. Simply creating a new security funding
category may only get in the way of building our nation’s roads if it does not include
funds above what is being dedicated for the purpose of building and designing trans-
portation projects. Frankly, there needs to be more focus on assisting the States fi-
nancially with homeland security in all areas and not just transportation. Better se-
curity should not come at the expense of continuing to improve our transportation
infrastructure. We need to find the financial resources to both continue transpor-
tation enhancements and improve homeland security.

RESPONSE OF HON. BOB WISE TO ADDITIONAL QUESTION FROM SENATOR GRAHAM

Question. You served in the House of Representatives during the development of
ISTEA and TEA-21, and come before us today as a Governor. After being on both
sides of the equation, what would be your top suggestion(s) on enhancing the coordi-
nation and cooperation between the Federal Government and State government?

Response. Efforts need to be continued to streamline the Federal review and ap-
proval process. Environmental concerns, air and water quality, historic issues, and
other important areas of concern should be handled by the lead agencies in those
areas. Without streamlining the process, duplication by multiple agencies will con-
tinue to unnecessarily delay important transportation projects. I alluded to an ex-
ample of the need for streamlining in my testimony. West Virginia has suffered
through numerous delays on very important highway projects because of the duel
consideration of historical sites. Eliminating administrative duplication and stream-
lining the process would be a major step forward in improving the nation’s transpor-
tation system.

RESPONSES OF RAY SCHEPPACH TO ADDITIONAL QUESTIONS FROM SENATOR JEFFORDS

Question 1. Your comments on the current fiscal condition of the States are very
informative and somewhat disconcerting. Please place those comments in context of
the history and future of the Federal surface transportation program. Specifically,
please address the following:

a) What share of the nation’s highway and transit investment has been born by
the States over the last 10 years?

Response. Transportation represents 8.8 percent of total State expenditures. In
2000, States spent $83.1 billion on transportation, a 4.1 percent increase from the
1999 level of $79.8 billion. Figures for capital spending on transportation by States
show actual 2000 expenditures of $37 billion. State transportation expenditures are
primarily funded from earmarked revenues (major source is gasoline tax) placed in
special transportation (highway) trust funds.

Question 1b. Has State spending on transportation as a percent of all State spend-
ing increased under ISTEA and/or TEA-21?

Response. State budgetary data indicates that States have increased transpor-
tation expenditures from fiscal year 1999 to fiscal year 2001. In fiscal year 1999,
State transportation spending totaled $79.85 billion; in fiscal year 2000, $83.14 bil-
lion; and in fiscal year 2001, %91.10 billion.

More specifically, in fiscal year 2002, State expenditures for transportation were
funded as follows: 1) 62.2 percent from other State funds; 2) 27.4 percent from Fed-
eral funds; 3) 5.6 percent from bonds; and 4) 4.8 percent from general funds.

The landmark Intermodal Surface Transportation Efficiency Act (ISTEA) legisla-
tion passed nearly a decade ago was the beginning of a true State-Federal partner-
ship in approaching the national transportation system. It acknowledged the grow-
ing need for integration across all levels of government and permitted States and
localities to have more flexibility in the use of Federal funds and allowed decision-
making authority at the State level. State flexibility was granted in determining
project eligibility requirements, allocating the required 20 percent State funding
match, and in leveraging Federal funding.
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Since the enactment of the Transportation Equity Act for the 21st Century (TEA—
21) in 1998, which increased Federal investment in highway and transit systems by
40 percent, States and localities have leveraged the guaranteed Federal funding to
maximize State specific transportation priorities. The increased level of Federal in-
vestment has allowed States to: 1) increase highway preservation and performance;
2) obtain record-levels of transit rider-ship; 3) decrease highway fatalities; 4) provide
transportation programs for Welfare-To-Work recipients; and 5) achieve a greater
level of fairness in the distribution of funds.

Question Ic. Have States raised additional revenues for transportation to com-
plement the increased Federal funding levels?

Response. Yes. Since fiscal year 1998, States have raised additional revenues by
increasing the State motor fuel tax rate. In fiscal year 2000, an additional $212.50
miﬁjon was collected; in fiscal year 1999, $22 million; and in fiscal year 1998, $462
million.

Currently, 11 States have variable rate motor fuel taxes which are adjusted at
specific intervals to sustain funding levels. Also, four States have provisions or “trig-
gers” in statute that would enable them to increase their State motor fuel tax rate
if the Federal tax rate should decrease. Other States would require State legislative
action to adjust fuel taxes.

Because TEA-21 made it possible for States to aggressively plan out and secure
State funding through innovative finance for new transportation projects, Governors
continue to take measures to fully put into action newly available Federal funds and
accelerate critical, but often-delayed projects. Such examples include:

» In Illinois, Governor George Ryan’s “Illinois First” initiative makes $10.5 bil-
lion available for highways and $4.1 billion for transit over 5 years.

» In California, Governor Gray Davis and the State legislature authorized $8 bil-
lion for a congestion mitigation program, which when matched with Federal and
local funds will commit $23 billion to 141 projects.”

Question 1d. In light of their present fiscal difficulties, will the States be able to
match the increased level of the Federal transportation program in FFY 2002?

Response. States are expected to match funding requirements for approved
projects in fiscal year 2002. However, in 2002, States that pre-finance with Federal
highway funding may need to reprogram, delay, and reconsider funding critical
transportation projects in light of the Administration’s fiscal year 2003 budget pro-
posal. For example, a cut in FY2003 spending from the current level would deleteri-
ously impact many States’ construction planning. Most States begin to plan this
time of year, enter into contracts near the beginning of the construction season, and
implement their 2003 budgets on July 1, 2000. Numerous States that pre-finance
with Federal funds expect a reimbursement very early in the Federal fiscal year to
continue for the next year’s planning. This means that a 27 percent fiscal year 2003
cut will have the effect of reducing expenditures well before July of this year.

Question le. Based on current forecasts, will the States be able to match a Federal
program funded at or above the TEA-21 level ($218 B) during the next reauthoriza-
tion period?

Response. Yes. States will continue to be a sound partner in maintaining and de-
veloping an integrated national transportation system.”

Question 2. Among the core principles of ISTEA and then extended in TEA-21
was a broad commitment to flexibility in meeting State and local surface transpor-
tation needs, ranging from highway and bridge improvements to pedestrian/bicycle
and public transportation needs. At the same time, we note that two-thirds of the
States have constitutional prohibitions on the use of State funds for intermodal in-
Ves‘%{ments, while TEA-21 emphasizes such flexibility in meeting transportation
needs.

Is there something that Federal law could do to incentivize States to revamp their
restrictions on the use of State funds to further promote flexibility in development
of a more balanced mix of surface transportation investments?

Response. ISTEA made it national policy to “encourage and promote development
of a national intermodal transportation system in the United States to move goods
and people in an energy efficient manner . . .” TEA-21 continued this precept and
directed that a study be conducted to review the condition of and improvements
made since the designation of the National Highway System (NHS) connectors that
serve seaports, airports, and other intermodal freight transportation facilities.

The evidence shows that despite the increased funding for intermodal connectors,
interconnectivity between all the modes of transportation in the areas of passenger
and freight mobility is still lagging.

Any future reauthorization legislation should recognize that States continue to
overcome challenges in implementing intermodal passenger and freight connector
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projects. Scarcity of funds, project eligibility and differing responsibilities and phi-
losophies between States, Metropolitan Planning Organizations (MPOs), and local-
ities creates a complex web in the decisionmaking process. An added dilemma is the
lack of quantitative tools that would allow States and local governments to properly
analyze and evaluate economic benefits of freight investment to the region and the
country. States believe that optimal management of the intermodal connectors can
be achieved when public, private and multi-jurisdiction elements are working col-
laboratively for a desired result.

I agree with the study’s finding that “as an incentive to freight project develop-
ment, additional funding for planning and coordination could be used to financially
support States and MPOs who are identifying, conceptualizing and planning for
freight projects . . .” and, such funding be made available via incentive grants to
agencies and areas that have demonstrated a commitment to intermodalism and
have meaningful private sector involvement.

The next surface reauthorization legislation should continue specific intermodal-
related programs such as the Transportation Infrastructure Finance and Innovation
Act of 1998 (TIFIA) credit assistance program for major transportation investments
of critical national importance, Intermodal Connectors Program, and the Surface
Transportation Program (STP).

STATEMENT OF HON. PETER CLAVELLE, MAYOR, BURLINGTON, VT

Thank you Chairman Jeffords, Ranking Member Smith, and members of the com-
mittee for the opportunity to appear before you today to discuss such an important
issue to the nation’s cities. I am Peter Clavelle, Mayor of Burlington, VT. Today I
am pleased to be here not only as a Vermonter, but also as a representative of the
National League of Cities.

The National League of Cities represents 18,000 cities and towns and over
140,000 local elected officials. NLC represents all cities, regardless of size—our larg-
est member is New York City with a population of 8 million, our smallest member
is De Graff, Minnesota with a population of 149. As the representative of the na-
tion’s local leaders, NLC has a vital interest in the reauthorization of the Transpor-
tation Equity Act for the 21st Century (TEA-21).

NLC’s Transportation Infrastructure and Services committee, one of seven stand-
ing policy committees, appointed a special TEA-21 Reauthorization Task Force
which recently completed a year-long rewrite of our surface transportation policy in
preparation for reauthorization. Our new policy was adopted by NLC’s full member-
ship at our annual meeting in December 2001.

In addition, NLC has joined other groups representing local officials to comprise
the Local Officials Transportation Working Group. The working group includes rep-
resentatives of city and county elected officials, public works professionals, develop-
ment organizations, and city/county managers. The working group was created to
provide a unified voice of local government for the reauthorization of TEA-21. We
look forward to working with the committee and our other Federal and State part-
ners throughout the reauthorization process.

In addition to representing NLC today, I am here of behalf on my city of Bur-
lington, Vermont. With a population of 40,000, Burlington is Vermont’s largest city.
I am currently serving my sixth term as Mayor, and just this fall I concluded a 2-
year term as President of the Vermont League of Cities and Towns. I also serve on
the Advisory Board of the United States Conference of Mayors.

PARTNERSHIPS

The title of today’s hearing is “Partners for America’s Transportation Future.” The
passage of the Intermodal Surface Transportation Efficiency Act (ISTEA) in 1991,
and its successor, TEA-21, in 1998, shepherded a new era of transportation partner-
ship in this country.

First, it forged a new partnership among Federal, State and local governments
by empowering Metropolitan Planning Organizations (MPOs) in the transportation
decisionmaking process. This elevation of the role of MPOs insured a more equal
partnership between local and State governments in both the planning and funding
decisions for transportation projects. This is a partnership that must be preserved
and strengthened in the process of TEA-21 reauthorization.

The second category of partnerships created by these two landmark laws is among
the modes of transportation to which the legislation allocates funding. The various
modes—automobile, trucking, transit, rail, ferry, bicycle, and walking—were chal-
lenged to become truly intermodal. We began to pursue the vision of creating a



54

seamless, uninterrupted system to accommodate the need to efficiently and equi-
tably serve our communities by transporting both people and goods.

In Burlington and Vermont, transportation partnerships facilitated by ISTEA and
TEA-21 have allowed us to build on a strong tradition of local planning. Working
through the Chittenden County MPO we have accessed funds to manage our plan-
ning activities on a local level, bringing transportation planning efforts to the front
porch and the neighborhood school gymnasium. We have also worked closely with
our Agency of Transportation in assuming management of many of our transpor-
tation projects. The city of Burlington today is managing the revitalization of a ne-
glected commercial street (North Street), improvements to our pedestrian mall (the
Church Street Marketplace), the design and construction of a major roadway (the
Champlain Parkway), the development of an intermodal transit facility, and the de-
sign and construction of a bike path.

These partnerships, local, State, and Federal are vital to the success of the na-
tion’s surface transportation program. As we begin to work on the reauthorization
of TEA-21, we must continue to work together to protect the program and ensure
that all levels of government, no matter how small, play a part in the process.

BUDGET ISSUES

As we embark on the reauthorization process, we must take into account the cur-
rent climate in Washington, DC and the Nation. These are tough economic times
and in the aftermath of September 11th, local officials are shifting priorities.

One of the greatest successes of TEA-21 was the establishment of a direct link
between gasoline taxes collected at the pump and Federal transportation spending.
Because of that landmark change in law, funding for the program was increased to
its highest levels in history. The Revenue Aligned Budget Authority (RABA) mecha-
nism guaranteed that even additional, unanticipated gas tax revenue must be spent
on the program. TEA-21 was a strong signal from Congress and the Administration
to the traveling public that the nation’s transportation system is an important pri-
ority.

Therefore, we find it very disturbing to hear reports that this year’s RABA levels
may be much less than anticipated in TEA-21. We look forward to the President’s
budget submission to Congress in the coming weeks and hope that a continued com-
mitment to infrastructure investment is demonstrated.

NLC supports the current budgetary mechanism in TEA-21 and we pledge to
work with you to protect the funding guarantees. We are, however, concerned about
the trend in recent years to redirect transportation spending to specific projects
through the appropriations process. NLC supports discretionary programs under
TEA-21 and would advocate that the process remain open for all to apply and com-
pete for those dollars.

TRANSPORTATION SECURITY

Following the tragic events of September 11th, the nation’s local officials have
been urgently reassessing priorities in their communities. In several NLC surveys
of municipal officials conducted after September 11th, 52 percent were reevaluating
their emergency preparedness plans. Respondents reported immediate shifts in city
priorities to security issues, moving personnel to protecting transportation facilities,
water supply facilities, nuclear power plants, schools, and government buildings. At
the Burlington International Airport, we have more than doubled the number of po-
lice officers providing security.

In addition, the survey results show that fiscal conditions are worsening for many
municipalities, with a 4 percent decline in revenue after September 11th and an
over $11 billion decline nationwide. 43 percent of cities say they are “less able” to
meet their financial responsibilities after September 11th.

In my own city, revenues are projected to increase by a very modest 1 percent
for the next fiscal year. Simply to maintain our current level of municipal services
will require a 4-percent increase in expenditures.

Cities nationwide are shifting valuable resources to public safety expenditures;
with over half (51 percent) of the cities reporting they are increasing spending on
public safety and security. The majority of cities surveyed reported they would re-
duce spending in other areas to meet the new public safety funding gap. This means
cities may have to postpone or cancel some needed transportation projects to shift
funding to security. This March, Burlington voters are being asked to approve a 6-
cent increase in their property taxes to maintain and improve fire and police serv-
ices.

We want to highlight this trend to underscore the need for protecting the valuable
gains of TEA-21, while considering how transportation security issues could be part
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of the next reauthorization bill. The shifting of local revenue to a public safety re-
lated budget is unavoidable. The question becomes, what will be the role of the next
Federal surface transportation program in homeland security? Will the Federal Gov-
ernment be able to offer greater assistance to cities to meet their needs?

LOCAL PRIORITIES FOR TEA—21 REAUTHORIZATION

A recent survey of local officials conducted by Public Technology, Incorporated, a
non-profit technology organization supporting local governments, found that:

e 62 percent of respondents (local officials) indicated that congestion is a major
political issue in their community; and

¢ 64 percent of respondents claim that transportation has a significant impact in
their community and their citizens’ quality of life.

NLC members identified congestion as a major concern when they created the
TEA-21 Task Force to review NLC’s surface transportation policy. The Task Force
spent last year developing new policy priorities for the reauthorization of TEA-21.
The themes of funding, flexibility, and intermodalism, permeated the discussions
about congestion and the future of the surface transportation system.

FUNDING

As previously mentioned, NLC supports the current budget mechanism developed
in TEA-21, which directly links transportation user fees to transportation spending.
We call for all transportation taxes, including those levied on gasohol and alter-
native fuels, to be deposited into the highway trust fund. To that end, we are sup-
portive of the Highway Trust Fund Recovery Act, (S. 1306), sponsored by Senate Fi-
nance Committee Chairman Baucus.

NLC supports the Federal—State financial matching relationships that currently
exist and opposes any reduction of the Federal financial commitments. States and
localities that want to provide greater financial resources than the minimum re-
quirement, such as a transit new start project, should receive higher priority for
Federal funding.

In addition, we support innovative financing programs and techniques such as
tolls, State Infrastructure Banks (SIBs), and the Transportation Infrastructure Fi-
nance and Innovation Act (TIFIA). These programs support the development of pub-
lic—private partnerships and provide creative ideas for meeting the infrastructure
needs in our cities.

FLEXIBILITY

NLC supports local flexibility to design, manage, and operate cities’ transportation
systems. No “one size fits all” surface transportation program will be able to meet
the needs of the traveling public in the diverse regions of the country. Local officials
are on the front lines and therefore better able to develop strategies to deal with
transportation challenges in their communities. ISTEA and TEA-21 embodied these
themes and we look to the committee to continue this commitment through the re-
authorization process.

Many programs in TEA-21 have supported localities’ innovative solutions to con-
gestion and gridlock. Whether a positive change in the system comes from an added
lane on the highway, a new bus route, a bike path, a pedestrian walkway, a tele-
commuting program, or something as simple as better traffic signal timing, commu-
nities are thinking of new ways to increase quality of life by reducing daily commute
times.

To continue to provide the most options to local governments, NLC supports the
continuation of the Congestion Mitigation Air Quality program (CMAQ), Transpor-
tation Enhancements program, the Transportation and Community and System
Preservation Pilot Program (TCSP), and the Intelligent Transportation System pro-
gram. These programs have made a huge impact on localities and had a positive
effect on quality of life.

In Vermont, the Transportation Enhancements program is so popular that we
have programmed 133 percent of available funds. In Burlington, we have benefited
from several of the programmatic innovations contained in ISTEA and TEA-21. We
have utilized the Enhancements program to launch the revitalization of an historic
commercial center along North Street. We’ve implemented street lighting upgrades
and streetscape improvements. We've benefited from TCSP funds for improvements
to the Church Street Marketplace. Congestion Mitigation Air Quality (CMAQ) fund-
ing has enabled us to try new approaches to solve downtown parking and transpor-
tation problems. We have also made key additions to our local and regional bicycle-
pedestrian system, providing bike shelters and placing bike racks on buses.
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In addition, NLC believes that to maintain economic viability, congestion mitiga-
tion programs must be available to cities and towns. A comprehensive, Federal
funding program to address congestion would foster project innovation, enhance
intermodal planning, promote savings in infrastructure investment, and increase
the livability and economic viability of communities across the country. NLC urges
the committee to consider the development of a congestion mitigation program that
recognizes that congestion is a local issue and provides direct funding to cities and
regions of all sizes to address related problems in their communities.

NLC believes that a congestion mitigation program may help alleviate future air
quality issues in many areas. We recognize that many metropolitan areas are cur-
rently not in attainment under the Clean Air Act. In addition to a metropolitan con-
gestion program, we remain strongly committed to a Federal funding program, like
CMAQ, for non-attainment areas to address emissions from mobile sources.

Additionally, NLC supports streamlining the Federal transportation project deliv-
ery process to help reduce unnecessary delays in implementation, which will allow
for more effective and efficient use of Federal funds. We look forward to working
with the committee and the Administration to achieve a positive change without
harming the environment or sacrificing citizen participation in the process.

INTERMODALISM/MULTI-MODALISM

It is essential that the nation’s transportation system be seamless, with com-
plimentary and supportive relationships amongst all modes. Both freight and pas-
senger transportation should be facilitated by the right mix of multi-modal connec-
tors, minimizing the disruption associated with movement through high density
areas, especially at peak times such as “rush hour”.

NLC strongly supports Federal programs, which fund different transportation
modes such as the Federal transit and rail programs. Passenger rail—commuter
rail, inter-city rail, high-speed rail and MagLev—provides communities with other
options to consider as part of a transportation and smart growth plan. In my small
city, commuter rail service has been instituted.

We support funding to both preserve existing transit systems and for New Starts.
In addition, we support a change in the law to allow States and localities to use
TEA-21 dollars for inter-city passenger rail. We support the development of a na-
tional high-speed rail network. NLC joined our local and State partners in sup-
porting the High Speed Rail Investment Act, (S. 250), which is pending before the
Senate Finance committee.

Federal policies should encourage “closing the gap” of independent modal ele-
ments of the transportation system, with the goal of ensuring that efficient connec-
tions are available for the movement of people and goods. Accordingly, NLC sup-
ports the development of intermodal facilities and would recommend that projects
shown to improve the efficiency of the connecting modes of intermodal facilities
should be recognized as a matter of national significance. Specifically, we would ask
the committee to examine the intermodal system and determine if a specific funding
program may be needed to help alleviate congestion.

In Burlington we will break ground this fall on an intermodal transit facility that
will provide seamless connections for regional transit, passenger rail, bicycle, and
lake ferry services. This facility and all of its interconnected modes will make our
waterfront accessible to greater a number of visitors-without overwhelming it with
automobiles.

CONCLUSION

In conclusion, the nation’s local elected officials stand ready to work with you
throughout the reauthorization of TEA-21. We understand the delicate balance
among the priority objectives all of the partners from the Federal, State, and local
levels testifying before the committee today. The National League of Cities is com-
mitted to working with our partners to help develop the next surface transportation
program. We value our seat at the table in this process and accept the responsibility
of planning and implementing innovative transportation strategies to meet the
needs of our citizens.

It is clear to us that congestion remains one of the nation’s top complaints and
is affecting quality of life. In addition, safety and security have become top priorities
in this new post-September 11th climate. We believe the Federal Government can
strike a balance between protecting our citizens and enhancing their quality of life.
We continue to strive for an innovative, intermodal, and multi-modal transportation
system.
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RESPONSES OF PETER CLAVELLE TO ADDITIONAL QUESTIONS FROM SENATOR
NIGHTHORSE CAMPBELL

Question 1. Are there transportation related security projects which your State or
community could use Federal funding for as a result of 9/11?

Response. First, the most significant transportation related security challenge fac-
ing the city of Burlington as a result of 9/11 relates to airport security. The city of
Burlington owns and operates the Burlington International Airport. The Burlington
Police Department is responsible for policing this facility. A total of 1.1 million pas-
sengers utilized the airport in 2001.

After September 11, security at the Airport has been significantly increased. The
number of police officers assigned to the airport has been increased from four to
fourteen. Vermont National Guard personnel have been deployed to inspect vehicles
at the entrance to the airport parking garage and to generally supplement existing
security forces. Federal funding of the National Guard’s presence at the Burlington
International Airport is being terminated effective April 1, 2002. The additional se-
curity related expenses to be incurred by the City at this small airport are esti-
mated to be $650,000 per year. These costs will be passed on to the airlines and/
or consumers. Additional Federal funding to offset these expenses would be most
welcome.

Second, 9/11 has demonstrated the importance of offering a national transpor-
tation system that is multi-modal and diverse. Among the highest priorities of the
city of Burlington is the improvement of both rail infrastructure and rail service to
our community. We are committed to expanding commuter rail service, extending
Amtrak service, and reducing freight-carrying truck traffic on our streets and high-
ways. We also look forward to the creation of high-speed rail corridors servicing our
city and connecting communities across our Nation.

Mayors across America, from cities large and small, believe a national rail policy
is essential for our economy and our security. We cannot depend too heavily on any
single mode of transportation. I urge Congress and the Senate EPW Committee to
support the re-authorization of Amtrak and increased investment in our nation’s
rail system.

Question 2. Would you support the creation of a specific highway security-funding
category in the next reauthorization?

Response. The National League of Cities established a Working Group on Home-
land Security in January to be a front line resource on homeland security to help
define the new role of local governments in national defense and what those new
responsibilities require in terms of Federal support, intergovernmental partnerships
and local budgets. Former Dallas, Texas Acting Mayor Mary Poss and Dearborn,
Michigan Mayor Michael Guido are leading the Working Group.

NLC’s Transportation Infrastructure and Services Committee will be deliberating
throughout the summer with the Working Group to identify the needs of local gov-
ernments for transportation security. Through multiple surveys, NLC has deter-
mined that cities are drastically increasing funding to public safety operations to
protect vital city services including transportation. The most recent NLC survey re-
vealed that cities expect an increase of 62 percent in first responder overtime costs
and a 26 percent increase in new public safety equipment purchases and security
upgrades.

Local emergency response and evacuation plans include a transportation system
component. Surface transportation systems can be considered a potential target, like
a transit system or bridge infrastructure and provide the tools for a successful evac-
uation of a downtown, such the Washington DC metro system did on 9/11. This un-
derscores the importance of protecting these facilities. NLC believes that TEA-21
programs like the Intelligent Transportation System (ITS) program will be integral
to increased transportation security in the nation’s cities.

The ability of local government to use technology, through a program like ITS,
to coordinate communications among local transportation agencies, public safety of-
ficials, and the public is vital to saving lives in an emergency.

We look forward to working with the EPW Committee throughout the year to de-
termine whether a specific security-funding category will be needed in the next sur-
face transportation law.

STATEMENT OF HON. BRENT COLES, MAYOR OF BOISE, ID

Mr. Chairman and members of the Senate Committee on Environmental and Pub-
lic Works, I am Brent Coles, Mayor of Boise, Idaho.
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I appear today on behalf of The U.S. Conference of Mayors where I serve as the
Conference’s immediate past president and member of the executive committee. The
Conference of Mayors represents more than 1,000 cities with a population of more
than 30,000.

Mr. Chairman, I want to thank you and other members of this panel for holding
these hearings today, as we approach the next phase of “Transportation Equity Act
for the 21st Century” or TEA-21.

On September 11 the world witnessed an attack on America that was unimagi-
nable. The attacks instantly revealed the importance to our national security of a
balanced, multi-modal, resilient, and secure transportation system. While our trans-
portation agencies and businesses struggled heroically to deal with the tragedy,
many travelers did not make it home for a week. Securing our transportation sys-
tem is viewed as a prerequisite to eliminating the anxiety that has accelerated the
nation’s economic downturn and to achieving economic security for the Nation.

Fortunately, we have tools to deal with this crisis, provided by visionary Federal
transportation laws known as ISTEA and TEA-21. TEA-21 provided the resources
necessary to make investments in our transportation network that enabled imme-
diate and quick emergency response.

In the weeks since that attack, mayors across the Nation have mobilized the local
resources provided through TEA-21 to protect their citizens in the event of further
terrorist activity. The national security benefits of ISTEA were hardly anticipated
when the bill was passed 10 years ago, but the events of 2001 demonstrated the
critical importance of this law. As they always have done in times of crisis, mayors
assumed visible leadership roles, both in their cities and throughout their metropoli-
tan regions. They have engaged in critical examinations of the local, State and Fed-
eral resources, as well as the security infrastructure that exist to do this.

Now, as the Nation recovers from the tragedy of September 11, America’s mayors
stand ready on the domestic front lines at assist in every way possible. We are the
“domestic troops” in the war on terrorism, as Conference President Marc Morial of
New Orleans has stated. The wealth of resources provided by TEA-21 has most cer-
tainly strengthened our ability to do this.

OVERVIEW

When Fort Worth Mayor Ken Barr, the Conference’s Transportation and Commu-
nications chair, testified before the subcommittee last April, his statement high-
lighted a number of issues pertaining to TEA-21. I will speak to these issues and
others in more detail in my testimony.

As a starting point, I want to emphasize a statement by Mayor Barr, which cap-
tures the Conference’s broader view on TEA-21. He said, “TEA-21 certainly pro-
vides the tools and the laboratory, but it doesn’t guarantee success. This is up to
local elected officials working with the Governors and State transportation officials
to use the tools you have provided.”

We commend this committee and others in Congress and the Administration, for
providing us with the opportunity under TEA-21 to meet our surface transportation
challenges. Mr. Chairman, I know that in your capacity as Senator of Vermont, you
are one of the pioneers of the concept of transportation-oriented development. Trans-
portation touches every aspect of our modern lives. We thank you for your leader-
ship in this area.

I am here to provide context for our views on where we are today with the imple-
mentation of TEA-21. Many of the issues highlight the importance of cities to the
success of the TEA-21 partnership.

NEW IDEAS INFLUENCING TEA-21 DECISIONS

(By Mayor Ken Barr, Ft. Worth, TX)

First, I would like to call your attention to several emerging issues that have con-
siderable bearing on the committee’s review of TEA—21 implementation.

First, let me talk about the Conference’s work on developing new information on
the role of city/county metro economies in fueling U.S. economic growth. Since 1999,
we have released annual data, prepared by Standard & Poor’s DRI, which measures
the Gross Metropolitan Product (GMP) figures for the nation’s city/county metro
areas.

As the focal points of economic activity, metropolitan areas are vital to the na-
tion’s continued economic development. The contribution of metro areas to the na-
tional economy has increased over the last decade, a trend that is expected to con-
tinue over the next 25 years.
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If they were counted as a single country, the gross product of the five largest U.S.
metropolitan areas ($1.59 trillion) would rank fourth among the world’s economies,
trailing only the U.S. ($9.96 trillion), Japan ($4.6 trillion) and Germany ($1.87 tril-
lion). The importance of metro area economies can also be illustrated by their size
relative to the output of U.S. States. The gross product of the 10 largest metro areas
exceeds the combined output of the 31 smallest States. In the study, we found that
47 of the top 100 economies in the world are U.S. city/county metro areas.

The size of metro area economies illustrates their importance to the Nation. Mr.
Chairman, the implications of this information for Federal and State policymakers
are far-reaching. There is no doubt in my mind that the resources provided by
ISTEA and TEA-21 have played a significant role in the economic vitality of cities
and metro regions. The Conference stands ready to work with you and this com-
mittee as you craft future surface transportation policy.

MAYORS’ VIEWS OF TEA—21 IMPLEMENTATION

In anticipation of this discussion, we recently surveyed a group of mayors, prin-
cipally those serving on the Conference’s transportation committee, to solicit their
general views on how the TEA-21 is working. Let me provide a quick review of the
responses from 40 mayors who completed the survey.

Nearly one-half of the mayors indicated that under TEA-21, their State had com-
mitted additional funding or planned to commit additional funds to local projects of
particular priority to the city or region. When we asked if their metropolitan plan-
ning organizations (MPOs) had set any targets for fair share funding under TEA—
21, one-half of the respondents said yes.

Based on the survey, it appears that States are reaching out to local governments
under TEA-21. Seventy percent (70 percent) of the respondents indicated that their
Governors or State transportation officials had contacted them about new funding
available under TEA-21. However, only 40 percent of mayors have been asked to
participate in a State process to decide funding priorities for TEA-21 dollars.

When asked to indicate the single most important surface transportation priority
in their city or region, the mayors’ top three responses were System Preservation
at 35 percent, Congestion Relief at 20 percent and New Rail Projects at 15 percent.
The remaining 30 percent of the responses included alternative transportation, new
freeways, freeway expansion, transportation access to brownfield sites, safety,
bridge repair and major road widening. Mayors were asked to write the response,
rather than choosing from a list.

I do not think mayors can overstate the importance of infrastructure to the eco-
nomic health of our cities and regions and transportation infrastructure is clearly
one of our highest priorities.

TEA—21 IS WORKING

Treasure Valley Partnership

Though suburban sprawl may conjure up visions of LA or Phoenix, the rugged,
southwest corner of Idaho also faces significant traffic and air quality problems
stemming from rapid growth. During the past decade, Boise, Idaho had the second
highest growth rate in the country.

For the first time, our residents began to think seriously about transportation
issues. Our legendary “rush-minutes” lengthened and people began to experience
longer, less tolerable commutes. Policy makers began to look at ways to protect our
quality of life from the impacts of sprawl. Our highly conservative region began to
discuss ideas like transit oriented development, protection of open space, and com-
muter rail.

Four years ago, we formed a working group called the Treasure Valley Partner-
ship. The Partnership consists of mayors and commissioners from general purpose
governments in two counties. This group embodies the collaborative principles set
out in TEA-21. As a Partnership, we have brought together business, community
groups, and local government to make new connections between transportation and
land use. I believe that our entire process of governance in the region has been im-
proved and policy decisions are made in more informed and strategic manner, so
that all citizens are better served.

The Partnership began to look seriously at what our region will look like at full
build-out. For the first time, we put our comprehensive plans side by side to see
if they are consistent with each other. Our planning staffs have begun to talk more
and cooperate more. OQur transportation plans have more regional buy-in.

The Partnership has directly benefited from TEA-21. Working in collaboration
with Idaho Smart Growth and our MPO, we obtained a $500,000 grant for a
visioning process that has engaged the entire region in a discussion of sprawl and
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traffic, and their link to land use. The money has been leveraged with other grant
funds to conduct pilot projects which model the conclusions of the broader study.

Based on the principles of TEA-21, the city of Boise purchased more than 18
miles of railroad track and right-of-way that was about to be abandoned by Union
Pacific Railroad. We used general fund property tax dollars for this purchase, even
though the track is located entirely outside our corporate city limits. We raised pri-
vate funds to purchase Boise’s historic train depot. We did this to preserve the infra-
structure that will be needed someday for commuter and passenger rail service in
our region.

The residents of our two-county area went to the Idaho Legislature for the author-
ity to establish regional transit programs. Then, voters overwhelmingly approved
creation of a regional transit authority. We have yet to be given a dedicated funding
source by the Legislature, but Boise City has provided funding to hire an executive
director and we are allowing the regional transit authority to assume operation of
our bus system.

This is progress that would not have occurred without the guidance and encour-
agement provided by ISTEA and TEA-21. There is more to be done, but we believe
we are on the right track.

CLOSING COMMENTS

Now, Mr. Chairman, last Friday I was informed of the potential $9 billion short-
fall in TEA-21 allocations to the States for fiscal year 2003. If the shortfall is passed
onto States, the funds allocated under TEA-21 in fiscal year 03 would be less than
the base amounts promised to States for highways and transit. As you might imag-
ine, this would have serious repercussions. The State of Idaho, for example, would
lose more than 25 percent of our Federal transportation funding. California would
lose $741 million dollars and Texas would lose $626 million. It’s estimated that na-
tionwide we would lose an estimated 144,000 jobs by fiscal year 04.

I know that this is new information and that the impacts of the shortfall have
yet to be fully explored. I pledge to you the assistance of the Conference of Mayors
as you work toward resolution of this issue.

Mr. Chairman, the issues I have discussed today affect all of our cities. Our cities
as neighborhoods—protecting quality of life—and our cities as regions—competing
in a global economy—must have transportation funds as tools to carry out our re-
sponsibilities within the regional context. In our region, adequate funding and air
quality constraints continue to hamper our potential success. You have the oppor-
tunity to permit us to respond better to both our responsibilities to enhance quality
of life and increase competitiveness in a world economy.

The nation’s mayors believe in the ISTEA partnership, and look forward to the
opportunity to build upon this success under TEA-21.

Mr. Chairman, as you move forward on TEA-21 Reauthorization, you can count
on the mayors’ active participation and support. Thank you for this opportunity to
present our views.

STATEMENT OF CHRIS HART, COUNTY COMMISSIONER, HILLSBOROUGH COUNTY, FL

Good morning Mr. Chairman and members of the committee, I am Commissioner
Chris Hart, County Commissioner of Hillsborough County, Florida. Today I am rep-
resenting the National Association of Counties (NACo)! where I serve as chairman
of its transportation steering committee. On behalf of NACo, I want to thank the
committee for inviting me to appear before you on the topic of TEA-21 reauthoriza-
tion. I am delighted to share this panel with West Virginia’s Governor Wise, Mayor
Clavelle of Burlington, Vermont, and Mayor Coles of Boise, Idaho. My county seat
is in Tampa, where I directly represent over 1 million citizens on the central West
Coast of Florida. It is an urban center of seven counties with over 3.5 million people.
It is also the economic engine of the Tampa Bay region, in great measure because
of our focus on improving the transportation network, and our major international
air and seaports that connect us to the global economy. On a lighter note Senators,

1NACo is the only national organization representing county government in the United
States. Through its membership, urban, suburban and rural counties join together to build effec-
tive, responsive county government. The goals of the organization are to improve county govern-
ment; serve as the national spokesman for county government; serve as a liaison between the
nation’s counties and other levels of government; achieve public understanding of the role of
counties in the Federal system.
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if you haven’t had a call for the head coach position of the Tampa Bay Buccaneers,
rest assured you will—everyone else has!

NACo has a broad interest in transportation policy. NACo has been very active
over the past 50 years in assisting Congress in developing legislation that benefits
our member counties, as well as our partners in the cities and States. Much of our
focus has been on the highway program for the simple reason that counties own 44
percent of the nation’s highway mileage and 45 percent of the nation’s bridges. With
3,066 counties in our vast nation, NACo’s membership is diverse. It’s in America’s
thousand urban counties where both economic and population growth is occurring.
Metropolitan counties, or in urban centers like my home on Tampa Bay, account for
84 percent of the gross domestic product, and have over 125 million people living
in just 100 of the most populated counties. Strong economic growth will occur only
with a sound transportation system. Of course, the downside of that growth has
been increasing traffic congestion, which at times threatens our quality of life and
deprives citizens of their ability to move around in a safe and efficient manner. Con-
versely, there are two thousand rural counties with a dwindling tax base that must
maintain and improve their highway and bridge systems if they are just to remain
competitive in today’s economy and retain their current population.

TEA-21 and its predecessor, ISTEA, have been very helpful to our members and
to our Nation as a whole. There is little doubt in my mind that these programs have
contributed to the overall economic growth that our Nation experienced in the last
decade. ISTEA, in 1991, began a trend to increase the Federal investment in the
highway program, and TEA-21 provided a 40 percent boost. The increase was need-
ed and we have seen the benefits. For example, last year the State of Florida appro-
priated over $1 billion for a combination of improvements to the local, State, and
Federal transportation system in the Tampa Bay region. This was a direct result
of increased funding because of TEA-21. The leadership of NACo supported the
funding increase for transportation in TEA-21, and fought hard to support the fi-
nancing changes in TEA-21 that made this level of spending possible. It would be
an economic disaster if Congress were to eliminate the firewall established in TEA—
21 or began to use the Highway Trust Fund to either finance other programs or
mask the deficit. Mr. Chairman and members of the committee, the financing deci-
sions made in 1998 were the right ones!

Let me also add that I also believe that our highway infrastructure performed
well on September 11 and in its aftermath. We should all remember that the Fed-
eral highway program was begun to ensure our nation’s defense. While the tragic
events of last September were never anticipated, the security function of our high-
way and bridge system worked. When NACo’s Homeland Security Task Force met
for the first time in October, it was Secretary of Transportation Noman Mineta,
along with Governor Tom Ridge, that the task force wanted to hear from.

Aside from funding, the key change in highway legislation over the last 10 years
has been the creation of a flexible program that has relied on greater input from
local elected-government officials. The result has been better planning, better deci-
sionmaking on project selection, and better projects. It is likely that the Federal
Government will continue to spend substantial Federal resources each year on high-
ways and bridges, and that makes it essential that both local and State government
leaders sit together at the table when decisions are made. The reauthorization of
TEA-21 should continue and accelerate that partnership. ISTEA required coopera-
tive decisionmaking through the metropolitan planning organization (MPO) process
on how surface transportation program funds, the most flexible category, were to be
spent. TEA-21 continued that requirement; and that legislation also called for co-
operation and consultation between State and local decisionmakers in other Federal
highway programs. TEA-21 expanded this to rural areas and statutorily called for
a consultation process in each State for obtaining rural local officials input in the
statewide transportation plan. I must add that while some States have a process
and the Federal Highway Administration did issue guidance on this change to its
field offices, the U.S. Department of Transportation has yet to issue final regula-
tions on rural planning requirements.

Last fall, I established NACo’s TEA-21 Reauthorization Task Force under the
able leadership of my colleague Commissioner Glen Whitley from Tarrant County,
Texas. Mr. Chairman, he and our staff have been diligent in their efforts, have met
several times with members throughout our country, and are now in the process of
finalizing NACo’s recommendations for TEA-21 reauthorization. However, I am con-
fident that I can state without reservation that environmental streamlining will be
a top issue for our members. Also, I want to be very clear that we will not be calling
for the repeal of any of our nation’s environmental protection laws. Rather, we will
be recommending that the reauthorization include provisions that ensure projects
are completed in a timely and efficient manner, and the delays in the current sys-
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tem that unnecessarily slow down projects are eliminated! Simply put, Mr. Chair-
man and committee members, we are asking for a concurrent process, rather than
an uncoordinated, sequential one. In the broadest sense, this means that we need
to get all the players in a project involved at the outset. This means the local elected
officials, State DOTs and its other regulatory officials, all Federal agencies having
a role to play, as well as the environmental community, and most especially, the
affected citizens. No one should be ignored, and no Federal agency should be al-
lowed to operate independently of the other participants. In my State of Florida, for
instance, this effort is a work-in-progress, but it will not be successful without col-
laboration from the Federal Government.

Congestion will be another key policy issue that Congress must address in the re-
authorization. Urban counties, their citizens, tourists, and our commerce are stran-
gling on congestion. Time, money, and productivity are all lost when commerce, the
American commuter and tourist are stuck in traffic. There is no one solution, except
that we must apply common sense to the challenge of congestion. Solutions must
be found through very close State-local cooperation. Congestion occurs on county
highways, not just on the State networks. We must remember that we have a sys-
tem of highways, and when one part of the system breaks down, the others are af-
fected too. Any new legislation should provide for those highways and streets we
have now, to ensure they are properly maintained, so that they can move traffic
safely. We must invest more money in highways to guarantee that our current sys-
tem 1s maximized. We know that as much as 50 per cent of congestion occurs due
to breakdowns and accidents on the roadways. Therefore, we must be smart enough
to establish simple, efficient methods for getting these incidents resolved quickly.
Here again, Federal agencies and their resources can partner with local and State
government to save time, money, and lives. We need to have systems and proce-
dures in place that include all the various agencies involved in incident manage-
ment; from the highway departments, police, fire/rescue, to EMS and wrecker serv-
ices, all communicating with one another. We can do better. Let me illustrate. How
many times have you seen a breakdown or accident in one lane of traffic, with emer-
gency vehicles taking up the other lane or lanes, and if we’re really lucky, perhaps
we are able to pass after an hour or so in morning and evening rush hour traffic.
Systems and procedures for incident management could go a long way toward reliev-
ing congestion. Another key to relieving congestion and moving traffic is signaliza-
tion. We have all been on highways where the signals are coordinated and traffic
flows. We have also been on roads where we are stopping at every red light. Many
local governments need additional resources to modernize traffic signals. The good
news is that electronic signals, and now Intelligent Transportation Systems, or ITS
as it’s commonly called, are giving us an 8 to 1 return on our investment as com-
pared to other alternatives. By the way, what we don’t need are automatic signs
that say “congestion ahead” when we are already caught in traffic, or where there
are no alternative routes.

Now, Mr. Chairman, I would finish my remarks by addressing a major concern
we all share, rural roads. Rural roads are in need of substantial Federal investment.
Safety is the primary reason. According to a U.S. General Accounting Office report
in July 2001, rural local roads had the highest rate of fatalities per vehicle mile
traveled of all types of roadways-over six times that of urban interstates. In 1999,
over 25,000 fatalities occurred on rural roads across the United States; and that fig-
ure was 2.5 times greater than the fatality rate from accidents on urban highways
in areas like Las Vegas, Miami, St. Louis, and Cleveland. If Congress wants to re-
duce auto fatalities, there is no better investment than on roads in rural counties.
Because rural roads are the most dangerous roads in America, and are the most
costly in human lives, NACo will be proposing a new program to address rural road
safety in the coming months. Rest assured, Mr. Chairman, that we would work
closely with your committee in developing it.

Mr. Chairman, this concludes my testimony. I thank you and the committee for
the opportunity to be here today, and would be pleased to answer your questions.

RESPONSES FROM CHRIS HART TO ADDITIONAL QUESTIONS FROM SENATOR GRAHAM

Question 1. I wholeheartedly agree with your assessment that Incident Manage-
ment Agreements could help ease congestion. Could you offer examples of where
they have been implemented and worked, or where congestion has worsened be-
cause of a lack of coordinated response to traffic accidents?

Response. The State of Florida has 10 freeway incident management teams and
52 community traffic safety teams. Florida also created a statewide Traffic Incident
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Management Steering Committee to improve the management of incidents on our
highway system.

Incident management also relates to the issue of highway security. Our awareness
of ensuring the security of our highways and ability to prepare for and respond to
unexpected catastrophic events has been heightened since 9/11. The same organiza-
tional arrangements, training, communication systems, and procedures that one
would need to manage traffic incidents would be similar to those needed to address
highway security. Intelligent Transportation System technology must be a key ele-
ment in addressing this need.

Question 2. I share your concern that the environmental streamlining regulations
are still not finalized, and I plan to encourage DOT to come forward, at the appro-
priate time, with regulations that reflect what we hoped to do in TEA-21. I hope,
however, that we are moving toward an era of increased cooperation even without
the regulations. What have been your recent experiences, either in Florida, or
through your leadership with NACo, of infrastructure projects being stymied by lack
of coordination between different agencies? Is the coordination effort improving,
staying the same, or getting worse?

Response. Florida is a leading State for the area of environmental streamlining.
Section 13098 of the TEA-21 reflected Congress’ concerns about delays, unnecessary
duplication of effort and added costs often associated with the current process for
reviewing and approving transportation projects called “environmental stream-
lining”. This legislation challenged the Florida Highway Administration and Federal
Transit Administration to implement a more efficient transportation planning and
review process. Florida was selected as a pilot State for developing and imple-
menting a streamlined planning and project development process.

To date, Florida has developed a more efficient process, the Efficient Transpor-
tation Decision Making process, which uses available information starting at the
long-range planning stage. It is also designed to encourage earlier and ongoing co-
ordination among agencies to ensure the understanding and development of satis-
factory approaches to addressing environmental issues with the goal to ensure time-
ly permitting as early in the process as possible. Florida is attempting to make the
National Environmental Protection Act (NEPA) and the environmental process a
single process, and not create a situation where agencies review the environmental
work during the NEPA process and then revisit the project again during the permit
process.

With this process, Florida hopes to avoid the problems it has encountered in sev-
eral major projects. One example that is very familiar to Senator Graham is the pro-
posed expansion of US1, from Florida City into the Florida Keys. This project was
challenged by the Army Corps of Engineers and still awaits resolution of the envi-
ronmental issues. Another example is the extension of SR 7 in Palm Beach County.
Planning for this four-mile extension of SR 7 that passes through sensitive environ-
mental lands moved forward with the planning and project development with no
resolution of the issues. In both of these cases, millions of dollars were spent only
to have the projects stopped or withdrawn when environmental concerns could not
be resolved. The Efficient Transportation Decision Making process would hopefully
identify these issues much earlier in planning and the project development phases
before expensive project development and design phases proceed.

RESPONSES OF CHRIS HART TO ADDITIONAL QUESTIONS FROM SENATOR CAMPBELL

Question 1. Are there transportation related security projects which your State or
community could use Federal funding for as a result of 9/11?

Response. Florida’s geographic location and extensive coastline presents security
challenges to Florida’s ports and communities. In addition, our State’s reputation as
a major tourist destination and commercial center generates significant air traffic.
Florida’s ports and airports are committed to providing the citizens of surrounding
communities the utmost safety and security.

Specifically, the Florida statewide Ports Council submitted a statewide Port Secu-
rity Issue projects list to the Florida Transportation Outreach Program Advisory
Council. This project could be in turn submitted for Federal funding. All major air-
ports have been actively working to meet and integrate new federally mandated se-
curity procedures. Part of these funds will come from the Federal Aviation Adminis-
tration and U.S. Department of Transportation. Specific airports are seeking addi-
tional funding such as Tampa International Airport’s new Passenger Facility
Charge Application which will provide roughly $9 million to accommodate modifica-
tions to existing facilities to implement 100 percent screening of checked baggage.
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Question 2. Would you support the creation of specific highway security funding
category in the next reauthorization?

Response. We need to prioritize and identify specific items within funding cat-
egories that either serve a direct security function, or have a dual purpose such as
ITS signalization with cameras at intersections. Cooperative arrangements among
different highway and public safety agencies, common “first-responder” communica-
tion frequencies, interlocal agreements, and standardized response procedures could
all be used to deal with both transportation incidents and potential security threats.
Such protocols could be required performance standards in the reauthorization legis-
lation, and produce more effective response capabilities nationwide at a low-cost.
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U.S. SENATE,
COMMITTEE ON ENVIRONMENT AND PUBLIC WORKS,
SUBCOMMITTEE ON TRANSPORTATION, INFRASTRUCTURE
AND NUCLEAR SAFETY,
WASHINGTON, DC.

DEPARTMENT OF TRANSPORTATION’S FISCAL YEAR 2003
BUDGET

The committee met, pursuant to notice, at 1 p.m. in room 406,
Senate Dirksen Building, the Hon. Harry Reid [chairman of the
subcommittee] presiding.

Present: Senators Reid, Wyden, Baucus, Inhofe, Chafee, Jeffords,
and Graham.

OPENING STATEMENT OF HON. HARRY REID, U.S. SENATOR
FROM THE STATE OF NEVADA

Senator REID. The Subcommittee on Transportation, Infrastruc-
ture, and Nuclear Safety will come to order.

We welcome everyone to today’s hearing on the Federal Highway
Administration’s fiscal year 2003 budget proposal and budget
issues related to the reauthorization of TEA-21, the Transportation
Equity Act for the 21st Century.

The President’s budget raises some important short- and long-
term concerns, but I do very much welcome the opportunity to dis-
cuss these issues today with you, Administrator Peters, and other
distinguished witnesses.

The present budget cannot be sustained. A 27 percent cut in
highway funding is a move in the wrong direction, given our Na-
tion’s transportation needs. It would mean the elimination of hun-
dreds of thousands of good jobs, and it would be a drag on our eco-
nomic recovery.

I am pleased that Tom Stephens, our very fine Director of the
Nevada Department of Transportation, is here to testify on behalf
of State Departments of Transportation across the Nation. I am
sure that Mr. Stephens will speak to the negative impact these
cuts will have on Nevada.

Nevada is the fastest growing State in the Nation. We have huge
needs for new road capacity, not to mention new transit and rail
initiatives. A $50 million-plus spending cut in Nevada next year
would force the State to cut back on critical transportation projects.
The results would be more congestion, reduced productivity, wors-
ened air quality, and loss of jobs.

(65)



66

This is not an acceptable outcome. Nevada has significant unmet
transportation needs, and these cuts cannot be allowed. Nevada is
really the poster child for the rest of the country. Every State has
these same problems.

The Revenue Aligned Budget Authority, or RABA, mechanism
was created to ensure that spending from the Highway Trust Fund
was tied to revenues in the Trust Fund. This is a goal that I sup-
port. However, the RABA mechanism clearly needs to be fixed so
that we can avoid the dramatic swings in spending that we have
seen over the past few years.

One of the first reasons that we authorized TEA-21 for 6 years
and created the budget firewalls for highway and transit, was to
provide States with some certainty as to the level of funding they
would receive each year. A stable and dependable funding stream
is essential for States to develop long-term transportation plans,
and efficiently manage projects.

I agree with the philosophy behind RABA, that spending from
Highway Trust Funds should be connected to revenues, but I do
not think it is necessary for us to follow a broken mechanism off
a spending cliff.

Regardless of the spending adjustment mandated during RABA,
we cannot allow a 27 percent drop in highway funding next year.
Adequate funding of our Nation’s highways is important, not only
for obvious, short-term economic stimulus and highway improve-
ment needs, but for long-term reasons, as well.

This subcommittee will be working with the chairman and the
ranking member of the full committee to put together a TEA-21 re-
authorization proposal early next year. One of my priorities is to
ensure that adequate funding is available to meet our Nation’s sig-
nificant transportation needs.

It is important to understand that the funding level that Con-
gress enacts for 2003 will serve as the baseline from which our
committee’s reauthorization proposal will be scored.

Therefore, if we base reauthorization on the President’s fiscal
year 2003 budget proposal, we will have $28 billion less available
to us than fiscal year 2003 spending equals the amounts authorized
in TEA-21. That is a tremendous burden for us to bear.

A spending baseline that is $28 billion below TEA—21 baseline
would spell disaster for the whole transportation system. In fact,
my focus is on doing just the opposite, in finding a way to increase
funding for all the components of our surface transportation sys-
tems: highway, transit, and rail.

This is why the leaders of the Senate Environment and Public
Works Committee have worked on a bipartisan, bicameral basis
with the House Transportation and Infrastructure Committee, to
introduce the Highway Funding Restoration Act.

This legislation, which every member of this committee co-spon-
sored, will ensure that funding in fiscal year 2003 is at least at the
level authorized in TEA-21. Rest assured that I will be advocating
for the highest funding possible, but I cannot accept a penney less
than the amount authorized in TEA-21.

I know that Administrator Peters shares some of my concerns
about the impact of these proposed highway funding cuts. Adminis-
trator Peters, I welcome you to this hearing. Let me tell you how
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pleased I am that someone so familiar with the transportation
challenges faced by fast growing Western States is at the helm of
the Federal Highway Administration. I look forward to working
with you to develop a top-notch reauthorization bill.

[The prepared statement of Senator Reid follows:]

STATEMENT OF HON. HARRY REID, U.S. SENATOR FROM THE STATE OF NEVADA

Welcome to today’s hearing on the Federal Highway Administration’s fiscal year
2003 budget proposal and budget issues related to the reauthorization of TEA-21,
the Transportation Equity Act for the 21st Century. The President’s budget raises
some important short and long-term concerns and I welcome the opportunity to dis-
cuss these issues today with Federal Highway Administrator Mary Peters and our
other distinguished witnesses.

I will get right to the point—the President’s budget cannot be sustained. A 27 per-
cent cut in highway funding is a move in the wrong direction given our nation’s
transportation needs. It will also mean the elimination of hundreds of thousands of
good jobs and be a drag on our economic recovery.

I am pleased that Tom Stephens, our fine Director of the Nevada Department of
Transportation, is here to testify on behalf of State Departments of Transportation
across the Nation. I am sure that Mr. Stephens will speak to the negative impact
these cuts will have on Nevada. Nevada is the fastest growing State in the Nation
and we have huge needs for new road capacity, not to mention new transit and rail
initiatives. A $50 million spending cut in Nevada next year will force my State to
cut back on critical transportation projects. The result will be more congestion, re-
duced productivity, worsened air quality, and lost jobs. This is not an acceptable
outcome. My State has significant unmet transportation needs and these cuts can-
not be allowed.

The Revenue Aligned Budget Authority—or RABA—mechanism was created to
ensure that spending from the Highway Trust Fund was tied to revenues into the
trust fund. This is a goal that I fully support. However, the RABA mechanism clear-
ly needs to be fixed so that we can avoid the dramatic swings in spending that we
have seen over the past few years.

One of the reasons that we authorized TEA-21 for 6 years and created the budget
firewalls for highways and transit was to provide States with some certainty as to
the level of funding they would receive each year. A stable and dependable funding
stream is essential for States to develop long-term transportation plans and effi-
ciently manage projects. I agree with the philosophy behind RABA—that spending
from the Highway Trust Fund should be connected to revenues, but I do not think
it necessary for us to follow a broken mechanism off a spending cliff.

Regardless of the spending adjustment mandated by RABA, we cannot allow a 27
percent drop in highway funding next year. Adequate funding of our nation’s high-
ways is important not only for obvious short-term economic stimulus and highway
improvement needs, but for long-term reasons as well. This subcommittee will be
working with the chairman and ranking member of the full Environment and Public
Works Committee to put together a TEA-21 reauthorization proposal early next
year. One of my priorities is to ensure that adequate funding is available to meet
our nation’s significant transportation needs.

With this in mind, it is important to understand that the funding level Congress
enacts for fiscal year 2003 will serve as the baseline from which our committee’s
reauthorization proposal will be scored. Therefore, if we base reauthorization on the
President’s fiscal year 2003 budget proposal, we will have $28 billion less available
to us than if fiscal year 2003 spending equals the amount authorized in TEA-21.

A spending baseline that is $28 billion below the TEA-21 baseline would spell dis-
aster for our transportation system. In fact, my focus is on doing just the opposite
and finding a way to increase funding for all of the components of our surface trans-
portation system—highways, transit, and rail. This is why the leaders of the Senate
Environment and Public Works Committee have worked on a bipartisan and bi-
cameral basis with the House Transportation and Infrastructure Committee to in-
troduce the “Highway Funding Restoration Act.”

This legislation, which every member of this committee cosponsored, will ensure
that funding in fiscal year 2003 is at least at the level authorized in TEA-21. Rest
assured that I will be advocating for the highest funding level possible, but I will
not accept a penny less than the amount authorized in TEA-21.

I know that Administrator Peters shares some of my concerns about the impact
of these proposed highway-funding cuts. Administrator Peters, welcome, and let me
tell you how pleased I am that someone so familiar with the transportation chal-
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lenges faced by fast growing western States is at the helm of the Federal Highway
Administration. I look forward to working with you to develop a top-notch reauthor-
ization bill.

I also welcome Assistant Secretary for Budget Donna McLean and look forward
to further discussion on these important budget issues.

Senator Wyden.

OPENING STATEMENT OF HON. RON WYDEN, U.S. SENATOR
FROM THE STATE OF OREGON

Senator WYDEN. Thank you, Mr. Chairman, and thank you very
much for holding this important hearing. I think this is a critical
issue, and I very much appreciate your leadership.

My view is that the Administration’s budget for transportation is
the equivalent of putting an automobile in reverse, when the coun-
try wants to move that car forward. It just seems to me that if you
are serious about economic stimulus, you cannot propose such seri-
ous cuts in transportation projects.

The fact of the matter is, the projects that are being slashed are
projects that are ready to go. These are projects that will put peo-
ple to work immediately.

Oregon transportation officials calculate that the Administra-
tion’s proposal to cut TEA-21 funding will mean the loss of $80
million for Oregon’s economy, and more than 1,600 family wage
construction jobs. Now we have got the highest unemployment rate
in the country. So these transportation cuts are draining the life
blood out of Oregon’s economy.

Now I support the committee’s bipartisan’s legislation to restore
funding at least to the levels called for in TEA-21. But I also want
to note that I think we need to look beyond the immediate budget
crunch at what could be an even bigger problem that is ahead
down the road.

Our country’s transportation energy policies are on a collision
course. Transportation projects are primarily funded by taxes on
gas; the more gas we use, the more money to build roads. At the
same time, there is a bipartisan agreement in Congress that we
need to develop energy policies, and decrease our dependence on
foreign oil.

Increased production can help, but the only way to truly reduce
dependence on foreign oil is to reduce dependence on oil, period.
Now in the coming years, these conflicting policies are going to
bump up each other. Hybrid gas and electric powered cars that get
60 miles per gallon are already on the market and on the road.

Cafe standards will require more miles to the gallon for cards
and light trucks. It is predicted that fuel cell technology and other
alternatives will be prevalent by the end of this decade. As all of
these things evolve, gas tax revenues will continue to decline, and
tragsportation funding will feel the pinch, unless changes are
made.

I am hopeful that we can continue, under Senator Reid’s leader-
ship, to explore new ways to fund transportation projects that do
not depend solely on the gas tax.

My home State is already starting to look at this concept, with
our Road User Fee Task Force. The Federal Government ought to
be doing more to encourage this type of creative thinking.
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As part of TEA-21 reauthorization, I am interested in working
with the bipartisan leadership of this committee to create a pilot
program, where States can develop and test their own home-grown
approaches that best meet their needs.

The time to act is now. That is why it is so important that Sen-
ator Reid has convened this effort to deal with what I think are
overly harsh cuts that will hurt communities across this country
now. Then we need to work together on a bipartisan basis to find
responsible alternatives for the future.

I thank you, Mr. Chairman.

Senator REID. Senator Wyden, thank you very much for your
statement.

We are joining by the Ranking Member of this subcommittee,
Senator Inhofe of Oklahoma, who has always been very diligent. I
have come to a lot of these hearings. I do not stay as long as you
do, normally, but you are very diligent in all the hearings, and I
appreciate your being here today.

Senator Inhofe.

OPENING STATEMENT OF HON. JAMES M. INHOFE, U.S.
SENATOR FROM THE STATE OF OKLAHOMA

Senator INHOFE. Thank you, Mr. Chairman. I am pleased to be
with you here today in welcoming our witnesses. It is always a
pleasure to hear from the Federal Highway Administrator, Mary
Peters. We are very fortunate to have an Administrator at the Fed-
eral Highways that understands some of the problems that the
States have.

Mary’s background in the State of Arizona, which is not very un-
like Oklahoma in some of the local problems that we have, puts
ym{1 in a position, I think, to really understand these things very
well.

And it is nice to have Ms. McLean here. We served together over
on the House Public Works and Transportation Committee in a few
dif{izrent capacities, and I am sure it is going to work out really
well.

I am anxious to hear from Thomas Stephens, Director of the De-
partment of Transportation in the chairman’s home of the State of
Nevada. Again, I believe we can never hear too much from the
State officials to show how some of the things we are doing might
or might not be working at the State level.

It is always good to hear from Bill Fay. His group, the Highway
User’s Alliance, will play an important role in reauthorization.

Finally, I had hoped to be welcoming my friend and fellow Okla-
homan, Jim Duit, to testify on behalf of the American Road and
Transportation Builders Association. Unfortunately, Jim Duit—his
company had a fire which virtually burned down everything that
he had there. This was on Saturday evening. I did call him up and
talk to him. So obviously, he could not join us today.

However, I do have the oral statement that he had planned on
making. I would ask unanimous consent to submit it for the record,
and at the same time, unanimous consent to have the written
statement of Ken Wert, who is President of Haskill/Lemon Con-
struction in Oklahoma City, made a part of the record, Mr. Chair-
man.
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Senator REID. Both requests are granted.

Senator INHOFE. Thank you, Mr. Chairman.

We are fortunate that Mr. Tom Hill, Chief Executive for
Oldcastle Materials, Inc., could join us today to present the indus-
try’s perspective on the proposed 2003 budget. I appreciate your re-
arranging the schedule on such short notice, and look forward to
hearing your testimony, today.

Thank you, Mr. Chairman.

Senator REID. We are joined today by the chairman of the Senate
Finance Committee, Senator Max Baucus, who as most everyone
knows, has been the ranking member and the chairman of this
committee in the past.

We are expecting great things out of the Finance Committee to
help us through the problems that we have with this bill, Mr.
Chairman. Welcome to our committee, today.

OPENING STATEMENT OF HON. MAX BAUCUS, U.S. SENATOR
FROM THE STATE OF MONTANA

Senator BAucus. Thank you very much, Mr. Chairman. I was
afraid you were going to mention something about helping with the
whole budget that we are facing.

Administrator Peters, we are very happy to have you here. We
had scheduled a meeting some time ago, but unfortunately, this
country’s greatest tragedy on our soil happened that day, and our
meeting was canceled.

I want to just emphasize to you something which you already
know; but I think it is important to reiterate: how important this
program, the Highway Program, TEA-21, is to us all. It is the life
blood of our country.

Certainly, in my State of Montana, you know, we are not a sea-
port State, we are not a barge State. We do not have large inter-
national airports. We just have a lot of space, but not a lot of peo-
ple. We depend almost totally on our roads and highways.

We have more Federal highways, per capita, than any other
State in the Nation. That includes Alaska. That includes Wyoming,
and every other State. We have more Federal miles of roads, per
capita, than any other State. It is everything to us.

In many respects, too, it is our economic development program.
As I walked in, I heard my good friend from Oregon talking about
unemployment rates in the State of Oregon. We, in Montana, have
the Nation’s lowest, or second to lowest, per capita income rates.
We are 50th or 49th.

So in many respects, the Highway Program is our jobs program.
It is our economic development program. These are obviously great
paying jobs, compared with some other jobs that we have in our
country.

So I just cannot emphasize too much the importance of a very
strong highway program. That includes the various components;
you know, the bikeways and the various provisions which allow
States, and correctly, to make their own determinations in towns
and municipalities and so forth. But it is just critical that the pro-
gram be strong.

Second, I understand that RABA, which is a bit of a question be-
fore us, is not a question at all to members of this committee. We
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need to have at least the four and-a-half, or whatever the figure
comes out to, restored.

Now I know Administrations will say, “In our budget request to
the Congress, we just followed the law.” Well, all Administrations
submit budget requests that are sometimes inconsistent with the
law, and that is their prerogative. Presidents make budget requests
and sometimes conditions change. So they make requests which
are, if not inconsistent with the law, at least Administrations have
lots of flexibility.

So that is not an excuse in this case. Every member of this com-
mittee is a co-sponsor of that bill, which I frankly think it should
be a full nine. That is, the RABA went up for a year, and then it
came down. There was a net difference of about $9 billion. Because
if we restore the RABA loss for the most recent year, then the
problem is, that is going to still mean lots of jobs lost; that is, jobs
that are dependent upon the higher level that was provided for
under RABA in the previous year. It is going to be job loss. Even
with the restoration of roughly $4.5 billion, it is still going to be
job loss.

I think it should be $9 billion. But most members of this com-
mittee, I think, have a contrary view. But the contrary view is still
definitely an increase. I think we should just agree that we are
going to do the increase, and just get on with it; because Congress
will pass that increase. There is no doubt about that, in my judg-
ment.

Also, while we are here, I want to just reemphasize the need for
meaningful environmental streamlining. We have been wrapped
around the axil on this issue for a long time, years, with no suffi-
cient progress. The last Federal Highway Administrator, or maybe
not quite the last, and I am not sure exactly when, submitted
major streamlining to this Congress. They were steps backward;
not forwards, but backward.

It was so frustrating to us, that I am thinking of the Highway
Administration telling the Administration what the environmental
streamlining is, in legislation. It was such an insult, the last steps
backward. I just urge you very strongly, to appropriately and sol-
idly figure out ways to get this done more quickly.

I might say, in one small respect, it is getting more fish and
wildlife personnel in the States, so we can get ahead of the curve
with these projects. If you can get ahead of the curve, you can de-
sign around environmental problems in advance.

But mostly, I am just urging you to streamline and just do it, so
we are not wrestling with this issue anymore. It might take you
a year. I do not know how long it is going to take you, but I urge
you very strongly just to get on with it. I know you have a good
background. I also want you to know that we, on the committee,
will work very closely with you.

One final point, in the Finance Committee, we are going to be
looking for ways to increase dollars into the Trust Fund. One is to
take those few cents that go to the General Fund, ethanol provi-
sions, and put those 2.5 cents into the Trust Fund. That is one idea
I have, and I have got a couple of other ideas, to make sure that
the Trust Fund is larger, to enforce the firewalls, to make sure the



72

dollars are spent on highway projects; because it is one program
that Americans depend very much on.

You will work well with this committee, because you will find a
lot of support on this committee for an even stronger TEA-21.

Thank you, Mr. Chairman.

[The prepared statement of Senator Baucus follows:]

STATEMENT OF HON. MAX BAUCUS, U.S. SENATOR FROM THE STATE OF MONTANA

I am pleased that for the first time before the Transportation Subcommittee, since
her nomination hearing, we will be hearing from our newest Federal Highway Ad-
ministrator Mary Peters. Welcome Mrs. Peters, I look forward to your testimony and
the testimony of the others.

T'd like to start off this morning by mentioning how much TEA-21 has helped our
Nation address our infrastructure needs and our employment needs. This 1s espe-
cially true in my State of Montana. TEA-21 has been a crucial tool for us. The bill
is not perfect, but it’s a very good bill that an overwhelming majority agreed upon,
at the end of the day. Along with Senators John Chafee and John Warner and oth-
ers, I was directly involved in drafting TEA-21 in the Senate. I am proud of that
work and I look forward to working closely with the leadership of this committee
on the next bill.

My concern here today is held I'm sure, by all the committee members—the short-
fall in highway funding for fiscal year 03. This is unacceptable. This country cannot
afford a 27 percent decrease in highway funding.

For the past 6 months Congress has been discussing the best ways to stimulate
the economy. Even though we are no longer working on an economic stimulus bill,
we face a real crisis that will negatively affect our economy. We face unprecedented
losses to our highway program. Every State will lose money.

If we want to create true stimulus and maintain jobs for our citizens then there
is an easy solution. Highways. For every $1 billion that goes into the highway pro-
gram, 42,000 jobs are created. In an attempt to address unemployment concerns and
immediate stimulus to the country’s economy, I, along with others on the Environ-
ment and Public Works Committee, have introduced S. 1917. This bill would restore
the authorized levels for fiscal year 2003. It doesn’t get us all the way there, but
it’s a start.

This is about jobs. Skilled and unskilled jobs in highway construction are well-
paid. These jobs provide employment opportunities for workers who have lost manu-
facturing jobs, with minimal training requirements. In addition, we need to ensure
that current jobs will not be lost in many of the supplier and heavy equipment man-
ufacturing industries. Without at least restoring TEA-21 levels, over 360,000 jobs
will be lost.

For my State of Montana that means a $71 million loss to our highway program.
And in Montana, Highways are our lifeblood. We need the highways and we need
the jobs created from new highway funding. Also, we can’t afford to lose any high-
way-related jobs because of this under funding.

There is %20.5 billion in the Highway Trust Fund. We can afford at least the
$4.369 billion from that balance to be distributed over the next year. We could af-
ford more. In fact, we can’t afford not to.

This extra $4.369 billion only begins to take care of this huge problem that we
face. I would like to see even more of an increase to the fiscal year 03 level.

Considering the President’s focus on jobs in his ’State of the Union’ address, I am
dismayed that the President’s budget did not take these concerns into consideration
and propose these changes.

I am hopeful, however that given the State of the economy and our need for high-
way investment and jobs, he will support at least the fiscal year 03 authorized level
if not more.

Given our limited highway resources, it is my intention as chairman of the Senate
Finance Committee to take measures to increase the money in the Highway Trust
Fund. I will be looking at the effect that the ethanol subsidy has on the Highway
Trust Fund and also at Highway Fuel Tax Evasion. I am committed to the use of
ethanol-blended fuels, but I am insistent that the Highway Trust Fund be held
harmless to any costs. Resources are too scarce to tolerate losses.

Additionally, I will be working with the leadership of this committee to explore
idnrlllovative ways to fund highway projects to supplement the Highway Trust Fund

ollars.

The next issue I'd like to speak about is environmental streamlining. To your
credit, Administrator Peters, you have made repeated statements regarding the
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need to streamline the process by which environmental approvals are obtained to
construct new transportation projects. Before you were nominated for this position,
you were a strong advocate for streamlining the planning and environmental proc-
esses. It is my hope that your zealousness continues and you remain active on this
front.

At present, the process for allowing highway projects to move forward is painfully
long. The rule that was issued 2 years ago clearly missed the mark. It is my hope
that you will go back to the drawing board, as they say, and issue a regulation that
will help States expedite the project approval process without and I emphasize with-
out weakening environmental protections.

Thank you for the time Mr. Chairman. I look forward to today’s testimony.

Senator REID. I would say this, Senator Baucus. Having traveled
the State of Montana mostly by air, I can imagine the vastness of
that State, and how there would never be an end to the need of
roads through that massive State.

Senator BAucus. Well, that is right, Mr. Chairman. That is one
reason that for a long time, we did not have a highway speed limit,
because we value our roads very much.

[Laughter.]

Senator REID. Well, we, in Nevada, had the same situation.

Senator BAucUs. I know that. I remember going to school, I
would drive through Nevada.

Senator REID. I bet it felt like home.

Senator BAucus. It felt just like home. I had a VW bug, and a
friend had a VW bug, you know, and we would just put the pedal
to the metal. We would go flat out, and we would see who could
pass whom, streaming through Nevada.

Senator REID. Well, do not be admitting that, though.

[Laughter.]

Senator REID. And we go from Montana, and do they still need
highways in Rhode Island, Senator Chafee?

[Laughter.]

Senator REID. We will be happy to hear your statement.

Senator CHAFEE. Route 95 comes right through Rhode Island.

And when you have the pedal to the metal in a Volkswagen, Sen-
ator Baucus, what are you at, 55/60?

[Laughter.]

Senator BAucus. Well, it depends on whether you are going up-
hill or downhill. Downhill is a lot faster than uphill.

[Laughter.]

OPENING STATEMENT OF HON. LINCOLN CHAFEE, U.S.
SENATOR FROM THE STATE OF RHODE ISLAND

Senator CHAFEE. I just look forward to the statements of those
giving the testimony today. It is a difficult budget year, and we
want to make sure that we make good, responsible decisions, and
at the same time, keep our highways and our employees, as Sen-
ator Baucus said, working; which is, of course, always the best
stimulus that you can have for the economy.

I look forward to your testimony.

Senator REID. Thank you very much, Senator Chafee.

The witnesses today have been advised that we would like to
hear from you for 5 minutes. What you cannot cover in that 5 min-
utes, we will make part of the record. Our staffs will pour over
that, and bring to our attention what we did not bring out in the
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hearing. Following your testimony, members of the committee will
ask you questions.
Administrator Peters.

STATEMENT OF HON. MARY E. PETERS, FEDERAL HIGHWAY
ADMINISTRATOR, U.S. DEPARTMENT OF TRANSPORTATION;
ACCOMPANIED BY: HON. DONNA MC LEAN, ASSISTANT SEC-
RETARY FOR BUDGET AND PROGRAMS, U.S. DEPARTMENT
OF TRANSPORTATION

Ms. PETERS. Thank you, Mr. Chairman.

Mr. Chairman, I do appreciate your holding this hearing today
on this very important topic. I also appreciate your consideration
during my confirmation, and my pleased to testify before you today
for the first time as Administrator of the Federal Highway Admin-
istration.

It is an honor, also, to be here today with the Assistant Secretary
for Budget and Programs and the Chief Financial Officer of U.S.
DOT, Donna McLean. With your permission, we will submit a joint
written statement for the hearing record, as you indicated.

Our highways, as each of you have spoken to, are critical links
in our Nation’s multi-modal surface transportation system. The
challenge is to maintain our high quality network, while increasing
safety, improving mobility, and promoting environmentally respon-
sibllle project decisions and, of course, efficient program delivery, as
well.

Of course, our ability to accomplish these objectives is related to
the adequacy and availability of transportation funding. TEA-21
provided a mechanism for ensuring the revenues into the Highway
Trust Fund are spent, and that the funding level for the Highway
Program is aligned with Trust Fund receipts.

Over the past 3 years, revenue-aligned budget authority has pro-
vided more than $9 billion in additional highway spending, funding
that is now working in our economy.

Due to the recent economic slow-down and current projections of
future Highway Trust Fund receipts, a downward adjustment of
the Highway Program occurred when the highway spending was
aligned with revenues in the Highway Trust Fund for 2003. The
calculation, as was mentioned, is not a policy call. It is a calcula-
tion based in law and reflected in the budget.

The $24.1 billion funding level for highways proposed in the
President’s 2003 budget reflects the funding level enacted in TEA-
21, as adjusted for the latest Highway Trust Fund revenue figures.

As we approach reauthorization, we need to look for ways to
smooth out the current positive and negative swings that result
from this adjustment. However, we should not abandon the adjust-
ment concept.

Linking highway spending to receipts is a fundamental principle
of TEA-21. Even with the negative calculation in 2003, over the
life of TEA—21, RABA adjustments will provide a net gain of $4.7
billion in highway spending.

The 2003 reduction can serve as a wake-up call for all of us. Cur-
rent trends in fuel use, as well as technological advances, including
the new fuel cell technology, will require us to consider new sources
of revenue and leveraged funding, if we are going to have sufficient
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funds for our highway system in the future. Reauthorization will
give us the opportunity to consider these important factors.

The FHWA budget emphasizes four priority areas: safety, mobil-
ity, environmental stewardship and streamlining, and oversight.
Safety remains our first priority and our greatest challenge, and we
will work aggressively to improve the safety record on our Nation’s
highways.

We also can improve the operation of the system. We have made
significant progress in the deployment of intelligent transportation
systems (ITS), but need to complete that deployment in both urban
and rural areas.

The 2003 budget provides almost $360 million for research and
technology funding that will support innovations in safety, system
preservation, and congestion mitigation, including expanded de-
ployment of ITS. Continued progress in streamlining the delivery
of transportation improvements will also improve safety and con-
gestion.

We must, at the same time, remain respectful stewards of the en-
vironment. However, meeting our Nation’s mobility needs and envi-
ronmental stewardship are not mutually exclusive goals.

I am happy to report that the median time it takes to complete
an environmental impact statement and get to a record of decision
has been cut by an entire year. While it is an excellent start, we
are committed to accomplishing much, much more. The budget pro-

poses $6 million in additional funding for streamlining efforts.

We will continue to improve Federal oversight and accountability to ensure, as
Secretary Mineta has said, that the public gets what it pays for.

We owe a good return on investment to the public for transportation funds that
they entrust us with, and I like to call this the public value, in place of dividends.

We must keep our infrastructure secure, and we must strengthen
our commitment to reducing highway injuries and fatalities, even
as we obtain additional capacity from the system. Working to-
gether, we can provide the American people with a safe, efficient,
affordable, and accessible transportation system.

Mr. Chairman and members of the committee, I thank you for
the opportunity to make a brief opening statement. On behalf of
Assistant Secretary McLean and myself, we will be pleased to an-
swer any questions that you may have.

Senator REID. Madam Secretary, we will follow the same rule
that we ask our witnesses to follow. Each member will get 5 min-
utes. Thereafter, if there is still a need for more questions, we will
do a second round.

I was happy to hear in your statement, that it appears that you
are willing to work with us to try to come up with some additional
funding, recognizing that there are some new things happening out
there to cut back on highway funds, in addition to the September
11th incident. Is that right?

Ms. PETERS. Mr. Chairman, that is correct. While the President’s
budget did follow the law, we certainly are willing to work with
you. We are aware of the bill that has been proposed, and will be
pleased to analyze that and provide any technical assistance we
can.

Senator REID. You can imagine in Arizona, what would happen
if they had a 27 percent cut in their Highway Construction Fund.
It would cause a lot of problems, would it not?
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Ms. PETERS. Mr. Chairman, it certainly would.

One of the things that I think is important for us to remember,
Mr. Chairman, while as you said, a 27 percent reduction is impor-
tant, this funding will not stop immediately. We believe that cap-
ital outlay will be down around 3 percent per year, based on the
relatively slow spend-out. So we do have some time to look at this
important topic, and take care to do it right.

Senator REID. Well, the problem is, it establishes a baseline that
will make it almost impossible to work with. We have to have, for
next year, a different baseline than the one that you have given us.
Otherwise, programs are drastically affected in the so-called out
years.

What initiatives has the Federal Highway Administration taken
in regard to the security of our highway and bridge infrastructure
since September 11th?

Ms. PETERS. Mr. Chairman, we have been actively working on se-
curity on our bridges and our infrastructure, across the entire sys-
tem, and not just in aviation.

Senator REID. By doing what, though?

Ms. PETERS. In the days immediately following September 11,
Secretary Mineta established within the Department of Transpor-
tation, a National Infrastructure Security Committee (NISC). We
have undertaken a number of efforts related to security. I will pull
a few notes here.

This is what we have done to date, in terms of surface transpor-
tation. We have assessed and addressed potential threats to the
highway system. It is a challenge, given the openness of the sys-
tem. We are looking at the redundant capacity, making sure that
we have identified alternative routes and alternative modes of
transportation.

We have worked with the States and local governments to iden-
tify high consequence, high value, high vulnerability facilities; and
assisted in conducting vulnerability assessments, sharing best
practices across the country. We are scheduling regional emergency
management workshops to ensure that areas are prepared for evac-
uations, quarantines, and restoration of operations, should that be-
come necessary.

We are performing cases studies on the transportation response
to the September 11th incidents in both the Washington, D.C. area
and New York, as well as the Howard Street tunnel fire in Balti-
more and the Northridge earthquake in California. We have pre-
pared an emergency preparedness checklist for State and local gov-
ernments, and are assisting them in emergency planning and oper-
ations.

Further, we have just recently announced an ITS solicitation for
projects that will be focused on improving security, using tech-
nology. A freight technology exposition is scheduled for April 27th,
and we have under way ITS operations tests for security. Three are
in progress and two more will be conducted. A national conference
on incident and emergency management will be conducted in
Irvine, California, March 11th through 13th.

We have assisted State and local governments in conducting ta-
bletop exercises, such as what was done in the Ft. Worth area. We
are working closely with the American Association for State High-
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way Officials (AASHTO) task force on transportation security. Sec-
retary Mineta has asked us, and we are all working closely to-
gether with NISC, to focus on intermodal security issues, and to co-
ordinate U.S. DOT’s security focus across all modes. NISC is also
working very closely with the Office of Homeland Security.

Senator REID. There are concerns being raised about both the ac-
curacy of Treasury’s fiscal year Highway Trust Fund revenue fig-
ure, that is 2001, and the reasonableness of Treasury’s future rev-
enue projections. It appears to some of us that Treasury has based
future revenue projections on fiscal year 2001 revenues, which may
represent a low point, due to the recession.

Has your office taken a look at Treasury’s numbers, and are you
comfortable with the 2001 figures being accurate, and that future
year projections are not under-estimated?

Ms. McLEAN. If I could take that one, sir, yes, we have looked
at them. Treasury, actually, when they estimate future receipts,
uses the same assumptions that are in the rest of the President’s
budget. So there are no unique estimates made just for the High-
way Trust Fund beyond the obvious, the taxes. But those are based
on assumptions on the economy’s growth, which is the same for the
rest of the President’s budget.

So we believe that they are accurate, and we have walked
through them with Treasury. I am sure that Treasury can go into
more detail on that, if you would like to.

Senator REID. The 27 percent funding cut in your budget for
2003 will have a substantial impact on State programs. Has the
Federal Highway Administration made any effort to assist the im-
pact on State programs for the year 2003?

Ms. PETERS. Mr. Chairman, we have calculated the numbers and
provided to each State what we believe will be the projected reduc-
tions in their program, as a result of the calculations.

Senator REID. I understand the dollar amounts, but the impact
of what it will do to the highway and transportation systems in
those States, have you taken a look at that?

Ms. PETERS. We have done some initial assessments, sir, and we
are working with AASHTO to try determine whether there would
be more significant impacts.

As a former State transportation official, as you and several
other members of the committee have mentioned, I do understand
what those impacts can be. I understand where I would be, had I
been in the job that I was in just a year ago, and looking at those
impacts. It is not good news. I will not attempt to whitewash that
in any way. It is not good news at all.

There are some tools that the States can use, and we will help
them in looking at those tools, to determine whether or not they
can smooth out of the effects of this reduction in funding.

One of the tools is that this year, we have a positive RABA, a
positive $4.5 billion RABA. Next year, of course, RABA will be neg-
ative, based on the current projections. We will be able to smooth
that out, using tools such as advanced construction and other
methods of financing.

It is accurate that this does not bring more money to the table,
but those are some of the methods that we have looked at in terms
of being able to smooth this out over the period.
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Senator REID. Senator Inhofe?

Senator INHOFE. Thank you, Mr. Chairman.

Madam Administrator, I know you are in an awkward situation
with this budget and coming before us. You are facing a committee
that is pretty much unanimous on a bipartisan basis, in feeling
that this budget is not adequate.

For that reason, I believe every member of this committee, Dem-
ocrat and Republican, have co-sponsored S. 1917, as well as almost
all of them over on the House side.

I agree with Senator Baucus. I have served for 15 years on this
committee, with eight of those years in the House. I can remember
many Administrations coming forth with a budget that really was
not adequate, and changes can be made.

Now in your statement, and I am quoting now, you say that the
budget “honors the highway category guarantees in TEA-21.” 1
think there is some disagreement on this point.

I would just like to ask you the question, does the Administration
have a position on S. 1917, and do you believe that the Highway
Trust Fund could accommodate the provisions of S. 1917? Maybe
that would be Ms. McLean on the latter question.

Ms. PETERS. Mr. Chairman, in terms of taking a position on the
proposed legislation, we have not yet taken a position on the legis-
lation. But as I indicated earlier, we would be happy to look at
that, and to work with you, in terms of doing a technical review.
I will defer to the Assistant Secretary for the second question.

Ms. McLEAN. I believe the bill would allow funding up to $27.5
billion at the TEA-21 estimated level. Is that correct?

Senator INHOFE. And I might add that a lot of the people out
there do not feel that S. 1917 is adequate. They would like to have
a freeze of the 2002, which would be about $4 billion more, I be-
lieve, than S. 1917 would provide for.

Ms. McLEAN. I can answer both of those pieces.

Senator INHOFE. Yes.

Ms. McLEAN. We believe that looking at the Trust Fund balance
right now, that it can accommodate the $27.5 billion, basically the
original TEA-21 funding level.

But once you get above an obligation limitation level in 2003,
above the $30 billion and the $31 billion range, the Trust Fund
would not be able to support that level of obligation limitation in
the out years. In the first couple of years, it would be able to, but
in the out years, it would begin running a deficit.

Senator INHOFE. Do you feel that that is pretty conclusive in
your thinking, when we have already experienced that we really
cannot predict into the future what that is going to be? I can re-
member 3 years ago, when RABA first appeared, I thought, one of
these days, this is going to happen; and, of course, it has happened.
Anyway, that is something that you can take a look at. Real quick-
ly, I have heard the statement that for every $1 billion in transpor-
tation construction funding, it creates about 42,000 jobs. Does that
sound unreasonable to either one of you?

Ms. PETERS. Mr. Chairman, it does not sound unreasonable. I do
not have the basis for the number, but it does not sound unreason-
able.
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Senator INHOFE. Yes, well, I would think, as a former State ad-
ministrator, you probably have seen the effect it could have. I
would only ask that you keep that in mind,

Right now, we are doing everything we can for a stimulus pack-
age. I honestly cannot think of anything that would do more to
stimulate the economy than to provide the jobs that will come with
increased funding and construction.

I would ask you if that was one of the considerations that you
made during your negotiations with the White House in coming up
with this budget, and if it something that you should be looking at.

Ms. McLEAN. The decision was made to follow the TEA-21 legis-
lation, because we just did not believe that abandoning the concept
of linking highway spending to receipts the fundamental concept
and principle of TEA—-21 was the position to take at this time.

We did consider, however, the fact that additional spending in
highways is linked to jobs. But at the same time as Ms. Peters
pointed out previously, the reduction in outlays for the first year
is a reduction of less than 3 percent.

We believed that that was something that could be managed, bal-
ancing the fact that there was increase in funding in 2002 above
anticipated levels.

Senator INHOFE. I have always felt very strongly about a very ro-
bust highway program. You know, back when Republicans were im-
portant, I chaired this committee. I have not changed my thinking
since that time.

I have one last question, and my time has expired. Let me just
ask one question, and they can answer it for the record, if they do
not have a position on it.

Does the Administration have a position on a proposed change in
the tax treatment of gasohol, with some of the things that are
being discussed right now?

Ms. PETERS. Mr. Chairman, the Administration has not yet
taken a position on that. We are reviewing several proposals, in-
cluding that of Senator Baucus, with regard to the 2.5 cents, but
have not yet taken a position.

Senator INHOFE. Thank you very much.

Thank you, Mr. Chairman.

Senator BAucus. Do you have any idea when you might take a
position?

Ms. PETERS. I will defer to the Assistant Secretary for that one.

[Laughter.]

Ms. McLEAN. I do not have a timetable for you, sir, but I can
get back to you.

Senator BAucCUS. I mean, the earlier the better, so we know
where we all are.

Ms. MCLEAN. Sure, I understand.

Senator BAUCUS. Second, on the Treasury’s estimates, could you
just tell me how deeply you or your staff examined the assumptions
and the data with Treasury.

Ms. McLEAN. Well, we have looked at their estimates. They are
all based on, as I have mentioned, the President’s economic as-
sumptions. But there is a level of detail that Treasury deals with
on their own. They do not provide all of the details of their esti-
mates, and that has been a policy that Treasury has had for years.
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We can, again, provide you some additional information from
Treasury on that. But, again, the estimates are based on the same
assumptions that the President uses in the rest of the budget.

Senator BAUcUS. Have you asked Treasury for more details, and
have they refused to give them, because of long-standing policy? I
am just trying to determine this here.

Ms. McLEAN. No, they have been very cooperative in sharing
their estimates with us. We understand that the reduction in
actuals for 2001 are based on primarily three phenomena: a reduc-
tion in the overall economy, a reduction in receipts from the retail
tax on trucks, and increased substitution of gasohol for gasoline. So
we are very aware of the differences in the look-back calculation.

Senator BAUCUS. Do you know whether Treasury uses only the
estimates at the beginning of the year, or whether they are up-
dated, as the economy changes?

I ask that question because, regrettably, there is a quiet dis-
parity between OMB and CBO, with respect to tax matters, to the
Joint Tax Committee. That is, whenever we, in the Congress, par-
ticularly near the end of the year, when generally tax legislation
comes to the Floor, are asking the Joint Tax Committee for esti-
mates. Of course, they look at the economy and look at lots of other
facts.

But by tradition, they use the economic estimates made at the
beginning of the year, in January. They do not update them; why,
because OMB does not. So all this data is really dated. I am curi-
ous whether you know, in doing your RABA estimates, like I said,
the January Administration estimates, or whether they are ever
updated to more accurately reflect the state of the economy.

Ms. McLEAN. The TEA-21 legislation requires that the adjust-
ment for the revenue aligned budget authority and the other ad-
justments to the obligation limitations are done at the time of the
President’s budget release. So the law dictates that it is done at
that time.

Senator BAucUS. That is a legal requirement?

Ms. McLEAN. Well, it specifically says in law that in the Presi-
dent’s budget, the President shall submit these adjustments.

Senator BAucus. Well, there is another adjustment. I hope it
does not reflect the Trust Fund balance. That is very interesting.
There must be some meaning in that. I do not know what it is.

[Laughter.]

Senator BAuUcUS. I urge all of us to go back and see if we are
using the right criteria. I urge FHA, DOT, and all of us who are
interested in this subject to do so. Perhaps we are not using the
right criteria in making these estimates. For example, there may
be some specific highway criteria that we are just not using, and
should.

I have no further questions, Mr. Chairman, except to state that
I urge the Administration to work very strongly for, as Senator
Inhofe stated, a robust highway program.

Senator REID. Mr. Chairman, if they go back and find that is the
correct, what were the words you used, “program numbers”?

Senator BAucus. Oh, the numbers.
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Senator REID. Well, my point is, if they find that those are the
right numbers, they should find some different ones, because we
need to do something.

I would ask unanimous consent, if the committee has no objec-
tion, that statements by the Department of Treasury and the Gen-
eral Accounting Office be made a part of the record.

Without objection, so ordered.

Senator REID. Senator Wyden?

Senator WYDEN. Thank you, Mr. Chairman.

I want to go over the question of the implication of the cuts, Ms.
Peters, because I am still not clear, in terms of your view on this.

What I am hearing from State transportation officials in my
State, and I think this is true across the country, is that these cuts
are going to mean significant delays for many urgently needed
transportation projects. Do you disagree with that assessment?

Ms. PETERS. Mr. Chairman, Senator Wyden, no, I do not disagree
that there will be delays. What I was saying, and perhaps I could
and should clarify for the record, is that transportation construc-
tion projects that are underway today likely will not be delayed, be-
cause States will be able to use the higher level of RABA during
the current year, and smooth that out over time.

Perhaps it would be best if I would frame it, if I were still a
State administrator, would I cut existing transportation projects,
those that are being built today? The answer to that would be no;
that we would be able to work out funding for those projects.

In terms of the future program, the Highway Program does
spend out at a slower pace than do many other programs. For ex-
ample, capital outlay, on average, 27 percent of a project will spend
out in the first year; approximately 41 percent the second year; 16
percent the third year; and 10 percent the following year.

Because States, and especially a State like Oregon, have a num-
ber of transportation projects ongoing at any given time, then you
average that outlay over a period of time. So what I am saying is,
I do not see any immediate transportation projects being stopped,
or layoffs as a result of that.

However, you are correct, sir, in terms of the long-term program.
People would generally take a 5-year program and perhaps spread
that out over a longer period of time, given the projected downturn
in revenue. So it will have an effect, but what I am saying is, it
will be more of a delayed effect than an immediate effect.

Senator WYDEN. Could you provide me and other members of the
committee your independent assessment of how you reached that
judgment, because that is not in line with that I am hearing in Or-
egon, and I do not think it is in line with what the Congress is
hearing.

If you think that somehow there can be some budgetary slight
of hand, I would like to see your assessment, as to how you are
going to limit the damage here, because it is not a view that I
share. Could you provide that to us?

Ms. PETERS. Mr. Chairman, Senator Wyden, we would be happy
to do that.

Senator WYDEN. Let me ask a question of your colleague, as well.
Were you asked by the Administration about the consequences of
these budget cuts? It seems to me that it runs completely contrary
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to what the President said at the State of the Union Address. I am
just wondering if you or anybody else in the Administration was
asked about the consequences of cuts of these magnitude.

Ms. McLEAN. We did discuss the details surrounding a funding
level for highways at the amount proposed in the President’s budg-
et. It was a concern of the Administration.

The decision was made, again, not to abandon the concept of
TEA-21, which is to have highway tax receipts reflected in the
level of highway spending. Again, we believe that RABA has pro-
vided a total benefit of $4.7 billion to highway spending, and that
was something that we did support.

Senator WYDEN. But you made the judgment that this could cost
jobs and that this would have regrettable economic consequences,
and you went ahead anyway for the reasons that you described.

Ms. McLEAN. Well, as you probably are aware, in TEA-21, any
additional funding beyond what was proposed in the President’s
budget, because the President’s budget complies with the current
law, would be spending above and beyond what is allowed in the
firewalls. Such spending would essentially either increase either
the deficit, or would have to be balanced by reductions in spending
in other domestic discretionary programs.

As the President also stated in his State of the Union Address,
we have several priorities in the President’s budget, including
ﬁfhting the current war, and balancing those priorities are difficult
choices.

Senator WYDEN. Let me ask one last question for you, Ms. Pe-
ters. In the last TEA-21, Senator Graham and I, under the leader-
ship of then Chairman Baucus, worked on this streamlining issue.
The history of how it has been implemented is certainly very dif-
ferent than the three of us envisioned.

We saw that the whole idea was to ensure that environmental
requirements would move forward concurrently with the project de-
velopment requirements; that you put the two of them on the same
track. We are now 3 years plus into this, and it just seems like we
are still moving backward.

Why is it so difficult to take a concept that Senator Graham and
Senator Baucus and I thought was pretty straight forward—envi-
ronmental track, project track, work together—why is it so difficult
to get this implemented?

Ms. PETERS. Mr. Chairman, Senator Wyden, I share your frustra-
tion. In fact, I spent some time before Congress in my prior role,
talking about environmental streamlining and how important it is.
I do share your concerns.

In trying to process things concurrently, what I have found in
the short time that I have been with the Federal Highway Admin-
istration is that there are as many reasons as there are projects
out there.

But to summarize some of those reasons, the U.S. Department of
Transportation, while it was tasked with environmental stream-
lining, does not have authority over a number of other environ-
mental regulatory areas.

I believe, however, there are ways we can work through that.
Certainly, the Secretary feels that we can work through that by
working more closely with the other environmental resource agen-
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cies and finding a way, as you indicated, to more concurrently proc-
ess requests for project approval, rather than having them be se-
quentially processed and then have to loop back.

Further, we believe there are ways to allocate resources, as was
mentioned earlier, to the U.S. Fish & Wildlife Service and other re-
source agencies, so that they can more timely move those process
approvals forward.

We believe that states can process a number of environmental
approvals. We believe that we ought to be able to delegate author-
ity to the states to do a number of them, most specifically, categor-
ical exclusions; so again, we can move the process much more
quickly.

I believe, and the Secretary believes, that there are ways that we
can, within the existing law, substantially decrease the time that
it takes to get environmental approvals without compromising the
environment, and we are very committed to doing so.

Senator WYDEN. Thank you, Mr. Chairman.

Senator REID. The chairman of the full committee, Senator Jef-
fords, has arrived. He has indicated he will not give a full state-
ment.

I will call on Senator Chafee now for his questions.

Senator CHAFEE. Thank you very much, Senator Reid.

I believe, Ms. McLean, you mentioned several contributors to the
fall-off in revenue to the Highway Trust Fund. From a chart I have
here, it looks like the retail tax on trucks is the biggest culprit.
Could you just describe what that tax is, and why it fell off so
much? It is $2 billion, from this write-up.

Ms. McLEAN. Yes, it is a 12 percent tax on purchases of new
heavy trucks, trailers, and similar pieces of equipment. Obviously,
when the economy is good, companies are making large invest-
ments in capital in their businesses.

That is basically what was happening in 2000. In 2001, however,
those sales declined, and as a result, our tax revenues into the
Highway Trust Fund declined. If these pieces of equipment are re-
sold, there is no tax that is deposited in the Trust Fund.

Senator CHAFEE. And is this up-to-date? If it is 2001, is it right
through December, all those zero percent deals? At least in Rhode
Island, my dealers are telling me, they had some of their best years
ever, with some of the incentives that were offered.

So it is just such a surprisingly low number, from the previous
year. I was just wondering as to the accuracy of it. Is it up-to-date,
all through December?

Ms. McLEAN. The figures are for the Federal fiscal year, ending
in September.

Ms. PETERS. Mr. Chairman and Senator Chafee, our under-
standing in talking with Treasury is that it is. Apparently, there
was quite a peak in the sale of new trucks in the 1998/1999 time-
frame. Then, because the economy has cooled in more recent years,
dealers, instead of buying new trucks, are keeping the trucks they
have.

One of the things that the trucking industry, in my experience
as a State administrator, was able to do, in lean times, is put the
trucks idle for awhile, and not have to purchase new trucks or not
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run those trucks. The variable cost component of their industry is
rather large, so they have the ability to do that.

Initially, at least reading through with the Treasury, as we were
aware of it, it appears that that indicator is now moving up. I be-
lieve that the last factor that I would mention is that, of course,
the last quarter, the fourth quarter revenue figures, I believe, are
not based on actuals, but on projected from the third quarter.

Ms. McLEAN. Simply because those estimates are made right be-
fore the President’s budget is released, which is right at the begin-
ning of the year, those estimates just have not come up.

Senator CHAFEE. So theoretically, that number could change.

Ms. MCLEAN. It could. But once again, if you go back to the
TEA-21 language, the adjustment that is made for both the obliga-
tion limitation and the revenue aligned budget authority, those are
required to be made at the time the President’s budget is released.
So those new figures could come in, but TEA-21 requires that ad-
justment to be made at the time of the release of the President’s
budget.

Senator CHAFEE. OK, and last, what is the answer? You men-
tioned RABA is going to look better in the future in the next year,
and hopefully you would work with us to maybe just smooth out
some of the rough spots here, and the differences between the
years. Maybe you could just expand on that, and how you can work
with us to do that.

Ms. PETERS. Mr. Chairman, Senator Chafee, I would be glad to
talk with you a little bit about that. We are looking at two con-
cepts. One is the calculation of RABA, per se, and is there a way
to perhaps smooth out the peaks and valleys?

The unfortunate circumstance that resulted in the number that
we are looking at today is a double negative, if you will. In the
look-back, as it was calculated, there were overly optimistic projec-
tions for 2001, based a few years back. Then when we calibrated
those to what the actual receipts in 2001 were, that was a nega-
tive. The look forward was negative as well.

The look-forward, however, is not as negative, if that is not a re-
dundant term, to say it is not as negative going forward. But none-
theless, it was not a positive number either. So the combination of
the look-back, which was a negative $3.5 billion, and the look-for-
Waérd, which was a negative $0.9 billion, resulted in what we have
today.

I believe, and we have discussed this somewhat within the De-
partment, and certainly the Secretary mentioned it in his testi-
mony before this committee earlier, that there may be ways to
smooth out the peaks and valleys, by looking at the method with
which we calculate RABA.

But, as the Assistant Secretary said, and we do feel very strong-
ly, that tying spending to receipts is an important concept to con-
tinue with in the future. So perhaps we can work with the way the
formula is calculated, to smooth out those peak-and-valley effects
in the future.

Senator REID. Chairman Jeffords is here. Chairman Jeffords is,
I am sure, feeling good today. The first gold medal in the Winter
Olympics was won by a person from Vermont. Her name was
Clark, as I recall.
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Senator BAucus. Kelly.

Senator REID. Was the last name Kelly?

Senator BAUCUS. The first name.

Senator REID. Yes, I thought Clark was right. But anyway, she
is a real daredevil on that snowboard. She better be careful.

[Laughter.]

Senator JEFFORDS. It was not unexpected.

[Laughter.]

Senator REID. Which is true.

[Laughter.]

Senator JEFFORDS. Ms. Peters, I want to commend you on the
leadership you are providing in the area of environmental steward-
ship in the so-called streamlining. You site New Hampshire as the
leader in this regard, and of course, they probably stole everything
they did from Vermont.

[Laughter.]

Senator JEFFORDS. But putting that aside, I encourage you to
continue to highlight best practices around the country, and to
work with your colleagues in the resource agencies.

I would like to see you make as much administrative progress as
possible before we legislate further on this topic. Please comment
on your plans in this regard.

Ms. PETERS. Mr. Chairman, Senator Jeffords, thank you.

We have a number of efforts underway, where we believe that we
can make some inroads, using the administrative means that we
have available to us today.

As I mentioned earlier, one of the things that we believe has pre-
vented us from moving forward as aggressively as we would like
is the working relationship between Federal resource agencies and
U.S. DOT. Accordingly, our Deputy Secretary has met with his
counterparts in other resource agencies, and we want to work very
closely with the Council on Environmental Quality, as well, to
move forward streamlining efforts.

We believe that we can do this by raising to a high level the
issues where projects do get hung up and are in dispute, and by
developing a dispute resolution process to move them through
much more quickly, so that we are not delayed in moving projects
forward when disputes do come about.

As I mentioned earlier, we need more concurrent processing,
rather than sequential processing. I have to say, one of the really
frustrating things for me, as a former State Administrator, was to
finally get agreement, for example, with the U.S. Fish & Wildlife
Service, and then have to go to the Corps of Engineers, and get a
404 permit from them.

They would make a change, and then I would have to go back
to U.S. Fish & Wildlife Service, and take the change that I had to
make to get the 404 permit back to them. I felt a little like a rat
in a maze sometimes.

We think that we can change some of those processes so that we
still are mindful stewards of the environment, but we are not play-
ing this constant loopback game.

Further, there are a number of projects that require categorical
exclusions. These are generally projects that are not taking new
right-of-way, and are not major expansions, meaning that they
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would not add capacity. Improvement projects such as safety and
maintenance need to be able to move forward much more expedi-
tiously than they are today.

These, again, are areas where we believe states can be given au-
thority, when they have a good environmental record, to move for-
ward with projects, without having to then come to Federal officials
for another layer of approval. So those are some of the methods,
sir, that we think we can use to expedite the process.

One more that I would mention is working with the AASHTO
Center for Environmental Excellence. We are allocating some of the
money that you made available to us for environmental stream-
lining to get that Center started. It will collect and share best prac-
tices, and send teams out to help people work through environ-
mental issues when they do hit a roadblock in project processing.

Senator JEFFORDS. In your written testimony, you mention that
FHWA has modified its bridge performance measures. In my State
of Vermont, we have many historic bridges, both covered bridges
and steel truss bridges. How will the new measures impact our
ability to preserve those bridges?

Ms. PETERS. Mr. Chairman, we certainly want to be sure that we
are preserving historic bridges.

If I am not speaking accurately, based on what my written testi-
mony was, I will certainly get back to you. But this is one of the
factors that we came up against, and this has to do with the bridge
rehabilitation fund (BRF).

If a bridge had had a rehabilitation project in the past 10 years,
they were not then able to use BRF funds for future repairs or
maintenance on that bridge that would extend the life of the
bridge. We felt it was important not to restrict that funding, be-
cause clearly we want to extend the life of bridges.

So we wanted to make available that funding category to use on
bridges, so that we could do restorative work and continue to ex-
tend the life of the bridge.

Senator JEFFORDS. Thank you, that is helpful.

Thank you, Mr. Chairman, and thank you for calling the hearing.

Senator REID. Thank you for being here.

There is one last question that I have. You may have stated this
in your opening statement, or it could have been in response to
Senator Baucus, who asked you a number of questions about envi-
ronmental streamlining.

You said that it had been improved by 1 year. Well, if 1 year is
1 year from seven, tell us what that means. Instead of 1 year, it
is what?

Ms. PETERS. Mr. Chairman, I do not have the base data with me.
But the median time that it takes to complete an environmental
impact statement has been reduced by 1 year.

Senator REID. But you do not know what that means?

Ms. PETERS. I believe it was from 7 years, sir, but let me get the
exact data, so that I do not misspeak to you today. I believe it was
from 7 years. But, as I said, it is still too long.

Senator REID. Yes, people who are waiting to have something
done, to tell them that it is multiple years, and we have increased
it by 1 year, that is a big help. We appreciate that, but we are
going to have to do much better than that.
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Based on your experience in the State of Arizona, as you ex-
plained to us, you felt like a rat in a maze. That is how people ex-
plain this to us; that they are shuffled back and forth, from the
Corps of Engineers, to the EPA, plus Fish & Wildlife, and all this.
It just becomes a burden that makes us all look a little bit foolish.

So I think we should really follow the admonition of Senator
Baucus, and do whatever we can to streamline this. If you need
legislative help, we would be happy to take a look at that.

Ms. PETERS. Mr. Chairman, I appreciate that. I certainly will
work with you on that. You have my commitment.

In fact, I will say, when I spoke to the Secretary about taking
the job as Federal Highway Administrator, I mentioned to him how
important this was, and I will continue to focus on it.

Senator REID. Senator Inhofe, or any other Senators?

Senator BAUcUS. Yes, I have just a couple of questions, very
briefly.

Ms. McLean, I just want to make sure that I heard your state-
ment correctly; that is, when Senator Wyden asked you about
whether there will be job layoffs or not.

I want you to please clarify this, because there are many, par-
ticularly in the contracting industry, who say just the contrary.
That is, there will definitely be jobs laid off, if the Administration’s
recommended budget is adopted by the Congress. In fact, I think
a panelist on the next panel, my guess is, is going to testify very
much to that point. So I just want to make sure we heard straight
what you said.

Ms. McLEAN. What I said, or at least what I meant to say, was
that we were looking at all the factors and all of the details sur-
rounding proposing a funding level at the level that is in the Presi-
dent’s budget.

We are well aware of those suggestions that the reduction in
funding, or an increase in funding, results in either a loss or a gain
of jobs. So that was part of the discussion.

Senator BAUCUS. So is it your analysis that the swing of roughly
$8 or $9 billion will result in lost jobs or not? I am just curious
what your analysis shows and what your testimony is.

Ms. McLEAN. I do not have today what a number would be.
What the reduction in Federal-aid highway program outlays of 1.3
percent in 2003, that would be the reduction in funding level.

Senator BAUCUS. I am just asking the simple question, are there
going to be jobs lost or not, based upon the Administration’s budget
submission?

Ms. McLEAN. I would say that there would be a reduction in
funding for highways, which would result in the level of construc-
tion in highways. But I could not tell you the number of jobs.

Senator BAUCUS. So the answer is yes, there would be loss, but
you do not know the number.

Ms. McLEAN. I do not know the number.

Senator BAucus. Thank you.

I have one other question, if I might. I have just some ideas on
how to get at environmental streamlining. It is my thought that be-
cause of all the boxes and the rabbits running around the maze
and so forth, and it somewhat legitimate, but I do not think en-
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tirely, that DOT be made the lead agency, with respect to purposes
and need and scope and alternatives.

You know, all agencies can be consulted, and should be, the ap-
propriate agencies. But you need some lead agency; somebody that
can organize all this.

It is my understanding that there really is not a well defined
lead agency, at this point. So one thought might be and, in fact,
in the bill that I will be introducing at the appropriate time, it will
include such language.

I am also wondering if it might make sense to have sort of a
deadline by which an agency has got to respond, at some date. It
would be something that is reasonable and make sense, but at
least some date.

I mean, the world is usually run by deadlines. For a lot of people
in Government, it is not. I am not being critical, but I am just mak-
ing an observation.

For example, all of us run by deadlines. You know, lots of you
can think of all kinds of people in their daily lives who operate by
deadlines, and the businesses have deadlines. You have quarterly
reports in the business sector, and you can name it. But a lot of
agencies do not seem to have deadlines within which to make their
recommendations, their suggestions.

It just seems to me that the agencies should have deadlines. You
know, it would force them to think a little bit. Frankly, they might
find something pretty creative, if they have got a deadline, so long
as it is reasonable. That, too, will be in the bill. Deadlines will be
included in the bill that I intend to introduce.

But if you could just think about that, when you make your rec-
ommendations to us, as we further discuss the legislation, we
would deeply appreciate it. Thank you.

Ms. PETERS. Mr. Chairman and Senator Baucus, I think those
are good suggestions, and we will consider those.

Senator REID. Max, I think that is a great idea, because a lot of
times, these agencies are waiting around for one of the other agen-
cies to do something.

I think that that, combined with your idea to have a time, and
as you have indicated, a reasonable time, we have got to do that,
because there is no pressure for them to do anything. They can
wait forever on this. So I think that is a great idea.

We have been joined by Senator Graham of Florida. Do you have
a statement you want to give?

Senator GRAHAM. Mr. Chairman, I do not have a statement, but
I do have a few questions, if this would be appropriate.

Senator REID. We would be happy to have you ask those. This
is totally appropriate.

OPENING STATEMENT OF HON. BOB GRAHAM, U.S. SENATOR
FROM THE STATE OF FLORIDA

Senator GRAHAM. Now I am going to violate what I just said, to
make a brief statement.

Senator REID. It does not matter. It is counting against your 5
minutes, anyway.

[Laughter.]
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Senator GRAHAM. I heard the discussion about the number of
jobs affected by this. I know, as a former Governor, during a period
of economic downturn in the early 1980’s, we analyzed all the
things that the State Government could do to try to play a positive
counter-cyclical role.

We concluded that one of the most significant things to do was
to accelerate our highway maintenance programs; that they were
quick starting, they were heavy employment-oriented, and they left
behind a better community and a stronger economic infrastructure.

So I do not know how the States and other territories that are
beneficiaries of these funds are allocating it, as between new con-
struction and maintenance. But if a significant amount of that is
in maintenance, as I know it is in my State, you are talking about
very large number of job losses, if you cutoff those funds. So this
is a real economic, as well as a transportation, issue.

Having said that, when did the DOT first begin to suspect that
the RABA calculation would result in such a large negative num-
ber?

Ms. McCLEAN. Sir, during the mid-session review, which the
White House puts out around August

Senator GRAHAM. This was August of 2001?

Ms. McLEAN. Correct, there was a release that showed a nega-
tive, and I believe it was around, I want to say, $1.2 billion/$1.3
billion at that time.

Senator GRAHAM. What steps were taken in August of 2001 to
alert the States that they might be facing significantly reduced
funds in the next year?

Ms. McLEAN. We did notify them, and I think Administrator Pe-
ters can respond to that, as well. But I know that AASHTO was
aware, and some of the other user groups were aware at that time,
that a negative RABA or a negative adjustment was something
that was very possible, due to the tax revenues.

Senator GRAHAM. What steps did the States take to take that
into account?

Ms. PETERS. Mr. Chairman and Senator Graham, I could not tell
you specifically what steps the States took. But we did know as
early as mid-summer, that RABA would likely be negative.

In fact, in early July, we were hosting a Western States Sympo-
sium of State Transportation Officials in Phoenix, Arizona, shortly
before I was able to come to Washington. We were talking about
the probability that RABA would be negative at that point in time.
By the fall, as we began to get more data together, it was more evi-
dent and we were having discussions with various interest groups.

I do know very specifically in early December of 2001, when I
had an opportunity to speak to the AASHTO organization, which
is the State Highway Transportation Officials, we talked very open-
ly about negative RABA at that point in time.

I was not party to discussions among the members about what
specifically they might do. Again, I can only look back and tell you
what I would have done, had I still been a State administrator. I
would have been looking at trying to even out the flow between 2
years, so that I could try to keep my programs intact, and then
look at the out years of the program, at perhaps extending the date
of projects out into the future.
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One thing that is important, that we certainly have talked about,
and I have talked about with some members of AASHTO is that
this is news that is not good in the short term. But, as I mentioned
earlier, because of the rather slow pay-out of highway spending, we
are not going to fall off the “plateau,” if you will, immediately.

But we do have reauthorization coming up and, as I think the
chairman mentioned earlier, we are starting reauthorization at a
lower level. In looking at the overall life of reauthorization of the
transportation funding act, it is very important for us to look at
this and try to provide more stability in funding over the long run.

Senator GRAHAM. My time is short, and I am going to make what
may be more of a statement than a question. But I understand that
you talked earlier about the Intelligent Transportation System Pro-
gram.

I have been very concerned that the high level of earmarking of
that program had undercut its basic objective, which was to learn
something about how ITS programs worked in real world applica-
tions, so we would do a better job in the future of reducing highway
congestion.

Toward that end, last year, I offered an amendment, which was
adopted in the Senate, and stayed essentially in fact in the final
bill, which said that the following sums shall be made available for
ITS system projects, that are designed to achieve the goals and
purposes set forth in Section 5203 of the ITS Act of 1998.

I encourage the Department of Transportation to look at these
three pages of earmarked ITS projects, and evaluate them against
that standard of, are they consistent with the purposes that led to
this ITS Act in the first place; and if you find them not to be con-
sistent, that you not disburse the funds. I will be interested in see-
ing which of these many, many projects you find not to be con-
sistent with the statutory purpose.

Senator REID. Senator Graham, for those that are watching this,
and members of the committee know, has done hundreds of jobs
and put in full shifts over the years that he was Governor and the
years he has been in the Senate.

My question is, Senator Graham, have you done anything deal-
ing with highway construction?

Senator GRAHAM. Many, probably 10 or 15 highway construction
jobs, from bridge building to asphalt pouring.

Senator BAUCUS. I might say to my good friend and chairman,
I have followed Senator Graham’s lead. I know that he has done
that. I thought it was a great idea, so I have done the same thing,
and I might say the same.

I have operated heavy equipment and raked gravel on highway
jobs. I commend it to all of us on the committee, because it gives
you a really good sense of, you know, what is going on here, as you
talk to the guys and gals.

I do not know if this happened to you, Senator Graham. I was
also a sign person 1 day, and I was trying to get the traffic to stop.
I jumped out in front of this traffic to get them to stop, because
equipment was on the road, and instead of flashing the stop sign,
I flashed the slow sign.

[Laughter.]
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Senator BAUCUS. A guy went through, but he knew more about
what was going on than I did. He stopped, and he just read me the
riot act, because I had flashed the wrong sign.

[Laughter.]

Senator BAucUS. But he knew exactly what was going on.

So we all have had our great experiences on these jobs. I highly
commend it.

Senator REID. Well, I could rake the gravel, and I think I could
do the sign; but heavy equipment should be left for someone else.

Senator BAucus. Well, 1 day they put me out in any empty field
for 3 hours by myself, to make sure I did not cause too much dam-
age.

[Laughter.]

Senator REID. Thank you very much. We appreciate both of you
being here.

Ms. PETERS. Thank you.

Ms. McLEAN. Thank you.

Senator REID. The next panel of witnesses that we have today is
the Honorable Tom Stephens, Director of the Nevada State Depart-
ment of Transportation. He will testify on behalf of the American
Association of State Highway and Transportation Officials.

We will also hear from Mr. William Fay, President and CEO,
American Highway Users Alliance, Washington, D.C.; and Mr. Tom
Hill, Chief Executive, Oldcastle Materials, Incorporated, on behalf
of the American Road and Transportation Builders Association.

As has been indicated by Senator Inhofe, we were expecting Mr.
Duit here today, but sadly, his business burned down Saturday
night, and he is therefore unable to be here.

I have said this, Senator Baucus, to Senator Graham, but I hope
the two of you do something in the form of putting together your
experiences. I think that would be really entertaining and really re-
warding.

Senator BAucUs. We can do that.

Senator REID. But I think it is great that the two of you have
done that. It is certainly a way to find out what is going on out
there, and there is no other way.

I have done it on a very limited basis, and have to acknowledge
that I have not spent full shifts out there. I will come and do a few
things and then leave. But I know that you and Senator Graham
have put in full shifts, which is very hard to do.

We are first going to hear today from Tom Stephens. Tom, please
proceed. As each of you know, here is the little lamp. It will say
“talk,” and when you have 1 minute left, it says, “sum up,” and
then “quit.” Please proceed.

STATEMENT OF HON. THOMAS E. STEPHENS, DIRECTOR, NE-
VADA DEPARTMENT OF TRANSPORTATION, ON BEHALF OF
THE AMERICAN ASSOCIATION OF STATE HIGHWAY AND
TRANSPORTATION OFFICIALS

Mr. STEPHENS. Mr. Chairman and members of the committee, I
am Tom Stephens, Director of the Nevada Department of Transpor-
tation. I greatly appreciate the opportunity to speak with you today
on a topic of extreme concern to every member of the American As-
sociation of State Highway and Transportation Officials.
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Mr. Chairman, we, in the States are stunned by the fiscal year
2003 budget proposal to slash $8.6 billion from the current high-
way funding levels. In the midst of a recession, this would cut the
Federal Highway Program by 27 percent, because of an apparent
slow-down in Highway Trust Fund Revenues, which triggered a
complex revenue aligned budget authority reduction.

Losses of this magnitude can wipe out much of what we have ac-
complished in the past 4 years to reduce the backlog of needed
highway improvements. It would set the clock back to ISTEA.

We strongly support the bill you all introduced last week to re-
store highway funding to not less than the $27.8 billion level au-
thorized in TEA-21 for fiscal year 2003. We commend you for your
appreciation of how important sustained highway investment is to
the country, and thank you for your leadership in putting forth this
legislation.

It is our emphatic view that the “not less than” for fiscal year
2003 should be no less than the $31.8 billion level provided in fiscal
year 2002.

With 36 State Governors and legislators already contending with
severe budget shortfalls, it is vital to maintain current Federal
funding. Otherwise, State and local officials will have to begin the
task of cutting billions of dollars in highway projects from their fis-
cal year 2003 Transportation Improvement Programs.

Final decision on these cuts will be made public in September,
affecting nearly every community in the Nation. Construction con-
tractors throughout the country will cut back on equipment pur-
chases, and lay off tens of thousands of well paid construction
workers.

Stock prices of several heavy equipment companies and construc-
tion companies have already dropped. Engineering consulting
firms, already hard hit by the recession, will almost immediately
have to start laying off engineers and technicians, as design work
for next year’s projects is delayed or canceled.

Let me give you just a few State-specific examples, based upon
a survey that AASHTO now has underway. In Nevada, a $50 mil-
lion cut in Federal funding will translate into a $50 million reduc-
tion in construction contracts. Future year programs will be
downsized, as well. This funding cut would jeopardize our progress
on numerous projects to meet the demands of the Nation’s fastest
growing State.

In Oklahoma, a total of $120 million in construction and right-
of-way projects would be delayed or canceled, and the State’s pro-
posed $1 billion GARVEE Bond Program would be jeopardized.

In Montana, a $67 million reduction would result in the loss of
2,800 jobs, roughly equivalent to a quarter of the new jobs created
in Montana in 2001.

In the longer term, we are concerned that the fiscal year 2003
cut, from $32 billion down to $23 billion, will be used as the base-
line for the reauthorization of TEA-21. Over the next 7 years, the
Highway Program would lose $60 billion, the equivalent of 2 years
funding under TEA-21, with the Highway Trust Fund locking up
tens of billions of dollars by the end of the period.
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Not only do we need to ensure that the fiscal year 2003 funding
levels are restored, but also that the firewalls for the distribution
of the Highway Trust Fund receipts are perpetuated.

This damage to our highway system and the Nation’s economy
need not occur. As the chart next to me shows, there is over $19
billion in the Highway Trust Fund. By using only $2.4 billion for
outlays in fiscal year 2003, we can keep highway investments at
the fiscal year 2002 level.

Now no matter what you think about the calculations, when you
look at the numbers here, the fact is that the Highway Trust Fund
has grown from $8 billion in the last 4 years, up to $19 billion. No
matter how you calculate it, there is a lot more money in the High-
way Trust Fund today than there was 4 years ago.

Clearly, the RABA mechanism needs to be refined, and calcula-
tions by the Treasury Department need scrutiny. But there are two
principles adopted in TEA-21, which must be maintained.

The first is to provide funding guarantees to provide the reli-
ability essential to multi-year investments. The second is to pre-
serve the firewalls in the Budget Enforcement Act, to assure that
all of the revenues which flow into the Highway Trust Fund are
spent for transportation.

Let me conclude by saying that transportation has enabled the
economic prosperity that America has enjoyed since the 1950’s. It
is a simple equation: better transportation equals productivity
gains and economic growth.

As we struggle to regain our economic vitality, we dare not pull
the plug on our transportation investments. America’s fuel taxes
collected for highways should be spent on highways.

Thank you, Mr. Chairman. I would be pleased to answer any
questions.

Senator REID. Mr. Fay?

STATEMENT OF WILLIAM FAY, PRESIDENT AND CEO,
AMERICAN HIGHWAY USER’S ALLIANCE

Mr. FAy. Mr. Chairman, thank you for inviting the Highway
User’s to testify at this important, very timely hearing on highway
funding.

We are one of the most broad-based and diverse advocacy groups
in the U.S. We are a consumer’s group for America’s motorists and
truckers, buses and RVs. We represent vehicle manufacturers; the
oil industry; the service stations that fuel them; 3-M, insurance
and other safety interests; farmers; industries that produce con-
crete, stone, asphalt; and contractors and equipment manufactur-
ers that turn those substances into highways.

It seems like yesterday that we were asking for $5 billion to
stimulate jobs in the economy. Now we are here on a far graver
task, to avert the job and economic disruption that will result from
the loss of $9 billion in highway funding next year.

Simply stated, slashing 27 percent from our Nation’s largest in-
frastructure program is too much. It will have serious economic re-
percussions for a Nation struggling to climb out of recession. Cuts
ranging from $28 million in Delaware, to $618 million in Cali-
fornia, will be nothing short of calamitous.



94

The mere announcement of these cuts has already cost Ameri-
cans jobs. Appended to my statement is a Joint Economic Com-
mittee study, estimating the cost of losing one’s job: the financial
hardship, the loss of health care and health insurance, rising mor-
tality, divorce, and suicide. Quoting from that study, the longer job-
less endures, the more likely it becomes that frustrations will be
vented on the family or on the rest of society.

Road investments not made also delay positive societal benefits:
the safety benefits of reducing crashes, the air quality, time saving
and fuel saving benefits of relieving gridlock, the productivity bene-
fits of speedier deliveries. They are the reason that the highway
tax is the tax Americans pay most willingly. But they are only real-
ized if highway taxes are used as intended.

No where are these gains clearer than in our study evaluating
the 20 year benefits of improving America’s 167 worst bottlenecks,
287,000 fewer crashes, 1,150 fewer deaths, 141,000 fewer injuries,
45 percent less carbon monoxide, 44 less VOCs, 71 percent less
CO2, 20 billion less gallons of fuel consumed, and 19 minutes
knocked off the time it takes to drive through the bottleneck.

For commuters, that is 38 minutes a day that they can spend
with their families, at work, at errand, or recreation. That is why
this funding shortfall is so crucial to our 45 million members.

In the short term, we strongly support prompt enactment of S.
1917. We are mounting a nationwide media and grassroots cam-
paign to enlist co-sponsors, and urge appropriators to do their part,
once it is enacted.

We wish the funding levels were more, but we commend this
committee for its unanimous support and leadership, and for its
bill, that actually sets obligation levels at a little under the amount
that the Administration’s budget says is going to be collected in
taxes in 2003.

America’s highway users have an ironclad case that sets us apart
from other interests asking for funding. We have already paid the
$19 billion in taxes, and they are just sitting here in Washington.

To make matters worse, even using the Administration’s conserv-
ative revenue estimations, this surplus is going to double by the
year 2008. The taxes we want released have already been paid. If
they are not released, even more funds will languish in Wash-
ington, as our roads crumble.

Let me be clear. We knew that RABA could go both ways. We
have enjoyed record funding, because receipts have exceeded expec-
tations. If there was not a Trust Fund surplus, we would be just
another interest group with its hand out. But we have already paid
the taxes that S. 1917 will invest.

Turning to reauthorization, TEA-21 restored the concept of high-
way taxes paid equal highway investments made. While that con-
cept must be preserved, we might make some minor adjustments
that are going to eliminate future funding swings.

To us, the fact that Treasury has failed to predict the adverse
impact of the recession on revenues from diesel fuel and truck and
tire sales, their models fail to understate future revenues, particu-
larly if the economy picks up.

To us, that suggests several clear priorities, and they are in-
cluded in my statement. We need to enact S. 1306, which will shift
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over $400 million in ethanol tax receipts into the Highway Trust
Fund. We need to further stop tax evasion. We need to invest the
$19 billion Trust Fund surplus.

Mr. Chairman, thank you for inviting me here to testify. We look
forward to working with this committee to continue to support the
vital role that our highway system plays in our economy and our
every day lives.

Senator REID. We will now hear from Mr. Tom Hill from the pri-
vate sector.

STATEMENT OF TOM HILL, CHIEF EXECUTIVE, OLDCASTLE
MATERIALS, INC., ON BEHALF OF THE AMERICAN ROAD AND
TRANSPORTATION BUILDERS ASSOCIATION

Mr. HiLr. Mr. Chairman and members of the committee, my
name is Tom Hill. I am the Chief Executive Officer of Oldcastle
Materials. We are the largest material supplier and paving con-
tractor in the United States, headquartered here in Washington,

I am here today on behalf of the American Road and Transpor-
tation Builders Association, where I am privileged to serve as Sen-
ior Vice Chairman. ARTBA has been representing the transpor-
tation construction industry here in Washington for over 100 years
this week.

Oldcastle has operations in 25 states and employs over 15,000
people in the transportation construction industry. We are a fed-
eration of companies, and to help illustrate our reach, we have sig-
nificant operations in several of your States.

In Montana, we have Jensen Construction in Missoula, and
Maronic Construction in Helena, Montana. In Connecticut, we have
Tilcon, a very major employer in the State. Tilcon also has a large
presence in Rhode Island.

In Ohio, our Shelley Company is the largest paving contractor in
the State, with well over 1,000 employees. Mr. Chairman, we also
have a fairly small operation in Elko, Nevada.

I greatly appreciate the opportunity to appear before you today,
because the proposals currently before Congress relating to Federal
highway investment in 2003 will have a direct impact on our busi-
ness and the hard working people we employ.

Our deep involvement in transportation improvement projects
across the Nation provide me with a unique perspective on what
the real world impacts of this will have today and in 2003.

Mr. Chairman, I can tell you that people like myself, contractors,
material suppliers, equipment manufacturers, and State transpor-
tation officials across the Nation, are having a hard time under-
standing why we are suddenly looking at nearly a 30 percent cut
in Federal Highway Program funding next year.

This is nothing but a crisis for our industry. Share prices
dropped on the release of the President’s budget. More importantly,
olur employees are deeply concerned about their jobs and their fam-
ilies.

This is not a 2003 problem, and let me reemphasize that. It is
not just a 2003 problem. States are already delaying projects. Com-
panies like mine are curtailing capital investment, and the impact
is being felt right now.
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Then we learn that the cut is being triggered because the pro-
gram funding level is dictated by a truly convoluted mathematical
formula, that hinges on the accuracy of economic forecasts that try
to guess the future. It is confusing.

When we learn that since TEA-21 was enacted in 1998, that the
Highway Trust Fund’s account balance has grown to close to $20
billion that includes billions in surplus revenue, we do not even
know why there is a problem.

My understanding of TEA-21 was that it was based on the prin-
ciple that, for the first time, all incoming highway user revenues
to the Trust Fund would be spent in a timely manner on needed
transportation improvements. If there is a $20 billion balance in
the Trust Fund, that clearly has not happened.

The RABA adjustment cut of $8.6 billion is not just some aca-
demic exercise that takes place in a vacuum. I was out amongst
our companies last week, meeting with employees on this issue. I
can tell you, they are scared and energized to reverse this cut in
any way they can.

The $8.6 billion is already sustaining 360,000 American jobs in
companies like mine. If you waive a magic wand and take it away,
just because someone in Washington made a mistake in predicting
the future of the economy, then those jobs will be lost. Real Amer-
ican workers and companies will be hurt.

Let us use that $20 billion Trust Fund balance to maintain the
program next year at this year’s level, so that we are not creating
unemployment, disrupting State highway programs, and delaying
critical safety improvements.

I am not an economist, and I am not going to pretend to be able
to explain all the nuances of Federal transportation funding that
are contained in ARTBA’s testimony. That is why I brought Dr.
Buechner, who is the economist at ARTBA, along with me.

The ARTBA written statement outlines a number of ideas for im-
proving the RABA mechanism and for meeting the Nation’s trans-
portation needs in the TEA-21 reauthorization bill. I ask that our
statement and all attachments to it be included in the record of
this hearing, so they can be studied and considered by Congress.

Senator REID. Hearing no objection, that will be ordered, and
that is the American Road and Transportation Builders Association
to which you refer.

Mr. HiLL. Mr. Chairman and Senator Inhofe, we deeply appre-
ciate your leadership, and that of your entire committee, in intro-
ducing S. 1917 last week, which would set a floor on fiscal year
2003 highway funding at the authorized guaranteed firewall level.
That has got the ball rolling in Congress, and ARTBA supports
your bill.

We also hope that over the next weeks, we can work with you
and Congress to maintain funding next year at the current $31.8
billion level. Cutting the program by $4.1 billion makes no more
sense than cutting it by $8.6 billion.

Please use the Highway Trust Fund for its intended purpose, to
fix this legislative glitch. The user fee revenues are coming in to
do it.
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I thank you for giving me the opportunity to share my views, the
concerns of our employees, and the positions of my industry’s asso-
ciations with you and the committee.

Senator REID. Thank you for your testimony, Mr. Hill, and thank
you for appearing here on such short notice.

The statement about which I am going to make has no partisan
ramifications. But it does have ramifications to what I think is a
bureaucracy that really prevents us from doing certain things here
in Washington. I mean, this is just not right to have this in the
budget. Some people should have advised the President of its rami-
fications.

Using the figures that Tom Stephens gave us, I did this on a cal-
culator. I thought maybe I was wrong, so I did it by hand: $60 bil-
lion is 2,520,000 jobs—2,520,000 jobs. These are high paying jobs.
Each person that has one of those jobs is paying taxes, buying re-
frigerators and cars. I mean, we just cannot let this happen.

Now we have been talking about an economic stimulus package
here for months. One of the things I talked about was having what
I refer to as an American Marshall Plan, infrastructure.

In Nevada, we have problems that are different than in New
York. They have things that are old. We have things that are new
that need to be done. So we have different problems all over the
country. But our infrastructure is in drastic need of help.

We did not have it, in the Democratic proposal, even though I
tried, and it certainly did not have any support in the Republican
proposal. I cannot imagine why we did not go with that.

I spoke at the National Mayor’s Association. They went crazy.
They know it is the right thing to do. I have gotten support from
all over America, with State legislators. But here in Washington,
the bureaucrats have stymied me. A simple program like building
roads, I cannot get it through the bureaucracy.

So I just think that not only do the cutbacks hurt programs
about which I just spoke, but the other thing that happens, and I
say this to all the panelists, if you cut back on a project, it makes
it more expensive before you finish it.

If on the road, we are going to build between search light and
railroad passes, little local stuff, I mean, if we are going to do that
over 3 years instead of 2 years, the project is more expensive.

So I am so glad that we have the support of the Republicans in
the House and Republicans in the Senate. This is something that
we are all joining together on. I mean, they are happy and the
Democrats are supporting it. We have got to join together and get
this done. This is more than just fluff.

So I have some questions that I will submit to all of you. Your
testimony has been tremendous. Mr. Hill, we appreciate very much
your coming on such short notice.

When anyone ever says that Government cannot create jobs, they
are wrong. Government does create jobs with programs like this.
As far as I am concerned, there are two major programs that really
get people to work: building houses and doing things with roads
and bridges and dams and things of that nature. That creates lots
of jobs.

Senator Inhofe?

Senator INHOFE. Thank you, Mr. Chairman.
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You know, I think most of you were here when the previous
panel was here, and Senator Baucus said something that I recall
also. That is that quite often, under different Administrations,
Democratic or Republican Administrations, they start with a num-
ber that is lower than we end up. I think that has just become a
reality.

Your economic analysis, all three of you, it is pretty stark, when
you talk about some of the things that could happen. Now what
would be helpful to me, for example, the $1 billion and the 42,000,
to see just how you came up with these figures.

You might remember, I asked the Administrator and Ms.
McLean that question. They did not question it, but I think it
would be helpful for us to actually, Mr. Stephens, come up with
something where we can say, this is how this works.

I would make the same request for the fact that they have said
that we could take the additional figure that is found in S. 1917.
But the Trust Fund could not support the higher figure that you
folks are talking about, and you say that they can.

So this would be helpful to us to have your analysis, so that we
could look over and make our own determination, and we could be
more persuasive in presenting our case. Are there any thoughts
about that?

Mr. STEPHENS. To address your first point, that is published
data. The Federal Highway Administration put it out in a pam-
phlet, in preparation for TEA-21, where they showed the number
of jobs, direct, indirect, et cetera. I will be happy to send you a copy
of that pamphlet.

At that time, I happened to be the chairman of the AASHTO
Economic Committee, so the economic impact of highway expendi-
tures was a big deal to us, and the Federal Highway Administra-
tion published that. So maybe it is only 40,000 per one billion now,
because of inflation.

Senator REID. Or maybe it is 45,000.

Mr. STEPHENS. Or maybe it is 45,000; but that was published
data by the Federal Highway Administration.

Senator INHOFE. Well, that is very helpful, Mr. Stephens, be-
cause I was not aware of that. When we can show that, that helps
in establishing the case. Do not always assume, when you come up
with a figure, that we have the background on that figure.

And do not put me in an adversarial relationship. I agree with
you. I just want to be able to see it, so that we can present it with
conviction; yes, sir?

Mr. HirL. If T could just comment on that. You know, the real
world effects are, we invest in asphalt plants and quarries, crush-
ing plants, for 20 and 30 years. When all of a sudden, there is a
blip in what has been a fairly steady stream of Federal moneys for
the last 30 years, it really puts doubt on whether you should invest
for 20 and 30 years.

In fact, you know, we are reassessing our capital program for
next year with this in mind. That just is where the real life effects
of it are. Our equipment manufacturers are worried, and they
should be.

You know, it is not just the jobs on the road. It is not just the
guy on the back of the paver. It is the guy in the plant in Iowa
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that manufacturers the crushing equipment and so on. It is very
real.

Senator INHOFE. Go ahead, Mr. Fay.

Mr. FAY. Mr. Chairman, Senator Inhofe, what Mr. Hill said is ex-
actly right. He just mentioned the words “capital budget.” This is
our Nation’s capital budget, the infrastructure of this Nation. Yet,
it is treated in much the same way as the pencil you are holding,
you know, Mr. Chairman, in the way that it is accounted for.

Thankfully, TEA-21 actually brought some sanity to that process
by setting it apart and having a connection between revenues re-
ceived and the amount that is appropriated and budgeted. But this
is a capital program. It is just not treated that way. A lot of States
may treat it that way.

Senator INHOFE. No, I understand that, and believe me, I have
had a lot of conversations with our people at Oklahoma. As you
know, Mr. Duit was going to be here; and Mr. Hill, I appreciate
your being here on such short notice.

Well, the other thing, and you can just give me this for the
record, and that is that the numbers support S. 1917, but according
to the Highway Administration, may not support the others; but
you say they are supported. So we would just need to have your
data to help us out.

Mr. Chairman, I have no more questions.

Senator REID. Senator Inhofe, I just advised my staff, just so you
and Senator Chafee understand, as to the way I like to conduct the
subcommittee hearings. Those people that get here first, they give
their statements in the order that they show up. But after that,
what I do is, I try to go on the basis of seniority.

So Senator Graham, questions?

Senator GRAHAM. Thank you very much, Mr. Chairman.

Mr. Stephens, when did your State Department first learn that
there was going to be significant reduction in 2003 funding?

Mr. STEPHENS. I hate to quibble with words, but we were first
officially notified of this in a letter of January 24th, 2002, signed
by the Administrator, Mary Peters.

I will acknowledge that people had talked about RABA in various
forums before then. But this is the letter which drove the point
home, saying that we were only going to get $146 million for the
State of Nevada, instead of the $203 million that we had gotten the
previous year, and it talks about the adjustment.

I, frankly, had never looked at the adjustment in great detail,
and I am not somebody who is shy about crunching numbers. I un-
derstand numbers. But when I got into the RABA adjustment, I
was just amazed at how they did the look-back, the look-forward,
estimates, authorizations, obligation authorities, and receipts.

The receipt estimates, those are actual receipts from 1998
through 2001, $24 billion to $33 billion, and then down to $30 bil-
lion. The last year, they are saying, is $27 billion.

We are not experiencing that kind of fluctuation on the State
level in our revenues for diesel and fuel tax. We are not seeing
where they are coming up with the figures from the truck tax. For
example, they say the truck sales tax went down 55 percent. Well,
the sales only went down 24 percent. So what is going on there?
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I do not know that the GAO report had shed any light on that.
Maybe people in the recession decided not to pay their taxes last
year and are paying penalties. I have no idea. But we are not see-
ing the same data.

Now it has flattened out. Revenues have flattened out. They are
not increasing, but they are not dropping the way that they have
indicated on the State level. What they are doing on the Federal
level, we do not run the Treasury.

Senator GRAHAM. It was indicated that the first signal that the
Department had was in August of last year. They thought they had
communicated it through AASHTO or other intermediaries; but ap-
parently, the full impact had not reached the States affected until
January.

Would it have been helpful if there had been a more formal
method of early identification to you and other State highway ad-
ministrators, as to what your budget was likely to be for 2003?

Mr. STEPHENS. It certainly would have been helpful, and I think
probably in a going-forward basis, and I do not mean to be critical
of the Federal Highway Administration. This has never happened
before in this manner. So I do not want to be critical of Mary Pe-
ters and her tenure there. She is excellent.

But it would be helpful if, when they do this mid-year review, I
guess, which comes out in August, if they would sent that out in
a letter to every Director, Secretary of State, DOT, indicating to
them what was going on, so that we have really got it on our radar
screen.

Somebody saying something in a meeting, in a national meeting,
where there might be 25 percent of the Directors in the meeting,
and maybe only two-thirds of the States represented, that does not
hammer it home. What hammers it home 1s a letter like this, that
I g}(;t from the Federal Highway Administration, dated January
24th.

Senator GRAHAM. As you know, this committee will soon be turn-
ing to the task of reauthorization of the Surface Transportation
Act. I would appreciate, from all three of you and the members
that you represent, your ideas as to how can we create a more pre-
dictable and stable funding level.

I recognize that there is the business cycle. It has not been re-
pealed and, therefore, there are going to be ups and downs, over
an extended period of time. I think it is important for people who
have the responsibility of planning projects that take multiple
years to complete, to have some degree of predictability within that
up and down, as to what their resources are going to be.

Maybe some things like multi-year averaging or other steps that
would help to knock down the peaks and valleys of funding would
be helpful. But you could be very helpful to this committee, if you
would give us the benefit of your suggestions as to how to try to
build as much stability into this program as possible.

I mentioned in my opening statement that, at least from the
Florida perspective, we found that expenditures on highway main-
tenance were some of the highest job creation activities.

These numbers are almost 20 years old in my mind now, but I
think at the time, we were projecting that for every million dollars
of expenditure, that you could create somewhere in the range of 40
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to 50 annualized jobs. This was in early 1980 expenditure levels.
It is probably a little bit less today.

But what is your estimate? What percentage of your funding is
going into maintenance, and how many jobs does every million dol-
lars of that maintenance expenditure generate?

Mr. STEPHENS. Well, on the National level, the $1 million to
42,000 works out to about one job for $25,000. So it works out into
your range of figures: the 40,000 to 50,000 for $1 million.

I do not have a study that shows this. But my feeling is that you
are exactly correct, that maintenance work creates more jobs than
construction work.

There are several reasons behind that. One, the lead time on de-
sign of a maintenance project is shorter, because you do not have
all the complications of designing new bridges and whatever. You
do not have to buy right-of-way. You do not have to get interrupted
by long environmental delays.

So you can get the money out a lot quicker on the maintenance
project. To some extent, maintenance projects are more labor inten-
sive, like doing an asphalt overlay, than buying the steel for a
bridge for example, and building a new bridge.

So you are exactly correct. To what extent maintenance versus
new capacity projects and how that relates, I cannot tell you. But
it is certainly my very strong feeling, after 7 years of experience
as the Director, that that is exactly correct.

Mr. HiLL. Senator, as the largest paving contractor, we think all
the money should go to maintenance.

[Laughter.]

Senator INHOFE. Senator Chafee?

Senator INHOFE. Well, I want to say, Mr. Chairman, on your in-
terest in my work days, one of my early work days was laying as-
phalt on a maintenance project. It happened to be on Graham
Street in South Daytona Beach.

So if you want to come down to the big race in Daytona Beach
this weekend, I will arrange for you to go to Graham Street and
see what a good job maintenance I did.

[Laughter.]

Senator REID. Well, you do a good job of maintenance here. I am
sure you did a good job on Graham Street.

Senator Chafee?

Senator CHAFEE. Thank you, Mr. Chairman.

Some of the comments here, I have to agree with, are calamitous
cuts. I think Mr. Fay said that. I think just in hearing Mr. Ste-
phens talk about what, a $50 million cut in your budget, is that
accurate?

Mr. STEPHENS. Yes.

S Senator CHAFEE. Those would be just calamitous for all our
tates.

I also have to agree about the accuracy and, I think Mr. Ste-
phens, in your testimony or at least your written testimony, you
did question the accuracy. It just seems to me also that we have
to get to the bottom of that.

So at least we are being responsible, using real dollars and mak-
ing sure they are going toward the projects that they are des-
ignated toward. But if they are there, we want to use them, cer-
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tainly. Other than that, I have no other questions, except for Mr.
Hill. T was just wondering what does Oldcastle Materials make?

Mr. HiLL. We are the fourth largest producer of construction ag-
gregates, and we are the largest producer of asphalt in the United
States.

Senator REID. You mentioned this, Mr. Fay, very briefly, and 1
want to elaborate on it, because of personal experience. I have
talked to Tom Stephens many times about the road to my home-
town of Searchlight, where I have a home.

After September 11th, and I have no complaint about that, and
I am glad they did this, they took a lot of the truck traffic off of
Hoover Dam. But that has created a road from what we call Rail-
road Pass to Searchlight, 36 miles, that is a death trap.

I do not want my children to come and visit me when I am in
Searchlight, because I am afraid they are going to get killed on
that road, and I am not exaggerating. Thousands and thousands of
trucks, big trucks, come over that road every day that did not come
before.

The one thing that you talked about, that I want to stress, this
road construction saves lives. I mean, we have had scores of people
killed on that Searchlight road. It is 36 miles. People do not know
how to drive on a two lane road anymore, and they become anxious
and they pull around. There is something facing them, and it is
death for one or more.

People say, well, when I get money for home, they criticize and
say, Reid brings pork home, you know. But I have never apologized
for a single penny that I brought home for road building and other
things. Because I believe I am bringing home things that make
people more comfortable, it makes businesses more efficient, and
saves injury and death.

Now would anybody disagree with that, that is on the panel
today?

[Laughter.]

Mr. FAY. Mr. Chairman and members of the subcommittee, 117
Americans will die today on our roads, and 788 will die this week.

I am a Trustee on the Roadway Safety Foundation, which is a
non-profit educational group that just puts out materials like the
fact that adding one foot to the width of a lane reduces fatal crash-
es by 12 percent; adding two feet reduces them by 23 percent.
Every time Mr. Hill improves a road, he does save lives.

When you take a look at safety experts, they have a lot of great
data on this. They have calculated that 30 percent of all fatal
crashes in the United States are due to outmoded road design.

These are roads that are carrying way too much traffic than they
were designed to carry, or roads that area not in good condition or
not well maintained. Those are roads that are killing people. It is
a real travesty.

I just point people sometimes to our interstate highway system,
because it is the safest road system in the world, in terms of fatal-
ity rates. What is that? It is because it is designed for that. The
lanes are wider. The shoulders are wider. There is a gentle slope
off the side of the road. The lanes are divided to prevent head-on
collisions.
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If you remember, we had two head-on collisions within a couple
of weeks on George Washington Parkway out here. They just sim-
ply put up guardrails, and we have not had one since then. These
investments really do save lives.

I had gotten into a tremendous argument with an NBC reporter
that was talking about highways as the fleecing of America. I took
great umbrage because I said, as a person that represents the tax-
payers, we do not feel fleeced. What we feel is that not enough in-
vestments are being made to save our lives and to make our com-
mutes easier.

The greatest personal problem that is facing Americans today,
when you look at polls, that personal problem is time management.
We do not have enough time in the day to do all the things that
we need to do.

The investments that this committee puts through, and the in-
vestments that your bill is going to put through, are going to save
people’s lives. They are going to give us more time with our fami-
lies, and we commend you for them.

Senator REID. Mr. Hill, I have one question. You have brought
an economist with you, and I would like to have his information
be made a part of this record. I am anxious to hear how he feels
about this analysis of the Treasury’s revenue estimates.

I am intrigued by what you said, that this organization that you
are representing here today is 100 years old. Is that right?

Mr. HiLL. That is correct. It is in 2 weeks, or is it this week?

Senator REID. Anyway, it is recently, and we want you to give
us the benefit of your organization’s information about what has
happened with the Treasury Department.

Mr. Stephens, I would like you to do the same.

Mr. Fay, if you have anything, we will take that, too.

We will make this part of the record.

Senator REID. Senator Inhofe?

Senator INHOFE. I have nothing further.

Senator REID. This has been a very good hearing. I especially ap-
preciate the members of the committee for being here and being so
attentive.

This is an issue that is, and I repeat, of a bipartisan nature. We
are going to work very hard to get more money. We recognize that
we are in a fiscal downturn. But if you want to really get in a
downturn, cut back road building the way that has been talked
about.

The subcommittee stands in adjournment.

[Whereupon, at 2:53 p.m., the subcommittee was adjourned, to
reconvene at the call of the chair.]

[Additional statements submitted for the record follow:]

STATEMENT OF HON. JAMES M. JEFFORDS, U.S. SENATOR FROM THE STATE OF
VERMONT

Thank you, Senator Reid. First, let me say that I look forward to working closely
with you as we proceed toward reauthorization of the Surface Transportation Pro-
gram. This subcommittee will be our think tank in the months ahead.

Let me also thank all of our fellow EPW Committee members for joining me in
sponsoring S. 1917, the Highway Funding Restoration Act. ThroughS. 1917, we have
taken an important step toward ensuring that the nation’s transportation program
will be properly funded in fiscal year 2003.
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We have borne many burdens as a Nation over the last few months. Now is not
the time to backslide on our commitments to the traveling public. The construction
season is just around the corner in my State of Vermont. Literally thousands of jobs
are supported by our investment in transportation. We can’t shortchange this sector
if we expect to pull out of recession.

S. 1917 is fiscally responsible. It funds the highway program at the authorized
levels. At those levels, the balance in the Highway Trust Fund can support the
spending.

I look forward to hearing from our witnesses today about both the immediate
budget outlook and the longer-term picture.

Good afternoon to Assistant Secretary McLean and to Administrator Peters. Your
partnership and cooperation in our process is greatly appreciated.

I'm delighted also to see the outstanding panel of industry representatives and
State officials. These folks understand the outcomes of our budget decisions. I am
most concerned with outcomes.

I know that resources will be the heart of the matter as we craft the committee’s
reauthorization proposals. It is vital that we get spending right for the coming year.
Fiscal year 2003 will set the base for the 6-year program we are about to authorize.

I want to achieve a balanced transportation system in this country. I want a sys-
tem that provides choices to our citizens, that is secure and reliable.

As we proceed with the committee’s hearing agenda, we will receive a detailed ac-
counting of the transportation system’s needs and opportunities for the future. I ex-
pect that the needs will be great and the opportunities breathtaking! We must en-
sure that the resources are there to be called on.

So again, I thank you Senator Reid.

STATEMENT OF HON. ToM CARPER, U.S. SENATOR FROM THE STATE OF DELAWARE

I’d like to thank the chairman for holding this important hearing today and for
giving me the opportunity to make a statement before his subcommittee on an issue
that is important to all of our States.

When President Bush released his Fiscal Year 2003 budget 1 week ago today, the
budget for the Federal Highway Administration, particularly for the Federal-Aid
Highway program, was one of the more attention-grabbing pieces. After 3 years in
which States received more than $9 billion in aid above the numbers projected in
TEA-21, the program was cut by nearly $9 billion. As we all know, this cut came
as a result of Revenue Aligned Budget Authority (RABA), which, for the first time,
was negative due to lower-than-expected revenue into the Highway Trust Fund.
This means that, under the president’s budget, Delaware, for example, will experi-
ence a nearly $30 million cut in Federal highway aid in 2003, about 24 percent less
than its 2002 allocation. Other States will see even more dramatic cuts. At a time
when the economy is just beginning to recover from recession, when combined State
budget shortfalls are at $15 billion and many States are being forced to trim their
budgets or raise taxes, Congress should act to restore some of these cuts. That’s why
I joined all of my colleagues on the full committee in co-sponsoring S. 1917, the
Highway Funding Restoration Act, a bill that would raise Federal highway aid next
year to the 2003 level called for in TEA-21.

In the coming year, I look forward to working with my colleagues to fix RABA
to ensure that, in the future, States are provided with a steadier stream of highway
funding. The Federal-Aid Highway program should not be as subject as it is now
to the ups and downs of the economy and the Highway Trust Fund should not suffer
from the nation’s increased reliance on alternative fuels. At the same time we are
addressing these issues, however, we must enhance the flexibility TEA-21 gave
States in spending their Federal transportation dollars by allowing them the discre-
tion to spend at least a portion of their highway and transit funding on inter-city
rail projects. Just last month, in the first hearing the full committee held on TEA-
21 re-authorization, we heard from representatives of the National Governors’ Asso-
ciation, the National Association of Counties, the U.S. Conference of Mayors and the
National League of Cities, all of whom expressed strong support for expanding the
flexibility built into TEA-21 to cover inter-city rail. The mayors, in particular, re-
leased the results of a transportation survey showing that increased funding for new
inter-city rail projects was one of their members’ top priorities. I was pleased to hear
several of my colleagues echoing the witnesses’ testimony that day when they spoke
about the desire among their constituents for passenger rail service that can connect
them to our growing national system. Allowing States to spend at least a portion
of their Federal highway and transit dollars on inter-city rail projects will signifi-
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cantly improve Amtrak’s ability to build on its existing long distance routes and
begin serving cities and towns that currently have no passenger rail service at all.

In the last Congress, the full committee passed S. 1144, a bipartisan bill that
would have allowed the funds TEA-21 granted States for the National Highway
System, Surface Transportation and Congestion Mitigation and Air Quality Im-
provement Programs to be spent on inter-city rail projects. I hope to introduce simi-
lar legislation shortly.

As I'm sure you all know, Amtrak President George Warrington announced earlier
this month that he would trim nearly 1,000 jobs and $300 million from Amtrak’s
budget this year. He also announced that Amtrak will have to propose major route
reductions if it does not receive the necessary funding from Congress to pay its oper-
ating and capital expenses. The most likely candidates for route reductions are
those routes outside the Northeast Corridor that are not partially supported by
States. In the coming year, I plan to work with my colleagues to see that Amtrak
is re-authorized, that its budget requests are met and that a dedicated source of
capital funding is created.

My bill will not solve Amtrak’s capital funding dilemma. What my bill will do is
help States retain critical service by increasing the tools they have available to them
to spend their highway and transit dollars more flexibly to retain critical service.
Increased flexibility will not cost the Federal Government anything and will not re-
quire any State to fund inter-city rail projects if it does not want to do so. It will,
however, give States the ability to give our constituents the transportation services
they need. It is my hope, then, that, when the committee considers S. 1917, we can
also act to give States the kind of flexibility our constituents and their Governors,
mayors and county administrators are asking for.

STATEMENT OF HON. JAMES M. INHOFE, U.S. SENATOR FROM THE STATE OF
OKLAHOMA

Thank you Mr. Chairman: I am pleased to join you today in welcoming our wit-
nesses. It is always a pleasure hear from Federal Highway Administrator Mary Pe-
ters. We are very fortunate to have an Administrator at Federal Highway that un-
derstands the tough choices our States have to make. Mary’s background as the di-
rector of the Arizona Department of Transportation will be very beneficial to us as
we balance the needs of our individual States with need the for a national transpor-
tation system because she will be able to tells us what works and what does not
work. So I am looking forward to working with you as we begin deliberations on
reauthorization.

I have had the pleasure of working with Donna McLean first as a fellow on the
Water Resources Subcommittee on the then Public Works and Transportation Com-
mittee in the House. We were fortunate that she decided to stay as a permanent
staffer on the Aviation Subcommittee. I have always found Donna to be very thor-
ough and accurate in her analysis and I have no doubt that as we work through
the varying interpretations of RABA, we will find that she will be most helpful in
explaining the position of the Administration.

I am most anxious to hear from Thomas E. Stephens, Director of the Department
of Transportation in the chairman’s home State of Nevada. Again, I believe we can
never hear too often from our State officials on how decisions we make in Wash-
ington effect how they to their jobs at home.

It is always good to hear from Bill Fay. His group, the Highway User’s Alliance
will play an important role in reauthorization.

Finally, I had hoped to be welcoming my friend and fellow Oklahoman Jim Duit
to testify on behalf of the American Road and Transportation Builders Association.
Unfortunately, Jim’s suffered a devastating fire to his business Saturday evening.
In talking with him it appears that the cause of the fire may have been arson. Need-
less to say, he is unable to join us today. However, I have the oral statement that
he had planned on making and I would ask that it be submitted for the record. Also,
I have a written statement of Kenneth K. Wert who is President has Haskell Lemon
Construction Co. in Oklahoma that I would like to submit for the record.

We are fortunate that Mr. Tom Hill, Chief Executive of Oldcastle Materials, Inc.
could join us today to present the industry’s perspective on the proposed FY03 budg-
et. I appreciate your rearranging your schedule on such short notice and look for-
ward to hearing your testimony.

Thank you Mr. Chairman and welcome to our witnesses.
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STATEMENT OF HON. BOB SMITH, U.S. SENATOR FROM THE STATE OF NEW
HAMPSHIRE

Mr. Chairman, I too would like to offer a warm welcome to our witnesses this
afternoon. As I promised at our full committee hearing on TEA-21 reauthorization
just a couple weeks ago, I have looked closely at the RABA mechanism and the
highway funding level for fiscal year 2003, and I believe we have come up with a
responsible solution. In reauthorization of TEA-21 we will need to re-examine the
RABA calculation method so that it does not result in these amplified ups and
downs in funding. I look forward to working with Administrator Peters and Assist-
ant Secretary McLean on that issue.

More immediately, however, we need to address the drop of almost 30 percent in
highway funding for fiscal year 2003. I do not believe that this is what Congress
intended when we passed the RABA provision in TEA-21. What was intended was
that Highway Trust Fund revenues would equal highway spending. There is no dis-
pute that the country’s economic growth produced revenues well above the levels
predicted in TEA-21, and so RABA resulted in funding increases. However, now
that revenues have dropped off, the RABA calculation would result in a spending
level well below actual revenues. In fact, the President’s budget proposes a highway
spending level of $23 billion when the latest Treasury Department projections put
highway trust fund revenues at over $28 billion for 2003. Congress did not intend
for this discrepancy, regardless of the results of a complicated and obviously flawed
calculation formula.

Our solution was to introduce S. 1917, the “Highway Funding Restoration Act,”
for which all 19 members of this committee are original cosponsors. I believe this
bill clarifies congressional intent by clearly stating that highway funding for fiscal
year 2003 will be no less than $27.7 billion, the amount authorized in TEA-21. I
will continue to work throughout the budget and appropriations process to make
sure this funding is restored and distributed to the State programs, and not diverted
to project earmarks.

Finally, I want to commend Administrator Peters for her leadership and commit-
ment to the issue of environmental streamlining. As one of the authors of this provi-
sion in TEA-21, I have continued to focus attention on it at every opportunity. I
also created a pilot project in New Hampshire to illustrate how State and Federal
agencies are supposed to apply streamlining to an environmental impact statement
process. These agencies committed to complete an EIS for the I-93 widening project
in little more than 2 years, and they remain on schedule. I invite you, Administrator
Peters, to come up to New Hampshire to attend this project’s celebration of success
later this year.

Thank you, Mr. Chairman, for holding this hearing.

STATEMENT BY HON. BEN NIGHTHORSE CAMPBELL, U.S. SENATOR FROM THE STATE
OF COLORADO

Mr. Chairman, I would like to thank you for scheduling this important hearing.
This is an issue that I know is very important as it is to the rest of the West, includ-
ing Colorado. I would also like to thank the distinguished panel for taking the time
to meet with us today.

Transportation is the grease that makes our economic engine go. Traffic conges-
tion only slows the engine and cost businesses and individuals billions of dollars a
year due to extra fuel costs, late deliveries, and lost production. Traffic congestion
is also taking a toll on our nation’s families. Parents are now getting home to their
children later and later.

The passage of the Transportation Equity Act for the 2151 Century (TEA-21) has
helped States start to solve many of these problems. The Colorado Department of
Transportation (COOT) has been able to increase its budget from $200 million to
$300 million a year. This has allowed COOT to undertake projects that help ease
the stress on Colorado roads.

However, there are also problems with TEA-21. Current projects show a $4.4 bil-
lion shortfall in the fiscal year 2003 budget, a more than £8 billion drop from the
total TEA-21 funding from fiscal year 2002 levels. This means that the State would
Colorado would lose $59 million a 19 percent decrease from the year before. It is
estimated that a budget decrease of this level would result in the loss of over 3,600
jobs in Colorado over the next 7 years and 287,000 nationally during that same
length of time.

Now is not the time to decrease funding for our nations highways. This higher
level of funding has allowed COOT to move forward with transportation projects
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that would not have been able to be completed without TEA-21 and now is not the
time to slow the this progress.

In addition, Colorado, along with many other States, is experiencing State budget
reductions. This “double whammy” will result in additional project reductions.

Now is not the time to decrease funding for our nation’s highways. The higher
level of funding has allowed COOT to move forward with transportation projects
that would not been able to be completed without TEA-21 and now is not the time
to slow this progress.

Last week I signed on as an original cosponsor to the Highway Funding Restora-
tion Act of 2002, which was introduced by leadership in this committee and fully
supported in a bipartisan manner. This legislation would bring the FY2003 highway
funding up to the level set in TEA-21.

In closing, transportation remains a top priority in Colorado. Having a transpor-
tation system that moves people and goods is important to our economic health and
quality of life. I remain committed to working with this committee throughout the
year and I look forward to these discussions today on this important issue.

Thank you Mr. Chairman.

STATEMENT OF MARY E. PETERS, ADMINISTRATOR, FEDERAL HIGHWAY ADMINISTRA-
TION DONNA MCLEAN, ASSISTANT SECRETARY FOR BUDGET AND PROGRAMS AND
CHIEF FINANCIAL OFFICER

Mr. Chairman and members of the subcommittee, thank you for the opportunity
to testify today in support of the President’s Fiscal Year (FY) 2003 Budget proposal
for the Department of Transportation and to discuss the status of the Highway
Trust Fund. We would also like to thank you for your leadership in scheduling a
series of hearings in preparation for the reauthorization of the surface transpor-
tation program. We are looking forward to working with this subcommittee and with
Congress to achieve the goals outlined in the fiscal year 2003 budget request and
to shape reauthorization proposals. Working together, we can meet the transpor-
tation challenges facing our Nation and provide the American people with a trans-
portation system that is safe, efficient, and accessible, while remaining respectful
stewards of the environment.

OVERVIEW

As a whole, the strong but flexible multi-modal system developed under the Inter-
modal Surface Transportation Efficiency Act of 1991 (ISTEA) and the Transpor-
tation Equity Act for the 21st Century (TEA-21) is working well in supporting our
Nation’s economic growth and improving the quality of life for all our citizens. Our
Nation’s highways and intermodal connectors are the critical link in the national
intermodal transportation system. The challenge is to maintain our high-quality
network while achieving our goals to increase safety, ensure national security, im-
prove mobility, and promote environmentally responsible and efficient project deliv-
ery. The $24.1 billion funding level, proposed by the President for the Federal High-
way Administration (FHWA) for fiscal year 2003, provides funding essential to meet
this challenge. This includes a Federal-aid Highway obligation limitation of $23.2
billion. The fiscal year 2003 request reflects the funding levels enacted in TEA-21,
as adjusted to reflect the latest Highway Trust Fund revenue figures, and honors
the highway category guarantees in that Act.

The key to ensuring that highway-related receipts are spent is that the highway
funding level is adjusted each year to reflect the latest information on Highway
Trust Fund (HTF) receipts. At the time of the enactment of TEA-21, highway pro-
gram funding levels were set based on estimates of HTF receipts. Each year, the
level is adjusted using a formula specified in TEA-21. This adjustment ensures that
highway spending remains aligned with HTF receipts.

In fiscal years 2000, 2001 and 2002, our Nation reaped the benefits of record-level
funding for surface transportation as authorized in TEA-21. The guaranteed fund-
ing level, tied to HTF receipts, has provided the States with much needed resources
to support the Nation’s highway infrastructure, as Congress intended. In fiscal year
2003, however, declining HTF receipts will, for the first time, trigger a downward
adjustment, in the amount of $4.369 billion, in the highway program level, in order
to keep highway spending aligned with the status of the Highway Trust Fund. Even
with this negative calculation, over the life of TEA-21, these adjustments will pro-
vide a net gain of almost $4.7 billion in highway spending.

The calculation of the adjustment is not a policy call—it is a calculation based
in law and reflected in the budget. As we discuss the reauthorization of the surface
transportation program, we need to look for ways to smooth out current positive and
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negative swings that result from this adjustment. What we should not do is aban-
don this adjustment concept. Linking highway spending to receipts is a fundamental
principle of TEA-21.

The budget proposes to fund most Federal-aid highway programs from within the
obligation limitation, including our major programs: the Surface Transportation Pro-
gram, the National Highway System, Interstate Maintenance, the Highway Bridge
Replacement and Rehabilitation Program, and the Congestion Mitigation and Air
Quality Improvement Program. Other TEA-21 programs include the National Cor-
ridor Planning and Border Infrastructure Improvement programs and the Transpor-
tation and Community and System Preservation Pilot Program. The Emergency Re-
lief program and a portion of the Minimum Guarantee program will continue to be
exempt from the limitation. The estimated obligation level for exempt programs in
fiscal year 2003 is $893 million.

In the face of declining revenues into the Highway Trust Fund, we continue to
strongly support creative financing solutions. Consequently, the 2003 budget in-
cludes $99 million to leverage our Federal investment in transportation infrastruc-
ture under the Transportation Infrastructure Finance and Innovation Act Program
(TTIFTA). This investment will translate into over $6 billion in nationally significant
surface transportation projects.

As the events of September 11 so graphically demonstrated, a safe and secure sur-
face transportation system is vital to all Americans. We must keep our infrastruc-
ture secure and we must strengthen our commitment to reducing highway injuries
and fatalities, even as we squeeze additional capacity from the system. To meet this
challenge, the fiscal year 2003 Budget for FHWA emphasizes four priority areas:
safety, mobility, environmental stewardship and streamlining, and oversight.

SAFETY

Safety continues to be the Department of Transportation’s most important pri-
ority. While the number of highway fatalities in recent years has been held rel-
atively flat, despite significantly rising numbers of vehicles on our roads, more than
a quarter of a million people have been killed on America’s roadways in the past
6 years, 41,000 deaths each year. There are also more than 3 million police-reported
injuries annually. Highway safety improvements are critical to improving these
numbers. Success will depend on a balanced approach that addresses the behav-
ioral, vehicular, and roadway infrastructure and operations safety problems. We
can, we must, and we will strive to do better.

FHWA works closely with States and other partners to improve our ability to ana-
lyze roadway safety challenges and to direct investments to specific projects and
programs, which will deliver the most value in terms of lives saved and injuries
minimized. For example, construction programs continue to contribute to safety by
correcting unsafe roadway design and removing roadway hazards. States mayCand
doCuse their Surface Transportation (STP), Interstate Maintenance, and National
Highway System (NHS) funds for safety improvements. Safety can be built into
every interchange upgrade, intersection redesign and new facility through safety
conscious planning and design. Signing and pavement improvements can enhance
the safety of existing and new facilities for all users of the highway system.

Within the STP, 10 percent of funds are reserved under TEA-21 for highway-rail
crossing improvements and hazard elimination. The Hazard Elimination program
supports efforts to resolve safety problems at hazardous highway locations. Since
the enactment of TEA-21, States have obligated $489.3 million in Hazard Elimi-
nation funds, and another $707.4 million in optional safety funds have been obli-
gated primarily for Hazard Elimination purposes. These Hazard Elimination ex-
penditures are estimated to have saved 7,200 lives since 1998. The Highway-Rail
Grade Crossing Safety program is designed to reduce crashes at public grade cross-
ings, and $499 million in Highway-Rail Grade Crossing funds have been obligated.
The grade crossing safety program is estimated to have saved 2,000 lives since 1998.

To meet its highway safety goal, FHWA will focus its safety programs on reducing
the most frequent types of fatal crashes through technical assistance, research,
training, data analysis, and public information.

From the $359.8 million requested for research and technology programs for fiscal
year 2003 budget, significant resources will be invested in improving safety. Part
of the research funding will support innovations, such as brighter traffic signal
lights which are more visible to drivers, to improve safety at or near intersections.
Research funding also supports speed management techniques, which are designed
to reduce the 30 percent of fatal crashes in which speed is a factor. Rumble strips
help prevent run-off-the-road crashes, which account for 38 percent of all fatal
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crashes. FHWA provides technical assistance to States like Maryland, whose 1999
data show a $182 safety benefit for every dollar spent on rumble strip installation.

National deployment of wireless enhanced 9-1-1 (E-9-1-1) will be accelerated
this year. E-9-1-1 is an emergency cellular telephone service that automatically
routes calls to the closest public safety answering point and informs the dispatcher
of the caller’s location. It will save lives. About 25 percent of 9—1-1 calls come from
wireless phones.

Without automatic location, when callers are unable to describe their location, re-
sponse times dramatically increase. Response time is a critical factor in determining
the survivability of a crash. Also, more timely and accurate information will aid po-
lice, fire, and other emergency responders in protecting victims and property and
in reducing traffic congestion surrounding the scene.

Recent events have focused attention on the need to ensure the security of our
Nation’s transportation system and ITS technologies offer many opportunities to sig-
nificantly improve transportation security. The ITS program is developing and de-
ploying technologies to help States and localities improve traffic flow and safety on
streets and highways and address the need for emergency notification and response.
This budget proposes to focus the fiscal year 2003 ITS Deployment Program re-
sources of $93 million on ITS technologies that enhance the security of our surface
transportation systems.

A major emphasis in ITS will continue to be in the area of intermodal freight.
The Department is conducting several ITS operational tests that are designed to im-
prove the efficiency and security of the intermodal movement of freight. The Chicago
O’Hare cargo project, which is an operational test, uses a “smart card” and biometric
identifiers to identify the shipment, vehicle, and driver during transportation from
the shipper to and through the air cargo terminal. Another project, Cargo-Mate, has
particular applicability to port and container security, in addition to enhancing effi-
ciency of freight movement. The system is designed to perform real-time processing
of asset and cargo transactions, provide for the surveillance of cargo movement to
ﬁrid from ports, and provide an integrated incident and emergency response capa-

ility.

To improve safety of motor carriers operating on our highways, as well as national
security, a total of $47 million is requested for construction of motor carrier safety
inspection facilities on the Southern Border within the Coordinated Border Infra-
structure Program. This builds on funding provided in fiscal year 2002 and supports
infrastructure improvements necessary to accommodate permanent facilities.

MOBILITY

Congestion is one of the most obvious results of the mismatch between the grow-
ing demands for transportation and the capacity of our systems, particularly in met-
ropolitan areas. Congestion is a complex problem involving many factors. This budg-
et works to address the causes of frustrating delays that face travelers and shippers
and impact the Nation’s economic efficiency. Funding will support the identification
and implementation of a mix of locally preferred investments, including selective ad-
ditions of new capacity, to improve traffic flow and system reliability. Our progress
toward our goal of supporting mobility is tracked by measures such as improvement
in pavement and bridge condition and by reduction in the growth of traffic conges-
tion.

States may direct 2003 Federal-aid highway funds, according to their priority
needs and goals, to a variety of system improvement and congestion relief purposes.
In recent years, approximately 50 percent of Federal funds were obligated for sys-
tem upgrading purposes, including reconstruction, widening, restoration and reha-
bilitation, and resurfacing. Consequently, overall highway system conditions, as
measured by pavement condition, ride quality, alignment adequacy, and bridge rat-
ings, have steadily improved. In 2001, 91 percent of travel on the NHS occurred on
pavements rated acceptable or better. In fiscal year 2003, the Department’s goal is
to increase this to 92 percent.

For fiscal year 2002 and beyond, the FHWA has modified its bridge performance
measures in order to take into account the actual area and average daily traffic on
the bridge. This measure more accurately reflects progress toward meeting our mo-
bility goal. The previous measure of reducing the number of deficient bridges consid-
ered all bridges as equal, therefore large bridges with higher average daily traffic
were considered the same as smaller bridges with lower average daily traffic. Since
the enactment of TEA-21, the condition of NHS and non-NHS bridges has improved
significantly. In 1998, the percentage of the Nation’s total bridge deck area that was
on deficient NHS bridges was 32.6 percent and 32.5 percent on non-NHS bridges.
In 2001, the percentage of deck area on deficient NHS bridges was 30.6 percent and
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32.3 percent on non-NHS bridges. Our goal for fiscal year 2003 is to improve the
condition of bridges so that the percentage of deck area on deficient bridges is re-
duced to 27.5 percent for the NHS and 29.8 percent for the non-NHS.

The development and deployment of longer lasting materials will mean that facili-
ties will need repair or improvement less often, thereby reducing congestion and
safety problems associated with work zones. Research and Technology program
funds support multi-year initiatives in pavements, structures, and asset manage-
ment.

Along with improved condition and strategic expansion of infrastructure, we must
address congestion through improved operation of the highway system. In the last
year we developed and tested a system reliability index in 10 cities that we call the
“buffer index,” the amount of time you have to add to your trip because of system
unreliability. It will help cities gauge how well they are doing in responding to inci-
dents, managing their work zones, and responding to weather. The measure will be
applied in 22 cities this year.

In the area of congestion mitigation, we have a number of other initiatives under-
way that will continue in 2003, including three that have great potential for long
term impact:

We will be piloting a national campaign to rethink the way we look at work zones.
The focus will be on managing the work zone from the perspective of the highway
user, emphasizing the concept of getting in, getting out, and staying out.

We are sponsoring a national conference on incident and emergency management
that brings together transportation and public safety communities to focus on ways
to improve traffic incident response time and traffic incident management methods.

We are working with our State partners to help each make use of the roadway
operations self assessment diagnostic tool at least once during the year. The purpose
of this tool is to help the operating agencies to identify ways that they can improve
the operation and management of their roadway networks.

Other strategies to improve operations include the deployment of ITS to provide
more information to drivers faster, enabling them to take the most efficient route
of travel. Significant progress has been made in ITS deployment since the enact-
ment of TEA-21. We have seen a 37 percent increase in the number of freeway
miles with real-time traffic data collection technologies, a 55 percent increase in the
coverage of freeways by closed circuit television, a 35 percent increase in the num-
ber of buses equipped with automatic vehicle location systems, and an 83 percent
increase in traveler information dissemination on our freeways. However, only 22
percent of the freeways in major metropolitan areas are instrumented for real time
monitoring. Therefore, ITS deployment must continue to be a high priority for the
Department. The search for new technological and innovative solutions to our mobil-
ity challenges will be supported by the 2003 budget request for $359.8 million for
research and technology.

We are committed, along with our partners at the State and local levels, to main-
tain, operate, and improve transportation systems to reduce congestion and improve
mobility, thus allowing our Nation to compete globally and Americans to enjoy a
higher standard of living.

ENVIRONMENTAL STEWARDSHIP AND STREAMLINING

Implementation of environmentally responsible transportation improvements, de-
livered on time and within budget, is an important component of the Department’s
vision for all its programs. TEA-21 gave States and communities additional tools
and opportunities to enhance the environment and quality of life for their residents,
while directing us to streamline the environmental review process. Within the Fed-
eral-aid highway program, NHS and STP funds support programs that also protect
the environment. There is also a mandatory 10 percent set-aside from each State’s
STP apportionment for Transportation Enhancement projects that support historic
preservation, bicycle/pedestrian travel, scenic easements, and other enhancements.
The CMAQ program supports projects to reduce emissions, that often reduce traffic
congestion. To minimize the impact of transportation on air quality, FHWA will con-
tinue to work with the Environmental Protection Agency and other partners to con-
tinue to reduce on-road mobile source emissions.

Continued progress in streamlining the delivery of transportation improvements
will also improve safety and ease congestion, but must be balanced against the need
to protect communities and the environment. Successful environmental streamlining
requires fostering good working relationships across a number of organizational
lines. These relationships allow for the development and establishment of reason-
able and realistic schedules for advancing major projects. It is important for the De-
partment to facilitate agreement by Federal agencies on timeframes for conducting
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reviews and granting approvals. Working together in partnerships, combining a full
range of Federal, State, and local officials and interest groups, will lead to reason-
able ways to meet the Nation’s transportation needs, while being good stewards of
the environment.

The Department’s streamlining approach has resulted in:

Reinvention of the environmental review process, through interagency training,
development of national programmatic agreements, and guidance that encourages
flexible mitigation practices.

Development of a system for dispute resolution that includes draft national proce-
dures, guidance for managing conflict during the project development process, and
assistance by qualified dispute resolution specialists to States and project sponsors.

Research conducted to evaluate project timeframes, identify reasons for project
delays, and assess the effectiveness of implementation efforts.

Assistance, support, and encouragement to develop numerous best practices and
pilot projects to catalyze change and lead to even better streamlining outcomes.

Since the enactment of TEA-21 in 1998, progress has been made in streamlining
the planning and approval process for projects throughout the country: 33 States
have interagency agreements for funding additional personnel necessary for faster,
concurrent reviews; 23 States have adopted a merged process for wetland permits
with the Army Corps of Engineers; 15 States have adopted context sensitive design
approaches; and 31 States have some level of delegated authority for historic re-
sources. As a result of these actions, the mean time to process environmental docu-
ments for major highway projects has been cut by almost 8 months, the median
time has been cut by 1 year, and the Department is well positioned for significant
future progress.

We have begun the job, but more can be done. Only a couple of States, most nota-
bly New Hampshire, have attempted to define timeframes for concurrent reviews.
New Hampshire’s model for setting project timeframes for I-93, using a partnering
approach, has been publicized as an effective streamlining tool on the FHWA
website and at a national streamlining workshop.

FHWA continues to work with other agencies to advance the Environmental
Streamlining National Memorandum of Understanding (MOU). Efforts to coopera-
tively establish realistic project development timeframes among the full range of
transportation and environmental agencies will be advanced by this budget. For ex-
ample, in 2003 we propose to fund $6 million from the FHWA administrative take-
down for FHWA support of Federal and State initiatives to identify new, more effi-
cient business processes that will result in more timely project delivery. Working co-
operatively to adhere to those timeframes is resource intensive, but it is critical to
our success. With the additional proposed funding, we will be able to intensify ef-
forts currently underway within DOT that focus on solidifying the interagency part-
nerships, such as pilot efforts and process reinvention.

OVERSIGHT

We must continue to improve Federal oversight and accountability for the expend-
iture of public funds. Increased emphasis on FHWA’s oversight responsibilities must
accompany the significant increases that have occurred in the Federal-aid Highway
program in recent years if our Nation is to make the “best buys” in safety and con-
gestion relief.

FHWA oversight policies were updated and clarified in fiscal year 2001 and their
implementation will continue into the requested budget year. Even as legislation
has directed FHWA to delegate many project-level authorities to the States, the re-
sponsibility for program oversight to ensure the effective delivery of all programs
remains with FHWA. Additional resources deployed in this area will enable FHWA
to work with the States to improve its management of the Federal-aid highway pro-
gram, including cost containment, while allowing States maximum delegated au-
thority and flexibility, as appropriate. FHWA will continue to advance asset man-
agement and system preservation initiatives to foster more systematic and strategic
thinking and investment choices by the State and local governments. Timely invest-
ments in the size and makeup of the Federal work force itself are also crucial with
the aging of both the Interstate Highway System and the work forces of our partner
agencies in States and localities. We are focusing new attention on work force devel-
opment issues and will keep the subcommittee advised of our efforts. As larger and
more complex projects are contemplated, a balance must be achieved between ad-
dressing the needs of major projects and the vast majority of the program vested
in smaller projects.

In 1998-1999, FHWA undertook a major restructuring in order to move program
decision authorities closer to our primary customers, the States, and to focus high-



112

level technical expertise in our Resource Centers. Through this redeployment of ex-
isting resources we have also been able to fulfill FHWA’s commitment to add an ad-
ditional position in respective Division Offices for the oversight of each major
project.

The fiscal year 2003 budget requests a funding level of $318 million for the nec-
essary salaries and benefits for our employees and for ongoing administrative ex-
penses in support of our Federal-aid program. The budget request reflects modest
adjustments for mandatory salary and benefit increases and other adjustments for
current service levels.

STATUS OF THE HIGHWAY TRUST FUND

The cash balance in the Highway Trust Fund (HTF) at the end of fiscal year 2001
was $27.740 billion, of which $20.372 billion was located in the Highway Account
and $7.369 billion in the Mass Transit Account. Based on the latest projections of
income to the HTF reported by the Department of the Treasury, the Department
of Transportation estimates that the Highway Account of the HTF has sufficient
revenues to support the levels of authorizations throughout the life of TEA-21.

Balances in the Highway Account of the HTF should not be considered as surplus
funds. Current commitments of HTF revenues for prior year obligations, as well as
unobligated balances of prior year apportionments, exceed $67 billion. However, as
reimbursing cash is made available from the HTF, revenues from excise taxes are
coming into the HTF. Any consideration of HTF balances must take into account
not only current levels of revenue, but also commitments made against that rev-
enue, and projected levels of future income.

CONCLUSION

The funding requested in 2003 will help improve transportation safety; enhance
national security; maintain and expand our transportation infrastructure, and in-
crease its capacity; reduce environmental degradation; and improve the quality of
life for all our citizens. We look forward to working with Congress to enact the
President’s fiscal year 2003 budget in order to provide a viable transportation sys-
tem to support a strong America.

Once again, thank you for this opportunity to testify today. We will be pleased
to address any questions you may have.

RESPONSES OF HON. MARY E. PETERS TO ADDITIONAL QUESTIONS FROM SENATOR
REID

Question 1. One of the most important accomplishments of TEA-21 was the cre-
ation of the highway and transit budgetary firewalls. These firewalls provide the
States with some degree of certainty as to the expected level of highway and transit
funding and allow transportation leaders to better plan projects and manage budg-
ets. In addition, without these budgetary protections, we would have never been
able to enact the funding increases envisioned in TEA-21.

Unfortunately, the Administration’s budget request does not appear to establish
any continuing connection between Highway Trust Fund revenues and highway
spending. Can we expect the Administration’s reauthorization proposal to maintain
the existing transportation firewalls?

Response. Yes. The Federal Highway Administration (FHWA) agrees that the
budgetary firewalls contained in the TEA-21 legislation not only protect highway
and transit budgetary spending amounts from incursions by other discretionary pro-
grams, but also provide a direct relationship between revenues accruing to the High-
way Account of the Highway Trust Fund and spending allowed in the Federal-aid
Highway Program. The budget amounts for fiscal years 2004-2012, the years for
which no authorization act is in place, do not reflect the Administration’s reauthor-
ization proposal. Rather they assume the continuation of the program level from the
last year of TEA-21 with modest growth each year. The fiscal year 2004 President’s
Budget will reflect the Administration’s reauthorization proposal.

The Administration’s fiscal year 2003 budget was based on the legislated mecha-
nism known as Revenue Aligned Budget Authority (RABA). Even though the RABA
calculation for fiscal year 2003 produced a negative result, over the prior three fiscal
years, it provided over $9 billion in additional spending authority. RABA was estab-
lished with the possibility of being either positive or negative. The negative RABA
result of fiscal year 2003 1s as much a part of the promise of tying spending to avail-
able revenues, as were the positive RABA results of prior fiscal years. However, the
FHWA would like to work with Congress during reauthorization of the Federal-aid
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Highway Program to consider adjustments to the RABA mechanism that may some-
what reduce the magnitude of swings in its calculations from one fiscal year to an-
other.

Question 2. 1 have heard concerns raised about both the accuracy of Treasury’s
fiscal year 2001 Highway Trust Fund revenue figure and the reasonableness of
Treasury’s future revenue projections. It appears that Treasury has based future
year revenue projections on the fiscal year 2001 revenues, which may represent a
low point due to the recession. Has the Federal Highway Administration taken a
close look at Treasury’s numbers and are you comfortable that the 2001 figures are
accurate and that future year projections are not underestimated?

Response. Over the years, the Federal Highway Administration (FHWA) has met
frequently with Treasury and understands the process used by Treasury to admin-
ister the Highway Trust Fund (HTF). We are satisfied that the process is complete,
fair, and objective, and results in the HTF being credited with the appropriate
taxes. However, FHWA does not have the information to independently assess the
absolute accuracy of fiscal year 2001 HTF revenues. Based on the information avail-
able to FHWA and on discussions with Treasury, the fiscal year 2001 revenues re-
ported appear to be reasonable.

Future HTF projections are based largely on Administration estimates of the pace
at which the economy will recover from the recession. It will take some time before
economic conditions return to the levels forecast prior to the recession. The same
is true for HTF revenues. Again, based on the information available to FHWA and
on our understanding of Treasury procedures, we do not believe that future HTF
revenues are underestimated.

Question 3. The 27 percent cut in your budget for fiscal year 2003 will have a sub-
stantial effect on State programs. Has the Federal Highway Administration made
any effort to assess the impact on State programs in fiscal year 2003?

Response. FHWA has released tables that estimate the State-by-State impact of
the fiscal 2003 RABA calculation (See Attachment). States then will have to make
programmatic adjustments to reflect the revised funding totals. States need time to
analyze and evaluate options before the impact of these adjustments on State pro-
grams can be evaluated.

To mitigate the impact of these reductions from anticipated funding, one option
available to all States is advance construction. The primary purpose of advance con-
struction is to allow projects to go forward when Federal funds are not available
while having those projects retain eligibility for future Federal funds. This strategy
re(cilu‘iires the availability of non-Federal funds until additional Federal funds are pro-
vided.

If State/local funds are not available, a second option is to issue transportation
bonds. The bonds could be backed by State and/ or Federal funds.

States may also consider utilizing some of their unobligated minimum guarantee
special limitation from prior years, along with the minimum guarantee funds that
are exempt from the obligation limitation. In the aggregate, there is currently al-
most $3 billion in obligation authority available to the States.

Question 4. We have heard several references to the Aperformance@ of our trans-
portation system. While I agree that performance is the critical standard by which
we judge our system, I am concerned that we have not developed adequate ways
to measure and track performance. The U.S. Department of Transportation puts out
a biennial Conditions and Performance report, but focuses almost exclusively on
conditions. Do you have any suggestions as to how we might better measure per-
formance?

Response. Yes. The Federal Highway Administration (FHWA) is examining ap-
proaches to measuring performance that go beyond the traditional measures of con-
gestion used in the biennial Conditions and Performance report. Since the 1999 Sta-
tus of the Nation=s Highways, Bridges, and Transit; Conditions and Performance
report to Congress was published, the annual FHWA Performance Plans have
adopted new procedures developed by the Texas Transportation Institute (TTI) for
measuring the operational performance of the Nation’s highway system. These
measures include the percentage of travel under congested conditions, the percent-
age of additional travel time caused by congestion, and the annual hours of delay
experienced by drivers. These measures are calculated annually, using data col-
lected from 400 urban areas in the United States, according to a fixed set of for-
mulas that facilitate measuring historical congestion trends. The discussion of cur-
rent highway operational performance in the 2002 C&P report will focus on these
measures.

In research on customer needs and better ways to measure highway performance,
the FHWA has determined that reliability is the most important aspect of perform-
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ance for highway users. Unexpected delay costs significantly more in late arrivals
at work or childcare for commuters, late appointments for businesses, and missed
deliveries, than predictable delay for which the traveler or trucker can adjust. The
FHWA has recently adopted a new measure of reliability, the buffer index, cal-
culated as the percentage increase in the amount of travel time allowed for a trip
to ensure on-time arrival on all but one working day per month. The FHWA has
calculated the buffer index with data from intelligent transportation systems for 10
cities last year, and will calculate the measure for 22 cities this year. Collection of
the measure will expand to other cities as the deployment of intelligent transpor-
tation systems allows.

The biennial C&P report has been steadily increasing its focus on the operational
performance of the highway system, and on measuring the impacts that the condi-
tion and performance of the system has on highway users. The analytical tools used
by FHWA to estimate future highway investment requirements have been modified
to recognize the costs of incident delay, and the benefits that can be derived from
improving system reliability. The 2002 C&P report will incorporate these analytical
enhancements, and will include new information on the impacts that alternative in-
vestments could be expected to have on the operational performance of the highway
system. This change in emphasis has been discussed with a variety of groups with
an interest in the C&P report, including majority and minority staff from the Senate
Environment and Public Works Committee.

Adequately assessing the overall performance of the Nation’s transportation sys-
tem will require additional measures beyond those outlined above. Aspects such as
transit, bicycling, and pedestrian access should also be considered. This is an ongo-
ing research process.

Question 5. I am intrigued by the American Road and Transportation Builders As-
sociation’s suggestion that we enact a maintenance of effort requirement for the
States. Certainly our goal in providing additional transportation funding at the Fed-
eral level is to increase the total level of infrastructure investment rather than to
have States simply substitute Federal funds for State funds. Have you studied how
States have reacted to the Federal funding increases since TEA-21?

Response. Combined State and local governments’ highway capital investment ac-
tually grew more quickly from 1997 to 2000 than Federal highway capital invest-
ment. The Federal share of highway capital funding fell from 41.6 percent in 1997
to 39.9 percent in 2000. The latest available data strongly suggest that States have
not been substituting Federal funds for State funds.

RESPONSES OF HON. MARY E. PETERS TO ADDITIONAL QUESTIONS FROM SENATOR
SMITH

Question 1. In your written testimony, you state that “The calculation of the
[“negative RABA”] adjustment is not a policy call-it is a calculation based in law
. . ..” In addition, Ms. McLean stated in her oral testimony, in response to a ques-
tion from Senator Inhofe, that in reducing the baseline obligation limitation for 2003
by over $4 billion, the Administration was “just following the legislation”. Accord-
ingly, please state, with as much particularity as possible, the analysis of the law
that leads the Department of Transportation to that conclusion.

Response. The Transportation Equity Act for the 21st Century (TEA-21) included
several provisions intended to tie highway spending to available revenues. Sections
8101 and 8103 of TEA-21 establish funding levels for the highway budget category
in terms of outlays and obligations, respectively. Section 1105 of TEA-21 amended
title 23, United States Code (U.S.C.), by providing a new section 110 to establish
the basic framework for Revenue Aligned Budget Authority (RABA), the related ad-
justment to contract authority.

As part of the annual budget submission, section 8101(d) of TEA-21, which
amends section 251(b)(1) of the Balanced Budget and emergency Deficit Control Act
of 1985 (BBEDCA), requires the agency to look at actual receipts from 2 years prior
to the budget year, plus revised receipt projections for the budget year. The adjust-
ment is calculated in two parts, one looking ahead to the coming budget year and
the other looking back at the prior year.

For the look-ahead adjustment, pursuant to Section 251(b)(1)(B)(ii)(I)(bb) of the
BBEDCA, the latest estimate for the budget year is compared with the estimated
level (provided in BBEDCA, as amended by section 8101(d) of TEA-21), and the dif-
ference is added to the amount of obligations set forth in Section 8103 of TEA-21.
For the look-back adjustment, pursuant to Section 251(b)(1)(B)ii)(I)(aa) of the
BBEDCA the estimate for the prior year, adjusted for the look ahead calculation for
that year, is compared to the actual receipts to the Highway Account for the prior
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year. This difference is also added to the level of obligation limitation for the budget
year set forth in section 8103 of TEA-21. The sum of these differences is also con-
verted to the outlay effect and the highway category discretionary outlay caps are
adjusted for the budget year and the out years.

Section 110 of title 23, U.S.C., specifies actions that the Secretary shall undertake
in the event of positive (subsection (a)(1)) or negative (subsection (a)(2)) RABA ad-
justments. Specifically, section 110 provides for the distribution of RABA (contract
authority) equal to the amount calculated pursuant to Section 251(b)(1)(B)@ii)(I)(cc)
of the BBEDCA, as amended by section 8101(d) of TEA-21.

If RABA for a fiscal year is greater than zero, section 110(a)(1) of title 23, U.S.C.,
requires that the additional contract authority be distributed on October 15 of that
fiscal year.

If RABA for a fiscal year is less than zero, 23 U.S.C.’ 110(a)(2) requires that, on
October 1 of the succeeding year, amounts authorized to be appropriated from the
Highway Trust Fund (HTF) to carry out each of the Federal-aid highway programs
(other than emergency relief) and the motor carrier safety grant program shall be
reduced by an aggregate amount equal to the amount calculated pursuant to Section
251(b)(1)(B)(i)(I)(ce) of the BBEDCA. Therefore, negative RABA calculated for fiscal
year 2003 requires a reduction in contract authority to be made available in fiscal
year 2004, i.e., the fiscal year succeeding the year for which negative RABA is deter-
mined. Also, when such sum is calculated and the obligation limitation in section
8103 of TEA-21 is adjusted under section 8101 (see section 251(b)(1)(B)(ii)(I)(cc), as
amended by section 8101(d) of TEA-21), an equal adjustment is made to the level
of obligation limitations under section 1102 of TEA-21 for the fiscal year affected
by the adjustment.

Thus, adjustments in the obligation limit will occur in fiscal year 2003 for the
negative RABA amount calculated this budget year, and the reduction in contract
authority will occur in fiscal year 2004.

Question 2. There was testimony at the hearing that the receipts into the highway
trust fund for fiscal year 2003 will, even with the diminished expectations under
which you are now operating, exceed the statutory distribution of obligation limit
for fiscal year 2003. Do you agree?

Response. Yes, we agree. Revenue aligned budget authority (RABA) is a major
reason why fiscal year 2003 obligation limits will be less than estimated fiscal year
2003 revenues to the Highway Account of the Highway Trust Fund. In particular,
the “look back” portion of RABA will require significant downward adjustments to
obligation authority based on prior year differences between forecast and actual rev-
enues. These adjustments will result in obligation limits being lower than revenues.
Having revenues exceed obligation limits is not unusual. From 1998 to 2000 reve-
nues exceeded obligation limits.

Question 3. In your written testimony, you state that “Linking highway spending
to receipts is a fundamental principle of TEA-21.” Given that, and also given that
receipts for 2003 are expected to exceed the TEA-21 baseline, do you agree that S.
1917’s restoration of obligation limit for fiscal year 2003 to $27.746 billion is con-
sistent with “linking highway spending to receipt”?

Response. No. Receipts to the Highway Account of the Highway Trust Fund (HTF)
often exceed expenditures from the Highway Account in a fiscal year. The opposite
is also true. These facts alone, however, do not determine if the legislatively man-
dated mechanism to tie Federal-aid Highway Program spending to receipts to the
Highway Account of the HTF known as Revenue Aligned Budget Authority (RABA)
is positive or negative in a given fiscal year.

Instead, the RABA calculation relies upon a look ahead to the coming fiscal year
and a look back at the fiscal year just ended. For fiscal year 2003, the look-back
calculation compares the actual taxes deposited in the Highway Account of the
Highway Trust Fund in fiscal year 2001 to the estimate of fiscal year 2001 tax re-
ceipts used to calculate the fiscal year 2001 RABA. The fiscal year 2001 estimate,
made in December 1999, was too optimistic. Thus, a downward adjustment to the
fiscal year 2003 highway program of $3.468 billion is needed to offset the overly op-
timistic estimate made earlier.

The look-ahead calculation compares the latest estimate for fiscal year 2003 to the
estimate made at the time TEA-21 was enacted. The current economy is less robust
than expected in the TEA-21 estimate and, therefore, the latest estimate for fiscal
year 2003 Highway Account receipts is lower than the TEA-21 estimate. As a re-
sult, a downward adjustment to the fiscal year 2003 highway program of $901 mil-
lion is required in addition to the look-back adjustment.

Question 4. If you do not support passage of S. 1917, please state your reasons,
with as much particularity as possible?
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Response. We are working on ways to mitigate the effects of RABA that are con-
sistent with the principles of TEA-21 while still maintaining fiscally responsible so-
lutions. We hope to come to Congress with a proposal in the near future.

We believe that the forthcoming reauthorization of the Federal-aid highway pro-
gram presents an excellent forum and a unique opportunity to consider possible
modification to RABA, and we look forward to working with the Congress during
TEA-21 reauthorization to address this issue.

Question 5. As to the issue of reauthorization, what would be the implications,
both negative and positive, of restoring the collection of interest on the funds on
hand in the Highway Trust Fund?

Response. Resuming the prior practice of crediting interest earned on HTF bal-
ances to the HTF could increase HTF revenues substantially, depending on HTF
balances and prevailing interest rates. Before being discontinued in TEA-21, total
interest payments to the highway and transit accounts of the HTF had been as high
as $2 billion. Since interest would be paid from the General Fund, resumption of
interest payments to the HTF would mean that like amounts would not be available
for expenditure on programs financed from the General Fund.

Question 6. Administrator Peters stated in her oral testimony regarding the envi-
ronmental streamlining provision of TEA-21 that one of the difficulties with imple-
mentation is that the U.S. Department of Transportation, while it was tasked with
environmental streamlining, does not have the authority over a number of other en-
vironmental regulatory areas. Please describe with specificity the additional author-
ity that is needed for US DOT to more effectively implement these provisions, in-
cluding any statutory or regulatory changes that would be needed to establish the
necessary authority.

Response:

Statutory Authority

FHWA is not advocating any statutory or regulatory changes to environmental
laws to achieve more authority. However, there are statutory constraints under Sec-
tion 1309 of TEA-21 and other laws that restrict the degree of flexibility that
FHWA and/or the other agencies can exercise in achieving streamlining. To protect
the environment, Congress has enacted over 60 laws, including the Clean Air Act
(CAA), Clean Water Act (CWA), Endangered Species Act (ESA), National Historic
Preservation Act, Section 4(f) of the DOT Act of 1966 (Section 4(f)), Wild and Scenic
Rivers Act, National Environmental Policy Act (NEPA), and the Coastal Zone Man-
agement Act. Many of these laws, notably the ESA, Section 4(f), and the CAA, es-
tablish stringent environmental protections, including both substantive and proce-
dural requirements. Over 12 different agencies implement these laws through regu-
lations, guidance, and standards developed based on their specific environmental
missions. The courts have rigorously upheld the laws and agency regulations, cre-
ating an extensive and complex body of case law. Congress did not grant the U.S.
Department of Transportation (USDOT) authority to collectively interpret laws ad-
ministered by other agencies, to override other Federal agencies, or to compel their
cooperation in environmental streamlining.

USDOT’s statutory authority to administer the Federal-Aid Program stems from
title 23 U.S.C. Section 4(f) is the only environmental law under USDOT domain.
USDOT ensures that transportation projects, which use Federal funds or require
Federal approval, have implemented the Federal requirements associated with the
expenditure of those funds. For transportation projects, NEPA is the umbrella under
which all environmental laws are coordinated. NEPA requires agencies to prepare
a statement on the impact of each proposed “major Federal action significantly af-
fecting the quality of the human environment.” NEPA also defines the procedures
regarding how USDOT meets its Federal action approval. Some observers believe
that if a project does not require an EIS, then the project is exempt from all Federal
environmental laws and requirements. This is not correct. Even categorically ex-
cluded projects may require coordination or Federal approvals under laws other
than NEPA.

Agency Requirements Under NEPA

As Lead Agency under NEPA, the Federal Highway Administration (FHWA) af-
firms that all of the related environmental requirements have been addressed before
granting approval for the expenditure of funds or when a Federal approval is re-
quired. FHWA does this by approving one of the following environmental docu-
ments: a “Record of Decision” for an Environmental Impact Statement; a “Finding
of No Significant Impact” for an Environmental Assessment; or a “Categorical Ex-
clusion.” Any number of Federal agencies will be involved. Each Federal agency has
a distinct mission and specific role in the NEPA process. The Environmental Protec-
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tion Agency (EPA), Army Corps of Engineers (USACE), Fish and Wildlife Service
(FWS), National Marine Fisheries Service (NMFS), and Advisory Council on His-
toric Preservation (ACHP) are the Federal resource agencies most frequently en-
gaged in reviews of transportation projects.

Resource agencies meet their statutory obligations by reviewing project proposals,
identifying the potential concerns, and evaluating the impacts proposed projects
would have on specific resources. For example, USACE must issue a Section 404
permit for the dredge and fill of waters of the United States, primarily wetlands.
USACE bases its decision to grant a permit for a transportation project, in accord-
ance with Section 404(b)(1) of the CWA, on whether the issuance of the permit, not
the project itself, is in the best interest of the public. USACE must base its permit
decision on the “Least Environmentally Damaging Practicable Alterative.” Certain
conditions or modifications may have to be made to a project to satisfy the USACE
or another permitting agency. In addition to Section 404, Section 7 of the ESA and
Section 106 of the NHPA are the most common laws impacting transportation
projects. These statutes and others define and impose conditions that drive the envi-
ronmental review analysis or approval by resource and permitting agencies.

Under the leadership of the Bush Administration and with the full commitment
of the Secretary, we will be working with the other agencies at the highest level
to make the collaborative process more efficient and effective.

RESPONSE BY HON. MARY E. PETERS TO ADDITIONAL QUESTION FROM SENATOR
INHOFE

Question. What effect will the proposed excise tax credit for ETBE-blended gas-
ohol have on revenue into the Highway Trust Fund?

Response. The proposed excise tax credit for ETBE-blended gasohol will have a
negligible effect on revenues into the Highway Trust Fund. At this time, because
of market economics, very little ethanol is being used to manufacture ETBE.

STATEMENT OF THOMAS E. STEPHENS, P.E., DIRECTOR, NEVADA DEPARTMENT OF
TRANSPORTATION ON BEHALF OF THE AMERICAN ASSOCIATION OF STATE HIGHWAY
AND TRANSPORTATION OFFICIALS?!

Mr. Chairman and members of the committee, my name is Tom Stephens. For the
past 7 years I have been the Director of the Nevada Department of Transportation,
and I am here today to testify on behalf of the American Association of State High-
way and Transportation Officials (AASHTO). I also am President of the 18-State
Western Association of State Highway and Transportation Officials.

I want to thank you for your leadership in scheduling a series of hearings over
the coming year to address key policy, program and funding issues in preparation
for the reauthorization of the Transportation Equity Act for the 21st Century (TEA-
21). I am also honored that you invited me to testify before your subcommittee. I
believe that I can offer some real world experience from the field, especially on the
subject of today’s hearing—funding the Federal-aid highway program.

Mr. Chairman, I would like to start by giving your colleagues a brief picture of
the great Silver State. Nevada is the fastest growing State in the Nation. Since
1970, the State’s population has quadrupled from 500,000 to more than 2 million
residents. A majority of this growth has taken place in just five urbanized areas—
Las Vegas, Reno, Sparks, Carson City and Elko. In Clark County alone, where Las
Vegas 1s located, we estimate that by 2010 we will have 400,000 additional resi-
dents. Along with this population growth, we have seen a steady increase in the
number of miles of congested highways.

We are also a large State—with roughly the same land area as all the New Eng-
land States combined. Our State-maintained highways and bridges spread out
across many rural miles as well as in the metro areas. Twenty-six percent of all Ne-
vada’s improved roads are on the State-maintained system. However, this 26 per-
cent carries 61 percent of the total vehicle miles of travel. The remaining 39 percent
is on systems maintained by county, city or other governmental agencies. Vehicle
miles of travel on all Nevada roads more than quadrupled from 3.5 billion in 1970
to 17.4 billion in 2000. The State-maintained system also carries 84 percent of all

1Founded in 1914, AASHTO represents the departments concerned with highway and trans-
portation in the 50 States, the District of Columbia and Puerto Rico. Its mission is a transpor-
tation system for the Nation that balances mobility, economic prosperity, safety and the environ-
ment
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truck traffic. With more cars, additional heavy trucks, and more vehicle miles of
travel, our biggest challenge is preservation of our highways.

However, as the fastest growing State in the Nation, and with much of that
growth concentrated in just two counties—Washoe and Clark, we have an added ca-
pacity challenge. In our metropolitan areas, we are working with our local

officials to try to keep pace with our population growth and new demands on the
system. In Nevada, we are investing in new multi-modal strategies. These include
a privately funded $600 million monorail people mover system and a bus rapid tran-
sit system in Las Vegas which will feature low-floor, electric powered buses with an
optical guidance system. We will invest in innovative ITS technologies such as dy-
namic message signs, ramp meters, closed circuit television and traffic detection sys-
tems. Other efforts include “low-tech” car-pooling, telecommuting and new bike and
pedestrian facilities.

We will still need substantial additional highway capacity.

With the growth in the Federal-aid highway program provided by TEA-21, we
have been able to make progress in our preservation and highway capacity needs.
At the beginning of fiscal year 2001, there was a $483 million backlog of highway
and bridge preservation work. This is significantly lower than the $670 million
backlog we had at the beginning of fiscal year 1999. We were able to reduce the
backlog by investing significantly greater amounts in pavement preservation. Dur-
ing fiscal years 1999 and 2000, our department spent $329 million on overlay and
reconstruction work—our biggest pavement preservation program ever.

TEA-21’s highway program increases have also enabled us to undertake an ag-
gressive effort to keep pace with our growing population and make a real difference
in addressing congestion. For example, the $99 million “Spaghetti Bowl” I-15/U.S.
95 interchange in Las Vegas opened in March, 2000, 6 months ahead of schedule.
The revamped interchange will reduce the congestion caused by the 330,000 vehicles
using it each day. It is now capable of accommodating 500,000 vehicles per day.

Mr. Chairman and members of the committee, let me now address how the fund-
ing of the Federal aid highway program for fiscal year 2003, and beyond, can be
sustained at levels required to meet this nation’s needs.

Mr. Chairman, we in the States are stunned by the fiscal year 2003 budget pro-
posal which, in the midst of a recession, would cut the Federal aid highway program
by $8.6 billion because apparent reductions in revenues to the Highway Trust Fund
have triggered a Revenue Aligned Budgetary Authority (RABA) reduction. To avoid
a disastrous cutback in highway improvements, reducing our ability to meet basic
highway needs, and to avoid the loss of thousands of jobs, we strongly support the
bill you introduced last week to restore highway assistance to no less than the $27.8
billion level for fiscal year 2003 authorized in TEA-21. We commend you for your
appreciation of how important sustained highway investment is to the country and
thank you for your leadership in putting this legislation forward.

We also want to share with you our emphatic view that it is vital to sustain Fed-
eral highway investment in fiscal year 2003, at no less than the $31.8 billion level
provided in fiscal year 2002. With 36 State Governors and legislatures already con-
tending with severe budget shortfalls, and the Nation in an economic downturn, cut-
ting the program by $4.3 billion makes no more sense than cutting it by $8.6 billion.
This is especially so when there are more than sufficient reserves in the Highway
Trust Fund to provide funding for fiscal year 2003. Let me outline what we believe
the consequences would be unless current levels of funding are sustained.

As early as next month, State and local officials will begin the task of cutting bil-
lions of dollars in highway projects from their fiscal year 2003 Transportation Im-
provement Programs. Final decisions will be made public in September affecting
nearly every community in the Nation.

Construction contractors throughout the country will start making business plans
on how to cut back their equipment purchases and lay off tens of thousands of well-
paid construction workers. The stock prices of several heavy equipment manufactur-
ers and construction companies have already dropped. Engineering consulting firms,
already hard hit by the recession, will almost immediately have to start laying off
enlg'iéleers and technicians as design work for next year’s projects is delayed or can-
celed.

Yet since the tragic events of September 11, traffic is up all over the country. The
most recent data shows a dramatic increase in annual traffic growth of nearly 3 per-
cent. For example on I-15 at the California-Nevada border, our vehicle count for the
last 3 months is up nearly 10 percent. This highway is really bottlenecked, espe-
cially in California where Interstate 15 and 40 converge into a single four-lane
Interstate carrying the traffic from Arizona and Nevada to Los Angeles. While this
bottleneck is scheduled to be widened, the cut in TEA-21 funding could cause
project delays resulting in hundreds of millions of dollars in congestion-related costs.
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Numerous other projects will be delayed in every State. This cut is proposed at
a time of increasing need for highway preservation projects in every part of the
country and capacity projects in rapidly growing States like Nevada.

STATE IMPACTS

AASHTO last week initiated a survey of State departments of transportation to
assess the direct and indirect dollar and project impacts across all 50 States. While
that survey is still in progress, here is an example of what we found:

* In Ohio, approximately $187 million worth of construction projects would be de-
layed or canceled. $47 million in preconstruction, right-of-way and/or environmental
activities would be impacted.

* In Oklahoma, a total of $120 million in construction and right-of-way projects
would be delayed or canceled. This could also impact the State’s proposed $1 billion
GARVEE Bond Program, with the construction let dates for the proposed projects
being delayed.

» In Montana,$66.8 million reduction would result in a loss of 2,805 jobs—roughly
equal to 25 percent of the new jobs created in Montana in 2001. This drastic reduc-
tion will have significant impact on the many small construction and design firms
in Montana.

* In Alaska, even if the program recovers in 2004, the reduction in design efforts
in fiscal year 2003 will translate into future delays in construction contracting of
nearly $50 million.

+ In Florida, a reduction of $324 million is equivalent to approximately 24 percent
of the fiscal year 2003 capacity construction program. Implementation of these re-
ductions would negate gains in jobs and transportation improvements achieved from
recent transportation initiatives of the Governor and legislature.

One serious concern that must be addressed is the accuracy of the process used
by the Department of the Treasury to determine the revenue estimates used in cal-
culating RABA. The correction of a $600 million error by the Department of Treas-
ury has already reduced the proposed highway cutback to $8.6 billion. Recent infor-
mation on fiscal year 2001 truck sales and fuel tax revenues at the State level call
into question the Treasury forecasts, and leads us to believe that other adjustments
in RABA could occur.

The public policy questions Congress needs to address are these. First, to assist
in the nation’s economic recovery does it not make sense to sustain highway funding
at $31.8 billion? Second, are there reserves and cash-flow in the Highway Trust
Fund to make this possible in fiscal year 2003? The answers are “Yes” and “Yes!”

FUNDS ARE AVAILABLE TO SUSTAIN FISCAL YEAR 2002 LEVELS

Four years ago we agreed to the fundamental principle that all the receipts going
into the Highway Account would be fully used for transportation purpose, and not
be used to offset other government expenditures. But today there is a $20.3 billion
cash balance in the Highway Trust Fund. We seek to provide $8.6 billion in obliga-
tions which will restore the highway funding to the fiscal year 2002 level. The budg-
et impact of this increase will only require $2.3 billion in outlays for fiscal year
2003. Because highway funds are spent over a period of about 7 years, $2.3 billion
in additional outlays in fiscal year 2003 will allow us to continue the momentum
we have achieved in fiscal year 2002.

The table displayed below shows receipts and expenditures for the Highway Ac-
count of the Highway Trust Fund for Fiscal Year 1998 thorough Fiscal Year 2003.
Even accounting for unpaid obligations, it is clear that there is a substantial balance
in the Highway Account with receipts exceeding outlays over the 6-year period. Mr.
Chairman, we respectfully urge the Congress and the Administration to honor their
commitment to spend all the receipts going into the Trust Fund, unlock the balances
that have built up and make a positive contribution to the current economic reces-
sion.

Highway Account Receipts and Outlays!

Fiscal year Receipts Outlays Difference

1998 243 20.3 4.0
1999 33.8 23.1 10.7
2000 30.3 21.0 3.3
2001 26.9 29.1 2.2

*2002 21.1 30.2 -2.5
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Highway Account Receipts and Outlays!—Continued

Fiscal year Receipts Outlays Difference

*2003 28.6 30.6 -2.0

Subtotal 171.6 160.3 113
Balance from ISTEA D8.0.

Total 179.6 1603 19.3

*Estimated

Note: The Highway account balance was $8 billion at the beginning of TEA-21. Therefore, the cash balance at the close of fiscal year
2001 is $20.3 billion.

Source: Federal Highway Administration Long-term Impacts

In addition to the immediate impacts of reducing highway spending by more than
a quarter, the RABA downward adjustment has longer-term consequences for the
Federal-aid highway program. If the obligation level for Fiscal Year

2003 is adjusted downward from $31.7 to $23.2 billion, then the $23 billion level
will become the baseline for reauthorization of TEA-21. That would leave us at a
starting point $8.6 billion below where we are today, and considerably lower that
the $27.8 billion obligation level for fiscal year 2003 contained in TEA-21. Starting
in such a deep hole, would make it much more difficult to maintain the Federal-
aid highway program at current levels, and perhaps impossible to expand it.

TEA—21 REAUTHORIZATION

As we look to reauthorization of TEA-21 and the future of the Federal-aid high-
way program, we believe that, first, it is essential to preserve and reaffirm the prin-
ciple of a user-based transportation financing system in which all receipts are guar-
anteed to be used for the purposes for which they were intended.

To accomplish this, TEA-21 set highway obligations at levels based on then-cur-
rent estimates of gasoline and related tax receipts, and established a new mecha-
nism, Revenue Aligned Budget Authority (RABA), to annually adjust them based on
updated revenue estimates.

To ensure that domestic discretionary caps would not prevent the use of all avail-
able revenues, a “firewall” provision was included in the Budget Enforcement Act
to increase or decrease highway spending each year so that it would align itself with
Highway Trust Fund receipts. This provision provides for a “spending guarantee.”
Congress also guaranteed an annual funding level for transit programs, which are
funded with a combination of highway tax receipts accruing to the Mass Transit Ac-
count of the Trust Fund and a general fund contribution. I should add that we are
pleased that in the just released Fiscal Year 2003 budget, the Administration hon-
ors the transit funding guarantee.

Mr. Chairman, this year the spending caps expire. If and when Congress con-
siders new caps, we urge you and the members of the subcommittee to lead the way
in ensuring that the “firewall” provision is maintained.

These tools—RABA and the “firewall” provisions—were designed to provide the
long-term fiscal stability needed for State and local highway and transit agencies
to finance, design and execute multi-year construction programs.

Recent experience has demonstrated, however, that there are unintended flaws in
the RABA mechanism. Changes in economic conditions that result in minor adjust-
ments to estimated receipts cause wide swings in highway funding levels. In reau-
thorizing TEA-21, we must carefully examine and refine the RABA mechanism, in-
cluding its calculation methods and revenue estimating procedures. We recommend
that you consider replacing the current calculation method with one that simply
compares actual previous year receipts to the assumptions made at the time the bill
passed, with the difference becoming the RABA adjustment.

We also recommend that you consider instituting reforms to the Department of
Treasury’s process for estimating tax receipts to the Highway Account. This is not
the first time that the Department of Treasury has made costly errors. In 1994, a
$1.3 billion error eventually cost $3.6 billion to correct. This most recent $600 mil-
lion error leaves us with absolutely no confidence in their accounting methods. We
are not alone in our concerns. In June 2000, the U.S. General Accounting Office re-
leased a report? in which they indicated that “Treasury’s process for allocating tax
receipts to the Highway Account of the Highway Trust Fund is complex and error

2Highway Funding: Problems with Highway Trust Fund Information Can Affect State High-
way Funds(GAO/RCED/AIMD-00-148, June, 2000)
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prone.” At the request of House Transportation and Infrastructure Chairman Don
Young and Ranking Member James Oberstar, GAO is now engaged in a new review
of Treasury’s methods for estimating receipts to the Highway Account. We urge you
carefully consider the results of GAO’s review, and consider appropriate reforms
during reauthorization.

REVENUES

Near term: Changes regarding gasohol revenues need to be addressed during
TEA-21 reauthorization. A significant portion of the unanticipated downturn in fis-
cal year 2001 revenues was due to increased gasohol sales, which grew by nearly
30 percent. This accounted for a significant portion of the revenue reduction. Now
that the use of MTBE is to be discontinued in several States, the only fuel additive
approved to address the oxygenate requirements in the Clean Air Act is gasohol.
Prior to the change regarding MTBE, the most heavily affected State due to the
lower tax rate charged for gasohol was Ohio, which lost over $175 million in fiscal
year 2001. A recent study by the State of Wisconsin indicates that the impact may
grow significantly worse in the near future, with the impact on California for exam-
ple increasing to $450 million next year. Areas such as New York and New England
are expected to be hard hit as well. This will become a priority issue to be addressed
during reauthorization. The Baucus Bill, for example, which would shift revenue
from the 2.5 cents on gasohol now going to the General Fund to the Highway Trust
Fund beginning in fiscal year 2004, is a step in the right direction. Still more may
be required.

Long Term: The second revenue issue is longer term in nature. It is a concern
for the future ability of gas tax revenues to sustain highway funding as increases
in fuel efficiency reduce revenues relative to travel, and other technological changes
occur such as a move to greater reliance on alternative fueled vehicles including fuel
cells, compressed natural gas, and electricity. We believe the time has come for Con-
gress to mandate a study of this issue by GAO or the National Academy of Science
and the development of alternatives for consideration during reauthorization delib-
erations in 2009.

CONCLUSIONS

In conclusion, I would like to state that the Federal-aid highway program has
been one of the most successful Federal-State partnerships ever created. It has con-
tributed to the nation’s mobility and to the unprecedented economic growth that the
Nation has experienced since the 1950’s.

TEA-21 is a major step forward in providing much-needed funding to the nation’s
highway and transit program. It is essential that the RABA principle of fully spend-
ing Highway Trust Fund receipts and guaranteeing that spending be maintained.
However, it is also essential that in a time of recession, the consequences of the
RABA mechanism not be permitted to eliminate hundreds of thousands of jobs while
setting back much-needed transportation projects nationwide.

We clearly have sufficient receipts in the Highway Trust Fund to sustain a higher
program level. Authorizing a higher level is consistent with TEA-21, which provided
more contract authority to the States to assure the Congresses could increase the
gt;;)lgram above the guarantee. We urge the Congress to make this investment in

erica.

RESPONSES BY THOMAS STEPHENS TO ADDITIONAL QUESTIONS FROM SENATOR REID

Question 1. Please walk us through the impact that an In February AASHTO con-
ducted a survey of the State departments of transportation on the impacts to their
programs from an $8.6 billion funding cut. The results of the survey are included
in the report Shortchanging America: Impacts on States from an $8.6 billion Reduc-
tion in Federal Highway Funding. A copy of the report is attached, and we request
that it be included as part of the record for the hearing.

Response. In February AASHTO conducted a survey of the State departments of
transportation on the impacts to their programs from an $8.6 billion funding cut.
The results of the survey are included in the report Shortchanging America: Impacts
on States from an $8.6 billion Reduction in Federal Highway Funding. A copy of
the report is attached, and we request that it be included as part of the record for
the hearing.

Question 2. In your written testimony you express concern about the accuracy of
the Treasury revenue estimates. Can you tell the committee what specifically gives
rise to your concern?



122

Response. First, we were disturbed to learn that just before the President’s Budg-
et was issued the Treasury advised that they had determined that almost $600 mil-
lion in revenue had been credited to the Transit Account of the Trust Fund when
in fact it was Highway Account revenue. This represents a serious accounting error.

In addition The Treasury in explaining the sharp drop in revenue attributed a
substantial amount of the change to truck sales tax declines citing a 55 percent drop
in truck sales tax collections. This is in contrast to sales figures from the trucking
industry, which reported only a 24.2 percent drop in sales. Even allowing for adjust-
ments the industry sales data doesn’t correlate with the Treasury figures.

Also Treasury’s data assumes that gasoline tax revenues drop 6 percent from 1
year to the next. However, FHWA’s Traffic Volume Trends Report issued monthly
shows VMT increasing 2.07 percent for the first 9 months of 2000. In comparing the
data to that for fiscal year 2001 the data seem to be flat.

Question 3. We have heard several references to the “performance” of our trans-
portation system. While I agree that performance is the critical standard by which
we should judge our system, I am concerned that we have not developed adequate
ways to measure and track performance. The U.S. Department of Transportation
puts out a biannual Conditions and Performance report, but focuses almost exclu-
sively on conditions. Do you have any suggestions as to how we might better meas-
ure performance?

Response. This question recognizes the serious weaknesses we have today in
measuring performance. Much of the concern for better measurement is a product
of increasing congestion. We have not really developed effective ways of transmitting
the scope and character of congestion to the public in terms of its breadth depth
and duration in an understandable way. Another reason for our need to better
measure performance is the growing value of time to both travelers and of freight.
Both will demand more exacting levels of service in the future.

System performance is about:

¢ Speed

¢ Cost

¢ Convenience

¢ Safety and Security
* Reliability

All of these factors are things that we presently measure badly, or not at all. Most
particularly measures of cost and reliability are very weak. We are working with
FHWA to construct better ways to introduce the measurement of reliability into the
description of the system’s functioning and to produce a more comprehensive condi-
tion and performance report that truly reports condition and performance.

AASHTO is currently undertaking a major research effort to quantify highway
and transit needs, including incorporating a measurement of reliability for the high-
way component. The results will be presented in the AASHTO Bottom Line Report,
which is scheduled to be released in September 2002.

Question 4. I am intrigued by the American Road and Transportation Builders As-
sociation’s suggestion that we enact a maintenance of effort requirement for the
States. Certainly our goal in providing additional transportation funding at the Fed-
eral level is to increase the total level of infrastructure investment rather than to
have States simply substitute Federal funds for State funds. Have you studied how
States have reacted to the Federal funding increases since TEA-21?

Response. While AASHTO has not surveyed the States to get a quantitative as-
sessment of the total Federal, State and local percentages of total highway expendi-
tures, anecdotal information suggests that the States have effectively leveraged
TEA-21’s Federal contribution to increase the overall State contribution.

For example:

¢ In Illinois, Governor George Ryan’s 5-year “Illinois First” initiative makes
available $10.5 billion for highways and $4.1 billion for transit;

¢ Kansas has enacted a 10-year Comprehensive Transportation Program funded
from increases in the State gas and sales taxes and additional bonding authority;

» In California, Governor Gray Davis and the State legislature enacted a $15 bil-
lion congestion relief program that combines Federal, State and local funds; and

* Rhode Island voters passed a $62.5 million transportation bond issue for new
transit equipment and work on I-95; and,

Another indicator is the number of bids let:

» Colorado let $491 million in bids in 1999, up from $229 million in 1995;

* Tennessee let $694 million in bids in 1999, up from $597 million in 1995;

e Texas let more than $3 billion in bids in 1999, up from $1.7 billion in 1996;
and,Wisconsin let $597 million in bids in 1999, up from $414 million in 1995.
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In addition, when you examine FHWA’s most recent statistics for Federal, State
and local percentages of total highway expenditures over the past 5 years, the Fed-
eral, State and local percentage shares of expenditures have remained relatively
constant. Attached a table based on information from FHWA

RESPONSES BY THOMAS STEPHENS TO ADDITIONAL QUESTIONS FROM SENATOR SMITH

Question 1. Mr. Stephens testified that States have not experienced a drop in
State revenues due to motor fuel taxes that may have served as an indicator for
the Federal Highway Trust Fund revenue fluctuations. What has been the trend
over the last several years in State motor fuel tax collections?

Response. AASHTO asked States to provide actual State transportation revenues
for 1999-2001 from State gasoline, gasohol and diesel taxes. We also asked States
to provide forecasted State transportation revenues from 2002 and 2003 from State
gasoline, gasohol and diesel taxes. The results from 36 States is included in a table
showing actual and projected revenues, along with percentage difference from the
prior year. A copy of the table is attached.

State fuel tax revenues increased by 2.7 percent between 1999 and 2000, and in-
creased 1.5 percent between 2000 and 2001.

STATEMENT WILLIAM D. FAY, PRESIDENT AND CEO, AMERICAN HIGHWAY USERS
ALLIANCE

Mr. Chairman and members of the subcommittee, I am Bill Fay, president and
CEO of the American Highway Users Alliance. Thank you for inviting us to testify
at this very important and timely hearing on highway funding for 2003 and future
years.

The Highway Users is one of the most broad-based and diverse advocacy groups
in the Nation. We are like a consumers’ group for motorists and businesses who pay
the taxes that support the Federal highway program. Our vast membership includes
the most visible user groups—AAA and the nation’s truckers, buses, and rec-
reational vehicles—but also those who ensure their safety—3M, insurance compa-
nies and the traffic service industry. It includes businesses that rely on efficient
roads to ease the flow of raw materials, supplies, and finished products—such as
farmers, auto and auto parts makers and dealers. And our members include those
who build roads and mine, drill, and refine the products essential to highway trav-
el—petroleum, asphalt, cement, and aggregates producers, and many others. Our 45
million members have a strong interest in how much the government collects from
motorists and how that money is invested after it gets to Washington.

The subject of today’s hearing includes both short-and longer-term issues: the Ad-
ministration’s fiscal year 2003 budget proposal and the major funding issues per-
taining to next year’s reauthorization legislation. Putting first things first, I will
begin with the 2003 budget and then discuss funding for reauthorization.

Fiscal Year 2003 Highway Funding

Transportation Secretary Mineta foretold the drop in guaranteed highway funding
when he testified before this committee nearly 3 weeks ago. Last week, the Presi-
dent’s fiscal year 2003 budget confirmed that the guaranteed obligation limitation
for next year will be approximately $8.6 billion less than the $31.799 billion pro-
vided in 2002. That’s more than a quarter of the program (a 27 percent cut) in 1
year.

According to the Administration, the cut is a straight-forward calculation based
on a substantial reduction in fiscal year 2001 tax receipts relative to previous esti-
mates combined with revised, lower estimates of fiscal year 2003 tax receipts. Ques-
tions, of course, remain regarding the accuracy of the Treasury Department’s ac-
counting of those receipts, and I understand the General Accounting Office (GAO)
is reviewing Treasury’s calculations for a report due in May. Apparently, one error
was found after the principal budget documents were sent to the printer but in time
for the more accurate figures to be reflected in the Department of Transportation’s
own budget documents. Correcting that error resulted in a $600 million increase in
trust fund tax receipts and a corresponding increase in the fiscal year 2003 guaran-
teed highway funding.

The possibility of further errors in the calculation of trust fund receipts is impor-
tant, and we look forward to reading GAO’s final report. Assuming, however, that
the current figures are generally correct, we have a simple point to make about the
fiscal year 2003 budget: a 27 percent cut in 1 year in the nation’s largest infrastruc-
ture program is too much.
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It would have serious economic repercussions just at a time when the country is
struggling to get out of a recession, and it would be a devastating blow to our na-
tional transportation system.

Mr. Chairman, a week ago, when initial expectations were for a $9.1 billion cut
in guaranteed funding for highways (rather than $8.6 billion), we obtained a Federal
Highway Administration chart showing the potential impact on each State’s obliga-
tion limitation. The losses spread across the States are nothing short of calamitous.
Nevada, for example, would lose over $53 million of the $200 million it received this
year. Similarly, Oklahoma would I lose $118 million out of its $428 million in 2002
receipts. While the $600 million downward revision in lost funding will mitigate
those reductions slightly, the cuts, as a percentage of the States’ total Federal funds,
are still dramatic.

The Cost of Losing One’s Job to Families and Society

As you have heard from others, funding cuts of this magnitude will result in lost
jobs, perhaps hundreds of thousands of jobs over time. Far too many of those jobs
will be lost before the fiscal year even begins as contractors begin laying off workers
in anticipation of the project delays that will inevitably follow. These are high-pay-
ing jobs that induce many other jobs. Such dramatic changes in employment would
increase the call of Federal unemployment compensation funds and other social pro-
grams, as well as cut the flow of tax dollars from those affected families and individ-
uals. Attached to my testimony is a 1984 study released by the Joint Economic Com-
mittee on the social effects of losing one’s job. It paints a dire picture of personal
financial hardships, loss of health insurance, and rising mortality, divorce, criminal
activity, and suicide. Quoting from that study, “The longer [joblessness] endures, the
more likely it becomes that frustrations will be vented on the family—or on the rest
of society.” While I wish the study were more recent, it is unlikely the torment of
losing one’s job today is any less consequential than it was in 1984.

The Life-Saving, Time-Saving, Fuel-Saving, Economic and Environmental Benefits
of Road Investments

Equally important from the perspective of motorists, a 27 percent reduction in
funds will delay the important benefits of roadway improvements—the safety bene-
fits of reducing crashes, injuries, and fatalities; the air quality, time-saving, and
fuel-saving benefits of relieving traffic congestion; the economic and productivity
benefits of speedier deliveries. These are the primary reasons that fuel taxes are the
taxes that Americans pay most willingly. They realize the benefits of a safe,
uncongested, and accessible highway system to themselves, their families, and their
bus(iingsses. But those benefits are only realized if their tax dollars are used as in-
tended.

In 1999, The Highway Users published a study identifying the worst traffic bottle-
necks in the country and the benefits that could be realized by improving traffic
flow at those sites. Unclogging America’s Arteries: Prescriptions for Healthier High-
ways showed that very modest traffic flow improvements at each of our 167 worst
bottlenecks would result in 287,000 fewer crashes over 20 years, including 1,150
fewer fatalities and 141,000 fewer injuries; they would reduce carbon monoxide
emissions by 45 percent and volatile organic compound emissions by 44 percent,
while carbon dioxide emissions would fall by 71 percent at those sites; they would
slash fuel consumption by nearly 20 billion gallons; and of course, they would reduce
travel time by an average of 19 minutes per trip. With polls showing that time man-
agement is one of the greatest challenges facing American families today—38 min-
utes less for a commuter driving to and from work represents more time for family,
work, errands, and recreation.

That’s an example of the “big bang for the buck” that this program has the poten-
tial to deliver, but too little funding will delay these large, critically important
projects for years. That’s why this debate over 2003 funding is so important to us.

We Must Preserve The Fundamental Premise of RABA and TEA-21’s Firewalls:
Highway Taxes Received Equals Highway Investments Made

Let me be clear about our view of the funding predicament we face in 2003. We
do not believe there is anything fundamentally wrong with either the RABA provi-
sions or the budgetary firewall provisions of TEA-21. It is clear that Treasury’s
models did not foresee the recession (resulting in a large “look back” adjustment)
and that those same models will likely understate the economic recovery that most
economists predict to begin in upcoming months. As such, some minor adjustments
to the method of calculating tax receipts and guaranteed funding levels may help
eliminate dramatic changes in funding from 1 year to another, but the link estab-
lished in TEA—21 between tax receipts and guaranteed funding for the program has
been critical. It is, in fact, the reason that TEA-21 was so warmly embraced by
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America’s highway users—it restored the “trust” in the Highway Trust Fund. The
chart appended to my testimony illustrates the impact that RABA and the firewalls
have had on funding for highways during the TEA-21 years compared to the pre-
vious 6 years.

The fact that revenues have fallen short of previous estimates simply puts all of
us back in the annual budget and appropriations game that we used to play every
year before TEA-21 tied highway funding to trust fund receipts.

The Highway Users looks forward to being back in the game this year and work-
ing with all of you, your House counterparts, and members of the Appropriations
committees to see that this vital infrastructure program is not cut by 27 percent
in 1 year.

We commend the members of this committee for your recent introduction of “The
Highway Funding Restoration Act,” legislation to raise the fiscal year 2003 obliga-
tion limitation to $27.7 billion, the amount anticipated when TEA-21 was enacted.
By adding $4.4 billion to the amount guaranteed for 2003, your legislation will soft-
en the blow of negative RABA in these difficult economic times. The Highway Users
strongly supports this legislation, and we are already working hard, through our
grassroots contacts, to build political support and enlist additional cosponsors for
the bill. We have a similar campaign underway to support the identical legislation
introduced by your counterparts on the House Transportation and Infrastructure
Committee.

$18 Billion in Motorist Taxes Just Sitting in Washington

Although funding will be tight because of the war on terrorism and renewed def-
icit spending, I believe America’s highway users have a strong case to make for ad-
ditional highway funding above the guaranteed amount. In addition to describing
the very serious impact of this cut on State highway funding, jobs, safety, conges-
tion, and the environment, we can also cite a key distinction between our cause and
the argument Members of Congress will hear from other interest groups: the money
for highways has been collected in advance.

Before TEA-21, interest was accrued on surpluses in the Highway Trust Fund.
This interest was ridiculed by some Members of Congress as “funny money” that
wasn’t really owed to highway users. As a condition for establishing a link between
revenues and investments, TEA—21’s framers agreed to eliminate all but $8 billion
of the previously existing cash balance in the Highway Account and to stop any fur-
ther interest payments to the account. As a result, since TEA-21’s enactment, not
one penny of that $8 billion or subsequent additions to the trust fund surplus is
attributable to interest payment transfers from the General Fund.

According to the Administration’s budget, the Highway Account of the Highway
Trust Fund will have a cash balance of more than $18 billion at the end of this fis-
cal year. All of today’s cash balance—every dime—is money previously paid by mo-
torists and intended for improvements to our nation’s roads and bridges.

If Congress were to increase the 2003 obligation limitation by a full $8.6 billion
to bring us up to this year’s level, the cash balance in the Highway Account would
only be reduced by approximately $2.3 billion in fiscal year 2003. That would leave
more than $15 billion in the account as you consider funding levels and other issues
in the reauthorization legislation.

Funding Issues in Highway Reauthorization

That leads me to the longer-term highway funding issues that you asked us to
address in connection with next year’s reauthorization legislation. Let me begin
again with the basic facts.

Tax receipts to the Highway Account of the Highway Trust Fund will be just over
$28 billion next year, according to the President’s budget documents. The Adminis-
tration projects conservatively that those receipts will grow by almost $1 billion a
year through 2007. The truth is, we collected more than $30 billion in both 1999
and 2000, so if the economy picks up, we can expect trust fund receipts to rise sig-
nificantly above the Administration’s projections. Still, the need for additional high-
way investment is substantially greater than those Highway Account tax receipts
can support, according to the FHWA biennial report on road and bridge conditions
and performance To us, that suggests several clear funding priorities. The first pri-
ority, and by far the most important, is to continue the direct link between annual
highway funding and the taxes paid by motorists. Whether that link is accomplished
through RABA and the budgetary firewalls, a modified version of them, or some
other mechanism entirely, the point is to provide as much assurance as possible
that highway funding will not be less than the taxes paid by motorists and depos-
ited in the Highway Account.
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Second, the reauthorization legislation should ensure that all taxes paid by high-
way users are used for their intended purpose. Here, there are several opportunities
to improve upon current law.

Support S. 1306, Which Will Shift Ethanol Tax Receipts into the Highway Trust
Fund

Last year, Senator Baucus introduced S. 1306, a bill to transfer into the Highway
Trust Fund that portion of the tax on ethanol-blended fuels that currently is di-
verted to the General Fund. We strongly support the Baucus legislation, and we ap-
preciate the fact that four other members of this subcommittee, including you, Mr.
Chairman, are cosponsors of it. If enacted, the bill would increase annual trust fund
deposits by more than $400 million, and it would ensure that the trust fund receives
virtually all taxes currently imposed on motor fuels.

End Fuel Tax Evasion

Another step toward ensuring the integrity of highway use taxes would be to close
the remaining loopholes in the tax collection system that allow unscrupulous indi-
viduals to evade the Federal taxes they should be paying. Former Federal Highway
Administrator Ray Barnhart originally brought this issue to Congress’ attention
years ago. His efforts resulted in a change in the tax collection system for motor
fuels, closing the books on tax evasion schemes that robbed the Highway Trust
Fund of hundreds of millions of dollars in revenue. Administrator Barnhart believes,
however, that other substantial tax evasion schemes still exist, and I urge the sub-
committee to review the report on this subject, prepared by kpmg Consulting Inc.,
which is appended to my testimony.

We understand that efforts are underway to draft legislation closing these loop-
holes. We expect to support this legislation, and we will report back to the com-
mittee once a bill is introduced.

Reduce the Highway Trust Fund Surplus Over Time

Our final recommendation for ensuring the integrity of highway use taxes is to
spend down the Highway Account balance over time. As I indicated previously, the
cash balance in the account will be $18 billion at the end of fiscal year 2002, slightly
less than that by the end of 2003, depending on how much funding is ultimately
appropriated for next year.

All of that money has been paid by motorists. All of it was intended to be used
for road and bridge improvements. It ought to be used for its intended purpose.

After protecting the integrity of highway use taxes, we ought to guard against
proposals that will reduce the revenue available for the highway program.

Don’t Triple Ethanol Mandate

For instance, the renewable fuels mandate proposed in S. 1766, the “Energy Pol-
icy Act of 2002,” would require that large amounts of renewable fuels, primarily eth-
anol, be sold in the U.S. If enacted, that provision would nearly triple the current
demand for ethanol, which, because of the tax subsidy for ethanol-blended fuels,
would have a severe impact on revenues to the Highway Trust Fund. The trust fund
currently loses more than $1 billion per year because of the tax treatment of gas-
ohol. When fully implemented, the ethanol mandate of S. 1766 would result in an
annual revenue loss greater than the obligation limitation distributed this year to
the States of Nevada, Oklahoma, Montana, Virginia, Connecticut, Oregon, and
Rhode Island combined.

We strongly urge you to oppose the expansion of the ethanol mandate in S. 1766
or, if you support mandated ethanol use, to bring equity to ethanol taxation . . .
in other words, levy the same tax on ethanol that you do on gasoline.

Stem Diversions of Highway Funding

We also urge the committee to oppose any new diversions of highway funding
away from road and bridge improvements. In particular, I know that you, Mr.
Chairman, and other members of the full committee have previously indicated your
strong interest in finding additional funds to support passenger rail development in
the U.S. While Congress considers whether and to what extent public financial sup-
port for passenger rail service makes sense, we urge the subcommittee to resist at-
tempts to divert Highway Trust Fund dollars to rail. The needs are simply too great
on our primary transportation system—highways—to justify the expenditure of lim-
ited financial resources to build or operate a passenger rail system.

Finally, Mr. Chairman, some have also suggested a fuel tax increase as a means
to increase highway funding. Given the current state of the economy and the Presi-
dent’s general opposition to tax increases, I suspect there is little possibility that
Congress will approve a tax increase as part of the reauthorization bill. In any case,
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I expect taxpaying motorists are unlikely to support a rate increase unless it is clear
that the funding guarantees of TEA-21 will be continued, that the enormous exist-
ing balance in the Highway Account will be spent down, and that highway users
are not subsidizing other Federal programs that have little or no direct benefit to
motorists.

I also have one final observation about the President’s budget. Rather than spend-
ing down the balance in the Highway Trust Fund, the Administration projects a
dramatically growing balance beginning in fiscal year 2004, the first year of a reau-
thorized highway program. Over 4 years, the balance is projected to grow by a
whopping $17.4 billion despite using very conservative estimates of annual tax re-
ceipts.

Urge President Bush to Support Continuation of TEA-21’s Funding Guarantees

We are told by Administration sources that those projections are simply based on
the extraordinarily low 2003 spending as a baseline adjusted for inflation in future
years. Unfortunately, however, it also indicates at the very least that the Adminis-
tration has not yet made the policy decision to support continued budgetary fire-
walls and a RABA-like mechanism tying highway funding to tax receipts. There is
still time for the President to make that policy decision before submitting his reau-
thorization proposal to the Congress, but I believe the recent budget documents are
an ominous warning that members of this subcommittee, State and local public offi-
cials, and we in the private sector need to work very hard to convince top Adminis-
tration officials that the TEA-21 funding guarantees must be continued in the next
bill.

Former Transportation Secretary Rodney Slater used to say that highways are
about more than concrete, asphalt, and steel; they’re about new opportunities and
quality of life. We at The Highway Users understand the value of a good transpor-
tation system, centered on our road network. It isn’t an end in itself; it’s a tool to
move us, our families, our customers and employees, and our products where they
need to go as safely and with as little delay as possible.

As Federal Highway Administrator Mary Peters is quick to point out, however,
it takes a lot of concrete, asphalt, and steel to realize those benefits. That’s the cen-
tral point of this hearing and much of the coming debate on 2003 funding and the
reauthorization bill: we need a well-funded Federal highway program to improve
safety, reduce congestion, enhance air quality, and keep our manufacturers and pro-
ducers competitive in the marketplace.

We look forward to working with all of you to see that your colleagues, journalists,
and the general public understand the unique and vital role that our highway sys-
tem plays in our overall economy and our quality of life.



128

MOTOR FUEL EXCISE TAX REVENUE LEAKAGE ANALYSIS

Prepared by

kpmg Consuiting Inc.
2001 M Street, NW
Washington, DC 20036

December 17, 2001

Prepared for

Center for Balanced Public Policy




129

kpmg Consulting Inc. Motor Fuel Excise Tax Revenue Leakage Analysis

MOTOR FUEL EXCISE TAX REVENUE LEAKAGE ANALYSIS
Executive Summary

Motor fuels excise tax evasion is a continuing problem. Constant itoring and cc i
diligence are required in making and enforcing statutory and regulatory changes so that tax
administration is more effective, efficient, and fair, while minimizing compliance costs to the
greatest extent possible. This discussion document prepared by KPMG Consulting, Inc. for the
Center for Balanced Public Policy describes various tax cvasion techniques and makes a rough
estimate of the potential scope of the problem. Documented evasion techniques include daisy
chains, bootlegging, cocktailing/blending, fraudul ption claims, failure to file or filing
false information returns, and the use of jet fuel in highway vehicles. We particularly focus on jet
fuel because it is the only major transportation fuel supply not currently subject to federal excise
tax at the terminal rack.

Using several federal data sources and supported by recent Florida experience, we estimate the
federal revenue shortfall from jet fuel diversion alone may range between $1.7 billion and $9.2
billion over the next 10 years. State transportation tax collections may be suffering similar losses.
As with most estimates of tax evasion, this estimate is necessarily approximate and based on
certain assumptions that cannot be fully documented. It does indicate that cngoing revenue losses
are a significant problem for tax administrators and honest business taxpayers facing competition
from tax evaders.

We describe some of the many tax evasion techniques found in the literature, court cases, and
press articles. While there have been significant revenue losses in the court cases we have
identified, it is quite likely that much more evasion occurs than the amount caught and
documented. We have not been able to develop enough information to prepare independent
revenue estimates of losses resulting from these techniques, but the information that is available
indicates that substantial losses continue to occur.

Florida began taxing aviation fuels at the rack on July 1, 1996, along with other changes. During
the first year under the new system, Florida expeni da2l.4-p increase in aviation fuels
taxes. While it might be necessary to fine-tune Florida’s approach if implemented at the naticnal
level to avoid any unintended consequences that could harm cash flows and affect compliance
costs of commercial airlines and business aircraft users, such a policy has the potential to mitigate
revenue losses and simplify fuel tax administration. In addition, while evidence suggests that
taxing jet fuel at the rack could eliminate much of the ongoing federal revenue drain, the kinds of
policy actions required to reduce or eliminate other forms of evasion are less clear.

2001 KPMG Consulting, Inc. All rights reserved. Printed in the USA.
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Introduction

Motor fuel excise taxes are an important source of federal and state revenues and finance a large
share of improvements in the nation’s transportation system. Most federal motor fuel excise
taxes are deposited in trust funds for this purpose. Some collections have gone into general
revenues and a small portion is deposited in the Leaking Underground Storage Tank (LUST)
Trust Fund. Federal and state tax rate increases over the years have correspondingly increased
incentives for tax evasion with the 18.4-cents per gallon federal gasoline tax and 24.4-cents per
gallon diesel fuel tax greatly exceeding profit margins on fuel sales at any point in the distribution
system. While numerous legislative and regulatory steps have been taken by the federal and state
govemments, evasion remains a problem.

Monitoring federal excise tax collections and evasion is complicated by the variety and lack of
coordination between federal data collection systems. The Energy Information Administration
(EIA) tracks gallons produced, imported, exported, changes in stocks, and consumption. Using
reports from the states, the Federal Highway Administration (FHWA,) tracks gallons consumed in
taxable and nontaxable use and tax collections. The Federal Aviation Adminiswration (FAA)
collects survey data on jet fuel costs and consumption of U.S. carriers, but not foreign carriers
going to and from the U.S. The FAA also does not separately report U.S. carrier purchases
within the U.S. and purchases overseas. IRS tracks federal excise tax collections, but not gallons
consumed. IRS tables reporting excise tax refunds are inadequate for accurately determining the
specific excise tax to which refunds are attributable or the quarter to which refunds apply. This
difficulty is particularly acute when there is a tax rate change. Table 1 shows selected fuel excise
tax collections reported on IRS Form 720 for fiscal years 1999 and 2000.'

Table 1

Federal Excise Taxes Reported by the IRS
(Millions of dollars)
Fiscal Years

1999 2000
Retail Excise Taxes
Special Motor Fuels, total 24 20
Manufacturer Excise Taxes
Aviation gasoline 58 58
Gasoline except for use in gasohol 21,2371 21,041
Diese! fuel 7,806 8,230
Gasoline for use in gasohol 244 270
Gasohol 1,798 2,124
Aviation fuel, noncommercial 173 159
Awviation fuel, commercial 650 668
Kerosene (effective July 1m 1988) 78 80
Total 32,158 32,649

1 The federal fiscal vear runs from October 1 to September 30.
? SOI Bulletin, Spring 2001, Table 21, Internal Revenue Service, (Washington, DC: Department of the Treasury).

©2001 KPMG Consulting, Inc. All rights reserved. Printed in the USA.
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In FY 1999, £35 billion of motor fuel excise taxes was deposited in the Federal Highway Trust
Fund.’ This fund is used for developing and meintaining U.S. highways, mass transit, and other
transportation related purposes. In FY 1999, excise taxes on the sale of gasoline, diesel and
special fuels, and gaschol were about 90 percent of Federal Highway Trust Fund receipts.’
Gasoline excise taxes account for about 60 percent of Federal Highway Trust Fund receipts.

Motor Fuel Excise Taxes Deposited in the Federal Highway Trust Fund,
FY 1990-1999

(S Billion)

[ OGASOLINE __ CIDIESEL ANDSPECIALFUELS _ OGASOHOL |

Policy makers became aware of widespread motor fuel excise tax evasion schemes soon after the
1983 federal excise tax rate increase from 4 cents to 9 cents per gallon, and a further increase on
diesel fuel to 15 cents in 1984. Since the mid-1980s, Congress and the states have enacted
numerous statutory changes in attempts to reduce motor fuel tax evasion. Evasion was once
estimated to be between 3 and 7 percent of all fuel taxes, and between 15 and 25 percent of diesel
taxes alone.” Widespread motor fuels excise tax evasion in the early 1980s led to a series of
federal statutory changes beginning with the Tax Reform Act of 1986 (see Appendix II). One

VFY 1998 trust fund deposits are understated and FY 1999 deposi i relative to historical
|.h=|= was a one-lime delay in transferning deposits.

*Federal Highway Administration, Stats of the Federal Highway Trust Fund 1958-1999 (Table FE-210, available from
hittp:/fwrww. fhwa.dot. gov/ohim/hs99/fuel htm). FHWA I:I:ﬁrl:s special fuels as “diesel fuel and, to the extent they can
be quantified, liquefied petroleum gases such as propane.” In addition to motor fuels, cenain other excise taxes are also
transferred to the Highway Trust Fund, Imlwdmg 53 3 billion in FY (998 and $4.0 billion in FY 1999.

* Federal Highway Administration, D ation. Fuel Tax Evasion: The Joint Federal/State Motor
Fuel Tax Compliance Project. R.epart No. FHW.Q PL-92-028. (Washington, DC: The Federal Highway
Administration, June 1%92), 18,

©2001 KPMG Consulting, Inc. All rights reserved. Printed in the USA.
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key change has been to generally impose federal fuels excise taxes upon removal from the
terminal rack, including gasoline, undyed diesel, kerosene, and gaschol.

Motor Fuel Excise Tax Evasion Schemes

Various schemes have been used for evading excise taxes, including “daisy chains,” bootlegging,
cocktailing/blending, fraudulent exemption claims, failure to file or filing false information
returns, and the use of jet fuel in highway vehicles.

Daisy Chains. The “daisy chain” creates a paper trail that makes it difficult for auditors to track
the sale and taxation of the fuel. Typically, the paper trail shows that the motor fuel is taxed at
some point in the chain and sold to the retailer tax-paid, but the tax is never remitted to the
government. The entity in the chain with liability for the tax ofen disappears. The taxation of
diesel fuel at the rack, dyeing, and expanded enforcement have reduced the use of daisy chains®,
but this progress is instructive in demonstrating how evaders have been able to move on to other
techniques. Indeed, fuel tax evasion history is characterized by a series of policy changes and
enforcement activities resulting in some evasion opportunities being curtailed only to be replaced,
at least in part, by others. While evasion may never be eliminated as long as taxes are imposed
on fuels, excise tax analysts generally believe evasion can be significantly reduced by taxing as
much fuel as possible at the rack.

Bootlegging. Like other smuggling, motor fucls bootlegging occurs when a low tax jurisdiction
is near a high tax jurisdiction. Such smuggling frequently occurs between states, costing states
tax revenues and their share of the Federal Highway Trust Fund: however, bootlegging may also
oceur when motor fuels enter the country over the border. Similar problems may occur with fuel
sold on Indian reservations.

Fraudulent Exemption Claims. Evaders frequently make fraudulent claims for the nontaxable
fuel use, such as for home heating oil or off-road farming, to avoid excise taxes or to resell fuel at
a tax inclusive price without remitting tax to the government.

For example, in April 1997, US il Week reported that prosccutors in Riverside County,
California, charged two individuals in the motor fuel distribution business with multiple counts of
state excise and sales tax evasion for supposedly forging farm exemption certificates for the
purchase of tax-free clear diesel fuel. The defendants allegedly sold the tax-free diesel fuel to
customers as tax paid.”

Failure to File or Filing False Information. Failure to file an excise tax return or filing a false
excise tax return are commeon techniques used by evaders.

& There have been a number of successful prosccutions of daisy chains since the 1980s. The [RS recently reported
successes in prosecuting individuals in relation to operation “Red Daisy.” More than two-dozen defendants have been
convicted for their roles in a motor fuel distribution evasion scheme operating in the New York metropolitan area in the
1990s. One transaction defrauded the federal government and the State of New Jersey of more than §140 million of tax
revenue on the sale of 500 million gallons of gasoline. The courts i the eight defendants named in the report
to a variety of terms of imprisonment and to restitution totaling over 52 million. See Criminal Investigation. “Excise
Tax.” FY 2000 National Operations Annual Report. (Intemal Revenue Service, Department of the U.S. Treasury).

7 “In the News." Fuel Tax Evasion Highlights. Volume 6, December 1997. Federal Highway Administration,
Depar of Transp ion. (Available from http:/fwww.fhwa.dot.gov/policy/hi9 Tdec.htm. )

©2001 KPMG Consulting, Inc. All rights reserved. Printed in the USA.
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®  On March 24, 1999, Delbert Delmar Clark Il was indicted on 11 counts of excise tax
evasion, totaling $209,764.23, for selling untaxed diesel fuel at a tax inclusive rate, without
remitting the tax to the government. Clark pleaded guilty, and was sentenced to 15 months
imprisonment and ordered to pay all taxes, penalties, and interest due.®

®  On June 23, 2000, Keith A. Parry, operating out of Phoenix, Arizona, pled guilty to income
tax evasion and was sentenced to 15 months impri and ordered to pay the
underreported taxes (over $800,000) relating to the preparation of false federal excise tax
returns in an effort to defraud the federal government of taxes on the sale of jet fuel, diesel
fuel, and gasoline.”

Cocktailing/Blending. This technique increases profits by extending diesel fuel with used motor

oil and other distillates including pollutants, cleaning agents, and unfinished refinery products.

There are two reasons in particular why this technique is attractive:

the substances used to extend the fuel were aften not regulated so those quantities
were not in any fuel tax reporting system; and ... in some cases the substances were
regulated as waste materials so an unscrupulous person could get paid to dispose of
the products and then blend them into gasoline and get paid again by the public."

A 1981 exposé on gasoline bootlegging by the Long Island newspaper, Newsday, recounted an
incident where a cab driver pointed “...a gun at a station operator when the mixture caused the
cab to stop running while still in the station.”"*

We understand that cocktailing/blending, also referred to as “below the rack blending” continues
to the present and not only results in an ongoing revenue loss, but is also dangerous to society at
large when hazardous waste is blended with taxable fuels, IRS' ExStars program is studying
ways to prevent untaxed below the rack blending."” “Fingerprinting” is a method for tracing fuel
from the retail outlet, back to the distributor and the terminal system, so that authorities may be
able to learn where in the distribution chain the fuel was blended.

The following table originally published in U.S. Oil Weck in 1996 illustrates various schemes
used to evade taxes that are largely focused on cocktailing/blending.

* Criminal Investigation. “Excise Tax.” FY 2000 National Operations Annual Report. (Inbemnal Revenue Service,
Department of the U.5. Treasury).

® Criminal Investigation. “Excise Tax.” FY 2000 National Operations Annual Report. (Intemal Revenue Service,
Department of the U.S. Treasury).

'™ Ronald E. Raven, Ph.D, Deliver s From Evil: Governmental Responses to Reporis of Fuel Tax Evasion
(Washi D.C.: Federation of Tax Admini 1999), 21.

" Thid, 24.

12 #ExStars Briefing, February 24, 1999." (Available from http:/fwwwr petrols_com/ExStars html )

©2001 KPMG Consulting, Inc. All rights reserved. Printed in the USA.
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“Fuel Tax Cons Rampant”™

IRS district Alleged evasion type Amount
allegedly
evaded
Albuguergue Blended transmix widiesel. gasoline $99,145(d);
§100,026(g)
Atlanta Used oil reprocessor indicted (Jemy Radney pled guilty OW $2,500,000(d)
2112; 6/26/95)
63 other used oil cases $1,000,000 +
Bought fuel from airport at $0.20/gal., sold to T-stops NA
| _Birmingham Blended crankcase oil widiesel $2,000(d)
Brooklyn Russian Mafia blended kerosene widiesel $100,000
Russian Mafia blended kerosene widiesel $173,000
Buffalo Three entities blended kerosene widiesel $48,000;
$1,6000;
$1,4000(d)
Buriington, Vit. Blended 50% kerosene widiesel £2,000(d)
Chicago Refiner used motor oil to produce diesel, kerosene $644 406(d)
Greensboro Blended crankcase oil widiesel $40.000
Houston Refinery sold middle distillate oil as off-spec fuel §1,586,140(d)
Blended gasoline blendstocks wigasoline $326,800(a)
Blended used oil wioff-spec diesel between two tanker trucks NA

Indianapolis 10 entities blended kerosene widiesel

Laguna Niguel, | Blended light cycle oil, transmix, PO-70 widiesel $313,421(d)
Calif.
Blended transmix, light cycle oil widiesel $198,437
Blended transmix, light cycle oil widiesel 139,806
Elended waste products widiesel 1,000,000+
Blended fuel oil widiesel }48.480(d)
Phoenix Unregistered refiner fractionated transmix into diesel fuel, 1,000,000 (g/d)
naptha; naptha blended wigascline
71 blending cases $1,600,000
Small refiner blended 70% taxable diesel w/30% oil $500,000(d)
San Jose Refinery produced middle distillate oil, charged excise tax; $15,000,000
didn't remit
Blended atmospheric gas oil widiesel 5350, 000(d)
Blended atmospheric gas oil widiesel $350,000(d)
Seattle Bought diesel from boats under repair, blended w/barge $50,000(d)
strippings, bunker fuel
Cleaned up oil spills, blended widiesel, kerosene $50,000(d)
(d)=diesel;
=gascline

** The above table has been reproduced, in-full, from U.S. Oil Week (Bob Gough, “Fuel tax cons rampant,” U.S. O
Week, (June 10, 1996): 18.)

#2001 KPMG Consulting, Inc. All rights reserved. Printed in the USA.
7




135

kpmg Consulting Inc. Motor Fuel Excise Tax Revenue Leakage Analysis
Jet Fuel Use in Highway Vehicles. Unlike the federal taxation of gasoline and diesel fuel, excise

tax is generally imposed on non-gasoline aviation fuel (“jet fuel™) when sold by registered
producers. Jet fuel is essentially the same as kerosene'* (which is taxed at the diesel rate), but
under current law is taxed at either 4.4 cents a gallon, in the case of commercial use, or 21.9 cents
for non-commercial use.'” Exempt removal of undyed jet fuel from the rack creates tax evasion
incentives and opportunities that may result in the loss of not only federal and state aviation taxes,
but more importantly diesel fuel excise taxes, because so-described “jet fuel” can readily be used
in on-road diesel trucks.

‘While somewhat dated, a 1983 case illustrates jet fuel tax evasion opportunities. On August 17,
1983, the New York State Tax Commissioner issued Tenneco Qil Company a Notice of
Determination of Tax Due Under Motor Fuel Tax Law alleging that Tenneco owed tax on jet fuel
it sold untaxed to Doug-Long, Inc. An audit of Doug-Long, a registered distributor of diesel
motor fuels, had revealed that from September 1981 to February 1983, of the 317,816 gallons of
jet fuel Tenneco sold untaxed to Doug-Long. 116,367 gallons were sold at a truck stop operated
by Doug-Long, or sold to heating oil jobbers. However, the Notice of Determination against
Tenneco was canceled because the court ruled that Tenneco's sale to Doug-Long was not a retail
sale, and therefore not subject to the taxes imposed on motor fuel. The court did conclude that
tax was due on the sale of jet fuel as motor fuel from a registered motor fuel distributor. The
finding did not directly result in the assessment of Doug-Long, and we have been unable to
determine whether the state ultimately collected the tax."

In a similar case, after a year-long investigation ending in August 1995, 23 defendants were
charged with participating in an evasion scheme that involved purchase and blending of jet fuel
with diesel fuel. This blended mixture was sold at service stations and truck stops in Southern
Califonia. As of December 15, 1995, six defendants had pleaded guilty."”

Jet fuel may leak into the motor fuel distribution system through a combination of the following
events.

1. Jet fuel taxed as jet fuel and used as diesel fuel. When tax is paid on jet fuel but the fuel
is used as diesel fuel for an on-road use, the Airport and Airway Trust Fund receives the

benefit of the 4.3-cents per gallon tax (for fuel sold for commercial use), or the 21.8-
cents per gallon tax (for non-commercial usc), while the Federal Highway Trust Fund
loses the 24.3-cents per gallon on-road diesel fuel tax. The 0.1-cent per gallon LUST
Trust Fund is not affected.

Jet fuel not taxed and used as diesel fuel. When tax is never paid on jet fuel but it is used
as on-road diesel fuel, the Airport and Airway Trust Fund receives no benefit and the
Federal Highway Trust Fund and the LUST Trust Fund lose the 24.4-cents per gallon
on-road diesel fuel tax.

Il-.l

" Jet fuel must meet certain additional specifications, but these do not affiect its suitability for highway use.

' Jet fuel can be taxed at the 24 d-cents per gallon kerosens rate when removed at the rack, but is not taked at the rack
if certification is provided that it will be used as fuel in an aircraft. Commercial aviation users may register with the
IRS and either pay a 4.4-cents per gallon tax when they purchase jet fuel from a producer (the commercial aviation tax
rate) or purchase it tax free and self-assess tax when the fuel is used. Commercial aviation users paying the full tax rate
are allowed to claim a refund or credit for tax in excess of 4.4 cents when the jet fuel is used.

'* New York State Tax Commission. “In the Matter of the Petition of Tenneco Oil Company.” New York State Tirx
Reporter, (CCH Incorporated: February 18, 1986.)

7“3 Plead Guilty to Bilking Government Out of Fuel Taxes,” The Los Angeles Times, B4,

B2001 KPMG Consulting, Inc. All rights reserved. Printed in the USA.
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3. Diesel fuel is described and sold as exempt jet fuel, but does not meet jet fuel

specifications and is used as highway die el. Here, the Highway Trust Fund loses
the 24.3-cents per gallon diesel tax, and the LUST Trust Fund loses 0, cents per gallon.

Taxing aviation fuel at the rack would bring it into conformity with federal gasoline and diesel
fuel taxes and would remove major tax evasion opportunities. As described above, the diversion
of jet fuel for on-road use is only one of a number of fuel tax evasion schemes, but it is one where
it may be possible to develop rough estimates of the current revenue drain and the corresponding
revenue increases that could result from taxing it at the rack.

Using data from the Energy Information Administration (EIA), the Federal Aviation
Administration (FAA), and IRS’ SOI Division, we have estimated the national tax gap potentially
attributable to jet fuel diverted for highway use. Because these tax gap estimates are based on
differences in the fuel volumes reported in several federal data systems, these estimates may be
understated or overstated due to sampling error and other inconsistencies and inaccuracies
between data collection systems. These estimates assume jet fuel volumes reported by air carriers
to the FAA are consistent with those reported to the IRS. To the extent this is not the case, it
would contribute to a further revenue shortfall. In addition, we do not attempt to estumate any
shifting of fuel to the 4.4-cent commercial tax from the 21.9-cent noncommercial aviation tax.
Such transfers would also increase the revenue loss and these effects could be mitigated by taxing
jet fuel at the rack.

The first section of Table 2 begins with EIA data on jet fuel supplied for domestic consumption
expressed in thousands of barrels per day and removes tax-free military jet fuel production.
These net figures are then converted into annual gallons supplied for commercial jet aircraft use.

The second section shows FAA jet fuel consumption data for domestic and international flights of
U.S. carriers, which are reported on a fiseal year basis. These data are adjusted in the third
section of Table 2 to approximate calendar years. General aviation data are collected in surveys
on a calendar year basis and we had to estimate fiscal year effects.

Jet fuel used in commercial international travel is not taxable and must be removed. Domestic jet
fuel purchases by foreign flag carriers are not available, but this is largely offsct by foreign fuel
purchases of U.S. carriers that are included in the data." The difference between ELA data on net
Jet fuel gallons supplied and FAA data on jet fuel consumed represents a portion of the potential
tax gap.

Because EIA measures product supplied as being equal to domestic production plus net imports
(imports less exports), less the met increase in primary stocks, there may be small timing
differences between when jet fuel leaves the refinery and when it is reported to the FAA as
consumed. We understand a small amount of total jet fuel production is used in electric
generation to meet air quality requirements and for fueling certain turbine generators. This will
reduce the gap between ElA-reported jet fuel production and F AA-reported jet fuel consumption.
Some jet fuel consumption reported by commercial carriers to the FAA is reported by refineries
to EIA as kerosene or 2s No. 1 distillate production. This will increase the gap. It is also likely

' 1S, carriers report their total fuel consumption to the FAA, but foreign carriers do not. On net, there are slightly
more arrivals on U.5. carriers from foreign destinations (using fuel purchased abroad) than U.S. departures on foreign
carmiers (using fuel purchased domestically). As a result, by subtracting FAA-reported international fuel consumption
of U.S. camiers we may overstate domestic use and understate the estimated tax gap., Statistics collected by the
Dep of Transportation from d ic and foreign air carriers show that for the 1996-1998 period, 5.9 percent
more passengers amived from foreign destinations en U.S. carriers than departed from the U.S. on foreign carriers. Sec
tables [-37 and 1-38 in "National Transportation Statistics 2000, Department of Transportation.

2001 KPMG Coneulting, Ine. All rights reserved. Printed in the USA.
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that some jet fuel is lost between the refinery and aircraft fuel tanks, which could result in an
overstatement of the tax gap." On net, we do not know whether the potential tax gap is actually
somewhat smaller or somewhat larger due to these reporting inconsistencies; however, we believe
that any net adjustment would not affect our conclusion that significant volumes of jet fuel are
being diverted for on-road use.™

** For example, if 0.25 percent of the EIA-reported 23,501 million gallons of jet fuel in 1999 were to have been last
before reaching the aircraft tank, the tax gap would be reduced by 5% million gallons, or 2 percent of the estimated
2,901 million gallon gap. If jet fuel were taxed at the rack, it is likely that these losses would be subject to federal
excise tax,

* The EIA also collects data on jet fuel delivered to ultimate customers using Form EIA-782C. These data, which are
collected from approximately 190 prime suppliers representing producers, importers, and inter-State resellers and
retailers, show a gap averaging about 2.8 billion gallons per vear over the 1995-2000 period and of about 3.3 billion
gallons in 2000. Conversations with EIA staff indicate that they are not cenain of the reasons for this repoting
difference. They suggest that a portion of the gap could be attributable to direct importation of jet fuel by commercial
airlines, which are not included in EIA's sample frame. They also cite & May 1996 Boeing Corporation paper
indicating that part of the gap b jet fuel supplied by refinerics and through impons and jet fuel consumption
implied by annual sest miles (ASM) reponted to the FAA exhibits a seasonal pattern. The Boeing paper reports that
ElA-based demand is “the highest from the late fall through the middle of the winter, while the ASMs show that it
should be the highest during the summer.” See “Jet Fuel Data Status & Importance,” Momeathy, A M., Bocing
Commercial Airplane Group, IATA Fuel Trade Farum, Johannesburg, May 1996, p. .3. Because much of the data used
in the Bosing report reflects years before the dyeing regulations took effect, the extent of any jet fuel diversion into use
as heating fuel, as implied by the report, is uncertain. EIA staff have not considered any issues associated with the
potential diversion of jet fuel for on-road use,

22001 KPMG Censuliing, Inc. All rights reserved. Printed in the USA.
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Table 2
JET FUEL TAX GAP

1995 1996 1997 1998 1999 2000

I i inistration
Jet fuel supplied (mb/d) 1,514 1,578 1,599 1622 1673 1,725
Less military jet fuel produced (mb/d) 176 168 144 142 140 154
Net commercial domestic supply (mb/d) 1,338 1,410 1,455 1480 1,533 1,574
Domestic supply (mil. gal./year) * 20,512 21,675 22,305 22,688 23,501 24,196
Fed iation Administration (mil. gal. 1
Fiscal years
Domestic camriers 12,852 13,022 13,429 13,754 14,243 14,742
Intermational use 4417 4557 4818 5128 5,186 5433
Total US carriers 17,069 17,579 18,247 18,882 19,429 20,175
General aviation 538 596 B34 772 929 1,035
Total jet fuel 17,607 18,175 18,881 19,654 20,358 21,210
FAA data to reflect CY (using 75/25 allocation)
Domestic carriers 12,812 13,187 13,680 13,877 14,402 14,824
Intemational use 4511 4658 4954 5186 5250 5.463
Adjustment for unreported foreign carrer use 0.8458 0.9100 0.8481 0.9620 0.9411 0.9411
Net international use 3,816 4239 4711 4989 4,941 5141
Total US carriers 16,628 17.426 18,371 18,866 19,344 19,966
General aviation 560 608 642 B15 967 1,035
Total jet fuel 17,188 18,034 19,013 19,681 20,311 21,001
Estimated Tax Gap
ElA gallons less FAA gallons 3,323 3,640 3,292 3,008 3,180 3,185
Percent gallons missing (gap/EIA) 16.2% 16.8% 14.8% 13.3% 136% 13.2%

* Thousands of barrels per day are converted to million of gallons per vear using 42 gallons per barrel and
365 days per year, except in 1996 and 2000 when then are 366 days per year.

Over the 6-year period from 1993 through 2000, this gap averaged 14.6 percent of domestic
supply. By growing the 2000 gap of approximately 3.2 billion gallons with the growth in real
GDP as projected by the Congressional Budget Office. and by assuming an October 1, 2001
effective date for shifting the point of taxation to the rack, we can make a projection of the
potential shortfall in Federal Highway Trust Fund and LUST Trust Fund deposits. The potential
shortfall in Federal Highway Trust Fund deposits for the FY 2002 to FY 2011 period is $9.2
billion and the LUST Trust Fund deposit shortfall is $38 million. It is not necessarily the case
that 100 percent of this shortfall could be recovered by taxing jet fuel at the rack.

Table 3 illustrates revenue loss projections assuming that diesel fuel taxes are being evaded at
24.4 cents per gallon. It is possible that only a 4 4-cent commercial aviation tax is being evaded.
If that were to be the case, the net 10-year revenue shortfall would be reduced from $9.2 billion to

* Table 22. “FAA Aerospace Forecasts Fiscal Years 2001 - 2012,” Federal Aviation Administration, FAA Plans and
Policy, March 2001. hip://api.hq.faa.gov/foreca0l/Tabofcont him.

©2001 KPMG Consulting, Inc. All rights reserved. Printed in the USA.
11




139

kpmg Consulting Inc. Moior Fuel Excise Tax Revenue Leakage Analvais

$1.7 billion, Similarly, to the extent the 21.9-cent per gallon noncommercial aviation tax is being
evaded, the net revenue shortfall would be $2.3 billion.

Table 3
Potential Revenue Loss Resulting from Jet Fuel Diverted for On-Road Use™

(Dollars in millions)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Total

CBO real GDP 1.7% 2.6% 33% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2% 3.2%
growth

Jet fuel diverted 3,190 3,195 3,249 3,334 3,444 3,554 3,668 3,785 3,906 4,031 4,160 4,293 4,431
(mil. gal.)

Loss to Highway 775 776 790 810 837 864 891 920 949 0980 1,011 1,043 1,077
Trust Fund

(50.243/gal )

Loss to LUST 3 3 3 3 3 4 4 4 4 4 4 4 4

Trast Fund

($0.001/gal.)

Fiscal vear effects
Highway Trust Fund §41 831 858 B86 914 943 973 1,004 1,037 1,070 9,157
LUST Trust Fund 3 2 4 4 4 4 4 4 4 4 38
Total 644 B35 B62 B89 918 047 977 1,009 1,041 1,074 9,195

Florida recently moved the point of taxation for aviation fuel to the terminal rack, along with
other changes. In 1997, one year after Florida started taxing gasoline, diesel, and aviation fuel at
the rack, the State’s Department of Revenue analyzed excise tax collection data and found that
the state experienced the largest gain in tax collections for aviation fuel. While no published
analysis has directly linked the increase in tax collections with the change in treatment of aviation
fuel, over the one-year period beginning July 1, 1996, when aviation fuel was first taxed at the
rack, aviation fuel tax collections increased by 21.4 percent.™

This dramatic increase could be attributed to a number of factors. Thers could be a decrease in
illegal blending with diesel fuel. It may also be that moving the tax collection point upstream
decreases the potential for evasion simply because fewer and larger businesses are responsible for
remitting tax to the government. Another portion of the dramaric increase in Flerida could be due
to kerosene being reported as aviation fuel in Florida. It could also be that previously unreported
on-road fuel use is now being reported as taxable at the lesser aviation fuel tax rate, and is still
used on the road.

# Egrimates of diesel tax lost is the amount that would go to the trust funds if the entire gap between EIA reported
volumes and FAM d volumes is Iy being diverted for on-road use. This loss could be significantly
reduced by moving the collection point to the rack. The calculations assame this change would be effective on October
I, 2001. These estimates are before any offdets for income and payroll taxes used in computing net federal revenue
effects. In making these estimates we assume these taxes will be extended at current rates, which is consistent with
congressional score-keeping requirements. Under current law, the LUST Trust Fund financing rae goes o zero afier
Mamh:ﬂ 2005 and the diese] tax rate goes to 4.3 cents afler September 30, 2005,

* State DOR analysts adjusted the data to remove the effect of tax rate changes mdoth:rfmmcfrﬁebegls]monlhm
were unrelated to shifting the point of taxation. Florida defines avistion fuel as “...fuel used in aircraft, and includes
aviation gasoline and aviation turbine fuels and kerosene.” (The 2000 Florida Sm Title XIV, 206.9815.)

©2001 KPMG Caonsulting, Inc. All rights reserved. Printed in the USA.
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While the 21.4 percent gap experienced by Florida is significantly more than the 14.6 percent gap
observed in the national data, other factors may have contributed to Florida’s aviation fuel uplift,
and not just the capture of aviation fuel previously diverted for on-road use. Nevertheless, the
Florida experience indicates that large percentage fuels tax increases are possible.

Jet Fuel Use in Nonhighway Vehicles. Another opportunity for jet fuel-source highway tax
evasion is via off-road use refunds.” While jet fuel can be taxed at the 24.4 cents a gallon
diesel’kerosene highway tax rate when removed at the rack, it will not be taxed at the rack if
certification is provided that it will be used as fuel in an aircraft. Clear jet fuel may be removed
tax-free from the rack and certified for use in an aircraft, but resold through one or more below
the rack brokers in a daisy-chain like scheme to honest ultimate vendors and described on resale
documentation as clear, tax-paid diesel fuel. Ultimate vendors or off-road purchasers may
subsequently file refund claims resulting in a federal revenue loss of up to 24.4 cents per gallon
and comparable state losses without knowing that federal and state highway tax had never been
paid thereon in the first place. Because ultimate vendors and off-road users may not be aware
that what they believe is clear, tax-paid diesel fuel is actually untaxed jet fuel, and the ultimate
vendor and end user invoices will describe the product as tax-paid diesel fuel. It would be very
difficult for IRS to identify the abuse. This simple process may also be used simultaneously by
unscrupulous intermediary resellers to avoid EPA prohibitions on distribution of high sulfur fuel
for highway use. Jet fuel ASTM specifications for jet fuel sulfur content can be as high as 3,000
PPM - six times the sulfur level allowed by EPA for highway use. The use of comparatively
lower viscosity jet fuel can result in damage to highway user vehicles' engines if too high a
percentage of the jet fuel is used continuously in lieu of #2 diesel in a hot weather environment.

Conclusion

Motor fuels excise tax evasion is an ongoing problem requiring continual monitoring. As each
new opportunity for abuse arises, revenue losses will be reduced if evasion is addressed through
ongoing legislation, regulation, or increased cnforcement activity. Based on our analysis, it
appears that the diversion of jet fuel for highway use could be the cause of a significant, ongoing
revenue shortfall.

Florida began taxing aviation fuels at the rack on July 1, 1996, along with other changes. During
the first year under the new system, Florida experienced a 21.4-percent increase in aviation fuels
taxes. While it might be necessary to fine-tune Florida's approach if implemented at the national
level to avoid any unintended consequences that could harm cash flows and affect compliance
costs of commercial airlines and business aircraft users, such a policy has the potential to mitigate
revenue losses and simplify fuel tax administration. In addition, while evidence suggests that
taxing jet fuel at the rack could eliminate much of the ongoing federal revenue drain, the kinds of
policy actions required to reduce or eliminate other forms of evasion are less clear.

While the experience of Florida may or may not be representative of the revenue increase that
would result from moving the point of jet fuel taxation to the rack, national statistics from the
EIA and the FAA strongly suggest the existence of a large revenue drain today.

** Because we have no data on off-road vehicle use of jet fuel, the resulting revenue shortfall is mot separated from the
previously discussed evasion figures for on-road vehicle use of jet fuel.

©2001 KPMG Consuiting, Inc. All rights reserved. Printed in the USA.
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In addition to reducing tax evasion resulting from jet fuel diversion, opportunities exist to
increase tax revenues by addressing other schemes for evading federal and state excise tax
collections.

‘©2001 KPMG Consulting, Inc. All rights reserved. Printed in the USA.
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Appendix I: Review of Evasion Literature

Public and private organizations have atternpied to determine the extent of motor fuel excise tax
evasion over the vears. Indeed, the fuel tax evasion literature is extensive and this overview is
not intended to capture all the work that has been done. While most estimates were prepared
before federal regulations governing the current tax system were finalized, many of the tax
evasion techniques described continue to be used.

National Economic Research Associates, Inc., February 1985

In 1985, the New York State Petroleum Council asked National Economic Research Associates,
Inc. (NERA) to estimate the extent of gasoline excise tax evasion in the State of New York. In
October 1992, New York moved the point of gasoline excise tax collection from the retailer to the
distributor, but this move greatly increased the incentive to evade tax collection. NERA
estimated gasoline excise tax evasion by comparing gasoline consumption to reported sales.
NERA’s first method extrapolated U.S. gasoline sales growth from 1982 to 1984 to New York.
Their second method compared New York gasoline consumption with New York Department of
Transportation traffic information and gasoline prices. Using the first method, NERA estimated
that unreported gasoline sales were equal to 11.7 percent of reported sales in 1984, and 18.0
percent of reported sales in 1985, Using the second method, NERA estimated that unreported
gasoline sales were equal to 14.5 percent of reported sales in 1984, and 20.9 percent of reported
sales in 1985.%

National Economic Research Associates, Inc., January 1987

In 1987, another NERA study reported that federal gasoline tax evasion mcreased dramatically
after 1983, and that evasion from 1984 to 1986 was approximately $500 million per year. NERA
arrived at this evasion figure using two separate estimating methodologies. The first compared
national consumption estimates to volumes upon which tax was collected to measure the tax gap.
Using this method, NERA found little evasion from 1979 to 1982, but that evasion increased
dramatically following the 1983 gasoline tax rate increase.™

The average difference berween comsumption and volume taxed over 1979-1982 was
about 1.8 billion gallons (which could be attributable partly to exemptions), but the
average annualized difference over 1984-1986 was in excess of 7.1 billion gallons. Thus
the gap between (annual) consumption and taxed gallonage rose by over 5.3 billion
gallons after the rate increase, strongly suggesting a sharp rise in evasion,”

NERA'’S second methodology regressed figures of taxed gasoline gallons on two consumption
series (Energy Information Administration and the Federal Highway Administration) and
compared these data to data on taxed gasoline pallons to measure the tax gap. Using both

* Dunbar, Frederick C. Gasoline Tax Evasion in New York Statewide Estimates, (Washi g DC: National
Economic Research Associates, Inc., Febraary 25, 1985.)
* Addanki, Sumanth, Yuval Coben, and Frederick C. Dunbar. Gasoline Tar Evasion. (Washington, DC: National
}E'cunumic Research Associates, Inc., January 21, 1987), 2.

Ibid, 5.
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methodologies, NERA estimated that approximately $500 million of gasoline tax revenue was
cvaded annually.

NERA also evaluated previous state gasoline tax law changes to determine whether moving the
incidence of taxation affected state revenue collections. NERA reported that when New York
State moved the incident of taxation from the wholesaler to the point of importation, taxable
gallonage increased 18 Fm::nt above the 1.6 percent nationwide average increase for the same
period (1995 and 1996.)*

The Joint Federal/State Motor Fuel Tax Compliance Project, 1992

This comprehensive 1992 report discussed motor fuel tax evasion problems, and concluded,
based upon prior studies, congressional testimony, and investigations, that “._.the current level of
gasoline tax evasion is between 3 and 7 percent of gallons consumed, and that the level of diesel
fuel tax evasion is between 15 and 25 percent of gallons consumed.”” This study was the first
comprehensive discussion of the issues surrounding fuel excise tax evasion.

General Accounting Office, 1996

In Diesel Fuel Excise Tax Change, the GAO reported that diesel tax collections increased by $1.2
billion, following the Omnibus Budget Reconciliation Act of 1993 change that moved the diesel
tax collection point to the terminal.

IRS" preliminary data indicate that diesel excise tax collections increased about $1.2
billion, or 22.5 percent, in calendar year 1994 as compared with 1993, This increase
does not include additional revenues due to the OBRA 1993 increase of 4.3 cents per
gallon in the tax rate. After adjusting for increased refund and credit amounts, and for a
portion of the increase that may be due to economic growth, the Treasury Department
estimated that an increase of $600 million to $700 million was solely the result of
increased compliance.””

This represented an increase of diesel fuel excise tax collections of 17.5 to 20.4 percent.’!

* Ihid, 15.

* Federal Highway Administration, Department of Transportation. Fuel Tax Evasion: The Joint FederaliState Motor
Fuel Tax Compliance Project. Report No. FHWA-PL-92-028 (Washington, DC:  The Federal Highway
Administration, June 1992), 18,

* General Accounting Office. Diesel Fuel Excise Tax Change, GAQ/GGD-96-53, (Washington, DC: U 5. General
Accounting Office, 1996), 4.

* Using FY 1993 and numbers from the Federal Highway Administration, Table FE-210, we calculated the evasion
loss range as a percentage of FY 1993 excise tax collections.
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Council on State Governments and the Council of Governors’ Policy Advisors, 1996

In addition to reviewing the literarure on previous attempts to quantify fuel excise tax evasion,
Road Fund Tax Evasion: A State Perspective estimated the loss of motor fuels taxes using two
methods. First, the authors created three surveys to measure the perception of evasion and the
magnitude of the problem, and to collect information on strategies states are discussing and
implementing. .
Principal revenue administrators estimated that the revenue from motor fuels taxes
(gasoline and diesel fuels) would be increased by 6.53 percent, on average. The state-by-
State percentage revenue gain as provided in the survey was multiplied by the motor fuel
taxes currently collected, to derive the §1.2 billion estimate provided...”

Unfortunately, supporting information in the report is limited in that it does not separate the
evasion estimate into the gasoline and diesel components or the state-by-state components.

The authors’ second method developed a statistical model comparing the estimated demand for
motor fuels to excise tax revenue collections. The step-wise regression model estimated demand
for each state using three equations with the following inputs: gallons of fuel per resident;
gallons of ﬁ.:cgap:r driver; and gallons of fuel per vehicle. This approach yielded a revenue loss of
$952 million.” The study did not provide the state-by-state estimates, the gasoline and diesel
components of the revenue loss, or the percent of evasion that $952 million represents (on an U.S.
aggregate or a state-by-state basis).

To check their two estimates, the authors used estimated fuel evasion percentages from prior
studies:
®  The Federal/State Motor Fuel Tax Compliance Project — 3 to 7 percent of all fuel taxes; 15 1o
25 percent of diesel taxes.
Congressional Testimony -- $1.1 billion lost to the Federal Highway Trust Fund,

Virginia Study — New York cquals I8 to 40 percent; California equals 1.3 to 2.2 percent;
Virginia equals less than 10 percent.

This method resulting in a fuel excise tax evasion loss of approximately 7.8 percent of collections
(31.5 billion).**** However, the authors do not indicate how they derived their $1.5 billion figure
or the gasoline and diesel shares.

* Council of State Governments and the Council of Governors’ Policy Advisors. Road Fund Tax Evasion: A State

Perspective. (Lexington, KY : Council of State Govemments & Council of Govemors' Policy Advisors, 1996), 55,

** The report did ot state the percent of excise tax collections that $952 million represents, but using the relationship

between the revenue loss and percentages of the first method described, this esti would equal approximately 4.9
of excise tax collections.

Couneil of State Governments and the Council of Governons’ Policy Advisors. Road Fund Taxr Evasfon: A State
Perspective. (Lexington, KY : Council of State Governments & Council of Govemors' Policy Advisors, 1996), $5-56.
* The report did not state the percent of excise tax collections that $1.5 billion represents, but using the relationship
between the loss and perc ges of the first method described, this estimate would equal approximately 7.8
percent of excise tax collections.
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Steve Baluch, Federal Highway Administration, 1996

Stephen Baluch’s 1996 study describes how the effectiveness of enforcement activities can be
measured. For example, taxes assessed upon audit and the examination of returns, or the losses
associated with criminal investigations can provide quantifiable data on evasion activities. For
example, after Pennsylvania conducted a series of truck stop raids beginning in 1992, officials
observed that taxable gallons increased by 4.2 percent in the first year.™ In addition, the impacts
of legislative changes can be observed, although it is difficult to separate the types of legislative
changes.”” Baluch stated that elthough federal statutory changes in the last 15 years have
decreased the evasion levels, the potential for large revenue losses still exists.

Since enactment of the dyed fuel program, at least 60 percent of the estimated evasion
losses are now being recovered, an extremely favorable result considering thar the
FHWA fuel dye and marking report to Congress concluded that recovering 50 percent of
the estimated losses would be optimistic. Andyet, even if diesel fuel tax evasion has been
reduced from a range of 15 to 25 percent of the taxable product 10 a range of 3 to 7
percent, that still represents several hundred million dollars of revenue yet to be
recovered. And with a comparable range for gasoline, where evasion may actually be
increasing again because of the greater difficulty of evading diesel fuel taxes, the total
federal evasion losses may still amount to nearly §1 billion, which leaves a substantial
potential revenue target for future com}niiance efforts, although the relative cost and
effort 1o recover it would likely increase.™

Raven, Ronald E., Ph.D., Federation of Tax Administrators, 1999

Ronald Raven’s work is a comprehensive compilation of the events surrounding the changes in
the taxation of motor fuels. He chronicles attempts by state and federal officials to address motor
fuel tax evasion, as well as various schemes used by evaders. Raven reviews prior motor fuel
evasion literature, and describes a number of court cases and investigations of the more notorious
fuel tax evaders. This detail illustrates the magnitude of the evasion problem, as well as the
necessity for governments to attack the creativity of the fuel tax evaders. His analysis focuses on
the actions of Congress, the states, the Department of Justice, the Internal Revenue Service, and
the Federation of Tax Administrators, as well as private parties, to combat the evasion of motor
fuel excise taxes. After describing tax systems developed by federal and state governments to
date, Raven describes an excise tax collection model that would meet the requirements of the
main actors. This maodel, the Federal “Sponge " Model, would establish a uniform tax rate at the
federal level that would apply to all states and Native American reservations and would be
allocated to states in the same manner as the International Fuel Tax Agreement (IFTA). State
governments would collect taxes and conduct audits, while the federal govemment would gather
information and provide refunds.

* Baluch, Stephen J. “Revenue Ent t Through T i Motor Fuel Tax Enforcement.” Washington, DC:
;r'jedm!l Highway Administration, Department of Transportation, 1996, 71,

Thid.
* Ibid, 72.
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Appendix II: Post-1986 Gasoline and Diesel Excise Tax Legislative Changes™

Major Motor Fuels Excise Tax Legislative Changes Since 1986
Gasoline

1087 Effective January 1, 1987, the tax rate increased by 0.1 cent per gallon [to 9.1 cents per
gallon.] [Enactment of the LUST tax]

1988 The Tax Reform Act of 1986 moved the faxing point upstream from the wholesale level to
the terminal or refinery level. This was intended fo reduce the tax administration burdens
on fuels outlets and IRS tax collection and enforcement costs. [Effective January 1, 1888
1989 The Technical and Miscellaneous Revenue Act of 1388 permitted wholesale distributors to
sell gasoline on a tax-exempt basis and to claim the refunds for sales for (1) export, (2) use
by state and local government, (3) use in [foreign trade in] aircraft or vessels, or (4) certain
nonprofit educational organizations. This provision was intended to lessen administrative
burdens of excise tax refund procedures for exempt users.

1990 Effective September 1, 1990, the tax rate decreased by 0.1 cent per gallon [to 9.0 cents per
gallon.] [Expiration of the LUST tax.]

1590 The Revenue Reconciliation Act of 1990 raised taxes by 5.1 cents per gallon [to 14.1 cents
per gallon] to raise revenue for the Highway Trust Fund and for deficit reduction. [Effective
December 1, 1990]. [LUST tax was not in effect from September 1, 1990 fo December 1,
1990] -

1991 The Revenue Reconciliation Act of 1330 imposed tax upon (1) removal from any refinery or
terminal, (2) entry into the United States, or (3) sale to any unregistered person (unless
there has been a prior taxable removal or eniry), whether or not taxes have been
previously paid. Removals or entries are not taxed for bulk transfers to terminals. A refund
(without interest) may be obtained if a taxpayer establishes that the gasoline was
previously taxed. This was intended to discourage selling of tax-paid gasoling within a
terminal and to collect excise tax on all fuel when is dispensed over the terminal rack.
[Effective July 1, 1991.]

1992 No legislative changes ook effect.

1993 Effective October 1, 1993, the tax rate increased by 4.3 cents per gallon [to 18.4 cents per
gallon].

1994-5 No legislative changes took effect.

1996 Effective January 1, 1996, the tax rate decreased by 0.1 cents per gallon [tc 18.3 cents per
gallon). [Expiration of the LUST tax]

1997 Effective October 1, 1997, the tax rate incraased by 0.1 cents per gallon [to 18.4 cents per
galion]. [Reinstitution of the LUST tax).

1998- No legislative changes took effect.
2000

¥ Legislative changes (except for bracketed text) from 1987 to 1991 are reproduced from “Table IV.1: Major Motor
Fuels Excise Tax Legislative Changes Since 1986,” General Accounting Office. Status of Efforts to Curb Motor Fuel
Tax Evasion. GAQIGGD-92-67. (Washington, DC: U.S. General Accounting Office, 1992), 26.
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STATEMENT OF MR. JAMES DUIT, PRESIDENT, DUIT CONSTRUCTION COMPANY

Mr. Chairman and members of the subcommittee, on behalf of the American Road
and Transportation Builders Association I would like to thank you for inviting us
to be here this afternoon to discuss highway funding issues, particularly the impact
of the unprecedented $8.6 billion cut in Federal highway investment that is on the
table for fiscal year 2003 and what can be done to prevent a recurrence in the fu-
ture.

I am James Duit, President of Duit Construction Company, a highway construc-
tion firm based in Edmond, Oklahoma. I am here representing ARTBA, which on
Wednesday will mark its 100th anniversary representing the transportation con-
struction industry here in Washington. ARTBA’s more than5,000members come
from all sectors of our industry both public and private. Our industry generated
$200 billionannually in U.S. economic activity and sustains the employment of more
than 2.2 million Americans.

My company was founded in 1969 and now provides good jobs for 300 permanent
employees. Duit Construction specializes in paving, aggregates and quarries. I am
a member of the Transportation Research Board’s pavement research committee.

It was also my privilege to serve last year as chairman of the American Concrete
Pavement Association.

I am accompanied by Dr. William Buechner, ARTBA’s Vice President for Econom-
ics and Research, who will be available to respond to any technical questions you
may have. Dr. Buechner is a Harvard-trained economist who spent more than two
decades as an economist for the Joint Economic Committee of the U.S. Congress.

REASON FOR NEGATIVE RABA FOR FISCAL YEAR 2003

The reason for the proposed $8.6 billion cut in the Federal highway program in
fiscal year 2003 is well known. Since fiscal year 2000, the “revenue-aligned budget
authority” or RABA provision of TEA-21 (Transportation Equity Act for the 21st
Century) adjusts the annual firewall guarantee for highways if revenues into the
Highway Account of the Highway Trust Fund are above or below the initial TEA—
21 baseline revenue estimate. For fiscal year 2003, the RABA adjustment was deter-
mined to be negative $4.369 billion-the first negative RABA adjustment ever.

Subtracting the negative $4.4 billion from the original TEA-21 highway guar-
antee of $27.7 billion gives the $23.2 billion Federal highway investment proposed
in the President’s budget for fiscal year 2003.

This is $8.6 billion less than the $31.8 billion enacted for Federal highway invest-
ment during the current fiscal year.

Senator, we greatly appreciate your leadership in addressing this issue by intro-
ducing legislation to provide fiscal year 2003 funding of at least $27.7 billion, the
original TEA-21 guarantee. We believe this is an excellent start and look forward
to working with you to restore the highway funding this year.

Before I discuss the consequences of an $8.6 billion cut in Federal highway invest-
ment, I want to point out that the negative RABA was not the result of a reduction
in gas tax revenues into the Highway Trust Fund. It is easy to misunderstand what
happened, and the assertion that the proposed cut in highway funding was due to
declining gas tax revenues has appeared in a number of newspaper articles. But it
is not an accurate statement.

According to data provided to ARTBA by the U.S. Department of the Treasury,
motor fuel excise taxes collected by the Treasury during fiscal year 2001-the “look-
back” year for the fiscal year 2003 RABA computation-were just about even with
the amount collected during fiscal year 2000. There was a small decline in total rev-
enues but virtually all of it was due to a reduction in excise taxes paid by heavy
trucks.

The overriding reason for negative RABA is that Treasury made a forecasting
error in computing the fiscal year 2001 RABA adjustment and another forecasting
error in crediting revenues to the Highway Account in fiscal year 2000. Treasury
corrected both of those errors when computing the fiscal year 2003 RABA adjust-
ment. These were technical corrections to past forecasting errors, caused to some ex-
tent by the recession, but they account for almost $3 billion of the negative RABA
adjustment that concerns us today.

In addition, we believe Treasury has underestimated projected incoming Highway
Account revenues for fiscal year 2003. This underestimate, we believe, added an-
other $900 million to the negative RABA. The fiscal year 2003 revenue projection
does not appear consistent with the administration’s overall economic assumptions
and does not appear to take into account historical data showing that highway trav-
el and truck excise tax receipts recover sharply after a recession ends.
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The Treasury gas tax data and an explanation of how the fiscal year 2003 RABA
adjustment was computed are attached to my prepared statement and I ask that
they be included in the record.

CONSEQUENCES OF PROPOSED $8.6 BILLION CUT IN HIGHWAY FUNDING

Now I want to discuss the consequences of a $8.6 billion cut in Federal highway
investment.

Job Loss. An $8.6 billion cut in Federal highway investment in fiscal year 2003
would reduce employment in America by more than 360,000 jobs over the next 7
years, with roughly 70 percent of the job loss occurring in 2003 and the election year
2004. This works out to more than 825 jobs per congressional district. A State-by-
State breakdown of the job loss is included as an attachment to my testimony. If
highway investment in fiscal year 2003 is provided at the TEA-21 baseline level of
$27.7 billion (a $5 billion increase from the proposed RABA-adjusted level), the job
loss would still be almost 170,000. Neither figure is acceptable at a time when the
economy is struggling to emerge from recession. Much of the job loss will affect mi-
norities, especially Hispanic workers who make up almost a third of the transpor-
tation construction work force. A legislative solution that would restore only $5 bil-
lion would concede that jobs will be lost.

TEA-21 Reauthorization Baseline. The fiscal year 2003 obligation limitation will
be the major determinant of the baseline funding levels for the fiscal years covered
by TEA-21 reauthorization legislation. As the attached chart shows, the $8.6 billion
cut would lower future baseline highway funding by more than $10 billion each year
from the levels included in the fiscal year 2002 budget submitted just a year ago.

Starting from this baseline will make it much more difficult for Congress to in-
crease Federal highway investment after TEA—21 expires. Providing $27.7 billion for
fiscal year 2003 would eliminate about half the shortfall, but restoring the full $8.6
billion is the only way to provide a realistic baseline for reauthorization.

Cancellation of Highway Improvements. Based on reports from State DOTs, a
number of States have already started to terminate or postpone projects on the
basis of the expected cut in fiscal year 2003 Federal highway funding. The chaos
caused by the proposed cut in Federal highway funding will continue until Federal
funding for fiscal year 2003 has been resolved. This needs to be addressed quickly
to allow State construction programs to proceed unimpeded for the 2002 construc-
tion season.

Cannibalization of State Highway Budgets. The States rely on Federal highway
funds to finance, on average, almost half of their highway capital improvement pro-
grams. A cut in Federal highway funds in fiscal year 2003 would exacerbate their
budget problems and likely force many to cannibalize their own highway improve-
ment programs to complete construction on Federal-aid projects.

HOW THE $8.6 BILLION COULD BE FINANCED

Highway funding for fiscal year 2003 could be maintained at the fiscal year 2002
level of $31.8 billion-and we believe should be-by utilizing the existing balance in
the Highway Trust Fund’s Highway Account. According to the Treasury Department
that balance stands today at about $20.5 billion.

This balance is not needed to reimburse States for already committed projects and
programs. Approximately $7 billion of the balance is a cash surplus that occurred
because TEA-21 did not require the RABA adjustment until fiscal year 2000. More
highway user fee revenues came into the trust fund in fiscal year 1998 and fiscal
year 1999 than were spent.

An additional $14 billion or so in the balance is to cover the unobligated contract
authority that TEA-21 has provided to the States to date above the guaranteed fire-
wall (You'll recall that TEA-21 authorized $177 billion for highway investment, but
only guaranteed $162 billion under the budget firewall).

That contract authority is worthless to the States unless this money is appro-
priated from the trust fund. Otherwise, they cannot commit it to projects.

It is time to free these surplus funds to save American jobs.

PURPOSE OF THE RABA MECHANISM

I would now like to turn to the second issue being addressed today-how to im-
prove the RABA mechanism.

Let me begin by pointing out that our overriding concern with Federal highway
funding is not only that it be adequate to meeting our nation’s transportation needs
but also that it be predictable and reliable.

Highway and bridge investments often take a long time to plan and construct. To
schedule projects efficiently, State Departments of Transportation need stable fund-
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ing sources and predictable revenues. That is why the Federal highway program has
a 6-year, rather than annual, authorization cycle.

The RABA adjustment process was not expected by the Congress, the States or
the industry to inject the kind of instability in Federal highway funding that we are
currently facing.

The purpose of RABA was to help implement the TEA-21 goal of using all reve-
nues into the Highway Trust Fund for their intended purpose-investment in trans-
portation improvements-in a timely manner.

To accomplish this, TEA-21 set up a two-part process to determine the annual
funding for the Federal highway program.

First are the firewall amounts guaranteed in TEA-21, which from fiscal year 2000
on were directly linked to Highway Account revenues collected during the previous
fiscal year. These guaranteed amounts were based on revenue projections made at
the time TEA-21 was enacted in June 1998.

The second is the RABA adjustment, which automatically increases or decreases
the firewall guarantee whenever actual revenues into the Highway Account exceed
or fall short of the TEA-21 baseline estimates.

Attached to my testimony is a detailed explanation of how the fiscal year 2003
RABA adjustment was computed.

The major problem with the computation process appears to be in the “look for-
ward” forecasting provision. Although annual highway funding under TEA-21 is
supposed to be tied to previous-year revenues, part of the RABA calculation requires
making a forecast of Highway Account revenues during the budget year itself and
comparing that forecast to the initial TEA-21 baseline.

This “look forward” forecast has proven to be a major source of instability in the
RABA computation because the projections have been off each year, as forecasts al-
ways are. For example, Treasury overestimated fiscal year 2001 Highway Account
revenues by $1.8 billion when computing the fiscal year 2001 RABA adjustment and
corrected its mistake in the fiscal year 2003 RABA adjustment.

This problem must be corrected when TEA-21 is reauthorized.

POSSIBLE RABA IMPROVEMENTS

There are a number of ways this could be done. One is to eliminate the “look for-
ward” forecast part of the RABA formula. Basing RABA solely on the “look back”
part of the formula might yield smaller RABA adjustments, but provide more pre-
dictability and stability to Federal highway investment.

Another option might be to establish a reserve that would automatically be drawn
down whenever RABA is negative. In fact, such a reserve exists today in the High-
way Trust Fund as I have previously explained.

I would like to suggest a third, more fundamental, reform that would change the
nature of the RABA mechanism in the TEA-21 reauthorization legislation.

Under ISTEA and previous authorizations, the annual level of highway funding
was budget-driven. Highway funding was determined by the overall budget cap and
the level of the deficit, regardless of the amount of user fees paid into the Highway
Trust Fund. As a result, the balance in the Highway Trust Fund kept growing,
breaking trust with highway users who thought all their gas taxes were being in-
vested in highway improvements.

TEA-21 addressed this problem by making highway funding revenue-driven, by
linking each year’s funding to the previous year’s revenues. RABA helped accom-
plish this but, as we have seen, introduced the potential for unanticipated insta-
bility into Federal highway investment.

For reauthorization, ARTBA urges that Congress go the next step and make an-
nual highway funding performance-driven. While TEA-21 has succeeded in increas-
ing highway investment, the level at present is barely sufficient to maintain the
physical condition of the nation’s highways and bridges.

Under current funding, however, system performance-particularly congestion—is
getting worse. In our TEA-21 reauthorization report, which has been supplied for
the hearing record, ARTBA recommends that Federal highway investment from fis-
cal year 2004 through fiscal year 2009 be set at a level that maintains not only the
physical condition of highways and bridges, but mobility conditions as well.

Based on data from the latest Conditions and Performance report submitted to
Congress just over a year ago by the U.S. Department of Transportation, this goal
would require an average annual Federal highway investment of $50 billion during
the next 6 years, rising from $48 billion in fiscal year 2004 to $54 billion in fiscal
year 2009.

Funding this investment could be achieved by modifying the RABA provision. The
modification would require setting guaranteed annual funding levels, as rec-
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ommended in the ARTBA reauthorization report, computing the resulting outlays
from the Highway Trust Fund, which OMB and CBO already do, and automatically
setting highway user fees at the beginning for each fiscal year to raise the required
revenues.

This is exactly what the U.S. Postal Service does. It determines the cost of deliv-
ering the mail and sets postal rates at the level necessary to cover its costs. If the
postal service followed the highway model, it would instead set postal rates at some
arbitrary level and then deliver whatever mail its budget would cpermit.

BUDGET RELATED REAUTHORIZATION ISSUES

Before ending, I want to briefly mention some additional budget-related issues for
TEA-21 reauthorization.

First, and most important, preserve the budget firewalls that apply to the high-
way and mass transit categories and the guaranteed obligation limitation for high-
ways.

These two TEA-21 innovations have been instrumental in moving toward the goal
of using all Highway Trust Fund revenues for surface transportation investment in
a timely manner. The budget firewalls have removed the incentive to cut funding
for the highway and transit programs, because the “savings” of doing so cannot be
diverted to other uses. The guaranteed funding has, at least until fiscal year 2003,
provided predictability to Federal funding for State DOT planning.

Second, we suggest enactment of a maintenance-of-effort requirement for the
States. An increase in Federal highway funding creates a temptation for State legis-
latures to divert State-derived highway funds to other uses. A maintenance-of-effort
requirement to receive Federal highway funds would eliminate that temptation.

Third, we recommend a significant increase in funding for the mass transit pro-
gram and, in conjunction with that, elimination or a cap on the ability of State
DOTs to transfer highway program funds to transit. Each year, more than $1 billion
of Federal highway funds are diverted by the States to transit operating and capital
expenses, as permitted under the Surface Transportation Program (STP) and Con-
gestion Mitigation and Air Quality (CMAQ) programs. This is in addition to the
funding made available through the Federal mass transit program. Adequate fund-
ing for the mass transit program should go hand in hand with dedicating highway
program funds solely to highway improvements.

Mr. Chairman, again I want to thank you very much for inviting me to testify
on behalf of the American Road and Transportation Builders Association.
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FY2003 Federal Highway Funds & Employment Loss Resulting
From $8.6 Billion Highway Investment Cut'

FY 2002 Highway Est. FY 2003 FY 2003 Highway Employment
State Program Funds/2 Program Funds/2 Funds Losf2 Loss/3
Alabama $561,359,840 $421,025,208 -$140,344,632 -5,884
Alaska $314,796,052 $246 539,742 -$88,256,310 -2 867
Arizona $486,224 631 $385,140,719 -$121,083,912 5,088
Arkansas $362,652,003 $275,455,607 587,196,396 3,662
California $2,517,485,102 $1,899,291,678 -$518,173,424 -25,963
Colorada $353,164,878 $265,780,999 587,383,879 -3,670
Connecticut $408,920,297 $313,495,052 -$95,425,245 -4,008
Delaware $119,922,416 $91,087,545 628,824,871 1,211
Dist. of Col. $110,273,846 $81,398,200 -528,875,646 -1.213
Florida 1,289,548 451 $974,165,577 -$315,382,874 13,248
Georgla $968,683,630 $745,903,153 -$242,790,477 10,187
Hawail $142,271 252 $106,770,543 -$25,500,709 1,491
Idaha $211,278 282 $160,135, 462 $51,142,890 2,148
llincls $933,065,783 $697,096,259 -$235 969,524 2811
Indiana $638,900,893 $486,743,971 -§152,156,922 6,391
lowa $329,542,978 $247574,819 $81,968,159 3443
Kansas $324,857 477 £241,313.125 563,544,352 -3,508
Kentucky $483,920 664 $362,009,579 -$121,820,685 5,118
Louisiana $433,579,000 $330,471,089 -4103,108,001 4,331
Malne $147,088,238 $109,890,629 $37,197,600 1,562
Maryland $446,350,782 $339,318,294 -§107,032,488 4,495
Massachuselts £$514,207,475 $387,835,987 -§126,371,488 -5,308
Michigan $894,938,840 $673,029,684 -$221,909,156 9,320
Minnesota $408,448,438 $308,125,401 -$09,323,037 4172
Mississ/ppi $355,307,069 $268,482 622 586,824,447 -3,647
Missouri $646,930,635 $488,228,184 -$158,702, 451 6,666
Montana $266,187,164 $204,791,716 $61,395,448 -2579
Nebraska $215,342,091 $159,818,713 $66,523,378 2374
Nevada $199,134,908 $148,455,313 -$49,679,595 2,087
New Hampshire $140,217,067 $107,247 956 32,969,111 -1,385
New Jersey $724,639,854 $541,582,536 -$183,057,318 -7,688
New Mexico $268,693,028 $203,825,094 -$64,767,934 -2720
New York §1,410,507,671 $1,064,982,917 -$345,524,754 14512
North Carolina $776,521,747 $584,307,329 $192,214,418 8073
Neorth Dakota $179,0