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DEPARTMENT OF TRANSPORTATION AND RE-
LATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 2002

WEDNESDAY, FEBRUARY 14, 2001

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.
The subcommittee met at 2 p.m., in room SD-124, Dirksen Sen-
ate Office Building, Hon. Richard C. Shelby (chairman) presiding.
Present: Senators Shelby and Murray.

DEPARTMENT OF TRANSPORTATION
STATEMENT OF HON. KENNETH M. MEAD, INSPECTOR GENERAL

GENERAL ACCOUNTING OFFICE

STATEMENT OF JOHN H. ANDERSON, MANAGING DIRECTOR, PHYS-
ICAL INFRASTRUCTURE

OVERSIGHT HEARING ON DEPARTMENT OF TRANSPORTATION
MANAGEMENT CHALLENGES

OPENING STATEMENT OF HON. RICHARD C. SHELBY

Senator SHELBY. The committee will come to order. This over-
sight hearing of the Subcommittee on Transportation Appropria-
tions is now in session. Welcome to the first hearing held by the
Subcommittee on Transportation in 2001.

This afternoon’s hearing has a different focus than most hearings
held by this committee. Normally, the Appropriations Committee
responds to the administration’s budget proposal with a series of
hearings and submitted questions that are designed to get more in-
formation about the budget, to compare the new request to ongoing
efforts by the administration and to justify new initiatives proposed
by the President. This information helps the committee make in-
formed decisions as it develops appropriations legislation.

However, there is another side to the responsibilities of the Ap-
propriations Committee. This other responsibility is the oversight
of the Federal agencies we fund. It is imperative to ensure that
Federal taxpayer dollars are spent wisely and spent well. While we
await the administration’s fiscal year 2002 budget request, I
thought it would be useful to assess how the Department is doing
and where there is room for improvement.

Proper management of Federal funds cannot be taken for grant-
ed. That’s the reason the Federal agencies have Inspectors General
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to audit and to investigate agency management and detect cases of
fraud, waste, or abuse. The General Accounting Office, an inves-
tigative arm of the legislative branch, also performs audits and
evaluations of Government programs and activities, often at the di-
rection of Congress.

Today we are joined by John Anderson, Managing Director of
Physical Infrastructure at the General Accounting Office, and by
Ken Mead, Inspector General, the Department of Transportation.
Both GAO and the IG have published recent reports on manage-
ment issues at the Department of Transportation.

The January 18, 2001, Inspector General report titled, “Top 10
Management Challenges, Department of Transportation”, sets out
10 top priority management issues. The report closely parallels
prior reports, with only slight modifications to last year’s list, and
with the notable establishment of the Departmental business prac-
tices challenge that incorporates and broadens a range of adminis-
trative activities at the Department.

The last 2 years Congress has provided substantial supplemental
funds to the U.S. Coast Guard for operations and for capital acqui-
sitions. I am becoming more concerned about this practice. It seems
to me to be a poor practice to get into the habit of always providing
additional funds for operations through supplemental appropria-
tions acts. This practice leads to expectations on the part of the
Coast Guard that they will always get bailed out of funding short-
falls and provides a disincentive to management operations and
personnel to adhere to the annually appropriated funding level.

In addition, it could actually encourage the Coast Guard to ne-
glect those programs that provide the strongest case for supple-
mental funding. I am committed to funding Coast Guard oper-
ations, but I am increasingly troubled by how that funding is cob-
bled together during the course of the year. It is one thing to ad-
dress an unanticipated funding shortfall, but the recent addiction
to Osupplemental funding for routine operations, I believe, is not
good for the Coast Guard.

No management challenge hearing would be complete without
some reference to the financial condition of Amtrak. In November
1998 an independent assessment of Amtrak’s financial require-
ments was published, as required by the Amtrak Reform and Ac-
countability Act. The Inspector General’s Office closely monitored
the assessment process and probably has the clearest view of Am-
trak’s current financial condition, and of whether the projections on
which the railroad has based its plan to reach self-sufficiency by
2002 are realistic and achievable.

The GAO has prepared many reports on Amtrak’s financial and
operating performance, including the May 1998 report on the finan-
cial performance of Amtrak’s 40 routes Nation-wide. Which shows
that only one route, the Metroliner, actually makes a profit and
that, overall, Amtrak’s expenses are almost twice as great as its
revenues. This is a management issue, a labor issue, and a political
issue, and it is an issue that has cost the American taxpayers to
date over $23.7 billion.

Oversight is an important part of the Appropriation Committee’s
responsibilities. The committee allocates Federal funds based on in-
formed decisionmaking. This requires a close examination of the
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administration’s budget and oversight of how funds, once allocated,
are managed. I hope that today’s hearing will help us better per-
form this duty by exploring together some management challenges
that have been raised by both the executive and legislative branch
investigative bodies. In addition, I hope that an oversight hearing
of this breadth helps our new subcommittee members and our
ranking subcommittee member, Senator Murray of Washington
State, who I understand will join me shortly, and it will give them
a flavor for the scope of the focus of the subcommittee.

I would ask first that my entire statement be made a part of the
record. Senator Durbin, one of our newest members to the sub-
committee, could not be here today and has asked that his state-
ment also be included in the record. Mr. Mead and Mr. Anderson,
your entire statements will be made a part of the record as well.
Without objection.

Would each of you take about 5 or 6 minutes, if you could, to hit
on the high spots of the thrust of what you want to do, and then
we will have time for questions and enter a dialogue.

[The statements follow:]

PREPARED STATEMENT OF SENATOR RICHARD C. SHELBY

Good afternoon. This oversight hearing of the subcommittee on transportation ap-
propriations will come to order. Welcome to the first hearing held by the sub-
committee on transportation in 2001. This morning’s hearing has a different focus
than most hearings held by this committee. Normally, the Appropriations Com-
mittee responds to the Administration’s budget proposal with a series of hearings
and submitted record questions that are designed to get more information about the
budget, to compare the new request to ongoing efforts by the Administration, and
to justify new initiatives proposed by the President. This information helps the
Committee make informed decisions as it develops appropriations legislation. How-
ever, there is another side to the responsibilities of the Appropriations Committee—
oversight of the federal agencies that we fund. It is imperative to ensure that fed-
eral taxpayer dollars are spent wisely and well. While we await the Administration’s
fiscal year 2002 budget request, I thought it would be useful to assess how the De-
partment is doing and where there is room for improvement.

Proper management of federal funds cannot be taken for granted. That’s the rea-
son federal agencies have inspectors general, to audit and investigate agency man-
agement and detect cases of fraud, waste or abuse. The General Accounting Office,
an investigative arm of the Legislative Branch, also performs audits and evaluations
of government programs and activities, often at the direction of Congress.

Today, we are joined by John Anderson, Managing Director for Physical Infra-
structure at the General Accounting Office, and by Ken Mead, the Department of
Transportation Inspector General. Both GAO and the IG have published recent re-
ports on management issues at the Department of Transportation.

The January 18, 2001 Inspector General report, titled “Top Ten Management
Challenges—Department of Transportation”, sets out ten top priority management
issues. The report closely parallels prior reports with only slight modifications to
last year’s list and with the notable establishment of the “Departmental Business
Practices” challenge that incorporates and broadens a range of administrative activi-
ties at the department.

The last two years, the Congress has provided substantial supplemental funds to
the U.S. Coast Guard for operations and for capital acquisition. I'm becoming more
concerned about this practice—it seems to me a poor practice to get into the habit
of always providing additional funds for operations through supplemental appropria-
tions acts. This practice leads to expectations on the part of the Coast Guard that
they will always get bailed out of funding shortfalls and provides a disincentive to
manage operations and personnel to the annually appropriated funding level. In ad-
dition, it could actually encourage the Coast Guard to neglect those programs that
provide the strongest case for supplemental funding. 'm committed to funding
Coast Guard operations, but I'm increasingly troubled by how that funding is cob-
bled together during the course of the year. It is one thing to address an unantici-
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pated funding shortfall, but the recent addiction to supplemental funding for routine
operations is not good for the Coast Guard.

No management challenge hearing would be complete without some reference to
the financial condition of Amtrak. In November 1998, an independent assessment
of Amtrak’s financial requirements was published, as required by the Amtrak Re-
form and Accountability Act. The Inspector General’s office closely monitored the as-
sessment process, and probably has the clearest view of Amtrak’s current financial
condition, and of whether the projections on which the railroad has based its plan
to reach self-sufficiency by 2002 are realistic and achievable. The GAO has prepared
many reports on Amtrak’s financial and operating performance, including the May
1998 report on the financial performance of Amtrak’s 40 routes nationwide, which
showed that only one route, the Metroliner, actually makes a profit, and that over-
all, Amtrak’s expenses are almost twice as great as its revenues. This is a manage-
ment issue, a labor issue, and a political issue and it’s an issue that has cost the
American taxpayers over $23.7 billion over the last 30 years.

Oversight is an important part of the Appropriations Committee’s responsibilities.
The Committee allocates federal funds based on informed decision making. This re-
quires a close examination of the administration’s budget, and oversight of how
funds, once allocated, are managed. I hope that today’s hearing will help us better
perform this duty, by exploring together some management challenges that have
been raised by both the executive and legislative branch investigative bodies.

In addition, I hope that an oversight hearing of this breadth helps our new sub-
committee members and our new ranking subcommittee member, Senator Murray
of Washington State, get a flavor for the scope and focus of the subcommittee. Sen-
ator Murray, do you have an opening statement?

PREPARED STATEMENT OF SENATOR RICHARD J. DURBIN
MANAGEMENT CHALLENGES

Mr. Chairman, Senator Murray, thank you for holding this important hearing
today on the various management challenges facing the U.S. Department of Trans-
portation.

As you know, this is my first hearing as a member of this subcommittee. Some
of my fondest memories from my days in the House of Representatives involve the
House Transportation Appropriations Subcommittee. I'm happy to join this distin-
guished panel and look forward to working with you, Mr. Chairman, as well as Sen-
ator Murray and my subcommittee colleagues.

I represent the State of Illinois which includes O’Hare International Airport. Illi-
nois has often been referred to as the transportation hub of the nation, and aviation
issues, especially in the Chicagoland region, are page one news.

In fact, I'd suggest that we are at a cross roads in my home state when it comes
to aviation. The issues revolve around ensuring that Downstate Illinois communities
enjoy access to the Chicago and St. Louis markets, expanding O’'Hare, building a
third Chicago airport, and protecting the rights of consumers.

Mr. Mead, I noted in the materials that you provided to the Committee, a top ten
list of sorts that details various management challenges. Prominent in that list are
several aviation issues. Let me take a minute to detail a few.

As we all know, the proposed United/US Airways merger is currently under re-
view by the U.S. Department of Justice. The American/TWA buyout is under the
jurisdiction of a bankruptcy court. Both may have a major impact on O’Hare and
Downstate air service. I prefer to let these authorities work through the details and
pass final judgement.

However, I continue to be concerned about Downstate Illinois air service in a con-
solidated industry.

A number of downstate communities have struggled to gain or maintain access
to Chicago O’Hare. This service is vital to community economic development and
tourism. As we've faced concern over O’Hare access, the one constant has been St.
Louis service for these communities. Obviously, the American/TWA buyout an-
nouncement has caused great concern in the eight downstate communities currently
served by TWA/TWE. I will continue to watch these mergers to ensure that smaller
communities are not left behind.

With regard to consumers, let me say that although the airlines have made
strides toward more responsive customer service plans—ones that treat the trav-
eling public with respect, provide timely information, and attempt to remedy prob-
lems as quickly and fairly as possible—there’s still a long way to go. Your February
12 report—a one year analysis of voluntary customer service enhancements by 17
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airlines—gives the airlines credit for some improvements but expresses disappoint-
ment that the progress has not been more substantial. I'm interested in your opin-
ion as to whether legislation commonly referred to as a “passengers bill of rights”—
is needed at this time. With or without legislation, I hope the airlines will continue
to aggressively address the consumer challenges that still exist.

Mr. Mead, there are a number of other issues that I could raise, Amtrak self-suffi-
ciency, Metro Link’s Full Funding Grant Agreement amendment, and O’Hare’s
benchmark capacity. But, I will save those for another day and reserve the right
to submit some written questions to you on those important topics.

I would like to mention one other issue. In your “Top Ten” list report, you mention
rail-grade crossing safety. This is a topic of great concern in my home state and par-
ticularly in northeastern Illinois.

Illinois has the dubious distinction of being the site of more train related incidents
than nearly every other state. The state ranks second nationally for the number of
train wrecks and the number of people injured in collisions involving trains and
automobiles. More people are killed in these accidents in Illinois than anywhere
else.

A recent DePaul University study estimates one motorist violation occurs at the
average northeastern Illinois crossing for every three trains. That adds up to be-
tween 15,000 and 26,000 preventable railroad crossing violations per day in that re-
gion alone.

Safety must be our number one priority. While we can and should make Illinois
railroad crossings safer, though, we should do so while keeping in mind the needs
of those who live with trains on a daily basis.

Railroad crossings must be made safer, but mandating the use of train whistles
is not the only way to solve this problem. We need to focus on cooperative ways to
make Illinois’s crossings safer through enhanced educational outreach and stronger
enforcement. We shouldn’t wait for a federal rule to spur us into action.

I have been working with state officials, prosecutors, suburban mayors and resi-
dents to find alternatives to the use of train whistles at railroad crossings. This past
summer, I hosted two roundtable discussions to bring all of these interests together.
The plan I've developed with the help of the Illinois Congressional Delegation and
the State of Illinois establishes a comprehensive strategy for improving the safety
of railroad crossings through voluntary participation in education and enforcement
initiatives. This program will increase awareness of and participation in crossing-
safety efforts already in place. It is also intended to identify state and federal re-
sources available to communities for improvements in crossing safety.

I hope that we can put together a national model in Illinois that improves rail-
grade crossing through aggressive education and enforcement efforts and that the
Department will work with us on it.

Mr. Chairman, thank you for the opportunity to raise these important issues
today. I look forward to working with you this Congress.

STATEMENT OF KENNETH M. MEAD

Mr. MEAD. Thanks, Mr. Chairman. I just want to congratulate
you on having a hearing on these top 10 management challenges
and GAO’s high risk and their management accountability work.
These sometimes are not the flashiest of issues, but they go to the
core of how we run the Transportation Department and areas in
which we need to improve, so thank you for holding the hearing.

Senator SHELBY. Well, a lot of transportation issues are not
flashy, but they are very important.

Mr. MEAD. Yes, sir. It is one of those areas where it affects each
of us every day of our lives in a very immediate and direct way.

Sir, we have up here a list of the top 10 management challenges
that we identified.
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Q Top Management
Challenges

1. Aviation Safety

2. Surface Transportation Safety

3. Aviation System Capacity and Air
Traffic Control Modernization

4. Surface and Airport Infrastructure

S. Coast Guard Capital Acquisition
Budget

6. Transportation Security

7. Computer Security

8. Amtrak Financial Viability and
Modernization

9. MARAD’s Ship Disposal Program

10. Departmental Business Practices

Senator SHELBY. Are you going to run through them?

Mr. MEAD. I will run through the highlights, and I am going to
combine them into four areas. One is on safety, the second is on
the stewardship and oversight of Federal funds. In the third I
wanted to highlight some immediate budget issues that are before
the committee that are included in these top 10, and finally talk
about the aviation system a bit, some of the capacity issues, the
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performance issues, and possibly touch on the report we issued yes-
terday on airline customer service.

TRANSPORTATION SAFETY

First, on transportation safety, the top issues we see there, espe-
cially in the aviation area, have to do with runway incursions.
While everybody is talking about congestion and delays and so
forth, and where we are going to put planes, especially when it gets
on the ground. What this chart shows is that planes are coming too
close together on the ground, and that this past year there was a
record 429 runway incursions. That is where planes come too close
together, and I know, Mr. Chairman, you will recall that the worst
aviation disaster in civil aviation history was a runway incursion
between two 747’s.

Runway Incursions
Calendar Years 1994 - 2000
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200+
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100
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Second, controller operational errors.
Senator SHELBY. Before you leave this, what is in your judgment
the root cause of this, and what is the cure?

RUNWAY INCURSIONS

Mr. MEAD. Well, certainly one of the root causes for the spike is
the increased traffic on runways. FAA has a plan for addressing
runway incursions, and it is a good plan, and we have said it is
a good plan for each of the last 3 or 4 years. The issue is their fol-
low-through on the plan.

There are two distinct elements of that plan, sir. One is tech-
nology. The technology that FAA has been working on to deal with
runway incursions so that it would alert the controllers to when
one is about to occur has been delayed. It is not operational.
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Senator SHELBY. Is that a question of communication, and is
management involved in that?

Mr. MEAD. Yes, and it is a question also of really false alarms,
when the system says there is a runway incursion about to happen
and one is not about to happen. The controller who sees the indica-
tion that there is one about to happen takes some countermeasure
and there is just a false alarm, so they have to get those down.

The second area is runway incursions these are inherently local.
You need regional and local action plans to deal with them, and
there are regions and localities in the airports. They all need to be
held accountable. This is not something that can be run from inside
the beltway.

OPERATIONAL ERRORS

The next one is on operational errors. This is where planes are
allowed to lose their separation, usually in the air. They, too, are
on the increase, and you can see that the year 2000 was a record
year for those as well, so when we talk about congestion and the
efficiency of the system, we would recommend strongly that you
keep those two indicators in mind. You often do not hear about
them because people are focused on the delay and the inconven-
ience and so forth.

Operational Errors FY 1996 - FY 2000

1,400
1,200
1,000

800
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600
400
200
0 T T T
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Other top safety issues is NAFTA, Mexican trucks, and when the
border should be opened, and what to do to make sure those are
safe. We have found there is a real correlation between the provi-
sion of inspection staff at the border and the condition of the
trucks, a very strong correlation.
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FEDERAL MOTOR CARRIER SAFETY ADMINISTRATION

A third safety issue is implementing the Federal Motor Carrier
Safety Administration, a new law passed a year ago. You need
leadership, you need to get their new rulemakings out, and you
need to take enforcement action when you run up against an egre-
gious offender.

THREAD ACT

Implementing the THREAD Act, which also was a redress for the
Firestone situation. There is a lot of activity that needs to take
place this year on that. Most of it centers on the information that
NHTSA uses to assess whether there is a defect or not. They have
been relying heavily on consumer complaints coming over the tran-
som.

PIPELINE SAFETY ISSUES

Finally, longstanding pipeline safety issues. There is a lot of
business left undone, in my judgment, in the last Congress; and
there is much to do, and for our part we intend to keep high-
lighting that.

Senator SHELBY. We have worked with you on that in this com-
mittee.

Mr. MEAD. The Senate cleared a bill just the other day. This is
an issue where it is a very safe mode of transportation of cargo,
but when there is a problem there is a big problem with terrible
consequences. I have sat through hearings, as I know Senator Mur-
ray has, where you hear the families of the victims describe it. It
is something that makes an impact on you for the rest of your life.

STEWARDSHIP OF TRANSPORTATION FUNDING

Stewardship of transportation funding. My message here is real
simple. The past several years the Congress has authorized a major
infusion of funds into highways, bridges, and airports—and I am
going to go over just a bit.

Senator SHELBY. Go ahead.

Mr. MEAD. It is unprecedented infusion in absolute dollars, but
the last time there was a proportionate infusion of funds like this
was during the Eisenhower and Kennedy administrations. When
they launched the interstate, and there were a lot of scandals and
embezzlements and kickbacks that were occurring during that pe-
riod. I am here to say, Mr. Chairman, that I think the Federal
Highway Administration and the FAA should exercise a lot more
vigilance over the funds.

You know, one aspect, or one side of my office follows the fraud.
We are seeing the indicators creep up there. Particularly in the
highway area, and you know last year what happened with the
Central Artery, disclosures there. You tell me—well, I do not know,
so you cannot tell me. How could somebody miss $4 billion? I think
that was a fairly shocking:

Senator SHELBY. You would have to work at it, would you not?

Mr. MEAD. You sure would. Anyway, that is what happens, and
so we are seeing this in the highway, bridge, and aviation area,
and it is one I just wanted to call to the committee’s attention.
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FULL FUNDING GRANT AGREEMENTS FOR TRANSIT

Another point that you are going to face this year is on full fund-
ing grant agreements for transit. The fact is, there are so many full
funding agreements out there, there is not enough money to really
come clean on the commitments that were made. In addition to
that, you overlaid that with more and more earmarks, and the peo-
ple that have the full funding grant agreements are going to say,
“Can we have our full payment?”

IMMEDIATE BUDGET ISSUES

Immediate budget issues. You have three big issues coming to-
gether this year all at once. It is like that book, The Perfect Storm.
Amtrak, they usually come in for $500 or so million. This year you
know the bond bill, where they were looking for $1 billion extra a
year, that did not pass last Congress, and that is on the agenda
again, so that is one big issue.

The second is the Coast Guard. The Coast Guard is going to be
coming in for a fairly substantial plus-up. Depending upon what
OMB proposes for what is called the Deepwater Acquisition, it is
a near-total replacement of all Coast Guard afloat and in-the-air
assets 50 miles out.

A third big issue is the FAA operations account. At some point
it becomes an affordability issue—$5.9 billion in 2000, $6.5 billion
in 2001, going up to about $7 billion for 2002, and another $V2 bil-
lion for 2003. All that money has to come out of the general fund.
It will not be coming out of a trust fund.

We see those issues coming together.

Senator SHELBY. Where is enough money going to come from?
There is really not going to be enough, is there?

Mr. MEAD. No, not judging—usually you do not have this many
things coming together at once with that type of request, but those
are going to be big requests, unless one of them just goes away,
and I do not see that happening.

Senator SHELBY. Maybe you can help us to steer it in a different
direction, if not go away.

AVIATION SYSTEM PERFORMANCE

Mr. MEAD. On the aviation system performance, I will not dwell
on that because I imagine you will have some questions on it.
When we issued our report on customer service yesterday, people
wanted to know, well, how did the airlines do on these 12 different
commitments that they made. What we found is, on the commit-
ments that they made that did not have anything to do with delays
or cancellations they did very well on.

Things like offer the lowest fare, they were doing that at a re-
markably good rate, and things like holding the nonrefundable res-
ervations, answering complaints, increase the baggage liability
limit, they did all those things and they are doing quite well at it.
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Bumping, I think there are some real improvements that are
needed in the bumping practices. They need to be better on re-
funds.

But the basic area where things are falling short was on telling
the customer what was happening with respect to a delay or can-
cellation. The airlines were all trying, but based on our observa-
tions they have a long way to go, plus taking care of people’s essen-
tial needs when you get stuck on a plane for a long, on-board-air-
craft delay. They also were doing reasonably well in returning lug-
gage that did not show up when you arrived.

Senator SHELBY. But they have got a long way to go.

Mr. MEAD. Yes, they do. But I wanted to make a point though,
that it is, of course, not just the airlines. We have a situation here
where the capacity is just not enough for the demand, at least
where the airlines want to fly. The capacity is just not up to meet-
ing the demand, and you are going to have to require a combina-
tion of technology, air traffic control redesign, air traffic control
procedures, and new runways. The process for getting a new run-
way approved can be rather tortuous.

I will conclude with that, sir. Thank you for the extra time.

[The statement follows:]

PREPARED STATEMENT OF KENNETH M. MEAD
MANAGEMENT OVERSIGHT ISSUES

Mr. Chairman and Members of the Subcommittee: As we begin the fiscal year fis-
cal 2002 appropriations cycle, we appreciate the opportunity to appear today. As you
know, each year we issue a report on the major management challenges facing the
Department of Transportation (DOT). We have discussed our report with Secretary
Mineta and are pleased to note that in his confirmation hearing, Secretary Mineta
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stated that he would be keeping a copy of the Top 10 Management Challenges re-
port on his desk and would be using it as a blueprint for addressing the manage-
ment challenges facing DOT.

For purposes of our statement, I would like to take this opportunity to highlight
some of the most pressing issues facing Congress and DOT. These issues need to
be dealt with to support safe and reliable transportation service, to prepare for nec-
essary budget decisions related to DOT programs, and to ensure that Federal trans-
portation infrastructure dollars are well spent. Attached to our testimony is a sum-
mary of our recommendations in each of the top 10 management challenge areas.

SUMMARY OF IMMEDIATE ISSUES FACING DOT

The most important, immediate, core thematic issues confronting the new Admin-

istration and the new Congress, can be divided into four areas:

Transportation Safety:

—Reducing the record number of runway incursions (429 in the last calendar
year) and controller operational errors (1,154 in the last fiscal year).

—Staffing the oversight of Mexican truck safety.

—PFocusing the new Federal Motor Carrier Safety Administration (FMCSA).

—Implementing the TREAD Act to prevent future “Firestones.”

—Addressing longstanding pipeline safety issues.

Stewardship of Transportation Funding:

—IStrearnlining process requirements, while respecting environmental protection
aws.

—Fighting fraud.

—Implementing new infrastructure grant oversight requirements.

—Monitoring contract expenditures.

Immediate Budget Issues:

—Controlling FAA’s operating costs.

—Implementing a cost accounting system at FAA.

—Managing multi-billion dollar FAA systems acquisitions.

—dJustifying and reconciling Coast Guard capital investment requirements.

—Addressing Amtrak’s financial viability.

Aviation System Performance:

—Making FAA accountable as a results-based organization.

—Developing a multifaceted approach to addressing capacity restraints.

—Improving aviation customer service.

Transportation Safety.—Safety is central to DOT’s mission. Looking Department-

wide, the most immediate safety issues are:

—Reducing the Record Number of Runway Incursions (429 in the last calendar
year) and Controller Operational Errors (1,154 in the last fiscal year).—To re-
verse the upward trend in runway incursions, FAA must follow-through on its
planned initiatives at the national and local levels. FAA had three good plans
to reduce runway incursions since 1991, but they all lacked follow-through. FAA
must ensure that local action plans are prepared to address airport-specific
problems. Emerging technologies to reduce runway incursions must be identi-
fied and evaluated and advanced quickly to high-risk airports. Reducing runway
incursions demands strong and consistent leadership, however, FAA has experi-
enced significant turnover in the management of its Runway Safety Program.
With the anticipated departure of the current program director this spring, this
is the fifth turnover in that position in the last 5 years. To reduce operational
errors, FAA must approach reducing operational errors with a sense of urgency.
Strong national oversight is needed to ensure that efforts made to reduce oper-
ational errors at facilities with high numbers of operational errors are effective
in correcting facility-specific problems.

—Staffing the oversight of Mexican truck safety.—Strengthening U.S. inspection
capability at the southern border crossings can have a real world impact. Recent
increases in Federal border inspectors correlated with a 4 percent reduction in
Mexican trucks that were placed out of service for significant safety violations
after inspections when entering the United States. While it is encouraging that
a total of 60 inspectors are scheduled to be on board in 2001, in 1998 we esti-
mated that 126 additional Federal inspectors were needed during port operating
hours. On February 7, 2001, Senator Ernest F. Hollings and Congressman
James L. Oberstar requested us to provide a status report on existing conditions
and the conditions necessary to safely open the border to Mexican trucks. Spe-
cific areas to be addressed are staffing and inspections facilities, out-of-service
fates, verification of registration information, and harmonization of safety regu-
ations.
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—PFocusing the New Federal Motor Carrier Safety Administration (FMCSA).—DOT
must fill key leadership positions in FMCSA and issue statutorily directed
rulemakings. FMCSA also needs to take a multifaceted approach to enforcement
such as issuing shut down orders. While education/outreach efforts can be effec-
tive with most carriers, strong enforcement is needed for the minority of car-
riers that are egregious offenders.

Similarly, FMSCA must employ a very firm hand with scams involving fraud-
ulent Commercial Driver Licenses (CDL), which are occurring in an alarming
number of States. For example, in the states of Florida and Illinois, 35 individ-
uals have been found guilty of charges related to the issuance of fraudulent
CDLs. Since November 1999, investigations of fraudulent CDLs have also re-
sulted in multiple indictments in Georgia, Iowa, Mississippi, New York, North
Carolina, Pennsylvania and South Carolina. Also, criminal investigations of
fraudulent CDLs are ongoing in four other states.

—Implementing the TREAD Act to Prevent Future “Firestones”.—The TREAD Act
requires NHTSA to conduct 10 rulemakings in the areas of defect reporting by
manufacturers, improving and updating tire standards, and vehicle rollover
testing and evaluation. Six of the 10 rulemakings must be completed in 2001
or 2002. For example, by June 2002, NHTSA is required to complete a rule-
making establishing early warning reporting requirements for motor vehicle
and equipment manufacturers. This will be important because it will include
guidance for how and when manufacturers report data to NHTSA in incidents
involving fatalities or serious injuries alleged or determined to be caused by a
possible defect. Since we found that it takes DOT, on average, 3.8 years to com-
plete a rule, significant management effort will be required to issue these rules
in the time required by the Act.

Also, NHTSA currently relies on consumer complaints to determine whether
potential defects warrant investigation and ultimately a recall. These data are
too narrowly focused and are not comprehensive or reflective of the nature and
extent of potential safety defects. Other NHTSA databases, such as the Fatality
Analysis Reporting System (FARS) and the National Automotive Sampling Sys-
tem (NASS), as well as other sources of information, such as manufacturer war-
ranty claims, and insurance claims data should be routinely analyzed.

—Addressing Longstanding Pipeline Safety Issues.—Recent tragic pipeline inci-
dents have emphasized the need for RSPA to develop and implement a com-
prehensive, effective plan for pipeline safety oversight. RSPA has been working
on various facets of pipeline safety, but needs to proceed expeditiously on sev-
eral fronts.

—Originally due to Congress in the mid-1990s, RSPA issued two Congression-
ally-mandated pipeline safety rulemakings in December 2000. These two
rulemakings are now being reviewed by the Bush Administration. Currently,
these rulemakings are scheduled to become effective later this Spring (60
days from their original effective dates). These rulemakings (1) define high-
density population areas and areas unusually sensitive to environmental
damage, and (2) specify how operators of large hazardous liquid pipelines
(large meaning 500 miles of pipeline or more) will report to RSPA on their
plans to assess and monitor the integrity of their pipelines in these areas.

—RSPA is currently working with the natural gas pipeline industry to develop
a rulemaking for integrity management plans for natural gas pipeline opera-
tors to be issued later this year.

—Further, RSPA needs to ensure that all pipeline operators continue to volun-
tarily submit pipeline location data to the National Pipeline Mapping System.

—RSPA should fund pipeline research and development to improve internal in-
spection devices, called “smart pigs,” and develop inspection technologies for
pipelines that cannot be pigged. RSPA must ensure its pipeline inspectors re-
ceive training in new inspection technologies and up-to-date information on
the operators’ integrity management plans.

—Finally, RSPA utilization of state inspectors may ease the strain on limited
Federal inspection resources while increasing state and community awareness
of the benefits and dangers that pipelines pose, thereby increasing the safety
of the pipelines, and the public.

Stewardship of Transportation Funding.—Congress responded to the nation-wide
problems of transportation congestion and capacity by passing TEA-21 and AIR-21,
which provide an unprecedented infusion of funds for highway, transit, and airport
infrastructure projects. To date, highway and transit funding have increased by over
40 percent and airport funds have increased 75 percent. TEA-21 provided $218 bil-
lion for highway and transit projects in fiscal years 1998 through 2003, while AIR—
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21 made $12.4 billion available for airport infrastructure projects from fiscal year
2000 through fiscal year 2003.

—Streamlining Process Requirements, while Respecting Environmental Protection
Laws.—The Department also needs to address concerns over process require-
ments and resulting project delays associated with environmental (including
noise) clearances. All of the modes face this challenge. DOT has an opportunity
here to provide leadership on how to move major infrastructure projects forward
inore expeditiously, while respecting the letter and intent of environmental
aws.

—Fighting Fraud. The last comparable funding jump was during the Eisenhower
and Kennedy Administrations, when inadequate protection and monitoring of
funds used to build the interstate highway system led to scandal and wide-
spread fraud schemes involving public corruption, bid rigging, and false claims.
A repeat must be avoided.

The Office of Inspector General, with the support of American Association of
State Highway and Transportation Officials, the Justice Department, and the
Federal Bureau of Investigation, has a major proactive fraud initiative. In fiscal
year 2000 alone, our efforts in the area of contract and grant fraud led to 54
indictments (a 54 percent increase over 1999), 36 convictions (a 24 percent in-
crease over 1999), and over $10 million in fines, restitution and other monetary
recoveries

DOT needs to greatly improve its stewardship and oversight of transportation
funding across all the modes. In the last 2 years, several events served to rein-
force the important lesson that DOT agencies must take their financial over-
sight responsibilities more seriously:

—an alarming lapse in FHWA’s oversight of the Central Artery Project, despite
our warnings, left FHWA unaware of mounting cost overruns and allowed the
Department to be blindsided when the Project disclosed a $1.4 billion in-
crease;

—a DOT OIG investigation that led to seven guilty pleas from individuals
charged with Federal racketeering and false claims violations for their role
in submitting inflated and bogus claims on federally funded highway con-
struction projects in Illinois and $15 million in fines and restitutions from the
two companies involved;

—an extensive investigation that resulted in five criminal prosecutions and two
steel product suppliers recently agreeing to pay the United States and the
State of Louisiana a total of $30 million to settle allegations that they sup-
plied unapproved materials for federally funded highway projects;

—a 5 year prison term for a highway construction company owner who de-
frauded the Disadvantaged Business Enterprise (DBE) program on federally
funded road projects in West Virginia;

—a case involving two FHWA Program Managers who accepted over $250,000
in bribes in exchange for awarding multi-million dollar intelligent transpor-
tation system research contracts: the Program Managers pled guilty, were or-
dered to make restitution, and were sentenced to 27 and 36 months’ incarcer-
ation, respectively, and five contractors were prosecuted;

—a 2 year prison term and nearly $1 million in fines and restitution against
a contractor for inflating the costs of aerial photography and ground surveys
on federally funded highway construction projects in Virginia; and

—plea agreements and fines totaling over $2 million for two companies involved
in a bid rigging and price fixing scheme. As subcontractors, the companies
provided specialty construction in the areas of post tensioning, cable-stayed
bridges, and mechanically stabilized earth. The former head of another com-
pany was also indicted. He fled the country and remains a fugitive.

—Implementing new infrastructure grant oversight requirements.—Improving fi-
nancial oversight must begin with vigorous implementation of new mega-project
finance plan requirements, as well as implementation of recent Task Force rec-
ommendations:

—FHWA must enforce the new guidance on mega project finance plans that it
issued on May 23, 2000, perform independent analyses of the data reported
in mega project finance plans, and perform ongoing oversight project manage-
ment.

—All DOT agencies overseeing large projects must implement the recommenda-
tions of the Task Force on Oversight of Large Transportation Infrastructure
Projects, which was adopted on December 29, 2000.

—FTA faces a special challenge in maintaining oversight of large infrastructure
projects. At this time last year, FTA had 15 approved full funding grant
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agreements and 13 pending grant agreements. As of January 19, 2001, FTA

had 28 approved and 6 pending full funding grant agreements.

—Because FTA’s oversight is funded by a fixed percentage of New Starts ap-
propriations, doubling the number of projects had the effect of decreasing
the oversight on each individual project.

—Moreover, 9 of the 28 approved projects are not scheduled to receive appro-
priations in fiscal year 2002, so FTA receives no funding for overseeing
those projects. Likewise, FTA also receives no funding for oversight of pend-
ing or proposed projects (absent appropriations). Nonetheless, they may still
have oversight requirements, for such things as construction wind-up, final-
izing outstanding claims, and grant close out.

—Finally, New Start transit projects require intensive oversight because
many grantees are new to major capital construction projects for transit.
This situation has resulted in oversight being severely stretched to cover all
the approved, pending, and proposed grant agreements. Meanwhile, TEA—
21 authorization levels for transit new starts have been exhausted and
projects with full funding grant agreements have, over the past 4 years, not
received the full funding they were supposed to receive under their grant
agreements. Although FTA has made significant progress in project over-
sight in the last few years (so much so that it has been removed from the
GAO High Risk List), to prevent slipping, back FTA must work with Con-
gress to address anticipated shortfalls in FTA project oversight funds.

—DMonitoring Contract Expenditures.—During the 5 years ended April 2000, DOT
(excluding FAA) closed 864 cost-reimbursable contracts valued at $559 million.
Since DOT internal agencies took over responsibility for contract audits, inde-
pendent audits of DOT contracts by the Defense Contract Audit Agency have
dropped from 397 in 1996 to 68 in 1999, resulting in minimal oversight over
millions of dollars in contract costs. Cost-reimbursable contracts are generally
more risky for the Government because contractors have little incentive to con-
trol costs. We found that most contracts (1) were closed without independent
audits, (2) were not supported with annual certified contractor incurred cost
proposals, (3) were not properly adjusted during contract performance for
changes in billing rates, and (4) were awarded without determining whether the
contractors’ accounting systems were adequate to handle cost-reimbursable con-
tracts. In short, we saw little evidence of review of the amounts billed by con-
tractors. We also found DOT had more than 400 cost-reimbursable contracts
with obligations of $232 million that were overdue for closure from 1 to 9 years.

Our work on a diverse set of FAA acquisitions shows that FAA also needs
to strengthen contract oversight. In some cases, we found that the contractor
prepared Government cost estimates or estimates were not prepared at all. FAA
needs to make greater use of earned value management techniques and cost
controls (cost ceilings). In addition, FAA needs to analyze variances between
agency and contractor cost estimates to ensure costs are fair and reasonable.
Greater use of the Defense Contract Audit Agency for assessing costs is also
needed to protect the Governments interest. FAA needs to use the procurement
and personnel flexibility granted in 1996 to hold contractors and FAA staff more
accountable.

Immediate Budget Issues.—There are several major budget issues that will have

a profound impact on DOT’s budget over the next decade.

—Controlling FAA’s Operating Costs.—In past testimonies we have repeatedly
cautioned that FAA’s operations costs must be contained. AIR-21 provides a
powerful incentive for this because the general framework calls for FAA’s air-
port improvement program (AIP) and facilities and equipment (F&E) accounts
to be funded at the authorized levels before allocating any Trust Fund revenue
to FAA’s Operations account. Barring a tax increase, Trust Fund receipts and
interest will clearly be inadequate to fund all of FAA’s operations costs.

As shown in the following chart, FAA’s operations costs, which is primarily
salary driven, have risen by over $1.2 billion, or 25 percent, from fiscal year
1998 to fiscal year 2001, and are expected to grow to about $7.4 billion by fiscal
year 2003.
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New pay systems, developed as a result of FAA’s personnel reform efforts,
have fueled much of the increase. For example, FAA estimates the new pay sys-
tem negotiated with the National Air Traffic Controllers Association (NATCA)
will require nearly $1 billion in additional funding over the 5-year life of the
agreement. Now, other FAA workforces want pay increases as well and these
must be negotiated under FAA’s personnel reform authority.

To offset the additional costs of the NATCA agreement and increase produc-
tivity, FAA and NATCA negotiated a series of workplace changes. The bottom-
line is that workplace productivity changes are not yet in place system-wide—
fiscal year 2001 and 2002 will be watched closely to determine to what extent
they are implemented and quantified. Key elements include:

—increasing the use of controllers-in-charge and reducing the number of first
line supervisors while mitigating potential safety implications;

—evaluating the controller staffing ceilings established in the collective bar-
gaining agreement and addressing pressures from various groups to hire ad-
ditional controllers over and beyond the cap; and

—assessing the viability of closely related factors that bear on system perform-
ance and controller productivity such as facility consolidation, the future of
FAA’s successful contract tower program, and delivery of Oceanic air control
services.

—Implementing a Cost Accounting System.—Finally, to achieve meaningful cost
control and give Congress and FAA management the information needed to
make informed decisions on the FAA operations budget, FAA must have a cost
accounting system, including a labor distribution component.

FAA also needs a cost accounting system to know what it costs to perform
its various services and effectively manage its complex organization. The FAA
cost accounting system must measure the overall costs of providing specific
services, including operations cost and the cost of labor. With good cost account-
ing information, FAA could identify areas of low productivity and high cost.
Conversely, high productivity and cost efficiency also would be highlighted.

FAA originally planned to have its cost accounting system fully operational
by October 1, 1998. Now September 2002 is the planned date. However, even
if FAA meets the September 2002 date, it will still be 9 months from imple-
menting its labor distribution system, which if properly developed, will provide
the information necessary to properly allocate labor costs to specific services.
Labor accounts for more than half of FAA’s total costs, but it is the labor dis-
tribution system that part FAA plans to develop last.
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—Managing Multi-Billion Dollar FAA Systems Acquisitions.—Within the next 6
months, DOT will need to make “go forward, slow down, stop, or modify” deci-
sions on major air traffic control systems acquisitions. The most important of
these systems are:

—WAAS—a $2.9 billion project in a watershed year. Over the years, WAAS has
proven more difficult to develop and field than FAA anticipated. The key cost
and schedule driver now focuses on integrity-the ability of WAAS to alert pi-
lots when the signal should not be relied upon. Although an independent re-
view board has concluded that WAAS is conceptually sound, a decision is
needed in early 2001 on how FAA will proceed with this program—but, still
unknown are how much WAAS will cost, how it will be certified as safe, and
when the satellite-based system will be completed.

—STARS—a $1.4 billion acquisition to replace controller displays and software,
which has experienced cost and schedule difficulties. A major risk still re-
mains to deploying all STAR’s systems at FAA’s 171 terminal radar approach
control facilities with a combined installation of 119 Department of Defense
facilities. Early this year, FAA must develop a realistic deployment schedule
and identify additional funds that will be needed for deployment.

—Oceanic Air Traffic Control—Currently estimated at $279 million, Oceanic
services will have significant international ramifications for one of the worlds
fastest growing aviation markets. FAA must avoid past problems with mod-
ernizing Oceanic facilities. As we testified in February 2000, if Congress
should choose to make any major changes to FAA’s structure or commercialize
air traffic control services, Oceanic services could provide a test for this expe-
rience. Oceanic services also provide FAA a better opportunity for the collec-
tion of user fees as Congress has already approved the collection of over flight
fees, and other countries collect user fees for Oceanic services.

—Justifying and Reconciling Coast Guard Capital Investments Requirements.—
Preliminary estimates indicate that capital improvement funding of $15 billion
or more will be needed over the next 20 years to modernize assets that are crit-
ical to the Coast Guard’s Marine Safety, Search and Rescue, Law Enforcement,
and Marine Environmental Protection programs. To meet the Coast Guard’s
stated requirements, its capital acquisition budget will need to more than dou-
ble from $400 million annually to at least $850 million annually on a sustained
basis. However, the Office of Management and Budget (OMB) targets for the
Coast Guard’s acquisition budget range from $520 million to $552 million annu-
ally for fiscal year 2002 through fiscal year 2005. Immediate issues that the
Coast Guard needs to address are:

—Reconciling Capital Investment Priorities and Budget Targets.—Coast Guard’s
capital acquisition needs exceed OMB targets by more than $300 million per
year for the foreseeable future. Coast Guard needs to establish capital invest-
ment priorities and continue working with OMB to reconcile their respective
capital funding proposals and budget targets.

—Justifying the Fiscal Year 2002 Budget Request for Deepwater.—The planning
process for Deepwater has been endorsed and praised by many organizations.
However, the Coast Guard wants to proceed with a budget request for this
project even though the planning process is not complete and it has not se-
lected an acquisition strategy. Given this, Coast Guard should be prepared for
questions on which Deepwater assets need to be acquired or modernized, how
this will be done, what it will cost, and when funding will be needed.

—Justifying the Fiscal Year 2002 Budget Request for the National Distress and
Response System Modernization Project.—Like Deepwater, Coast Guard plans
to proceed with a procurement request for the Distress and Response System
Project in fiscal year 2002 before completing its separate planning process.
The major task for Coast Guard is to present a specific system modernization
plan for this important search and rescue capability that details what assets
need to be acquired or modernized, how it will be done, what it will cost, and
when funding will be needed.

—Addressing Amirak’s Financial Viability.—Amtrak’s ability to achieve oper-
ational self-sufficiency by 2003, as required by law, depends substantially on
closing a $737 million gap in projected but undefined savings and revenue gains
and fully ramping up high-speed (Acela) rail service in the Northeast Corridor.
Beginning in 2001, Amtrak’s cash losses must drop by an average of nearly
$100 million each year for Amtrak to reach operating self-sufficiency by 2003.
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Amtrak initiated Acela Express revenue service on December 11, 2000. For
the first 4 weeks of operations, Acela Express posted an overall on-time per-
formance of 94 percent. Amtrak plans to phase in two additional Acela Express
roundtrips in early March and fully implement all 20 high-speed trainsets by
September 2001.

Even if Amtrak meets its operational self-sufficiency mandate, its long-term
viability will still depend on continued, significant, funding for capital improve-
ments, including recapitalization of the Northeast Corridor, life-safety needs in
the tunnels approaching Penn Station, and development of new high-speed cor-
ridors. Amtrak estimates the annual price-tag for these investments to be about
$1.5 billion, which it hopes to secure through some combination of a high-speed
rail bond bill and annual appropriations from Congress.

Aviation System Performance.—Aviation system performance has become a front
burner issue. Last year was the worst on record, with FAA reporting a 90 percent
increase in delays compared to 5 years ago. Cancellations grew at an even faster
pace during this time period, increasing 104 percent. Over 1 of every 4 flights was
delayed, cancelled, or diverted in 2000, affecting approximately 163 million pas-
sengers, with the average arrival delay exceeding 52 minutes. Much of the delay
time is spent on the runway, with the number of flights experiencing taxi-out times
of 1 hour or more increasing. Addressing the ability of the aviation system to effec-
tively meet soaring consumer demand will require concerted efforts on the part of
FAA and the airlines in several areas—transitioning FAA into a results-oriented or-
ganization, developing a multifaceted approach to addressing capacity constraints,
and improving customer service.

—Making FAA Accountable as a Results-Based Organization.—Proposals for FAA
to operate as a results-based organization are not new. They go back to at least
1996 (when Congress exempted FAA from Federal procurement and personnel
rules and directed the agency to implement a cost accounting system). In 1997,
the National Civil Aviation Review Commission also recommended that FAA es-
tablish a cost accounting system to manage its resources in a businesslike man-
ner. These proposals were reinforced by AIR-21, which significantly increased
FAA’s budget and directed various “structural” reforms within the agency.
There are several preconditions that FAA must first address if the agency is to
make the transition into a results-based organization.

—Implementing Requirements of AIR-21.—FAA is in the very early stages of
implementing the various reforms directed by AIR-21, including forming the
Management Advisory Council, and the Air Traffic Services Subcommittee
(whose members were just named); however, a Chief Operating Officer has
not yet been selected. While these measures have the potential to assist FAA
in transitioning into a more results-oriented organization, it is much too early
to tell if they will be successful.

—Developing a Cost Accounting System.—A credible cost accounting system is
a necessary precondition to develop needed financial and cost data and there-
by serve as the foundation for any results-based organization, public or pri-
vate. With good cost accounting information, FAA could identify areas of low
productivity and high cost. Conversely, high productivity and cost efficiency
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also would be highlighted. In 1996, Congress directed FAA to develop a cost

accounting system, and FAA originally planned to have the system in place

by October 1998. FAA’s cost accounting system is long overdue.

—Developing a Multifaceted Approach to Addressing Capacity Constraints.—Effec-
tively addressing constraints on capacity will require a multifaceted approach.
First, FAA and DOT must establish and implement a uniform system for track-
ing delays, cancellations, and their causes. In the final months of the prior Ad-
ministration, a Task Force made recommendations to accomplish this. Those
recommendations still need to be implemented.

Second, FAA must also develop capacity benchmarks for the Nation’s top 30
airports. This will provide a common framework for understanding what max-
imum arrival and departure rate can physically be accommodated by airport,
by time of day under optimum conditions. A set of capacity benchmarks is es-
sential in understanding the impact of air carrier scheduling practices and what
relief can realistically be provided by new technology, revised air traffic control
procedures, new runways, and related airport infrastructure.

Finally, FAA must develop a strategic plan for addressing capacity shortfalls
in the immediate, intermediate, and long term. These three points in time are
important because the new runways or airports or air traffic control technology
that may be in place 2, 5, or 10 years from now holds promise for the future,
but offer limited or no bottom-line relief in the immediate term. Actions that
are necessary in the short term may become unnecessary in the longer term
with the addition of, for example, new runways. An immediate issue is sched-
uling, at peak travel times, flights beyond the established physical capacity of
the airport and air traffic control system under optimum conditions. The di-
lemma an individual Airline faces is if it takes action and reduces flights, would
competitors then fill those slots, resulting in no change in the overall flight
scheduling at the airport.

—Improving Aviation Customer Service.—Airline customer service took center
stage in January 1999, when hundreds of passengers were stuck in planes on
snowbound Detroit runways for up to 8% hours. Following that incident, both
the House and Senate conducted hearings on the air carriers’ treatment of air
travelers and considered whether to enact a “passenger bill of rights.” Following
hearings after the January 1999 incident, Congress, DOT, and the Air Trans-
port Association (ATA) agreed that the air carriers should have an opportunity
to improve their customer service without legislation. To demonstrate the Air-
lines’ ongoing dedication to improving air travel, ATA and its member Airlines
executed the Airline Customer Service Commitment on June 17, 1999. The
Commitment covered 12 specific areas, including: offering the lowest fare avail-
able; notifying customers of known delays, cancellations, and diversions; and
being more responsive to customer complaints. Each airline agreed to prepare
a Customer Service Plan (Plan) implementing the twelve provisions of the
agreement.

At the request of Senator John McCain, Chairman of the Senate Committee
on Commerce, Science, and Transportation, we reviewed the Plans and evalu-
ated the extent to which each Airline met all provisions under its Plan. On June
27, 2000, we issued an Interim Report on the 6-month progress of the Airlines
in implementing their Plans, and on Monday February 12, 2001, we issued our
final report on Airline Customer Service.

Overall, we found the Airlines! were making progress toward meeting their
Customer Service Commitment and that the Commitment has been a plus for
air travelers on a number of important fronts. The voluntary Commitment to
customer service and the circumstances under which it was entered into are
noteworthy because, based on our observations, it prompted the Airlines to take
the matter of improving customer service more seriously. Also, the Airlines gen-
erally were responsive to suggestions made in our Interim Report. But, the Air-
lines, airports, the FAA and, most important, the traveling public know the
aviation system is not working well—the road ahead is long, and aggressive
progress will be required by the Airlines, airports, and FAA if consumer con-
fidence is to be restored.

Notwithstanding progress by the Airlines toward meeting their Customer
Service Commitment, we continue to find significant shortfalls in reliable and
timely communication with passengers by the Airlines about flight delays and

1ATA signed the Commitment on behalf of 14 ATA member Airlines (Alaska Airlines, Aloha
Airlines, American Airlines, American Trans Air, American West Airlines, Continental Airlines,
Delta Air Lines, Hawaiian Airlines, Midwest Express Airlines, Northwest Airlines, Southwest
Airlines, Trans World Airlines, United Airlines, and US Airways).
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cancellations. Further, we find the Airlines’ Commitment does not directly ad-
dress the most deep-seated, underlying cause of customer dissatisfaction—flight
delays and cancellations, and what the Airlines plan to do about them in the
areas under their control in the immediate term. Action by the Airlines to re-
duce flight delays and cancellations is critical because major improvements in
providing capacity to meet demand, such as new runways and the fielding of
new air traffic control capacity enhancing technology, are not going to be in
place for at least the next several years. Spring/summer 2001, when the next
major crunch in air travel is likely to occur, is just around the corner.

Provisions for quoting lowest fare, holding nonrefundable reservations, timely
responses to complaints, and higher pay-outs for lost baggage. In general, we
found the areas where the provisions of the Commitment were working well and
where the greatest progress was being made were not directly or necessarily as-
sociated with whether a flight is delayed or canceled. These areas were: quoting
the lowest fare (compliance between 88 and 100 percent of the time for a fixed
itinerary); holding nonrefundable reservations without penalty (compliance be-
tween 88 and 100 percent); timely responses to complaints (compliance between
61 to 100 percent, with 13 Airlines between 93 and 100 percent compliant); and
larger pay-outs for lost luggage. Over the past year, we also have seen air car-
riers competing on the basis of customer service through such steps as more
legroom between seats, size of overhead baggage compartments, and deploy-
ment of portable passenger check-in stations to reduce long lines-measures that
go beyond actions required by the Commitment.

Provisions that trigger when there is a flight delay or cancellation. The
progress made this past year is often obscured when the traveling public experi-
ences widespread delays and cancellations. We found the customer service areas
most in need of improvement are for those provisions that trigger when there
are delays and cancellations. One such provision is to keep customers informed
of delays and cancellations, another promises to meet customers’ “essential”
needs during “extended” on-aircraft delays, and another commits to making rea-
ionable efforts to return delayed or mishandled checked baggage within 24

ours.

The evidence shows significant investment and progress by the Airlines to-
ward meeting these commitments, and improvement is evident since our In-
terim Report. Still, there are persistent problems. We frequently found, among
other matters, untimely, incomplete, or unreliable reports to passengers about
flight status, delays and cancellations as follows.

—In 21 percent of our observations of nearly 550 flight delays nationwide, the
flight information display system showed the flight as on time when, in fact,
the flight had been delayed for more than 20 minutes; timely announcements
about the status of the delay were made in the gate areas 66 percent of the
time; when status announcements were made, the information provided about
the delay or cancellation was adequate about 57 percent of the time. Perform-
ance varied by Airline and non-ATA airline, with Hubs generally performing
better than non-Hub airports.

—Baggage that did not show up with the passenger was delivered within 24
hours 58 to 91 percent of the time. Again, performance among the Airlines
and non-ATA airlines varied.

—All Airlines have taken steps to accommodate passengers’ “essential” needs
during “extended” on-aircraft delays. However, we found that the Airlines dif-
fer in what qualifies as “extended.” The trigger thresholds for this provision
vary from 45 minutes to 3 hours. We think it is unlikely that a passenger’s
definition of an “extended” on-aircraft delay will vary depending upon which
air carrier they are flying.

We also found that the provisions within the Commitment do not directly address
the root causes of customer dissatisfaction: extensive flight delays, flight cancella-
tions, and baggage not showing up with the passenger. Since air travelers in 2000
stood a greater than 1 in 4 chance of their flight being delayed, canceled, or di-
verted, we believe the Airlines should go further and address steps they are taking
on matters within their control to reduce over-scheduling, the number of chronically
late or canceled flights, and the amount of checked baggage that does not show up
with the passenger upon arrival.

According to the Bureau of Transportation Statistics (BTS), chronically delayed
and/or canceled flights are those regularly scheduled flights2 that, at least 80 per-
cent of the time, arrived at least 15 minutes later than scheduled and/or were can-

2 A regularly scheduled flight is a flight segment representing a city-pair (e.g., Chicago to
Miami).



21

celed during a single calendar month. For example, according to BTS data, in De-
cember 2000, one Airline’s flight with daily non-stop service between Chicago and
Miami was delayed and/or canceled 27 of the 31 days it was scheduled to operate.
In this case, the flight was delayed and/or canceled 87 percent of the time. Our anal-
ysis of BTS data found regularly scheduled flights that were at least 15 minutes
late and/or canceled 80 percent of the time increased from 8,348 to 40,868 (390 per-
cent) between 1999 and 2000.3

Using BTS data, we increased the amount of arrival delay to 30 minutes or more
and identified all scheduled flights that, when grouped by individual flight number,
were delayed and/or canceled at least 40 percent of the time during a single cal-
endar month. Overall, for calendar year 2000, we identified over 240,000 regularly
scheduled flights that met our criteria (representing over 10,300 individual flight
numbers affecting approximately 25 million passengers). Currently, the Airlines are
required to disclose on-time performance only upon request from the customer. Pas-
sengers should not have to ask when making a reservation if the flight is chronically
delayed or canceled 40 percent of the time or more; the Airlines should notify the
passenger of this information without being asked.

Airline mitigation measures in the above areas will not solve the delay and can-
cellation problem since it is caused by multiple factors, some outside the airlines’
control, but the airlines should be doing their part. For both the short and long
term, the Airlines’ Commitment to customer service must be combined with com-
prehensive action to increase system capacity to meet demand. FAA’s efforts to mod-
ernize air traffic control through new technology, satellite navigation at airports,
airspace redesign and, importantly, new runways will be central elements in any
successful effort to add capacity and avoid gridlock.

Provisions regarding fairness and consistency in “bumping” practices, and prompt
refunds for tickets.—Regarding the provision for fairness and consistency in bump-
ing practices on flights that are oversold, we found a need for improvement. Among
other things, the rules about who gets bumped first varied among the Airlines, and
the compensation limit for those who are involuntarily bumped is inadequate and
has not been changed since 1978. In fact, we found that passengers who volunteer
to be bumped stand a good chance of receiving greater compensation than pas-
sengers who are involuntarily bumped. As for the provision in the Commitment to
provide prompt ticket refunds, which refers to Federal regulations in place for over
17 years, our tests at five Airlines showed excellent performance. However, four Air-
lines and two non-ATA airlines were clearly deficient in this area and need to im-
prove their processing of ticket refunds.

Contract of Carriage.—In our Interim Report, we noted that the Airlines’ Commit-
ment, while conveying promises of customer service, was not necessarily legally en-
forceable by consumers unless these protections were also incorporated into an Air-
line’s contract of carriage, which is a binding and legally enforceable contract. In
fact, one Airline explicitly said as much in its Plan. We recommended that the Air-
lines ensure that their contracts of carriage are changed to fully reflect the benefits
afforded by their Plans and the Airlines’ Commitment to customer service. Our re-
view of the 14 Airlines’ contracts of carriage showed that all of the Airlines re-
sponded to this recommendation to some degree. For example:

—Eleven of the 14 Airlines incorporated the Commitment provision to inform the
customer of delays, cancellations, and diversions into their contracts of carriage
and eight of the Airlines incorporated the Commitment provision to meet cus-
tomers’ essential needs during extended on-aircraft delays.

—Eleven of the 14 Airlines incorporated the Commitment provision for quoting
the lowest fare; and 12 Airlines incorporated the provisions for holding a non-
refundable reservation for 24 hours and for returning misrouted or delayed bag-
gage within 24 hours.

—There were differences among the Airlines in exactly what they decided to in-
corporate, and we found instances where the contract of carriage placed limits
on what appeared to be a more expansive provision in the Plan. For example,
one Airline limited the provision to quote the lowest fare to only domestic travel
whereas the others did not. Another Airline limited its baggage return provision
to passengers not traveling on a reduced rate ticket. The Airlines also varied
in what their contracts of carriage said about accommodating “essential” needs
during “extended” on-aircraft delays, including the definition of what con-
stituted an “extended” delay.

An area of particular concern is when an Airline will provide overnight accom-

modations occasioned by a delay or cancellation. Most of the Plans said generally

3 Qur intent is not to attribute the cause of the delays or cancellations associated with these
flights to the Airlines, but to highlight the extent to which such flights are occurring.
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that overnight accommodations would be provided if the passenger was required to
stay overnight due to a delay or cancellation caused by the Airline’s operations (as
defined by the Airline). However, the contract of carriage for seven Airlines ap-
peared to limit this to situations such as when a flight was diverted to an unsched-
uled destination or a flight delay exceeded 4 hours between the hours of 10:00
p-m.and 6:00 a.m. The circumstances in which overnight accommodations will be
provided needs clarity so that passengers will know what to expect.

Consumer Protection by the Department of Transportation.—Oversight and en-
forcement of consumer protection and unfair competition laws and regulations are
the responsibility of the DOT. We found the resources available to the Department
to carry out these responsibilities to the traveling public are seriously inadequate-
so much so that they had declined at the very time consumer complaints quadrupled
and increased to record levels-from roughly 6,000 in 1995 to over 23,000 in 2000.
Nearly 20 staff are assigned these functions today, down from 40 in 1985. The over-
sight and enforcement expectations for the Office of the Assistant General Counsel
for Aviation Enforcement and Proceedings significantly exceed the Office’s capacity
to handle the workload in a responsive manner.

Recommendations.—As directed by AIR-21, in our final report we made over 25
recommendations for improving accountability, enforcement, and the protection af-
forded commercial air passengers. A full list of these recommendations can be found
in our report, Final Report on Airline Customer Service Commitment, OIG Report
Number AV-2001-020, issued February 12, 2001. The report is available on our
website: www.oig.dot.gov.

Mr. Chairman, this concludes my statement. Thank you for inviting me to testify
this morning. I would be happy to answer any questions the Subcommittee may
have.

TOP 10 MANAGEMENT CHALLENGES REPORT

This attachment summarizes the key recommendations in our “Top 10 Manage-
ment Challenges Report, issued January 18, 2001. Taken as a whole, this year’s
DOT top management challenges list encompasses programs that require continual
attention to ensure ever safer transportation, programs on which there are signifi-
cant economy and efficiency concerns, and programs with questionable success in
achieving results.

The following table shows how we grouped the top management challenges in this
year’s DOT report, as compared to last year’s report.
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Items in Current Top 10 List Items in Last Year’s Top 12 List
¢ Aviation Safety e Aviation Safety
e Surface Transportation Safety e Surface Transportation Safety
e Aviation System Capacity and Air e Air Traffic Control Modernization
Traffic Control Modernization
e Surface and Airport Infrastructure e Surface, Marine, and Airport
Infrastructure
e Coast Guard Capital Acquisition e Coast Guard Deepwater Capability
Budget Replacement Project
s Transportation Security e Transportation Security
» Computer Security e Computer Security
e Amtrak Financial Viability and e Amtrak Financial Viability and
Modernization Modernization
* MARAD’s Ship Disposal Program e MARAD'’s Ship Disposal Program
o Departmental Business Practices o Financial Accounting/Chief Financial
- Financial accountability; Officers Act
- Timeliness of rulemaking; e FAA Financing and Reauthorization
- Human resources management; e Government Performance and Results
- Oversight of contract costs and Act
closeouts;
- Government Performance and
Results Act (GPRA);
- Space requirements for a new DOT
Headgquarters building
- Transportation Administrative
Service Center (TASC) role in
providing administrative support.

The key differences from last year’s list are:

1. We expanded the Air Traffic Control Modernization area to include issues of
aviation capacity—including runway and airport capacity—and the impact this is
having on customer service, particularly cancellations and delays. Meeting the an-
ticipated demand for air travel and reducing delays is an urgent issue because the
National Airspace System is operating at the fringes of capacity. Over the last 2
years, DOT’s Air Travel Consumer Report has ranked flight problems (delays, can-
cellations, and missed connections) as the number 1 complaint out of 11 complaint
categories reported.

2. We created a new, comprehensive item on Departmental Business Practices by:
(1) combining the Government Performance and Results Act, FAA Financing and
Reauthorization, and Financial Accounting/Chief Financial Officers Act items; and
(2) adding other key Department-wide concerns, including human resources man-
agement, the new DOT headquarters building, the appropriate role for TASC in pro-
viding Departmental headquarters administrative services, and the pace of Depart-
mental rulemakings. This new combined item enables us to cover new or emerging
issues. It also seemed logical to combine our previous business practice items—since
FAA has been reauthorized, the Department achieved a clean opinion on its finan-
cial statements in fiscal year 1999, and the Department’s GPRA reports are consist-
ently rated among the best in the Government.

The following describes each of the top 10 management challenges identified by
the DOT OIG and describes the key recommendations the OIG makes in each area.

1. Aviation Safety

Given the continued growth in demand for air travel and the limited capacity of
the National Airspace System, FAA must be more aggressive in evaluating known
risks and identifying and evaluating unknown risks that may cause future acci-
dents. The aviation industry expects continued growth in air traffic as a result of
increased demand and the emergence of new technologies may result in closer spac-
ing between aircraft due to more precise, satellite-based tracking and navigation ca-
pabilities.

Our key recommendations in this area are to:



24

—Reduce the number of runway incursions and operational errors; two indicators
of serious aviation safety risks. Record levels of runway incursions (429) and
operational errors (1,154) are occurring amid increasing runway and airspace
congestion.

—Reduce protracted delays in responding to identified safety issues. FAA’s failure
to sufficiently and timely repond to independent laboratory test results on fas-
tener quality and FAA’s year-long delay before informing air carriers of defec-
tive cables suggests a weaknesses in FAA’s process for evaluating safety issues
brought to the agency’s attention.

—Train and certify the controllers-in-charge (CICs) FAA proposes to have replace
non-union supervisors. Before FAA can begin a reduction in supervisors, it must
provide increased training to these non-supervisory air traffic controllers on
their new roles and responsibilities for ensuring safe air traffic operations. FAA
is currently conducting this training.

We found, however, that in a February 2000 memorandum the Director of Air
Traffic Services essentially allowed all air traffic controllers to become CICs
without going through the required CIC selection process. This contravenes
FAA’s established requirements and assurances that the CIC Program would
not become an entitlement. The OIG has recommended FAA take action to cor-
rect this problem.

—Pursue productivity gains promised by the National Air Traffic Controllers As-
sociation (NATCA) agreement with FAA. The NATCA agreement includes a new
pay system for controllers that will require $1 billion in additional funding over
the 5-year life of the agreement. Between 1998 and 2001, FAA’s operations costs
have risen over $1.2 billion or 25 percent. The controller pay system has con-
tributed to the rise in these operations costs. Now other FAA workforces want
pay increases as well, which must be negotiated under FAA’s personnel reform
authority. Productivity gains are needed to offset the additional payroll costs of
the new pay systems and free up a greater portion of FAA’s overall budget for
important safety measures.

—Develop an air traffic controller pipeline to backfill for retirements. FAA will
have to increase its efforts in recruitment and training of air traffic controllers
to backfill for retirements, while adhering to the NATCA agreement’s staffing
ceiling (15,000 controllers in fiscal year 1999, 15,300 in fiscal year 2002, and
15,606 in fiscal year 2003). FAA and NATCA should also weigh potential staff-
ing and cost benefits of contracting out low level non-radar towers, limited con-
solidation of air traffic control facilities, and operating Oceanic air traffic control
more like a business financed through user fees.

—Strengthen FAA’s new Air Transportation Oversight System (ATOS) for inspect-
ing air carriers. To benefit from ATOS, the agency must evaluate and correct
problems such as obtaining management and workforce acceptance of ATOS,
training inspectors on how to monitor an air carrier’s operations using ATOS
guides, and developing consistent, accurate safety data.

—Improve FAA procedures for reviewing air carriers’ maintenance programs. FAA
needs to follow up on the results of special safety inspections made at major
carriers and change its inspection procedures to ensure that carriers have con-
tinuing analysis and surveillance programs in place that will adequately mon-
itor the quality of the carriers’ aircraft maintenance programs.

—Issue long delayed rulemakings affecting important aviation safety subjects
such as pilot hours of service and rest periods, air tour safety, and repair sta-
tions and repairman certification standards. FAA also needs to resolve the con-
cerns related to waiving inspection enforcement actions against air carriers,
which are central to issuing the Flight Operations Quality Assurance (FOQA)
rule and getting the air carriers to provide voluntarily the detailed safety data
that would be available under FOQA. It is unlikely that FAA alone can make
further progress in this area without the support of the Department of Justice
and the Office of Management and Budget.

2. Surface Transportation Safety

Surface transportation—motor vehicle, large truck, railroad, and pipeline trans-
portation—accidents in the United States continue to account for over 42,000 fatali-
ties annually. In 1999, over 36,000 fatalities resulted from motor vehicle accidents
not involving large trucks, over 5,000 resulted from crashes involving large trucks,
and over 1,000 resulted from railroad, rail transit and pipeline accidents. While
down from the over 46,000 fatalities a decade ago, the number of surface fatalities
remains high, and the Department needs to continue its efforts on reducing fatali-

ties.

Our key recommendations in this area include:



25

—Implement, as a matter of priority, the Transportation Recall Enhancement, Ac-
countability, and Documentation (TREAD) Act. DOT must quickly implement
the TREAD early warning reporting requirements and improve NHTSA’s ability
to proactively identify potential safety related defects, so NHTSA can more
quickly identify and work to eliminate safety risks such as the Firestone tread
separations that led to several deaths across the United States before a recall
was made.

—Work with the States to curb fraud, abuse and mismanagement in issuance of
Commercial Drivers Licenses (CDLs). Investigations in Illinois and Florida led
to 35 convictions and at least 9 deaths were attributed to drivers who illegally
obtained CDLs in Illinois.

—Implement the Motor Carrier Safety Improvement Act of 1999. The Department
must fill key leadership positions and expedite required rulemakings to realize
the benefits of the many safety initiatives Congress provided in the Motor Car-
rier Safety Improvement Act. Stronger enforcement, including shut down or-
ders, is needed for the minority of carriers that are egregious offenders and a
risk to public safety.

—Review comments on the proposed hours-of-service regulation reducing the al-
lowable driving time for commercial truck and bus drivers from 16 to 12 hours
within a 24 hour period and requiring on-board electronic recorders to document
hours of duty. FMCSA will need to address opposition to the regulation in the
trucking and bus industries and concerns in the Congress, which has prohibited
the Department from adopting a final rule in fiscal year 2001.

—Improve Mexican truck safety oversight in readiness for opening the southern
border under the North American Free Trade Agreement. There are still short-
falls in Federal border inspection staffing and facilities. However, recent in-
creases in the number of Federal border inspectors correlated with a reduction
in the percent (down from 39 percent in fiscal year 1999 to 35 percent in fiscal
year 2000) of Mexican trucks entering the United States that were inspected
and placed out of service for significant safety violations.

—Issue overdue safety regulations and update inspector training for pipelines.
RSPA needs to complete maps showing location of hazardous material pipelines;
establish inspection frequencies for natural gas pipelines; train RSPA inspectors
in advanced pipeline inspection technologies, and work with Congress on the
pipeline program reauthorization.

—Improve cross-modal coordination on DOT’s Hazardous Materials programs.
DOT needs to improve deployment, training, and coordination of the Depart-
ment’s Hazardous Materials inspection and enforcement resources, which are
dispersed in FAA, FRA, FMCSA, Coast Guard, and RSPA; and work with Con-
gress on the Hazardous Materials program reauthorization.

—Ensure that Amtrak, the States of New York and New Jersey, and the Federal
Government develop an action plan for addressing the nearly $900 million in
unfunded fire and life safety projects in the jointly-used rail tunnels approach-
ing Penn Station-New York.

3. Aviation System Capacity and Air Traffic Control Modernization

Against a backdrop of growing demand for air travel, there has been a rapid in-
crease in flight delays and cancellations. Between 1995 and 2000, FAA reported a
90 percent increase in flight delays. Likewise, the Bureau of Transportation Statis-
tics reported a 104 percent increase in cancellations. For 2000, over 1 in 4 domestic
flights-affecting approximately 163 million passengers-were delayed, canceled, or di-
verted, with the average arrival delay exceeding 52 minutes.

In early 1999, Congress considered passing a “passenger bill of rights” but instead
agreed to defer legislation and allow the airlines an opportunity to improve the situ-
ation on their own. On June 17, 1999, the airlines issued their Airline Customer
Service Commitment.

In January 2000, Congress passed the Wendell H. Ford Aviation Investment and
Reform Act for the 21st Century, more commonly known as “AIR-21”. ATR-21 will
provide FAA with nearly $8.6 billion to modernize the air traffic control system and
almost $10 billion in airport improvement program funds from fiscal year 2001
through 2003.

Our recommendations for beginning to address the crisis in aviation capacity fall
into four areas: developing strategies for addressing delays; establishing FAA’s air
traffic control services as a results based organization; managing FAA’s efforts to
use new technology to increase safety, efficiency, and capacity; and assessing FAA’s
role in planning for nationwide airport infrastructure needs.

—Develop Strategies for Addressing Delays.
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Develop a strategic plan for addressing aviation capacity shortfalls, delays
and cancellations in the short (1-2 years), intermediate (4-5 years), and long
terms (8-10 years).

Develop and implement a uniform system for tracking delays, cancellations
and their causes.

Develop “capacity benchmarks” for the Nation’s top 30 airports describing the
number of operations the airport can handle at various times of the day under
various weather conditions. Such benchmarks are critical to understanding the
true impact of airline scheduling practices and what relief can be expected from
new technology and airport infrastructure enhancements.

—Establish FAA’s Air Traffic Control Services as a Results-Based Organization.

Implement structural reforms directed in AIR-21, including an expanded role
for the Management Advisory Council, the creation of an Air Traffic Services
Subcommittee (whose members were just named), and the appointment of a
Chief Operating Officer.

Establish a cost accounting system. FAA originally planned to have the cost
accounting system in place by October 1998 but completion dates have slipped
many times—FAA now anticipates completing the system at the end of fiscal
year 2002.

—1(\3/[anage FAA’s efforts to use New Technology to Increase Safety, Efficiency, and
apacity.

Strengthen management oversight of multi-billion dollar software-intensive
development contracts designed to modernize the air traffic control system and
increase system capacity. FAA needs to use the procurement flexibilities Con-
gress granted it in 1995 to hold contractors and FAA staff accountable for cost-
effectiveness and reasonable adherence to established schedules. Key milestone
decisions need to be made this year with several modernization efforts, includ-
ing Wide Area Augmentation System (WAAS), Standard Terminal Automation
Replacement System (STARS), and the Oceanic Replacement Program.

Define and implement plans for transitioning to satellite-based navigation
and landing systems.

Provide modernized air traffic control services over the Pacific and the Atlan-
tic Oceans to implement International Civil Aviation Organization (ICAO) dele-
gations.

Move forward with airspace redesign efforts and linking them with plans for
implementing free flight technologies.

—Assess FAA’s Role in Planning for Nationwide Airport Infrastructure Needs.

Consider whether FAA should move from a passive role (distribution of grant
funds) to a more active one of facilitating a strategic view of airport expansion,
leveraging grant funds to capacity-constrained locations, and helping to resolve
local opposition.

Address severely capacity-constrained airports with no realistic near-term
hope for meeting demand. Options that will be debated run the gamut from “do
nothing and let the market straighten things out,” to peak hour or congestion
pricing, authorizing airline scheduling discussions under antitrust supervision,
and lotteries—another form of slot control.

4. Surface and Airport Infrastructure

The Transportation Equity Act for the 21st Century (TEA-21) and the Aviation
Investment and Reform Act for the 21st Century (AIR-21) provided an unprece-
dented infusion of funds for highway, transit, and airport infrastructure projects.
Highway and transit funding increased by over 40 percent and airport infrastruc-
ture funding by about 75 percent. TEA—21 provides $218 billion for highway and
transit projects while AIR-21 makes $12.4 billion available for airport infrastruc-
ture projects.

The painful Boston Central Artery Project disclosures last year, several internal
embezzlement/kickback cases, and the $14 million in fines and jail terms in the
Palumbo Brothers/Monarch Construction cases illustrate the need for improved
stewardship and oversight. While Federal agencies must take the lead role, the
states also have an obligation as front line authorizers, to ensure stewardship and
oversight of Federal funds.

The most pressing issues are ensuring that available funds are used as intended
by (1) exercising stewardship and oversight to prevent fraud and mismanagement;
and (2) expeditiously advancing projects to improve capacity, relieve congestion, and
enhance safety while respecting the letter and intent of environmental laws.

Our key recommendations in this area are:

—PFollow through on commitments to enhance DOT oversight capacity and prac-

tices in order to identify problems and mitigate risks on mega-projects (such as
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Central Artery, Woodrow Wilson Bridge, and San Francisco Bay Area Rapid
Transit (BART) Airport Extension).

—Ensure adequate oversight (including audits and investigations, where appro-
priate) for Federal funds to prevent fraud, waste and abuse and avoid scandal
in administering TEA-21 and AIR-21.

—Advance projects to improve capacity, relieve congestion, and enhance safety
while respecting the letter and intent of environmental laws.

—Mitigate risks on FTA projects with full funding grant agreements. When an-
nual Federal appropriations are less than scheduled payments in grant agree-
ments, grantees may need to find alternate funding sources or extend the con-
struction schedules. In both instances, project costs may increase.

5. Coast Guard Capital Acquisition Budget

To meet the Coast Guard’s goals, its capital acquisition budget would need to
more than double from $400 million annually to at least $850 million annually on
a sustained basis.

Preliminary estimates indicate that capital improvement funding of $15 billion or
more will be needed over the next 20 years to modernize assets critical to the Coast
Guard’s Marine Safety, Search and Rescue, Law Enforcement, and Marine Environ-
mental Protection programs. Although Coast Guard has not yet provided definitive
cost estimates for all its planned acquisitions, it has reported that the Deepwater
Capability Replacement Project will cost more than $10 billion, the National Dis-
tress and Response System Modernization Project will cost from $240 to $300 mil-
lion, and the annual capital investment in shore facilities will increase from $61
million in fiscal year 2001 to $129 million in fiscal year 2005.

Not only are there competing demands within the acquisition budget, our ongoing
audit of Coast Guard’s search and rescue program is identifying additional manage-
ment challenges. Specifically, we are finding the search and rescue program is
understaffed and many staff are not fully qualified for their positions; the small
boats used in search and rescue missions are aging and consistently failing to meet
Coast Guard standards; and the search and rescue program budget has declined rel-
ative to other Coast Guard programs. Despite these long-standing problems, the
Coast Guard is maintaining a relatively high level of program effectiveness. Never-
theless, Coast Guard faces a challenge in remedying these problems while trying to
satisfy its capital acquisition requirements.

Our key recommendations in this area are:

—Work with OMB to reconcile differences between Coast Guard’s capital acquisi-
tions proposals (i.e., $760 million in fiscal year 2002) and budget targets (i.e.,
$520 million in fiscal year 2002).

—Complete the planning process for the estimated $10 to $15 billion Deepwater
project in order to justify budget requests. Coast Guard needs to be able to jus-
tify what is to be purchased, at what cost, and in what time frame.

—Establish realistic budget and schedule estimates for the National Distress Sys-
tem—an important search and rescue safety capability first discussed in the
early 1980s—that the Coast Guard plans to deploy between 2003 and 2006.

6. Transportation Security

The terrorist attacks against the U.S.S. Cole and U.S. embassies in Kenya and
Tanzania highlight the global nature of terrorism. To oppose this threat and ad-
vance the Nation’s vital interest, DOT must do all it can to identify and address
risks in the massive U.S. transportation system. This includes not just the Nation’s
aviation industry (with over 5,000 public use airports), but all forms of U.S. surface
transportation (including 3.9 million miles of public roads, 2.2 million miles of oil
and natural gas pipelines, 123,000 miles of major railroads, and 508 transit opera-
tors in 316 urban areas) and U.S. marine transportation (with over 24,000 miles of
commercially navigable waterways and 145 major ports on the coasts and inland
waterways).

Our recommendations include:

—Maximize the effectiveness and usage of explosives detection equipment at air-

ports.

—Complete pending rulemakings on certification of screening companies, airport

access requirements and accounting for active airport identification cards.

—Implement the Airport Security Improvement Act of 2000, which will strength-

en background investigation requirements for airport personnel.

—Finalize the draft DOT surface transportation security research strategy, based

on recommendations from the National Research Council.
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7. Computer Security

E-Government is becoming an important part of Government operations. Web
sites are powerful tools for the Federal Government to improve the quality of its
services. However, recent denial-of-service attacks on e-commerce sites and e-mail
systems serve as “wake-up” calls for enhancing Internet security. In addition to
managing unauthorized access or attacks by outsiders, agencies also need to en-
hance security over insiders, including employees, contractors, and grantees.

Our recommendations to DOT include:

—Complete the vulnerability assessments of infrastructure mission-critical sys-

tems.

—Evaluate the security impact of the proposed integration of National Airspace

System air traffic control and FAA administrative systems.

—Complete background checks on contractor and DOT employees.

—Implement security measures against attacks on DOT computers and improve

controls over passwords to prevent fraud.

8. Amtrak Financial Viability and Modernization

The 1997 Amtrak Reform and Accountability Act mandated that Amtrak develop
a plan to eliminate its need for Federal operating support after fiscal year 2002. In
fiscal year 2000, Amtrak’s cash loss was $561 million ($120 million worse than pro-
jected), largely as a function of longer-than-projected delays in the Acela high-speed
rail program. While revenues and ridership improved markedly in 2000, expense
growth kept pace, preventing Amtrak from making significant progress on reducing
its losses and achieving its glide path to operational self-sufficiency. Amtrak’s
progress along its glidepath will need to accelerate rapidly if it is to reach oper-
ational self-sufficiency by 2003. Beginning in 2001, Amtrak’s cash losses will need
to be reduced by nearly $100 million each year in order to meet the congressionally
mandated deadline.

Even if Amtrak becomes operationally self-sufficient by 2003, it will continue to
require significant and sustained capital funding for the foreseeable future. Amtrak
estimates its needs to be in the neighborhood of $1.5 billion each year in order to
bring the Northeast Corridor back to a state of good repair, invest in new corridor
development, and address general capital needs across the entire system. Amtrak
hopes to secure this funding through some combination of a high-speed rail bond
bill and annual appropriations from Congress.

Our recommendations in this area include:

—Close the $737 million gap in projected cost savings and revenues, which Am-

trak pledged to achieve through undefined management actions.

—Deliver and generate revenues from all 20 trainsets planned for high-speed

service in the Northeast Corridor.

—Explore options for securing a significant and sustained long-term capital fund-

ing source.

9. MARAD’s Ship Disposal Program

MARAD currently has 116 obsolete vessels in the National Defense Reserve Fleet
(NDRF) awaiting disposal. These vessels are deteriorating and pose an immediate
environmental threat in Virginia, Texas, and California. They contain hazardous
substances such as fuel oil, asbestos, solid and liquid polychlorinated biphenyls,
lead, radium, and chromates. Immediate state and Federal action would be re-
quired, should the hazardous materials escape into the water.

The approach of selling MARAD’s vessels for domestic scrapping has not worked.
Since 1995, only eight obsolete vessels have been scrapped. The number of vessels
awaiting disposal has grown from 66 in 1997 to 116 today and is expected to reach
155 by the end of fiscal year 2001.

Congress has directed MARAD to work with the Navy and the Environmental
Protection Agency to:

—Develop and implement an environmentally and financially responsible program

to dispose of the 116 ships in the NDRF by the statutory deadline of September
30, 2006.

10. Departmental Business Practices

DOT has established corporate management strategies (departmental business
practices) that cut across all organizational boundaries within DOT and are key to
performing its missions efficiently and providing its customers with consistent and
seamless transportation policy and services.

Our work has identified five areas of DOT business practices we think rise to the
level of the agency’s top management challenges. They are: ensuring financial ac-
countability; improving the timeliness of DOT rulemakings; improving oversight of
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contract costs and closeouts; maintain and improve DOT’s successful Government
Performance and Results Act (GPRA) implementation; and administrative issues
concerning space requirements for a new DOT headquarters building and the Trans-
portation Administrative Service Center’s (TASC) role in providing administrative
support.

—Ensure Financial Accountability. Complete implementation of the new Depart-
ment-wide financial system (Delphi), ensure the accuracy of FAA’s multi-billion
dollar property account, and develop a credible system for tracking FAA’s prop-
erty, in order to sustain a clean opinion on the financial statements covering
DOT’s $58 billion budget.

Develop and implement a Department-wide cost accounting system—particu-
larly in FAA where its proposed cost accounting system has been under develop-
ment for over 4 years. FAA will not be able to operate as a results-based organi-
zation or accurately account for the cost of air traffic control operations without
a credible cost accounting system.

—Improve the timeliness of DOT rulemakings. For the significant rules completed
in 1999, DOT took an average of 3.8 years to issue a final rule. Several impor-
tant safety related rules are overdue (e.g., railroad grade crossings) and others
(e.g., the rules implementing new motor carrier program safety enhancements)
may not be done by their statutory due date. Although the previous Secretary
committed the Department to a course of corrective action, the key to improving
the rulemaking process is effective implementation, particularly the establish-
ment of a Department-wide tracking and monitoring system.

—Improve oversight of contract costs, particularly through use of independent
contract close-out audits. Some DOT contracting officers are closing out cost-re-
imbursable contracts without independent audits and with minimal oversight.
We found little evidence of review on the amounts being billed by contractors.

—Maintain and improve the Department’s highly rated Strategic Plan and com-
bined Performance Report/Performance Plan under GPRA. A major factor that
will impact DOT’s ability to achieve its goals is the effective use of human re-
sources.

—Resolve space requirements for the new DOT headquarters building.

—Resolve TASC’s role in providing administrative support services for the De-
partment’s headquarters units.

STATEMENT OF JOHN H. ANDERSON

Senator SHELBY. Mr. Anderson, we are glad to have you with us
from the General Accounting Office. As I said earlier, your com-
plet_ﬁ statement will be made a part of the record. Proceed as you
wish.

Mr. ANDERSON. Thank you very much. A lot of what I am going
to say is going to echo some of the things Ken has said, and it
would be surprising if we had a lot of different issues.

With nearly $60 billion in funding for fiscal year 2001, the De-
partment of Transportation faces critical challenges. While it has
achieved many successes over the years, major challenges remain.
They are systemic and longstanding. It is not surprising that 2
years ago about this time Ken and I were here, and we were talk-
ing about many of the same issues.

I am going to cover three areas, surface transportation, aviation,
and the Coast Guard. First, with surface, about 5,400 people died
on our Nation’s highways in 1999 in crashes involving large trucks.
As the figure on page 4 of my statement shows, that number is
largely unchanged over the last 10 years.

TRUCK SAFETY

To improve truck safety, Congress established and Ken made ref-
erence to this, the new Federal Motor Carrier Safety Administra-
tion, and that office has developed a truck safety action plan. How-
ever, the Office suffers from a lack of accurate, current data that
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is needed to identify the underlying causes of accidents so they can
take the right corrective actions.

The Office I think also needs to prioritize its projects. It has
identified, I believe, 47 major projects and there are questions
whether or not it has resources to do all of them. But, of course,
without the data it is a catch-22 situation, they do not know nec-
essarily which projects are the most promising.

PIPELINE SAFETY

Concerning major pipeline accidents, Senator Murray, I do not
have too say much about this for you, but they have claimed over
220 lives and injured over 1,000 people from 1989 to 1998, and as
the figure on page 5 of my statement shows, the number of pipeline
accidents has been increasing during this period 4 percent a year.

DOT’s Office of Pipeline Safety’s approach to comprehensively as-
sess safety risk does hold some promise, but the Office needs to
continue to use State inspectors wherever they can to augment
their limited resources. It also needs to know whether or not its
new practice of relying less on fines is working to improve the safe-
ty of the pipelines.

On the management side, in the surface transportation area we
found that many large highway and transit projects have incurred
huge cost increases and unscheduled delays, and while FTA and
FHWA are doing a better job in this area, additional challenges re-
main.

We really think the main key here is to require good, sound fi-
nancial plans that are closely reviewed by the overseers. They are
required for new starts transit projects as a course of business
under full funding grant agreements, but they really need to be a
part of any major project, whether it be transit or highway.

AMTRAK

Turning to Amtrak, despite efforts to improve its overall finan-
cial condition, Amtrak has made relatively little progress. They are
still going to need Federal operating subsidies, we believe. While
revenues have increased, so have costs. As a result, they are un-
likely to eliminate their need for Federal operating subsidies by the
end of 2002, as required.

In addition, and Ken made reference to this, too, Amtrak has
substantial capital needs. It estimates that Federal funds totalling
$30 billion over the next 20 years are going to be needed to help
meet these needs.

AVIATION CHALLENGES

In aviation, I will mention three major challenges. The first is air
traffic control modernization. We have talked about this ad nau-
seam, but it is still there. It is still a problem. Over the last 19
years, this multibillion-dollar program has experienced cost over-
runs, delays, and performance shortfalls of very large proportions.
While some progress has been made in this area, major projects
continue to experience these problems and because of its size and
complexity and cost, since 1995 we have designated it as a high-
risk management problem.
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With a modernized ATC system, FAA would be in a better posi-
tion to help meet the growing demands for air service. The
congestions and delays that Ken referred to make it critical that
FAA meet its challenge in this area. Ken touched on this as well.

In addition, improving aviation safety and security are a must.
As the table on page 8 of my statement shows, DOT did not meet
any of its 1999 goals for improving aviation safety. They must im-
prove the process for improving root causes of accidents, and they
must correct the implementation problems that have plagued their
new inspection system.

In addition, critical security weaknesses still exist in protecting
the air traffic control computer systems from sabotage and reduc-
ing, or improving the detection rates for baggage screeners at
major U.S. airports.

Another important aviation challenge, and this is a little dif-
ferent than the customer service area Ken was talking about but
it is certainly related is improving airline competition. I talked
about this a couple of years ago, and you have had some special
hearings on this, Mr. Chairman.

When the Airline Deregulation Act was enacted in 1978 the hope
was that all consumers were going to benefit with improved fares
and service. However, a lack of effective competition in certain
markets has contributed to higher air fares and reduced service in
some communities.

The proposed mergers between United Airlines and U.S. Airways
and American Airlines’ proposed purchase of TWA have raised seri-
ous concerns about the impact on consumers. The reduction in the
number of competitors in certain markets, the market share that
the new combined airlines would command, and the potential dom-
ino effects, must be closely examined. The figure on page 11 of my
statement refers to this issue.

COAST GUARD DEEPWATER PROJECT

Finally, I would like to mention something Ken alluded to as
well, and that is the Coast Guard’s Deepwater Project. This is a 20-
year, $10 billion project under current estimates and the costs
could increase. Its purpose is to replace or modernize the Coast
Guard’s fleet of deep water ships, aircraft, communications and
radar equipment.

There is no question that the Coast Guard needs to make im-
provements, because they have got some assets that are aging. The
biggest problem is, I think they need to upgrade their communica-
tion equipment and their sensors so they can do a better job there.

We have been monitoring and reporting on this project for sev-
eral years, and for the most part the Coast Guard has been respon-
sive to our concerns. Now, the project is about to enter a crucial
stage, and we understand the Coast Guard plans to request $350
million this year to begin their procurement process for Deepwater.

However, there are major risks associated with it, including
awarding a series of contracts to one contractor to oversee and ac-
quire all the system components. Such an approach has never been
used on a procurement of this size or complexity.

We are currently reviewing this effort and working with the
Coast Guard to try to help mitigate the risks associated with this
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project so we can provide some real-time assistance as opposed to
coming after the fact and saying, we told you so. We plan to report
the results of our work this year in time for you to use in your ap-
propriations deliberations.

In closing, I just want to say, sustained oversight like this hear-
ing that you are having is going to help DOT keep focused on solv-
ing the problems that we and the IG have identified. Ultimately,
the administration and the Congress must think and act in a man-
ner that ensures that final decisions reflect an intermodal strategy
that addresses the most pressing needs cost-effectively, and all this
must be done within a framework that recognizes that there are
large human capital issues looming that face DOT and the rest of
the Federal Government.

That concludes my statement. I will be glad to answer questions.

[The statement follows:]

PREPARED STATEMENT OF JOHN H. ANDERSON, JR.

Mr. Chairman and Members of the Subcommittee: We are here today to discuss
the critical challenges facing the Department of Transportation (DOT). My testi-
mony is based on reports we issued in January as part of GAQO’s performance and
accountability series on major management challenges and program risks facing fed-
eral agencies and the federal government as a whole.! With $58.5 billion in funding
for fiscal year 2001, the Department faces critical challenges in achieving its goals
of ensuring the safe and efficient movement of people and goods and in making cost-
effective investments in the nation’s transportation infrastructure.

The Department has achieved many successes in accomplishing its objectives and
improving its operations. For example, it successfully addressed the Year 2000 com-
puter challenge and improved the management of its transit grant programs so that
they no longer are at high risk of fraud, waste, abuse, or mismanagement. However,
major performance and management challenges remain. These problems are sys-
temic and long-standing, and their resolution will require sustained attention by the
Department. Therefore, it is not surprising that many of the challenges I am dis-
cussing today were also raised 2 years ago in our review of the Department’s per-
formance and accountability. I will summarize the challenges for surface transpor-
tation, aviation, the U.S. Coast Guard, and for the Department as a whole. Ulti-
mately, the new administration and the Congress will need to address these issues
in the broader context of an intermodal national transportation strategy.

—For surface transportation safety, DOT continues to face challenges in improv-
ing the safety of highways and pipelines. For example, in 1999, about 5,400 peo-
ple died in crashes involving large trucks. While the Department appears to be
making progress on some initiatives to reduce the number of large truck crash-
es, it needs to obtain high-quality, timely data on the causes of these crashes.

—For other surface transportation issues, DOT and the Congress face challenges
in improving the oversight of large-dollar highway and transit projects,
strengthening the financial condition of Amtrak, and enhancing freight rail
competition. While the Federal Transit Administration (FTA) and Federal High-
way Administration (FHWA) have improved their oversight of large projects, ad-
ditional challenges exist. For example, FTA may not have the resources it needs
after fiscal year 2001 to adequately oversee a significant number of new transit
projects, and we recommended that the Department identify any funding short-
falls and take steps to address them. In addition, it is likely that Amtrak will
not eliminate its need for federal operating subsidies by the end of 2002, as re-
quired by the Congress, which will require that fundamental decisions be made
by the Congress about the continuation and scope of the nation’s intercity pas-
senger rail system.

—For aviation, the Federal Aviation Administration (FAA) continues to face con-
siderable challenges in managing its multibillion-dollar air traffic control (ATC)
modernization program, addressing shortcomings in its safety and security pro-
grams, and resolving long-standing weaknesses in its financial management.

1Major Management Challenges and Program Risks: Department of Transportation (GAO—
01-253, Jan. 2001), Major Management Challenges and Program Risks: A Governmentwide Per-
spective (GAO-01-241, Jan. 2001) and High-Risk Series: An Update (GAO-01-263, Jan. 2001).
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While the Department is making progress in addressing some of these issues,
more remains to be done. We continued to list FAA’s ATC modernization pro-
gram as a high-risk information technology initiative because of its size, com-
plexity, cost, and problem-plagued past. Congestion and record-level airline
delays make it critical that FAA fully modernize the system so that it can meet
the growing demands for air service. We have continued to designate FAA’s fi-
nancial management as a high-risk area because of the serious and long-stand-
ing nature of those weaknesses. An additional challenge is the lack of effective
airline competition in certain markets, which has contributed to high fares and
poor service for some communities. Possible further consolidation of the airline
industry raises additional concerns about the impact on consumers.

—Improvements are needed in the Coast Guard’s 20-year, $10 billion project to
replace or modernize its fleet of deepwater ships and aircraft. While the agency
has addressed many of our earlier recommendations about the project’s jus-
tification, attention needs to be focused on reducing the risks in its contracting
approach, fully developing its acquisition strategy, and ensuring the project’s af-
fordability.

—Finally, an overriding challenge facing DOT as well as the entire federal gov-
ernment is the lack of attention to strategic human capital management. In
January 2001, we designated this as a governmentwide high-risk area. Inad-
equate attention to human capital issues has been a root cause of some of the
performance challenges facing DOT, such as FAA’s problems with its ATC pro-
gram.

HIGHWAY AND PIPELINE SAFETY CHALLENGES

Of the more than 42,000 people who died on our nation’s highways in 1999, about
5,400 died in crashes involving large trucks, a figure largely unchanged from a dec-
ade ago.?

Truck-related fatalities
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Source: DOT.

DOT has taken several steps to improve truck safety, including (1) establishing,
at the direction of the Congress, a new organization—the Federal Motor Carrier
Safety Administration—that is responsible for truck safety and (2) developing an
overall strategy—called the Safety Action Plan—to improve the safety of commercial
motor vehicles. Nonetheless, the Department must overcome significant barriers to
make measurable progress in improving truck safety. For example, while the De-
partment appears to be making progress on some initiatives in its Safety Action
Plan, it lacks high-quality, up-to-date information on the causes of large truck
crashes. Without such data, DOT cannot determine the degree to which its initia-
tives will reduce truck-related fatalities. In addition, the Department is just begin-

2 Large trucks are those with a gross weight of more than 10,000 pounds.@
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ning to determine whether it will have the resources to complete the activities in
its plan.

In addition to highway safety challenges, major pipeline accidents have claimed
about 22 lives per year.? From 1989 through 1998, the number of major pipeline
accidents increased by about 4 percent annually see figure 2. DOT’s Office of Pipe-
line Safety (OPS) has adopted several initiatives to improve pipeline safety, includ-
ing moving toward inspecting entire pipelines rather than segments of pipelines to
provide a more comprehensive assessment of safety risks. We have concerns, how-
ever, about OPS’ actions, such as relying less on states to inspect those portions of
interstate pipelines within their borders. States’ familiarity with the pipeline seg-
ments in their jurisdictions could aid in identifying the very risks that OPS is hop-
ing to mitigate through its new approach. Furthermore, a combined federal and
state approach to overseeing pipeline safety could better leverage federal resources.
In addition, OPS has changed its approach to enforcing compliance with its regula-
tions by reducing its use of fines and, instead, working with pipelines operators to
identify and correct safety problems. However, the office has not assessed whether
its revised approach to enforcement is resulting in greater rates of compliance. We
recommended that DOT determine whether the reduced use of fines has improved
compliance with pipeline safety regulations.

Figure 2: Pipeline Accidents Resulting in Fatalities, Injuries, or Property Damage of $50,000 or More,
1989-98
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Source: GAO's analysis of data from the Office of Pipeline Safety.

CHALLENGES FACING SURFACE TRANSPORTATION PROJECTS AND PASSENGER AND
FREIGHT RAIL

Over the years, many large-dollar highway and transit projects have incurred cost
increases and schedule delays. Under the Transportation Equity Act for the 21st
Century (TEA-21), at least $198 billion will be provided for highway and transit
projects from fiscal year 1998 through fiscal year 2003. Although FTA and FHWA
have improved their oversight of large projects, additional challenges exist. FTA
may not have the necessary level of resources after this fiscal year to adequately
oversee a significant number of new transit projects. In September 2000, we rec-
ommended that DOT identify any funding shortfalls in its budget for fiscal year
2002 and proposed steps to address them. This recommendation was reinforced dur-
ing the last appropriations process when the Congress directed DOT to develop a
plan to address expected shortfalls and to include this information in its fiscal year
2002 budget submission. We also found that DOT is likely to exhaust its commit-
ment authority for the construction of new transit systems or the extensions of ex-
isting systems before the end of the funding period for TEA-21. Therefore, we rec-

3Major pipeline accidents are those that result in a fatality, an injury, or property damage
of $50,000 or more.
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ommended that DOT prioritize eligible transit projects so that funds can be directed
to those offering the best potential for cost-effective transportation improvements.

Despite efforts to improve its overall financial condition, the National Railroad
Passenger Corporation (Amtrak) has made relatively little progress in reducing its
need for federal operating subsidies. Since 1971, the federal government has pro-
vided Amtrak with over $23 billion in operating and capital assistance. In 1994, at
the request of the administration and later at the direction of the Congress, Amtrak
pledged to eliminate the need for federal operating subsidies by the end of 2002.
However, in fiscal year 2000, Amtrak reduced its need for operating subsidies by
only $5 million—substantially less than its planned reduction of $114 million. Over
the last 6 years (1995-2000), Amtrak reduced its need for operating subsidies by
only $83 million and must make $281 million in further reductions in 2001 and
2002 to become operationally self-sufficient. While revenues have increased, so have
costs. As a result, it is unlikely that Amtrak will eliminate its need for federal oper-
ating subsidies as directed. If Amtrak does not meet the goal, plans for restruc-
turing intercity passenger rail service and liquidating Amtrak are to be submitted
to the Congress.

Even if Amtrak does attain operational self-sufficiency, it will require substan-
tially more financial support to meet its capital needs. Amtrak estimates that it will
need an average of $1.5 billion a year in federal funds to meet its identified capital
needs over the next 20 years. Amtrak is also requesting authority to issue $12 bil-
lion in tax-exempt bonds to meet its capital needs. Bondholders would receive an
income tax credit equal to the interest they would otherwise receive.

Continued consolidation in the railroad industry has raised concerns about poor
service and high rates in certain markets. The Surface Transportation Board, which
approves rail mergers and consolidations, has taken a number of actions to address
rail rate, service, and merger issues. For example, shippers are now allowed to re-
ceive expedited temporary relief from inadequate rail service through service from
an alternative carrier. However, the Board’s actions may not fully satisfy many
shippers who believe that increased competition in the rail industry is needed to im-
prove service. Because of the divergent views of railroads and shippers, resolving
service and competition issues will be difficult and may require congressional action.

AVIATION CHALLENGES

Over the past 19 years, FAA’s multibillion-dollar ATC modernization program has
experienced cost overruns, delays, and performance shortfalls of large proportions.
FAA is making progress in addressing some of the causes of these problems, but
its reforms are not complete, and major projects continue to face challenges in all
three areas. To date, the Congress has appropriated over $32 billion for the pro-
gram, and FAA estimates that the program will need an additional $13 billion
through 2005. Because of its size, complexity, cost, and problem-plagued past, we
first designated FAA’s ATC modernization program as a high-risk information tech-
nology initiative in 1995. Since 1995, we have made over 30 recommendations to
address the root causes of the program’s problems, which include an ineffective in-
vestment management structure and inadequate cost-estimating and cost-account-
ing practices. While FAA has initiated activities in response to our recommendations
in many areas, more must be done. For example, FAA has begun to improve its cost
estimates, but it has not yet fully instituted rigorous cost-estimating practices. With
a modernized ATC system, FAA will be in a better position to meet the growing de-
mands for air service. The congestion and record-level airline delays facing the na-
tion make it critical that FAA meet its challenge in this area.

In 1999, FAA did not meet any of the four performance goals it had established
for improving aviation safety. (See table 1.) We have identified numerous short-
comings in FAA’s safety and security programs. For example, we recommended that
FAA improve the effectiveness of its Safer Skies program—a joint government and
industry initiative to identify and address the root causes of aviation accidents—by
developing better evaluation procedures. We also recommended that FAA clarify
program guidance for and improve the usefulness of its Air Transportation Over-
sight System for targeting inspection resources more effectively.
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TABLE 1.—DOT'S FISCAL YEAR 1999 PERFORMANCE MEASURES AND GOALS FOR AVIATION

SAFETY
Performance measure Fiscl year 1999 Goal
! Goal Performance achieve?
Number of fatal aviation accidents 0.034 accidents per 0.04 accidents per 100,000 No.
for U.S. commercial air carriers per 100,000 flight hours. flight hours.
100,000 flight hours.
Number of dangerous incidents on 270 incidents ......ccccooeneee. 322 incidents .......cocoovnee. No.
airport runways (runway incur-
sions).
Number of errors in maintaining safe  0.496 errors per 100,000 0.57 errors per 100,000 No.
separation between aircraft per activities. activities.
100,000 activities 1.
Number of deviations-i.e. when an 0.099 deviations per 0.18 deviations per No.
aircraft enters airspace without 100,000 activities. 100,000 activities.
prior coordination—per 100,000
activities.

1 “Activities” are total FAA facility activities, as defined in Aviation System Indicators 1997 Annual Report. An example
of an activity is an air traffic controller providing guidance to a pilot who needs to make an instrument landing.

Source: DOT.

Further improvements are needed in hiring and training personnel who operate
security checkpoints at airports to screen passengers and carry-on baggage for dan-
gerous objects. For instance, we have found that several factors continue to reduce
airport screeners’ effectiveness in detecting dangerous objects, most notably (1) the
rapid turnover of screener personnel—often above 100 percent a year at large air-
ports (see table 2)—and (2) the human factors associated with screening that have
for years affected screeners’ hiring, training, and working environment. Although
FAA is pursuing efforts to improve the hiring, training, and testing of airport
screeners, most of these efforts are behind schedule.

TABLE 2.—Turnover Rates for Screeners at 19 Large Airports, May 1998-April 1999

[In percent]

City (airport) Annual
turnover rate

St. Louis (Lambert St. Louis International) ..........cccceeeviiieiiiiiiiiiiieccieeeeiieees 416
Atlanta (Hartsfield Atlanta International) .... . 375
Houston (Houston Intercontinental) ......... . 237
Boston (Logan International) .................... 207
Chicago (Chicago-O’'Hare International) .. 200
Denver (Denver International) ...........cccccceeeruneennn. 193
Dallas-Ft. Worth (Dallas/Ft. Worth International) . 156
Baltimore (Baltimore-Washington International) ... 155

Seattle (Seattle-Tacoma International) ................ 140

San Francisco (San Francisco International) 110
Orlando (Orlando International) ........ccoeeeeeenn.n. 100
Washington (Washington-Dulles International) 90

Los Angeles (Los Angeles International) .......... 88

Detroit (Detroit Metro Wayne County) .......... 79
San Juan (Luis Munoz Marin International) 70
Miami (Miami International) .......cccccccevvuvrennnees 64
New York (John F. Kennedy International) ............... 53
Washington (Ronald Reagan Washington National) .. . 47
Honolulu (Honolulu International) .........cccccccvveevnnennne. . 37
Average turnover rate ..................... 126

Source: FAA.

We also identified actions necessary to secure FAA’s ATC computer systems to re-
duce the possibility of intrusions or attacks. We made 22 recommendations through
May 2000 to address these problems. For example, we recommended that FAA tight-
en controls over contract employees by ensuring that appropriate background inves-
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tigations are performed. While FAA has responded to these recommendations,
progress in some areas has been slow. We made an additional 17 recommendations
in December 2000 to address the continuing weaknesses.

We have reported that a lack of effective airline competition in certain markets
has contributed to high airfares and reduced service in some communities. A num-
ber of communities have not benefited from increased aviation competition, largely
because barriers inhibit the entry of new airlines and, as a result, pockets of high
fares and poor service exist. These barriers include limited access to gates at certain
airports and “slot” controls that limit the number of takeoffs and landings at certain
congested airports. The Congress has begun to address some of these barriers, in-
cluding requiring the phaseout of “slot” rules. However, the proposed merger be-
tween United Airlines and US Airways and American Airlines’ proposed purchase
of Trans World Airlines have raised questions about how such consolidation within
the airline industry could affect competition in general and consumers in particular.
If both proposals are approved, United would have the largest market share of any
U.S. airline—over 27 percent—and American would have a 22.6 percent share. (See
figure 3.)

Figure 3: Percentage of Tofal U.S. Domestic and International Passengers Carried by Major U.S. Airlines

American Airlines }
Trans World Airfines | 22.6%

Northwest Airlines

Continental Airlines

Other carriers

Delta Air Lines
Southwest Airlines

United Airlines }
US Airways 27.2%

Note: Percentages may not total because of rounding.
Source: GAO's analysis of data from DOT for the 12 months ending June 30, 2000.

The proposals raise a number of questions—such as how a consolidated industry
might affect service to small communities and new airlines’ ability to compete. The
Congress, DOT, and the Department of Justice must closely evaluate these pro-
posals to assess their impact.

In addition, major improvements are still needed in FAA’s financial management
systems. In January 1999, we designated FAA’s financial management as a high-
risk area because of serious and long-standing accounting and financial manage-
ment weaknesses. FAA received its first-ever unqualified opinion on its fiscal year
1999 financial statements, but it did so only through herculean efforts. FAA has not
yet proven it can sustain this outcome. Because FAA lacks an adequate system to
account for its physical assets on an ongoing basis, the agency used labor-intensive
methods to establish baseline and cost information for the financial statements. In
addition, FAA lacks a cost-accounting system or an alternative means to meaning-
fully accumulate and report its costs. FAA has made significant progress in its long-
term plan to remedy its financial management weaknesses. For example, it is devel-
oping a cost-accounting capability that is expected to provide detailed information
about the costs of services that it provides to the public. In addition, it has begun
implementing new systems to remedy its physical assets deficiencies. However, its
core cost-accounting system is not expected to be fully in place until the end of fiscal
year 2002 and its physical assets system will not be fully operational until fiscal
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year 2003. Until FAA has financial management systems and related procedures
and controls that provide reliable information, it will continue to be at high risk of
waste, fraud, abuse, and mismanagement.

COAST GUARD CHALLENGES

Improvements are needed in the Coast Guard’s Deepwater Project—a 20-year, $10
billion project to replace or modernize its fleet of deepwater ships and aircraft and
communications and radar equipment. The Coast Guard needs to focus attention on
reducing the risks associated with its contracting approach, fully developing its ac-
quisition strategy, and ensuring the project’s affordability. Although the agency has
addressed many of our earlier recommendations about the project’s justification, nu-
merous uncertainties still exist. For example, the Coast Guard does not expect to
finish planning the Deepwater Project until July 2001, but we understand that DOT
is planning to request $350 million for the project this spring. Asking for funds prior
to completing the planning process and fully addressing the risks associated with
this project raises uncertainties about whether the funds will be used effectively. A
major risk is the Coast Guard’s contracting approach—awarding a series of con-
tracts to one system integrator for potentially 20 or more years. Such an approach
has never been used on a procurement of this size or complexity. Because of the
uniqueness of this approach, the large dollars involved, and the importance of the
approach in shaping the future of the Coast Guard, the agency’s planned contracting
strategy requires a carefully thought-out and well-documented acquisition plan. We
are currently reviewing the Coast Guard’s efforts in this area and have been pro-
viding real-time advice to help mitigate the major risks associated with the pro-
gram. We plan to report our results in time for the appropriations committees’ delib-
erations on this year’s funding requests for the project.

DEPARTMENTWIDE HUMAN CAPITAL CHALLENGES

This year, GAO designated human capital management as a new governmentwide
high-risk area. Federal programs rely for their success on the performance of the
federal government’s people—its human capital. Workforce and succession planning
are central elements of successful human capital management. These elements pose
both short- and long-term challenges for DOT. According to the Office of Personnel
Management’s data, approximately 41 percent of DOT’s fiscal year 1998 civilian
workforce of 63,781 will be eligible to retire by the end of fiscal year 2006—however,
actual retirements may not be that high. Responding to this human capital chal-
lenge, DOT’s strategic plan for 2000-2005 envisions expanded workforce and succes-
sion planning for retirements in the next 10 years. According to a DOT official, as
of December 2000, DOT offices had initiated pilot programs to identify future work-
force needs for key occupations and DOT had drafted a Human Resources Action
Plan to meet overall human capital planning needs.

Clearly, human capital challenges have contributed to the performance problems
of some DOT programs. For example, a “stovepiped” culture at FAA has been one
of several underlying causes of acquisition problems in the agency’s ATC moderniza-
tion program. As we have learned, organizational cultures can be barriers to high
performance and make management improvement efforts more difficult.

In summary, many of the challenges we identified at DOT are long-standing and
will require sustained attention by the new administration and the Congress. While
the Department has initiatives under way to address the shortcomings in some of
its programs, these activities have not been fully implemented. Their success will
depend on a strong commitment from DOT’s new leadership and a sustained effort
to identify and address critical human capital issues. Finally, as they address the
problems facing each of the individual components, given the myriad of demands for
new resources, the new administration and the Congress must think and act so as
to ensure that their transportation decisions reflect an intermodal transportation
strategy that addresses the most pressing national needs in a cost-beneficial man-
ner.

This concludes my prepared statement. I would be glad to answer any questions.

STATEMENT OF SENATOR PATTY MURRAY

Senator SHELBY. Senator Murray.

Senator MURRAY. Thank you very much, Mr. Chairman. Let me
just begin by saying it is a pleasure to work with you on the Trans-
portation Subcommittee, and I look forward to a number of hear-
ings we will have with you in putting together a bill.
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I think it is really appropriate that we begin hearings this year
with a discussion of the management challenges facing the Depart-
ment of Transportation, because our Nation’s transportation needs
are so great, and we are so far behind where we should be. In
terms of investment, we need to make sure there is no waste and
inefficiency in any of our programs. Our needs for transportation
investment include all of our major infrastructure programs
through which we construct and renovate highways, airports, and
transit systems, but they also include critical safety programs
through which we compensate the tens of thousands of rail inspec-
tors, pipeline inspectors, truck inspectors, and air traffic controllers
who work to protect our lives every day.

I have a longer statement that I will submit for the record, so
I can get right to my questions.

[The statement follows:]

PREPARED STATEMENT OF SENATOR PATTY MURRAY

Mr. Chairman, this is the first hearing held by the Transportation Subcommittee
this year. As the new Ranking Member of the Subcommittee, I want to take a mo-
ment to welcome the two newest Members of our Subcommittee, Senator Durbin
and Senator Hutchison of Texas. I look forward to their input and contributions as
we put together a Transportation Appropriations bill for the coming year.

It is most appropriate, Mr. Chairman, that we begin our hearings this year with
a discussion of the management challenges facing the Department of Transpor-
tation. Waste and inefficiency are to be condemned wherever they are found in our
government. Such waste and inefficiency are especially deplorable, however, when
they are found in our federal transportation programs. That is because our nation’s
transportation needs are so great, and we are so far behind where we should be in
terms of investment.

When I speak of the need for transportation investment, I do not speak only of
our major infrastructure programs through which we construct and renovate high-
ways, airports, and transit systems. I speak, also, of the critical safety programs
through which we compensate the tens of thousands of rail inspectors, pipeline in-
spectors, truck inspectors, and air traffic controllers who work to protect our lives
every day.

I've spent a great deal of time over the past two years working to improve pipeline
safety. As you know, a liquid pipeline explosion in my state in June of 1999 claimed
the livels of three children. More recently, a natural gas line in New Mexico killed
12 people.

Since June of 1999, I have worked with Senator McCain and others, members of
my delegation, industry, state officials, and interest groups to pass comprehensive
pipeline safety reform legislation.

I am proud to note that last Thursday we unanimously passed legislation in the
Senate. This is the second year in a row the Senate has passed comprehensive legis-
lation. That legislation addresses many of the concerns that I have about pipeline
safety. To make pipelines safer, the bill:

—Improves the Qualification and Training of Pipeline Personnel

—Improves Pipeline Inspection and Prevention Practices

—Expands the Public’s Right to Know about Pipeline Hazards

—Raises the Penalties for Safety Violators

—Enables States to Expand their Safety Efforts

—Invests in New Technology to Improve Safety

—Protects Whistle Blowers, and

—Increases Funding for Safety Efforts

But passing legislation is only one step. Over the years, Congress has required
the Office of Pipeline Safety to implement and enforce strong safety rules. In many
cases, it has failed to do so.

At my request, both the agencies testifying today—the GAO and the Office of In-
spector General—issued reports over the course of the last year regarding the inad-
equacies at the Office of Pipeline Safety. I want to thank both Ken Mead and John
Anderson personally for responding to my requests, and compliment them for their
work. Both products were helpful in crafting the legislation that passed last week.
I will be asking questions regarding their findings and soliciting their thoughts on
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fvhat further measures can be taken in Congress to improve the oversight of pipe-
ines.

Mr. Chairman, just yesterday, the Inspector General released his long awaited re-
port on the poor quality of customer service endured by the nation’s air travelers.
As a frequent flier, I, like many of my colleagues, have my own strong views on this
topic. I look forward to discussing the findings of this report today as well as ad-
dressing other critical issues such as Amtrak’s future, the inadequate fiscal controls
at the Coast Guard and the FAA, the need to modernize our air traffic control sys-
tem, and the absence of competition in many aviation and rail markets.

Thank you, Mr. Chairman.

PIPELINE SAFETY

Senator MURRAY. As both of you know, I have spent a great deal
of time on the pipeline safety issue after an accident that happened
in my home State almost 2 years ago now that took the lives of
three young children, and we all saw recently where another acci-
dent in New Mexico fatally injured 12 people.

I have been working with John McCain and others on this issue.
As you mentioned in your testimony, we did pass legislation this
past week out of the Senate. It has gone to the House, and I will
be working with them to make improvements as that bill goes
through the process. I do have a number of questions on that, Mr.
Chairman, and I think I will start with that.

In 1996, the Office of Pipeline Safety started implementing a risk
management demonstration program that emphasizes self-regula-
tion and focuses safety efforts on their high-risk areas. Those
changes were due in part to the resistance OPS was getting from
the pipeline industry and the agency’s overall lack of resources.

Considering that the Office of Pipeline Safety came out with a
definition of these high-risk areas only within the last several
months, how well do you think OPS is implementing its risk man-
agement approach?

Mr. ANDERSON. I will start. We issued a report last May and we
had some concerns, quite frankly, with them going with a risk
management approach without good evidence that the demonstra-
tion program that they based it on was working. They did not have
good baseline information or performance goals.

In that regard, I have got to tell you that just on the surface a
risk management approach seems to make sense. We have been en-
couraging FAA to do that with regard to its inspections of commer-
cial carriers for a number of years, but I think it remains to be
seen how well this is going to work.

I believe that regardless of what they do, they are going to con-
tinue to rely to the extent that they can on State inspectors. There
are approximately 51 pipeline inspectors and I think that was one
of the reasons they wanted to have the self-reporting.

The Office of Pipeline Safety has some real practical problems.
I think it remains to be seen if they are going to get data, baseline
information, and then hold these operators accountable. That will
be the key.

PIPELINE INSPECTIONS

Senator MURRAY. I agree that there are fewer than 16 national
inspectors to oversee 157,000 miles of hazardous liquid pipelines
and more than 2.2 million miles of natural gas pipelines. Having
fewer than 16 inspectors makes it almost virtually impossible to
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make sure that these pipelines are safe. Considering that, and as
you mentioned, Mr. Anderson, in your testimony there is a need for
a State role in this.

There is lack of money at the Federal level for inspection and for
enforcement. There are a lot of States who are asking to have a
larger role in this. Do you have any thoughts, either one of you,
about increasing the State’s role in the inspection of these pipe-
lines?

Mr. MEAD. I never understood why the States did not have more
of a robust role. This past year, the subcommittee has heard from
a number of States that did. I think it is an excellent idea. The
States appear willing, and I think it only makes good sense that
we take advantage of that.

I know that there is an issue about, whether the States or the
Federal Government should issue standards, or will there be some
type of conflict. I do not think that is the central issue. I think the
States just want a good, solid role, and we should really move for-
ward aggressively on that front.

Secretary Mineta, when he was going over this top 10 report
highlighted the State role issue.

Senator MURRAY. Mr. Anderson.

Mr. ANDERSON. The thing I would like to add is that it is one
thing to think about working cooperatively in a partnership type of
mode, but you need to have some basis to know whether or not
that is working.

One of the things that concerned us in our report that we did
last May was that they also changed their approach from using
fines extensively, to trying to use the bully pulpit and cooperation,
and I know one of the things that is in the legislation that you all
passed is to require an examination of that.

I guess Ken is going to get to do that if it holds up in that same
format, but I think that is real important, because they were as-
sessing fines at the rate of 50 percent, and they reduced it to 4 per-
cent, and sometimes you need a strong enticement to get coopera-
tion.

Senator MURRAY. Mr. Mead, do you have any thoughts about the
fines, versus just the compassionate approach?

Mr. MEAD. I think the compassionate approach is great where it
works, but where it does not, there is no point in using it. There
are clearly some situations where it does not. We find that in every
mode of transportation.

I want to go on the record on the first part of your question. We
need to get the mapping done for the hazardous liquid pipelines.
There has been a lot of progress there. The National Pipeline Map-
ping System has received mapping data from approximately 85
percent of all hazardous liquid pipeline operators.

The regulations on the frequency of inspections of the hazardous
liquid pipelines are now under review. You will remember these
were issued in the last month of the Clinton administration, and
they are now under review.

We do not want to lose sight of the natural gas pipeline issues.
There are no regulations out there. In 1993, the Congress directed
regulations be done by 1995 or 1996. We are still waiting for them.
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So, we need the frequency regulations for natural gas plus the
{napﬁing on the gas. We are not nearly as far along as we are on
iquid.

Senator SHELBY. What is the hold-up on the mapping?

Mr. MEAD. Congress saw this in 1993 and said, DOT, go issue
regulations requiring it to be mapped. Until the accident last year,
proper attention was not paid to it. The accident focused attention.
The first one out of the box was the liquid pipelines. Now, we have
to make sure the natural gas pipelines receive equal attention.

Senator MURRAY. And those regulations back in 1993 directed
the Office of Pipeline Safety to do mapping both on natural gas and
on liquid?

Mr. MEAD. Yes.

Senator MURRAY. But so far you are telling us only 85 percent
of the liquid is done, and natural gas has not been done?

Mr. MEAD. I think it might be about 30 percent has been done
on a voluntary basis.

Senator MURRAY. Is it a lack of funds, or lack of will?

Mr. MEAD. I think it is just a lack of direction saying that this
will be done by a specific date.

Senator MURRAY. One of the things that I have learned a lot
more than I ever thought I would know is, they do the inspection
of pipelines from pigging to other methods. One of the things I
think that concerns me greatly is, as we are requiring more inspec-
tions, which I believe we absolutely have to do, is the lack of good
research and development to find better ways to inspect these pipes
where the pigs cannot go detect all of the areas that we need to
be looking at.

Do either of you have any thoughts on the state of technology in
monitoring and inspecting pipelines you want to share with us?

PIPELINE TECHNOLOGY

Mr. ANDERSON. I do not have any specific knowledge on the state
of the technology. I know as far back as in the early 1990’s smart
pig technology was available. Ken and I, when we worked together
at GAO, were familiar with that, but I cannot agree with you more
that there needs to be more R&D effort in this. That is one of the
issues that I saw was covered in the legislation as well, so it is
definitely a good move.

Mr. MEAD. John is right on the R&D front. Progress was made
in the last Congress toward setting that in motion. Another area
where concerns remain is that the Office of Pipeline Safety does
not have people that know how to read pig reports.

Senator MURRAY. The Office of Pipeline Safety does not have peo-
ple who know how to read pig reports?

Mr. MEAD. They are not skilled in pig technology, and how to in-
spect pipes through the pig technology. We pointed this out in the
last Congress. There was Congressional direction that they get
trained. There is now a pilot training program about to be
launched, or maybe it was launched in the last several weeks. It
was encouraging news. The overseers have to understand the in-
spection technique.

Senator MURRAY. I assume the inspectors out in the field know
how to read those.
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Mr. MEAD. I am not sure I would go that far.

Senator MURRAY. Well, it does not do them much good to require
inspections if the people who are reading them do not know what
they mean.

Mr. MEAD. I have my staff here that knows about the pipeline
program. I do not think I can sit here and represent that they do
know how to interpret reports.

Senator MURRAY. I assume what you are saying is, we need bet-
ter technology, but we also need people who are doing the inspect-
ing to understand the current technology.

Mr. MEAD. Absolutely, especially since the up-and-coming tech-
nology is pig technology. We are talking about smart pig tech-
nology, the instrumented pigs, not just the ones where they just
throw a ball in and the pipeline ruptures if it sees a defect. It is
where they can read the corrosion on the interior of the pipe. That
is the type of pig technology that I am speaking of.

AGING PIPELINES

Senator MURRAY. Mr. Chairman, this is an area that really con-
cerns me. I think that what we know is that the pipelines are
aging. Some of them are 30, 40, 50 years old now, and obviously
as a result of that there are more anomalies within them. I think
the Office of Pipeline Safety has been able to get by on a shoestring
in an era where we are cutting budgets. I do not believe this is an
area where we want to cut budgets.

The number of accidents, I think, Mr. Anderson, you said were
increasing 4 percent annually?

Mr. ANDERSON. Yes.

Senator MURRAY. And I would assume that you would concur
with me that as these age we may see that rise if we do not do
a better job.

Mr. ANDERSON. Absolutely. I see no evidence it is going to go the
other way, and as they get older, the risk gets greater.

Senator MURRAY. As they get older the risk does get greater, so
I would assume that is something that we really need to pay atten-
tion to and make sure that we have the dollars there for training
and also for new R&D and to make sure that people who have
these pipelines around them are safe. I mean, I will tell you this,
in my State, where the pipelines were laid 30 or 40 years ago,
there was not anybody there. Today there are homes and schools
and businesses built around them, and I continue to believe this
has to be a priority in terms of funding.

Mr. Chairman, I have a number of other questions, but I will let
you go ahead.

DEEPWATER PROJECT

Senator SHELBY. Thank you. The Coast Guard’s Deepwater
Project. Mr. Anderson, you alluded to that.

Mr. ANDERSON. Yes, sir.

Senator SHELBY. Given the fact that this will be the Coast
Guard’s largest procurement for the foreseeable future, and that
both of your organizations have looked at this concept extensively,
would either of you, Mr. Anderson, or you, Mr. Mead, stake your
credibility on the Coast Guard’s ability to successfully execute and
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unprecedented acquisition strategy for a procurement of this size,
of this magnitude?

Mr. ANDERSON. As part of the review we are doing right now we
are assessing the Coast Guard’s capability in this area. We are real
concerned, because they have never done anything like that before.
The report that we will be coming out with will give you informa-
tion on that.

Senator SHELBY. Just for the record, give the audience here an
idea—a lot of them are pros at this—what kind of magnitude we
are talking about.

Mr. ANDERSON. We are talking about $10 to $15 billion over the
next 20 to 25 years. That is more money than I can imagine. This
is obviously the largest project the Coast Guard has ever under-
taken, so there are issues associated with them having the in-house
capacity to be able to manage and oversee this sort of thing, and
that is one of the things we are looking at.

Senator SHELBY. Senator Murray, on another subcommittee sev-
eral years ago, Senator Bob Kerrey and I were involved in the
Treasury and Postal area, and we did oversight of the IRS mod-
ernization, which was a debacle.

You will recall they were going to do some of that in-house, or
whatever they were doing, and it was above somebody’s pay grade,
including mine, and billions of dollars were misused or wasted. We
came to the conclusion on this, and that just came to mind, and
we cannot afford to lose that kind of money, or waste that kind of
money.

Mr. ANDERSON. Absolutely not.

DEEPWATER CONTRACTING

Senator SHELBY. Isn’t this what you are talking about?

Mr. ANDERSON. Yes, and what we are talking about here, I think
the Coast Guard recognizes, and seriously, in the design of this
project they have competing contractors coming up with different
designs, so to their credit they are doing some of these things. But,
like I mentioned in my statement, one of my major concerns right
now and we are working with the Coast Guard to see what they
can do to mitigate risks, is the contracting approach. Right now
they anticipate using one contractor and awarding a contract to one
contractor with renewable contracts every 5 years to basically over-
see this entire project.

Well, you know that between now and 25 years from now the
technology might change. Well, what if something changed with re-
gard to the funding scenario? A very key part of this whole process
is to have a stable, ready source of funding available. Well, what
if the priorities change and that stable source of funding, for what-
ever reason, is not there? That could throw us into a state where
there could be major cost increases that we would be liable to for
the contractor to carry out.

Senator SHELBY. At a future date, Senator Murray, I think it
would be our responsibility to get the Coast Guard up here, and we
would probably want you, Mr. Anderson and Mr. Mead, up here at
the same time, because that is a big-ticket item.

Mr. ANDERSON. Absolutely.

Senator SHELBY. Mr. Mead, your thoughts.
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Mr. MEAD. I concur with Mr. Anderson, on this issue. I would
only supplement that by saying this year, you will be getting a
budget request. Congress has provided slightly over $100 million
for the planning process on this Deepwater acquisition. That plan-
ning process is supposed to conclude this year. In June, they are
planning to make an award for the whole thing. Yet, the planning
process will not be complete before you get Coast Guard’s budget
request.

Senator SHELBY. That is kind of inconsistent, is it not?

Mr. MEAD. It sounds that way. The Coast Guard will tell you
they know what they want for fiscal 2002, but it is important for
the committee to keep in mind that this is launching at least a 15-
year major acquisition. It is on the same scale, except it is more
expensive, than the 1983 launch of FAA’s national aerospace sys-
tem plan.

Also, I am a little disturbed, that the cost estimates range from
$10 billion to $15 billion.

Senator SHELBY. It is always at the high end, isn’t it?

Mr. MEAD. Well, we have not seen what has come out of OMB
yet, at least I have not.

AIRLINE CUSTOMER SERVICE

Senator SHELBY. It is sobering. We knew it was a big project
there.

I want to shift into airline customer service. Mr. Mead, all of us
are frustrated with the airlines. I know I am at times. Mr. Mead,
in reviewing the customer service commitment report that was
issued on Monday, and listening to your testimony before the Sen-
ate Commerce Committee, it seemed to me that what you were say-
ing is, generally the airlines are looking up to their voluntary com-
mitments, but the real problem is not addressed by the commit-
ments.

In fact, the primary source of customer dissatisfaction is with
delays and cancellation of flights, so while it may be popular or ad-
visable to pursue customer service legislation, or passenger bill of
rights legislation, is it fair to say that such legislation alone will
not solve the underlying problem? That, in fact, what we need to
do in addition to customer service legislation is to find ways to ad-
dress what they call the overscheduling problem at congested air-
ports, to squeeze out all the marginal capacity in the air traffic con-
trol system, and ultimately and most importantly to build more
runways.

Is that a fair characterization of how you saw the issue and the
challenge, or do you want to elaborate on that?

Mr. MEAD. Yes, sir. It was a very long question.

Senator SHELBY. Was that a fair characterization?

Mr. MEAD. Yes. I was trying to listen to the different elements
of the question, and I think I can answer yes. I should say that the
12 commitments—and could you put up the 12 commitments for
the airlines? The airlines were trying hard on all these commit-
ments. Some they were meeting well and others not, but you will
notice that none of the 12 go to the key underlying issue. There is
no commitment to reduce delays and cancellations. Commitment
number 2 says the airlines will notify passengers of delays, which
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is different than saying, the airlines will take whatever steps are
within their control to reduce delays and cancellations.

On-time bags delivery really is misnamed, because what it refers
to is not making sure that you get your bags on time when you
show up, but that if the bags do not show up when you do, that
they will make sure you get them within 24 hours of your arrival.

Senator SHELBY. Whether you need them or not.

Mr. MEAD. The other one, number 8, is to meet customers’ essen-
tial needs during long, on-aircraft delays. That assumes a delay to
begin with, otherwise you would not have the commitment. The
idea is that if there is a medical emergency, a need for water, or
ai:cess to the lavatory, a provision will be made for that on the air-
plane.

FLIGHT DELAYS AND CANCELLATIONS

On the scheduling issue we did some analysis, we identified
240,000 flights operating under 10,000 different flight numbers
that were consistently delayed or canceled 40 percent of the time
for at least 1 full month this past year. Those 10,000 flight num-
bers represent one-fifth of the total.

There is different stratifications you can do with that analysis.
For example, I can point to 37,000 flights that are delayed 80 per-
cent or more of the time. It seems to me that you can make a per-
suasive case that the airlines ought to be targeting the reduction
of flights that are chronically late, even though the delay may not
be the airlines’ fault. When you call to book a flight, you should be
told whether the flight you are about to book is late 40 percent of
the time by over a one-half hour, or is canceled another 10 percent
of the time. Because, if you have a tight commitment at the other
end, you may think twice about booking on that flight. Right now,
you have to be savvy enough to ask, and only if you ask, do the
airlines provide the information.

Senator SHELBY. Repeat that figure again. That sort of startled
me.

Mr. MEAD. We identified 240,000 flights operating under a little
over 10,000 flight numbers that were late or canceled over 40 per-
cent of the time for at least 1 month in 2000. Many of those were
consistently late for 2, 3, 4 months, and that the 10,000 flight num-
bers represent a little less than one-fifth of the total flights in the
United States, scheduled flights.

Senator SHELBY. We are glad you are here today.

Senator MURRAY. I am just curious if those flights all were
around one time, or did you look at whether they are all evening
flights, or the majority of them are at any particular time or any
particular airports?

Mr. MEAD. Yes, we did. We have that type of analysis, and I can
tell you the months on the table here. Right now, you are in good
months. The load factors tend to be lower. March, April, and May
get a little worse. June, July, August, and the first week in Sep-
tember are the heavy duty months, and that is when a majority of
these chronically delayed flights.

Of the figures I quoted, United Airlines had the lion’s share. At
least some of those were caused by the labor disruption, and they
tend to predominate in those 4 months. I think it is interesting, we



47

had a hearing on airline customer service yesterday, and the ques-
tion today on the scheduling, because spring and summer 2001 are
right around the corner. There are probably some things we can do
to make this spring/summer easier than last.

Senator MURRAY. Such as?

Mr. MEAD. I think it would go a long way if, when you make a
reservation, you are told of chronic delays and cancellations.

Senator MURRAY. Right now, you can ask and they have the in-
formation?

Mr. MEAD. Yes.

Senator MURRAY. Do they have to tell you?

Mr. MEAD. Yes, if you ask, they have to tell you. They do not
have to volunteer.

Senator SHELBY. Do they ever volunteer?

Mr. MEAD. Some of them do on the web sites. I think after yes-
terday’s hearing, I would not be surprised if the airlines in their
current environment might be prepared to do that on their own.

Senator MURRAY. Just as an aside, it seems to me it would be
good for them to do that, because if they are overbooking, or they
know the flights are going to be delayed, they might have cus-
tomers moving to different times that would benefit them as well,
so I hope they on their own begin to do that.

Mr. MEAD. I think your point is—there is a deep meaning on
that point. People put a lot of faith in the market as a regulator.
If people were told about flights they are about to book, it might
help move the market.

TRUCKS FROM MEXICO

Senator MURRAY. Let me change the topic for a minute here. On
the Mexican truck issue—and I noticed in the paper that the Bush
administration is looking at reversing the position of the prior ad-
ministration allowing Mexican trucks over the border to operate in
the United States without regard to the serious safety deficiencies
that have been found on many of those trucks. You mentioned it
a little bit in your testimony.

The committee provided funding for 29 truck inspectors for the
Mexican border last year. Maybe either of you could comment on
whether you think this level of investment will be sufficient good
enough now that we now are going to have an influx of trucks
across the border.

Mr. ANDERSON. I know Ken and his folks have done the most re-
Cﬁnt work on the Mexican truck situation, so I will let Ken address
that.

Mr. MEAD. It was good that the committee funded those extra in-
spector positions. Though, our opinion is not necessarily that of the
Department of Transportation or the administration but the OIG
believes that more inspectors are still needed.

We have seen clear evidence of a correlation between the condi-
tion of the trucks coming across the southern border and the pres-
ence of additional inspectors. The average out-of-service rate for
Mexican trucks crossing the border has gone down modestly. I am
sure we all want the out of service rate to go down more. We prob-
ably need at least 100 or 120 inspectors. We will give the com-
mittee a detailed analysis of that.
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Senator MURRAY. How many are there currently?

Mr. MEAD. 60.

Senator MURRAY. You think that needs to be doubled?

Mr. MEAD. Yes, in 1998 we estimated that 126 additional Federal
inspectors were needed during port operating hours. I think that
is a cheap price to pay to prevent the carnage that could result
from an unsafe truck.

Senator MURRAY. Well, Mr. Mead, you also pointed out in your
report that there is a considerable problem with Mexico-domiciled
truck companies that are operating illegally in the United States.
Do you think we have done enough to put those operations out of
business?

Mr. MEAD. We are looking at that as part of an ongoing audit,
which we expect to issue this summer. I know at the time of our
previous work there were a lot of assurances made that the regu-
latory authorities were going to take action. We will see what has
happened.

Senator MURRAY. In your report also, Mr. Mead, you pointed out
that roughly one out of every four trucks that are stopped for road-
side inspection in the United States are put out of service for safety
reasons. However, for the States bordering Mexico, that number is
one out of three.

What do you think the safety ramifications of the decision to
open the border to Mexico trucks will be, and do you think that has
been adequately reviewed?

Mr. MEAD. We were just asked by Mr. Oberstar and Senator Hol-
lings to update our past review. Obviously, we think motor carrier
safety in general in the United States is an area that needs much
more attention. So does Congress. They just passed a law creating
a special agency for it.

There are 4,000 or 5,000 people killed on our highways each year
in large truck accidents, and we do not need any more. I think
when the border is opened, we want to make sure that the trucks
coming in are properly inspected, and those that are not are turned
around and sent home.

I would say there are any number of border crossings. The border
crossing in California, which is staffed constantly, and reasonably
well, by State of California officials had out-of-service rates com-
parable to the out-of-service rate in the interior United States.

For the other border crossings, that was not the case. They were
not staffed well. The truckers knew they stood a good chance of not
being inspected. When they are inspected at Otay Mesa, they get
turned around and sent home.

Senator MURRAY. Just for our information, for what reason is a
truck put out of service when it comes across?

Mr. MEAD. Serious safety violations either on the part of the
driver or the truck. For example, the driver may not have a license,
or has a fraudulent license. Or, frequently there is a mechanical
problem with the truck.

Senator MURRAY. Like brakes that do not work?

Mr. MEAD. Yes. I have seen where you get in the cab and put
down the air brake, and there is no air.

Mr. ANDERSON. I will just add to what Ken was saying about
Otay Mesa. When GAO last looked at this issue was in the 1995—
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1996-1997 time frame. It clearly was the best example out there,
and I think the difference was they were putting the effort and the
resources into it, and it was a classic difference comparing it to the
other inspection points.

Senator MURRAY. So if we are going to open the border, we had
better make sure we have inspectors and we are stopping those un-
safe trucks, I assume you would agree.

Mr. ANDERSON. Absolutely.

Senator MURRAY. Thank you, Mr. Chairman.

TRANSIT PROJECTS

Senator SHELBY. Thank you. Transit new starts was talked about
earlier. Within the past year, new start projects with full funding
grant agreements increased from 15 to 29. Eight of these projects
closed out in fiscal year 2001.

FTA anticipates executing two more funding grant agreements
this year. If these two newest projects are added to the list, and
if Congress honors the funding schedules outlined in the full fund-
ing grant agreements, there will be, and I repeat, no funding avail-
able for any new start transit projects that do not have a full fund-
ing grant agreement.

The purpose of a full funding grant agreement is twofold, to es-
tablish with a transit property a project scope of work and a Fed-
eral and local funding schedule that makes sense, and to limit the
level of Federal funding. Congress is not bound by full funding
grant agreements, though the appropriations history has generally
been to honor these agreements unless there are dramatic changes
in the cost, the scope, or the schedule.

Mr. Mead, you have done a lot of work in this area. I understand
you are currently undertaking a review of several new start
projects. I may have a couple to add to your list, or the staff would.
The staff will get with you on that. In fact, I will count on both
the IG and the GAO to assist this committee in identifying any
major issues or problems with the current panel of full funding
grant projects.

I think we have to do this, because it will totally be out of control
will it not?

Mr. ANDERSON. Absolutely, and one of the effects, as we have
seen, is there might not be enough funds. In fact, I believe they
have asked for more funds, or are supposed to submit a plan so
they can oversee these grants.

Mr. MEAD. We are starting to see it in L.A. and seeing it in other
places around the country. When the project comes in for a full
funding grant agreement, it is in phase 1, and then there is a
phase 2, and then a phase 3. Each phase gets approved separately
as a full funding grant agreement.

S;anator SHELBY. Yet it is all part and parcel of the same, is it
not?

Mr. MEAD. Yes, and you wonder should we be examining all
phases at one time. The situation in L.A. was very interesting. I
think you will recall that one. The thing got approved and then——

Senator SHELBY. We fenced money on that. We worked with you
on that.
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Mr. MEAD. Remember, they backed off. They decided they did not
have enough money to complete their end of the bargain, so part
of the project was pared back, but I think we will probably be hear-
ing from them again.

AMTRAK

Senator SHELBY. The Amtrak end game, the next couple of years
I believe are pivotal for Amtrak. The 1997 Amtrak Reform and Ac-
countability Act requires that the railroad be able to operate with-
out using Federal funds to cover operating expenses by the end of
fiscal year 2002.

Mr. Anderson, you have done some work in this area. If Amtrak
is not able to cover its operating expenses out of its own revenues
by then, the act, in other words the law, provides that Congress
will consider a plan to reform or liquidate the railroad, Amtrak.
The Amtrak Reform Council is charged with drawing up the reform
plan and submitting it to Congress, right?

Mr. ANDERSON. That is correct.

Senator SHELBY. Amtrak is required to submit a liquidation plan
if this goal has not been reached, is that correct?

Mr. ANDERSON. That is correct.

Senator SHELBY. It seems to me that over the past 30 years we
have taken the approach of subsidizing Amtrak’s operations and
making selective capital investments while maintaining the illusion
that Amtrak represents a viable national passenger rail system.

Is there any reason to believe that if we continue the same ap-
proach of the last 30 years we will see a substantially different re-
sult? In a general sense, what are the possible alternatives if Am-
trak is unable to reach self-sufficiency in 2002?

Mr. Anderson, you first.

Mr. ANDERSON. I would just think that ultimately the Congress
is going to have to make some basic decisions on what should be
a national rail system.

Senator SHELBY. If we are going to have one.

Mr. ANDERSON. Absolutely, and I think that what you have put
in motion with the laws that now exist, is going to require and
force that decision, hopefully.

I agree, we have been subsidizing Amtrak since 1971 you men-
tioned almost to the tune of $24 billion. The only route that makes
any money is the Metroliner route, and I think, and as best as we
can tell—I mean, there are positive things happening with the
Acela right now, but the bottom line is, that expenses are still out-
stripping revenue.

Then we are going to have to decide—I made mention in my oral
statement about making intermodal decisions. This is part of what
I am talking about. If we do not have the funds to do everything,
then we have got to decide where passenger rail makes sense,
where aviation is a better solution, and that sort of thing, and I
think that is—the monkey is basically going to be put back on the
Congress’ back at that point in time.

The foreign countries subsidize their passenger rail systems ex-
tensively, and if that is a decision and a policy call that the Con-
gress decides that we need to do, that is fine, but we need to make
a decision one way or another, I believe.
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Senator SHELBY. Yes. We cannot suffer under the illusion that
we have been playing around with, can we?

Mr. ANDERSON. No. It seems to be piecemeal and everyone hopes
it is going to get better, but it has not so far.

Senator SHELBY. Mr. Mead.

Mr. MEAD. This year is going to tell a lot about the course of Am-
trak meeting its path to self-sufficiency.

AMTRAK’S NORTHEAST CORRIDOR

I think the dynamic of Amtrak is kind of instructive. You know,
all the money that has been poured into the Northeast Corridor
has taken the backing of the entire Congress. The dynamic that
Amtrak operates in is that without a national network, there is not
a huge constituency for Amtrak in the Congress. The Northeast
Corridor is what it is today because other constituencies in the
Congress have authorized money going into it.

Senator SHELBY. Pumped in the money into this area.

Mr. MEAD. Yes, they have, and I do not know what would hap-
pen to the Northeast Corridor if Amtrak stopped being Amtrak, or
did not have a national network, because I think that holds it to-
gether. One concern I have over this bond bill is, that there are a
lot of people who will be waiting to get part of that money. The
amount of $10 billion does not go that far in the area of creating
high-speed rail.

S;znator SHELBY. The bond lawyers get their piece first, do they
not?

Mr. MEAD. I would imagine. I suspect the capital issue for Am-
trak needs to be addressed, and it needs to be addressed real soon.

Senator SHELBY. Mr. Anderson, have you seen any significant
change in Amtrak’s track record that would indicate that they have
the potential to operate in the black?

Mr. ANDERSON. No, not yet. And, of course, we look at the hard
bottom lines and still, even though the revenues have gone up, so
have the expenses, so I will say that a Acela offers promise. Maybe
this year might be the turning point. We would love to see that,
but based upon what we have seen so far, no.

Mr. MEAD. In 1996, $558 million was the cash loss. In the year
2000, $561 million was the cash loss, so it is a kind of steady trend.
When you get up to the $900 millions, that is where they count de-
preciation.

Senator SHELBY. Mr. Mead, in your review of Amtrak’s business
plan you identified a budget gap of $737 million, which Amtrak
plans to close through undefined management initiatives. In the
railroad’s recently released plan update, Amtrak claims to have
shrunk that gap to $125 million over the next 5 years through a
cost management program. Have you reviewed this so-called cost
management program and, if you have, what are the specific steps
that Amtrak will take to close this budget gap. Are these steps re-
alistic and practical steps that could be made, or are they playing
games?

Mr. MEAD. You are right. As we reported very recently, and in
the top 10 report, there was this gap of $750 million. Subsequent
to this report, I think almost exactly a week-and-a-half ago, we re-
ceived their new strategic plan that does purport to close the gap.
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We have not gotten to the point where we can comment on that.
I would caution, though, that having something in a plan and exe-
cuting it are two different things.

Senator SHELBY. Mr. Anderson.

AMTRAK’S STRATEGIC PLAN

Mr. ANDERSON. We have just received the plan, too, and are just
starting to look at it, but I can tell you from looking at past plans
there have been lots of generalities but not a lot of specifics about
how things were going to be accomplished. We will be looking very
closely to see if there is any meat to back up any of these state-
ments.

Senator SHELBY. Senator Murray.

Senator MURRAY. Thank you, Mr. Chairman. I know we have a
vote on, so let me just ask whether you think Amtrak’s lack of
progress is due to poor management or just a reflection of the dif-
ficulty of the task.

Mr. ANDERSON. I think from what I have seen it is largely a re-
flection of undercapitalization in prior years and not catching up
and having a system deteriorate, and then they have been trying
to catch up, and I think not making some of the tough decisions
because of the political pressures on some of the routes that just
do not seem to make any sense to continue from a business per-
spective, but they are continued for a political perspective.

Mr. MEAD. I agree fully with that. Amtrak is always calling us.
They ask for our views on things. They are responsive. At the sen-
ior levels they have pretty good management, but it is just as John
says. You are dealing with a situation where Amtrak has been
undercapitalized. In addition, I think there are some basic ques-
tions about how profitable one should expect rail to be.

Senator MURRAY. Do you think it would be in the national inter-
est to liquidate Amtrak if it does not reach its goal by 2003?

Mr. MEAD. I do not know. I would have to think that one
through. It is a very good question, but I would like to give you a
more thoughtful response.

Senator MURRAY. Fair enough. Mr. Chairman, I will submit my
other questions for the record.

ATC MODERNIZATION

Senator SHELBY. Mr. Mead and Mr. Anderson, I know we have
a vote on the floor, but I would like to get this in.

It seems like every year we talk about the oceanic procurement
program, and the answer seems always to be the same. I ask where
the procurement is, and you answer that the FAA has a real oppor-
tuni‘fi}; but they keep dropping the ball. Where are we now, Mr.
Mead?

Mr. MEAD. They are finally going to make an award or a decision
this summer, June supposedly, for a modernization of oceanic air
traffic control. The only point I would like to make is whether FAA
should operate maybe a little more like a business, on commercial
principles.

There is possibly an opportunity here in the oceanic environment
where Congress might want to look for user fees. You do not have
a lot of discount airlines out there. You do not have general avia-
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tion out there. You have airlines that are used to flying in a user
fee environment. It is a different part of the air traffic control sys-
tem.

But I do not think FAA wants to—my own sense is that there
is a lot of internal resistance to looking at oceanic as an oppor-
tunity like that, just as there is to the successful contract tower
program.

Senator SHELBY. How important is it?

Mr. MEAD. It is very important.

Senator SHELBY. Mr. Anderson.

Mr. ANDERSON. I would just echo what Ken said. In terms of the
people issue, we have identified over the years some basic problems
at the way they have approached air traffic control modernization,
but clearly a culture issue exists at FAA.

Ken found it most recently when he looked at the WAAS pro-
gram. You have got folks that are working at cross-purposes, and
you need to get a handle on that and find a way to get these folks
to cooperate, and that is going to be one of the major things that
needs to be addressed. It is a real challenge, a human capital chal-
lenge.

Senator SHELBY. If you will bear with me, I will ask you these
last questions, and the others we will ask for the record.

COAST GUARD PROCUREMENT

The promise of reduced operating expenses is typically given as
a justification for a Coast Guard procurement program. The as-
sumption is that a new and modern asset will be more efficient to
operate, often requiring a smaller crew, and it will be easier to
maintain than the equipment it replaces. We hear this all the time.
Clearly, in order to justify the cost of new assets they should be
more efficient and more capable.

The Deepwater procurement, as we learned earlier, is justified in
large part upon estimated life cycle savings and the total owner-
ship cost model put forward by the Coast Guard. This is an appeal-
ing concept, but I question anyone’s ability to accurately—which we
are getting into—figure operating costs 30 years down the road.

To Mr. Mead and Mr. Anderson, if the premise is to award to the
team with the lowest total ownership cost, should we not assess
how well the Coast Guard is evaluating and estimating, Mr. Ander-
son, downstream operational cost?

Mr. Mead, do you want to comment on that?

Mr. MEAD. I think the answer to that question is yes. We look
out over a lot of agencies, and we see the operating expenses that
are projected, and it is always good to scrub them very carefully.

Senator SHELBY. The committee would like for you to look into
the Coast Guard’s performance in achieving operational savings
that were projected in recent major procurement programs. Is this
something you can do, both of you?

Mr. ANDERSON. I think we can work it out.

Senator SHELBY. And can you report back to the committee. You
have helped us a lot, and what you do gives us context and per-
spective and insight in our responsibilities.

Mr. MEAD. We will see if we can work out a joint effort.
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ADDITIONAL COMMITTEE QUESTIONS

Senator SHELBY. We appreciate you being here today. We also
appreciate your candor in approaching these issues. They are very
important.

[The following questions were not asked at the hearing, but were
subr]nitted to the Department for response subsequent to the hear-
ing:

QUESTIONS SUBMITTED TO THE OFFICE OF INSPECTOR GENERAL

QUESTIONS SUBMITTED BY SENATOR RICHARD C. SHELBY
MOST PRESSING CHALLENGES AT DOT

Question. The Office of Inspector General has identified many important chal-
lenges for the Department of Transportation. Which of them, in your opinion, are
the most important for the new Secretary to act on first? Which require the most
urgent Congressional attention?

Answer. As we did in our testimony before the Subcommittee, we would summa-
rize our top concerns into four areas: Transportation Safety; Stewardship of Trans-
portation Funding, Immediate Budget Issues, and Aviation System Performance.
There are several safety issues which require close attention:

—FAA’s implementation of its National Blueprint for Runway Safety, including
whether: (1) the new nine full-time regional runway safety program managers
conduct evaluations of 130 airports this year; and (2) the long delayed Airport
Movement Area Safety System (AMASS) designed to alert controllers to poten-
tial collisions is implemented at the 34 largest airports.

—FAA’s development (pledged for this spring) of a method to determine the sever-
ity of every operational error, and plans to tie follow-up on operational errors
to the severity of the incidents.

—Strengthening motor vehicle inspections at the southern border. Given the cor-
relation between increases in inspectors and decreases in Mexican trucks put
out of service for safety violations, it is encouraging that 60 inspectors are
scheduled to be onboard in 2001. However, in 1998 we estimated that 126 addi-
tional inspectors were needed.

—Promulgating statutorily required safety rulemakings, including rulemakings to:
expand the data NHTSA looks at when determining if there is a vehicle defect
requiring a recall; strengthen enforcement of the nation’s motor carrier safety
laws; and extend monitoring of the nation’s pipelines.

FHWA, FTA, and FAA contract and grant oversight also requires attention. Con-
gress authorized over $230 billion in funds for highways, bridges, and airports, from
fiscal year 1998 to 2003. The last proportionate infusion of funds was during the
Eisenhower and Kennedy administrations, when there was a great deal of scandal
in overseeing those funds. We do not want to repeat this history. Yet, in fiscal year
2000 alone, OIG contract and grant fraud investigations led to 54 indictments (a 54
percent increase over 1999), 36 convictions (a 24 percent increase over 1999), and
over $10 million in fines, restitutions, and other monetary recoveries. Already in fis-
cal year 2001, our investigations in these areas have resulted in 25 indictments, 10
convictions, and over $34 million in fines, restitution, and other monetary recov-
eries. The Department and the Congress are confronted by three budget issues this
year.

—FAA Needs to Control Operations Costs.—FAA’s operations costs, which are pri-
marily salary driven, are projected to rise approximately half a billion every
year through 2003 when they are expected to reach about $7.4 billion. Most of
those funds come from the General Fund, not the Aviation Trust fund. Con-
sequently, FAA’s operations account must compete with other transportation
modes, such as Amtrak and Coast Guard, for available funding. FAA needs to
increase productivity and lower costs, as further operations account increases
become affordability issues. Offsetting the rising costs of the agency’s payroll
will be key. The new pay system negotiated with controllers requires nearly $1
billion in additional funding alone over the 5-year life of the agreement. Other
FAA workforces want similar increases, which FAA must negotiate under its
personnel reform authority.

—Justifying and Reconciling Coast Guard Capital Investments Requirements.—
Preliminary estimates indicate that capital improvement funding of $15 billion
or more will be needed over the next 20 years to modernize assets that are crit-
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ical to the Coast Guard’s Marine Safety, Search and Rescue, Law Enforcement,
and Marine Environmental Protection programs. The Coast Guard capital ac-
quisition budget will need to more than double from $400 million annually to
at least $850 million annually to meet its stated requirements. The budget plus
up being sought by the Coast Guard is not just a fiscal year 2002 phenomenon.
Once the Deepwater acquisition gets underway, sustaining it and meeting other
acquisition needs will require a Coast Guard acquisition budget of at least $850
million annually for the foreseeable future.

—Amtrak Operational Self-Sufficiency in Jeopardy if Short-Term Capital Funding
Not Forthcoming.—If Amtrak is to succeed in achieving its mandate without
starving the basic minimum needs of the system, it will need additional capital
funding in the short term. In the past few years, Amtrak has underspent on
the kinds of projects that maintain the sustainable integrity of its infrastruc-
ture—namely operational reliability projects and life-safety needs—investing in-
stead in capital projects designed to provide quick revenues or cost savings. Am-
trak’s ability to achieve operating self-sufficiency is contingent on Amtrak’s abil-
ity to define and deliver on the $737 million plan in undefined management ac-
tions we identified in last year’s business plan, fully implement high-speed rail
in the Northeast Corridor, and aggressively pursue Mail and Express business
initiatives. The challenges associated with these actions put Amtrak at risk for
not achieving self-sufficiency; insufficient short-term capital funding will likely
make failure a certainty.

Our final issue is aviation system performance. Our February 2001 report on the
Airline Customer Service Commitment shows that, overall, the airlines are making
progress toward meeting their Commitment. However, the Commitment does not di-
rectly address the root cause of customer dissatisfaction—that one in four flights are
delayed, cancelled, or diverted. Airline actions to reduce flight delays and cancella-
tions in the immediate term are critical because major capacity expansions, such as
new runways and new air traffic control technologies are not going to be in place
for the next several years.

Attention is needed on FAA efforts to: (1) establish and implement a uniform sys-
tem for tracking delays, cancellations, and their causes; (2) develop capacity bench-
marks for the Nation’s top 30 airports: and (3) develop strategic plans for addressing
capacity shortfalls in the immediate, intermediate, and long terms.

INFRASTRUCTURE INVESTMENT

Question. Both the Inspector General and GAO reports cite concerns with over-
sight and management of large-dollar highway, transit, and airport projects. TEA—
21 requires that the Federal Transit Administration enter into a full funding grant
agreement for new transit projects with a federal funding share above $25 million.
The FFGA, as it’s called, caps the federal share of the project, ensuring that even
if the project goes over budget, the government will not bear additional costs. And
the Federal Aviation Administration uses a somewhat similar mechanism, the Let-
ter of Intent (LOI), to outline the federal share of an airport construction project.
Do you believe that the Federal Highway Administration should have a similar
tool—an FFGA or LOI—for high-dollar highway projects such as the Boston Central
Artery, Woodrow Wilson Bridge, and the Cypress Freeway, capping the federal gov-
ernment’s share?

Answer. We agree that the Federal Highway Administration should have the tools
and the clear authority to limit the Federal exposure to cost growth on highway
projects. There are several alternatives to protect against Federal exposure to cost
overruns. First, Congress can set an absolute cap on a projects’ cost, such as it did
for the Central Artery. Second, limits could take the form of a sliding scale for Fed-
eral participation in costs above a high-dollar project’s initially agreed upon price.
Once a large project exceeds its original cost estimate, expenses could be reimbursed
at decreasing rate until reaching a point above which further cost overruns would
be ineligible for Federal reimbursement. This method would allow for limited Fed-
eral participation in some cost growth that may occur due to unforeseen cir-
cumstances, but would still provide a cap to safeguard against Federal exposure to
rampant cost growth. Finally, by requiring a balanced statewide transportation plan
as a condition for mega-project funding, Congress can help ensure that the state’s
formula funds are not all used for the mega projects’ cost overruns in the event of
cost growth.

In the Transportation Equity Act for the 21st Century, Congress directed that fi-
nancial plans be prepared for all projects over $1 billion. Although FHWA approves
the financial plans and any updates for highway projects, doubts about its role and
reluctance to take limiting measures against state “partners” prevented FHWA from
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using the plans to effectively protect against Federal exposure to cost growth. As
a result for example, Congress stepped in and imposed a cap on Federal participa-
tion in the Central Artery Project last year. Subsequently, a DOT Task Force on
Oversight of Large Infrastructure Projects recommended in December 2000 that
DOT agencies enter into written agreements with recipients of DOT financial assist-
ance that would establish, among other things, the maximum amount of Federal as-
sistance the project would receive. The former Secretary directed DOT agencies to
implement those recommendations on December 29, 2000.

Finally, the recognition and inclusion of all planned and potential Federal con-
tributions to a project are essential to ensure the effectiveness of safeguards against
Federal exposure to cost growth. For example, FHWA sometimes approves “advance
construction,” which authorizes a state to carry out and pay for work in the current
year and “convert” the cost to a Federal cost in a future year by paying itself back
out of that future year apportionment. There is no time limit for converting an ad-
vance construction authorization. Costs that will be converted to Federal funding in
future years should be recognized as such and all appropriate oversight require-
ments should be met. For example, FHWA did not initially acknowledge $545 mil-
lion in advanced construction as a Federal contribution to the Central Artery.
Therefore, the true cost of that project to the Federal government would not have
been evident until years after the project’s completion. For the cap it established on
the Central Artery, Congress ensured the limits would not be circumvented, by spe-
cifically including advance construction authorizations in the cap.

Question. 1 understand that the Central Artery project is a 7-mile long road
project that will cost in excess of $14 billion. Now, that’s more than $2 billion per
mile. Wouldn’t you agree that we need to have some sort of cap to ensure that
projects don’t get out of hand and end up costing the taxpayers such an outrageous
sum?

Answer. We agree with the action Congress took last year to cap Federal partici-
pation in the project at $8.549 billion. The events of last year (a $3.3 billion cost
increase from $10.8 billion to $14.1 billion in the 9th year of construction) rep-
resents an expensive lesson in the need for Federal agencies to insist on accurate
cost estimates, to closely monitor the financial performance of projects, and to take
early action to limit the Federal exposure to cost growth.

Limiting the Federal exposure to cost growth on high-dollar highway projects can
also promote better project planning. A central problem in transit projects as well
as highway projects has been that the Federal Government’s agreement to partici-
pate is made very early in the design phase. Cost estimates at this stage are notori-
ously incorrect because of the incomplete design and project sponsors sometimes un-
derstating costs to better their project’s chances for approval. Establishing a cap at
the time high-dollar projects are approved for Federal participation would spur
project sponsors to be more diligent in ensuring accurate cost estimates.

Even with candid cost estimates and diligent management, some cost growth may
occur. Therefore, for other projects, the Committee may wish to consider alter-
natives to an absolute cap. For example, the Committee could consider establishing
a sliding scale for Federal participation in costs above a high-dollar project’s initially
agreed upon price. Once a large highway project exceeds its original cost estimate,
expenses could be reimbursed at decreasing rate until reaching a point above which
further cost overruns would be ineligible for reimbursement. This method would
allow for limited Federal participation in some cost growth that may occur due to
unforeseen circumstances, but would still provide a cap to safeguard against Federal
exposure to rampant cost growth.

PIPELINE SAFETY

Question. On Thursday, February 8, the Senate passed S. 235, the Pipeline Safety
reauthorization bill. This bill includes many specific requirements that will
strengthen liquid and natural gas pipeline safety. Many of the provisions in the
Senate bill are based on recommendations by the DOT Inspector General’s office.
How would you characterize the Office of Pipeline Safety’s responsiveness to your
recommendations over the course of the last year?

Answer. Our audit report contained six recommendations to the Research and
Special Programs Administration (RSPA). RSPA has made progress on a number of
our recommendations but more work remains.

Recommendation 1: Finalize actions required by the 1992 and 1996 Congressional
mandates.

Status: (see table on next page)
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Operator Congressional Mandate

Status

Natural Gas Pipelings .........cc........ Establish criteria to identify high-density

population areas.

Inventory pipelines located in high-density
population areas.

Establish additional safety standards for
periodic inspections in high-density
population areas.

Hazardous Liquid Pipelines Establish criteria to identify high-density

population areas.

Establish criteria to identify critical drink-
ing water sources and ecological habi-
tats as unusually sensitive areas to
environmental damage.

Inventory pipelines located in high-density
and unusually sensitive areas.

Establish additional safety standards for
periodic inspections in high-density
population areas and unusually sen-
sitive areas.

No regulatory action taken yet; however,
OPS held a 2/12/01 public meeting to
address a number of issues related to
new integrity management rules being
considered for gas transmission pipe-
lines. The agenda included how to de-
fine high consequence areas for these
pipelines.

29 percent of all natural gas pipelines
have submitted mapping data to the
National Pipeline Mapping System (as
of February 2001).

No regulatory action taken yet; however,
at a 2/12/01 OPS public meeting to
address new integrity management
rules being considered for gas trans-
mission pipelines, the agenda included
a review of numerous Interstate Natural
Gas Association of America and Amer-
ican Gas Association proposals and
discussion of standards proposed for
development and use in this rule-
making.

Issued Integrity Management final rule in
December 2000 for large hazardous lig-
uid operators, which contained the def-
inition  of  high-density  population
areas.

EFFECTIVE DATE (March 31, 2001) post-
poned 60 days for re-examination.

Issued a rulemaking that establishes cri-
teria for identifying unusually sensitive
areas in December 2000.

EFFECTIVE DATE (February 20, 2001) post-
poned 60 days for re-examination.

86 percent of all hazardous liquid pipeline
operators have submitted mapping
data to the National Pipeline Mapping
System (as of February 2001).

Issued Integrity Management final rule in
December 2000 for only large (500
miles of pipeline or more) hazardous
liquid operators, which requires initial
pipeline assessments within 7 years
with up to 5 year intervals for periodic
inspections.

EFFECTIVE DATE (March 31, 2001) post-
poned 60 days for re-examination.

Recommendation 2: Expand the focus of Research and Special Programs Adminis-

tration research and development programs to include (a) smart pigs that can detect
material pipe defects and (b) alternative pipeline inspection and monitoring tech-
nologies for pipelines that cannot accommodate smart pigs.

Status: In fiscal year 2001 RSPA is funding investigation into smart pig tech-
nology that will help to better detect existing excavation-related damage, as well as
stress corrosion cracking. RSPA has requested resources in research and develop-
ment funding for fiscal year 2002 to develop real-time monitoring technologies, non-
destructive testing methods, and advanced pipeline leak detection systems.

Recommendation 3: Design and implement a program to train Office of Pipeline
Safety (OPS) inspectors on the use and capabilities of pipeline inspection tech-
nologies and the reading and interpreting of the results of inspections.

Status: RSPA used existing resources to design and conduct a pilot training pro-
gram for Federal and state inspectors on internal inspection technologies and the
analysis of data resulting from internal inspections during fiscal year 2001. RSPA
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is seeking resources in fiscal year 2002 to expand a final version of this training
program during fiscal year 2002.

Recommendation 4: Implement revisions in the collection and processing of pipe-
line accident data to expand accident causal categories for more detailed trend anal-
ysis and to clarify accident form instructions so that operators will be more con-
sistent and accurate in reporting accident causes.

Status: RSPA submitted a proposed rule in January 2001 to the Office of Federal
Register that would modify the pipeline accident form to require additional informa-
tion on failure cause categories. However, this rule was subsequently withdrawn
due to the moratorium imposed by the new Administration. The moratorium on this
rule is now lifted and RSPA will issue the revised rule in March 2001.

RSPA is drafting regulations to implement this recommendation for both natural
gas transmission and hazardous liquid pipeline operators.

In August 2000, RSPA officially proposed revisions to the incident and operator
annual reports for natural gas transmission operators that will provide more de-
tailed information on cause categories. RSPA anticipates finalizing this proposal in
Spring 2001. In addition, in January 2001, RSPA submitted a rulemaking to the
Federal Register that would lower the reporting threshold for hazardous liquid pipe-
line accidents from 50 barrels to 5 gallons.

Recommendation 5: Revise OPS regulations to establish an enforcement mecha-
nism to ensure operators submit revised accident reports when required.

Status: Current OPS regulations provide for enforcement action when an operator
does not comply with the regulatory requirements for submitting revised accident
reports. OPS is increasing oversight of accident reporting by operators. As a result,
OPS has internally reviewed and is changing procedures used to examine accident
reports submitted by pipeline operators. These improvements include implementing
a process that will insure that operators report complete information and that all
cause and consequence information requested on the accident reports are known
and reported. OPS is also implementing a new “open” and “closed” concept with the
accident reports that will address erroneous and incomplete report information by
keeping accident reports “open” until all information is finalized and complete. The
new tracking procedures being implemented will identify which operators are non-
compliant. OPS will pursue enforcement action on operators found to be non-compli-
ant with reporting requirements.

Recommendation 6: Comply with DOT order by establishing timetables to imple-
ment open NTSB pipeline safety recommendations with which they agree and trans-
mitting the timetables to NTSB.

Status: Closed. RSPA established timetables to implement open NTSB pipeline
recommendations and transmitted the timetable in November 2000.

Question. The Senate authorization bill increases the authorized levels for Federal
pipeline safety efforts, state grants, and research and development. Do you feel that
the focus on research and development is appropriate? What are the specific chal-
lenges to be met in the research program?

Answer. Yes, we think the focus on research and development is appropriate. Our
March 2000 audit report found that OPS has conducted research to improve the ca-
pability of smart pigs to detect corrosion and mechanical damage. However, we rec-
ommended OPS expand the focus of RSPA research and development programs to
include (a) smart pigs that can detect pipe material defects, and (b) alternative pipe-
line inspection and monitoring technologies for pipelines that cannot accommodate
smart pigs.

RSPA’s current pipeline research and development program has resulted in bene-
ficial technical data on internal inspection devices. The research concluded that
smart pigs are reliable for detecting internal pipe corrosion, certain types of external
mechanical damage, and pipe metal loss, but they have limited capabilities in pin-
pointing stress corrosion cracks, longitudinal mechanical damage, and defects in
seam welds and pipe materials. OPS’s program now needs to focus on three areas:

—Improving the capabilities of smart pigs to detect defects such as stress corro-

sion cracks, longitudinal mechanical damage, and defects in seam weld and pipe
materials,

—Enhancing technologies to better characterize pipeline corrosion and its sever-

ity, and

—Developing technologies for internal inspection and monitoring of pipelines that

cannot accommodate smart pigs.
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AMTRAK FINANCIAL VIABILITY AND MODERNIZATION

Question. For fiscal year 2000, Amtrak reported that its ridership and ticket rev-
enue reached record levels, yet your Top Ten report indicates that Amtrak is still
experiencing heavy cash losses. Why is this happening?

Answer. Although ridership and revenue trends are positive, increases in labor
costs and train operation expenses have fueled continued growth in operating ex-
penses. Amtrak’s fiscal year 2000 operating revenues grew by over 12 percent, to
about $2.1 billion. In comparison, operating expenses increased by 9 percent over
fiscal year 1999, to $3.0 billion (includes depreciation which is a non-cash expense).
This resulted in a cash loss of over $560 million. Amtrak must reduce growth in
expenses over the next 2% years or it will not achieve operating self-sufficiency in
2003.

Question. Amtrak recently began its high-speed Acela Express service between
Washington, DC, New York, and Boston—almost a year later than planned and pro-
jected. When does Amtrak expect to fully implement this high-speed service with
the full fleet of 20 trainsets? How has the Acela delay affected Amtrak’s revenues
for fiscal year 2001 and beyond?

Answer. Amtrak plans to phase in the new Acela Express service throughout the
year and fully implement the 20 high-speed trainsets by October 2001. Amtrak esti-
mates that revenues in fiscal year 2001 will be reduced by approximately $83 mil-
lion due to the delays. According to Amtrak, it will be able to offset this shortfall
with funds from sale-leaseback transactions and other cost-cutting measures. As-
suming the 20 high-speed trainsets are fully implemented by October 2001, Am-
trak’s 2002 revenues will not likely be affected by the delays, which will improve
its financial outlook considerably in the out years.

Even if Amtrak meets this schedule, we still have concerns that Amtrak’s revenue
and ridership projections are overly optimistic. Assuming the same operating char-
acteristics as Amtrak, in 2002 and 2003, we project $78 million and $79 million less,
respectively, in net Northeast Corridor revenues than Amtrak. If our projections are
accurate, Amtrak will need to develop fallback revenue or cost-savings actions to
cover the shortfalls.

Question. In your assessment report on Amtrak’s fiscal year 2000 Strategic Busi-
ness Plan, you identified a gap of $737 million in undefined management initiatives
in Amtrak’s plan. Does Amtrak’s new 2001 plan close this gap? Are these manage-
ment initiatives well-defined and achievable? Are the savings associated with the
management actions realistic?

Answer. We just received Amtrak’s 2001 Strategic Business Plan. Amtrak has
identified a number of initiatives to close the gap we identified in the 2000 plan,
including reducing employee overtime, revamping management travel practices, and
reducing administrative costs associated with benefits for employees no longer with
Amtrak. We will evaluate these actions and verify the savings that Amtrak projects
will result from these actions during the course of our 2001 assessment. These ac-
tions appear to close over half of the gap, but a cursory review of the full plan indi-
cates that there are still over $300 million in initiatives that do not appear to be
clearly defined. We will be looking closely at these as well as all other business plan
initiatives as part of our assessment of Amtrak’s 2001 business plan. It is not
enough for Amtrak to simply define actions to fill the gap, it must make these ac-
tions deliver. A plan is good, but the proof will be in the financial results. In the
next few months, we will be looking at Amtrak’s projections related to future plans
as well scrutinizing results from plans implemented in prior years. We will report
our findings later this year.

PENNSYLVANIA STATION

Question. How is the work in the rail tunnels below the existing Penn Station re-
lated to the redevelopment of the Farley Post Office Building as a new intermodal
transportation center?

Answer. The urgently needed fire and life safety work required in the tunnels is
separate from the redevelopment project, which began in1992 but is still under de-
sign. The estimated cost of the redevelopment project is $817.5 million, while the
current estimate to complete the needed safety work in the tunnels by 2010 is $898
million. Amtrak, the Long Island Railroad, and New Jersey Transit will jointly fund
the life-safety work. The Penn Station redevelopment project will be funded through
a variety of sources including Federal appropriations, a Federal TIFIA loan, state
and local funds, and funds from the U.S. Postal Service. While the projects are in
close physical proximity, the scope, oversight and funding of the projects are pre-
dominantly separate and distinct.
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Question. Are the Federal Railroad Administration and the Pennsylvania Station
Redevelopment Corporation observing Congressional intent that the appropriated
funds ?provided in fiscal year 2001 and prior years be used for life/safety improve-
ments?

Answer. We found that Federal funds used for the redevelopment project have,
to date, been spent as directed in the funding legislation. In 2001, Congress appro-
priated $20 million for the redevelopment project, but stipulated that the funds
could only be used for fire and life safety improvements. Funds appropriated for
2001 have not yet been committed.

RAIL SAFETY

Question. The Federal Railroad Administration instituted its Safety Assurance
and Compliance Program 6 years ago as a new approach to partner with railroad
management and labor to address systemic railroad safety issues This approach was
intended to complement and coordinate with FRA’s ongoing traditional inspections
of railroad conditions. What are the Office of Inspector General’s concerns about the
Safety Assurance and Compliance Program? How effective has this new approach
been in improving railroad safety?

Answer. The close partnerships with the railroads that had been developed under
the Safety Assurance and Compliance Program (SACP) have been effective in im-
proving communications between railroad management and labor on a wide range
of safety issues. However, concerns with several of the railroads’ inspection pro-
grams, and the compliance agreement that FRA entered into last year with CSXT
to address systemwide track deficiencies, led us to institute a review of FRA’s Safety
Assurance and Compliance Program. Specifically, SACPs identified deficiences in
CSXT track but were not effective in ensuring corrections were made. Track and
human factors have consistently been the major two causes of railroad accidents,
and the number and rate of train accidents has begun to increase in recent years,
in spite of FRA’s emphasis on partnering with railroads through SACP. We are cur-
rently reviewing how FRA uses information contained in its railroad safety inspec-
tion database to plan its inspections. We are also evaluating overall effectiveness
of the Safety Assurance and Compliance Program. We expect to report on our find-
ings this summer.

HAZARDOUS MATERIALS EVALUATION

Question. Regarding the March 2000 Hazardous Materials Program Evaluation
Report, what progress has the Department made to implement recommendations to
better coordinate hazardous materials resources to place a greater emphasis on
shippers, to develop strategies to reduce human error as a cause of hazmat inci-
dents, and to review and analyze existing databases to improve data quality?

Answer. In December 2000, the Office of Intermodalism filled a senior-level posi-
tion and detailed staff from the Operating Administrations to implement the re-
port’s recommendations. Since then, staff has begun identifying cross-modal training
for inspectors; is working on methods to identify undeclared hazardous materials
prior to acceptance in commerce; and is assessing ways to improve data collection
and quality.

FAA CONTRACT TOWER PROGRAM

Question. Presently, there are 199 airports participating in the FAA Contract
Tower Program, which continues to enjoy bipartisan support from Congress as a
cost-effective way to improve air traffic safety at smaller airports. The program also
receives high marks from the National Transportation Safety Board, airports and
aviation users. Your office issued a comprehensive report last year that supported
the current contract tower program and recommended that FAA revise its draft
study of expanding the program to the 71 remaining FAA-operated visual flight rule
towers to give Congress a better perspective of the feasibility, costs, and benefits of
including these facilities in the program. Can you please update the Committee on
the status of this overdue study and what steps FAA or the Congress should con-
sider to further enhance the contract tower program?

Answer. As of February 2001, FAA had not issued the revised study or announced
a date of when they intend to issue it. In our review of the Contract Tower Program
last year, we found that contract towers continue to provide cost-effective services
that are comparable to the quality and safety of FAA-operated towers. Steps FAA
and the Congress should consider in enhancing the Contract Tower Program include
developing better methodology for determining which additional towers to contract
out, updating estimated cost savings, and evaluating the benefits that controllers
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from contracted locations could provide in meeting projected growth in air traffic ac-
tivity.

AIRLINE CUSTOMER SERVICE

Question. In discussions with the airlines, they have indicated that their goal in
canceling or delaying flights is to inconvenience the fewest number of passengers—
a notable goal. Unfortunately, cancellations and delays have become a normal part
of every airlines’ daily schedule and your own report shows that some flights are
chronically delayed or regularly canceled. Accordingly, my sense is that airlines
have too few aircraft available on any given day to fly their entire published sched-
ule and accordingly they cancel or delay the flights with the lightest loads. Do you
think a case can be made that airlines should not schedule more flights than what
they can reasonably expect to fly under perfect conditions given their average equip-
ment unavailability rate as evidenced by their incidence of chronic delays or can-
cellations?

Answer. Yes, airline scheduling is one of the factors that needs attention in reduc-
ing delays and cancellations but in order to truly to understand the impact that air-
line scheduling has on flight delays and cancellations three things need to happen:
(1) DOT needs to establish a uniform system to track delays, cancellations, and
their causes; (2) FAA needs to develop a set of capacity benchmarks for the Nation’s
top 30 airports; and (3) the airlines need to disclose to customers, at the time of
bOﬁk(ilng and without being asked, those flights that are chronically delayed or can-
celled.

We found DOT’s ability to address delays and cancellations is significantly handi-
capped by the lack of a uniform system for tracking delays, cancellations, and their
causes. This has led to misleading and inconsistent data. Without good causal data,
it is difficult to determine the extent to which delays and cancellations are resulting
from unavailable aircraft or flight crews. While individual airlines maintain some
causal data relating to equipment and crew problems, DOT or FAA does not main-
tain similar data. Another important step in addressing the delay problem is a set
of capacity benchmarks for the Nation’s top 30 airports. Capacity benchmarks are
defined as the maximum number of flights an airport can routinely handle in an
hour. Establishing benchmarks is critical to understanding airline scheduling prac-
tices and what relief can be expected from technology and new runways. Over the
last few months, FAA has made substantial progress in developing the benchmarks
and anticipates issuing them later this month.

Lastly, the airlines need to disclose to passengers at the time of booking, without
the passenger being required to ask, the prior month’s on-time performance for
those flights that have been chronically delayed (i.e., 30 minutes or greater) or can-
celed 40 percent or more of the time.

RUNWAY INCURSIONS

Question. Runway incursions continued to rise significantly in 2000 and reached
a new high of 429 incidents. Why has the FAA not made progress in reducing run-
way incursions and what should they be doing to achieve a significant reduction on
this serious safety issue?

Answer. The increasing number of runway incursions is an important safety mat-
ter. We attribute the lack of progress in reducing runway incursions to two reasons.
First, we have seen three FAA plans since 1991, all with good initiatives, but FAA
did not follow-through to ensure that initiatives were completed, evaluated, and the
best ones spread to other airports where they could make a difference. We found
that FAA had not implemented 50 percent of the initiatives in its 1998 Action Plan
with scheduled milestones through April 2000. In addition, evaluations of two prom-
ising technologies, loops technology! and Runway Status Lights2, have not been
completed. FAA has reassessed the completion of its 1998 Action Plan initiatives
and has incorporated these and new initiatives into the National Blueprint for Run-
way Safety issued in October 2000. Now FAA must ensure completion of its initia-
tives and determine whether they are effective in reducing runway incursions or
whether other actions are needed.

Secondly, FAA needs to deploy technologies to assist controllers and pilots in re-
ducing runway incursions and preventing accidents. After 9 years of development,
FAA has still not deployed the Airport Movement Area Safety System (AMASS) to

1Loops technology uses sensor wires buried into runways and/or taxiways to sense the passing
or presence of vehicles or aircraft (similar to roadway stoplight sensors).

2Runway status lights is a radar-based system comprised of a set of automatically controlled
lights that indicate when a runway is unsafe to either enter or cross.
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alert controllers of potential collisions at any of the 34 largest airports. FAA now
plans to begin deploying AMASS in June.

FAA also has experienced significant turnover in the management of its Runway
Safety Program. With the anticipated departure of the current program director this
spring, this is the fifth turnover in that position in the last 5 years.

ATC OPERATIONAL ERRORS

Question. Operational errors, the errors made when air traffic controllers allow
the distance between two aircraft to fall below FAA’s minimum separation stand-
ards, have increased by 51 percent for 764 to 1,154 from fiscal year 1996 to fiscal
year 2000. Why has the FAA been unable to reduce these incidents?

Answer. In our December 2000 report, we stated that FAA has not approached
reducing operational errors with a sense of urgency and does not have strong na-
tional oversight to ensure that regional actions to reduce operational errors are ef-
fective.

We found that facilities with the most reported operational errors over the past
5 fiscal years have shown little progress at reducing operational errors. For exam-
ple, four of the five facilities with the most operational errors have had no reduction
in operational errors. We attribute the lack of progress in reducing operational er-
rors to inadequate regional plans that were not based on assessments at facilities
and did not include specific actions to reduce operational errors. We also found that,
while operational errors can pose a serious safety risk, the true extent of the safety
risk remains unknown because FAA does not determine the severity of every inci-
dent. We recommended, and FAA agreed, to strengthen its oversight of actions to
reduce operational errors.

FAA AIR TRAFFIC CONTROLLERS COSTS

Question. 1 know you have been taking a look at whether the cost savings and
productivity gain under the contract with the air traffic controllers have been real-
ized. Can you update the subcommittee on whether the cost savings and produc-
tivity gains envisioned under the contract have been forthcoming? Is this contract
one of the largest drivers in the FAA’s operating cost growth or is it an insignificant
issue in the overall FAA budget?

Answer. To offset the additional costs of the NATCA agreement and increase pro-
ductivity, FAA and NATCA negotiated a series of workplace changes. However,
nearly 2% years into the 5-year contract, there has been no indication that the cost
savlingsé or productivity gains envisioned in the agreement with NATCA have been
realized.

FAA issued a first year report on the NATCA Agreement but was unable to dem-
onstrate any correlation between variances in the statistics measured (such as over-
time expenditures) to the workplace changes in place. Other workplace changes that
were intended to trigger reductions in staff and supervisory positions (such as ex-
panding the Controller-In-Charge Program) are only now starting up. Actual cost
savings or productivity gains, if any, will not be determined until fiscal year 2001
and fiscal year 2002.

Many factors have fueled the increase in FAA’s operating costs. However, new pay
systems, developed as a result of FAA’s personnel reform efforts, have significantly
contributed to the increase. FAA estimates the new agreement with NATCA will re-
quire nearly $1 billion in additional funding over the 5-year life of the agreement.
Now, other FAA workforces want pay increases as well, which must be negotiated
under FAA’s personnel reform authority.

MEXICAN TRUCKS

Question. In light of the recent ruling from the dispute resolution panel regarding
the Mexican border, what do you think needs to be done to ensure appropriate over-
sight of Mexican trucks?

Answer. First, FMCSA should have a comprehensive implementation strategy and
plan that identifies specific actions with completion dates. This plan should identify
all resources needed to reasonably ensure the safety of Mexican trucks and include
provisions for ensuring safety not only upon entry to the United States but also as
the commercial vehicles transverse the United States. It is reasonable to assume
that the plan would include an assessment of the progress that Mexico has made
in developing, enforcing and overseeing its own safety system and the compatibility
of Mexico’s system with the U.S. safety regulations. Secondly, FMCSA must place
the resources needed at the southern border to perform the safety inspections of the
commercial vehicles and drivers that enter the United States.
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Question. Are you satisfied with the actions that the Department took in response
to your recommendations to increase inspectors and facilities at the U.S.-Mexico bor-
der? Do you have any ongoing or planned work that will address implementing the
cross-border trucking provisions of the North American Free Trade Agreement?

Answer. In our opinion, staffing is still inadequate. In 1998, we estimated that
126 additional Federal inspectors were needed during port operating hours. At that
time there were 13 Federal inspectors. Since then, additional inspectors were added
bringing the total to 60 inspectors as of January 2001, still only one-half of what
we estimated were needed.

On February 7th Senator Ernest F. Hollings and Representative James L. Ober-
star requested us to provide a status report on existing conditions and the condi-
tions necessary to safely open the border to Mexican trucks. Specific areas to be ad-
dressed are staffing and inspection facilities, out-of-service rates, verification of reg-
istration information, and harmonization of safety regulations. We expect to provide
a status report by Summer 2001.

FEDERAL MOTOR CARRIER SAFETY ADMINISTRATION

Question. The Top Ten report and your testimonies emphasized the need for
strong leadership with a strong enforcement program as essentials for a successful
Motor Carrier Safety Administration. During its first year of operation, what hap-
pened in these areas?

Answer. Key leadership positions remained unfilled during the year including the
Administrator, the Associate Administrator for Enforcement and Program Delivery
and the Associate Administrator for Policy and Program Development. These Asso-
ciate Administrator positions were filled on December 31, 2000, by moving two Sen-
ior Executives within FMCSA. However, in February 2001 these Senior Executives
were reassigned to different Associate Administrator positions in FMCSA. As for
stronger enforcement in 2000, while enforcement activity, such as compliance re-
views performed and enforcement cases initiated, increased, the number of carriers
shut down remained relatively constant from prior years, 4 freight motor carriers
and 34 hazardous material or passenger carriers. In February 2001, FMCSA an-
nounced the shut down of two carriers under the “unfit carrier” rule required in the
June 1998 Transportation Equity Act for the 21st Century.

Question. Congress provided the Department with new and stronger motor carrier
safety enforcement tools. Have these been implemented?

Answer. Not well enough. FMCSA implemented the Transportation Equity Act for
the 21st Century provision requiring that unfit motor carriers not be allowed to op-
erate commercial vehicles in interstate commerce. In February 2001, FMCSA an-
nounced the first shutdowns under the new regulation, “an unsatisfactory safety
rating equals an unfit carrier”. This enforcement tool is a huge leverage point. How-
ever, FMCSA needs to expedite rulemaking actions to realize the benefits of the
many safety initiatives provided by the Motor Carrier Safety Improvement Act of
1999. These include enhancements to the Commercial Driver’s License (CDL) Pro-
gram and additional civil penalties and sanctions for noncompliance with safety reg-
ulations. FMCSA identified 29 rulemakings in the new Act, including 6 Congress
mandated to be issued by December 9, 2000. Three of the six rules were completed
by the deadline. Since we found it takes on average 3.8 years to complete a rule,
significant management effort will be needed to ensure all of the rulemakings imple-
menting safety initiatives are timely implemented. These include rules on including
non-commercial vehicle offenses for CDL holders, establishing new motor carrier en-
trant requirements, and using certified safety auditors for all safety reviews.

Question. Articles about Commercial Driver’s License scandals and scams con-
tinue. Does your office have any ongoing work addressing the testing and licensing
of commercial drivers?

Answer. We have several ongoing criminal investigations related to the fraudulent
testing and licensing of commercial drivers and an ongoing audit. In fiscal year 2000
investigations in this area led to over 21 Federal indictments in 6 states. The inves-
tigations range from corruption in third party testing facilities and state motor vehi-
cle departments to fraudulent acts by individual interstate truck drivers. For exam-
ple, a joint investigation with the FBI, Postal Inspection Service and IRS into the
illegal sale of CDLs by Illinois Secretary of State (SOS) employees disclosed unquali-
fied drivers made illegal payments through SOS employees ranging from $800 to
$1,500 to fraudulently obtain a CDL. The investigation disclosed that between 750
and 1,000 CDLs were issued in Illinois and another 2,000 by two examiners in Flor-
ida who sold CDLs through the Florida state-licensing program. Thirty-seven indi-
viduals have been found guilty, including the former IG of the Illinois Secretary of
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State who pled guilty to related obstruction of justice charges. Additional individ-
uals and companies are still being investigated.

As a result of this investigation, a CDL Program Review Panel was formed by
DOT and the State of Illinois to identify drivers that were issued fraudulent CDLs
and to determine weaknesses in the CDL program. The Panel cited several
vulnerabilities within the Illinois and Florida CDL programs and made rec-
ommendations on how to improve and protect the programs from abuse.

In another case, a U.S. District Court judge in St. Louis sentenced Dennis Auten,
former driver for Speidel Transportation, to 1 month in jail, 36 months’ supervised
release and was prohibited from driving a commercial vehicle. Auten pled guilty in
September 2000 to falsifying his medical history to fraudulently obtain a CDL. In
1998, Auten’s tractor-trailer crashed into a passenger vehicle, killing its two occu-
pants. Upon inquiry by the Georgia State Highway Patrol that Auten “blacked out,”
FMCSA asked OIG to investigate Auten’s DOT medical certification. Our investiga-
tion determined Auten lied during his medical examination by hiding a pre-existing
medical condition involving seizures, convulsions and fainting spells. These could
preclude him from driving a commercial vehicle. Speidel Transportation has ceased
all operations.

Also, Wayne D. McAllister was sentenced by a U.S. District Court judge in Flor-
ence, South Carolina to 6 months’ house arrest for using a false social security num-
ber and forging a doctor’s signature on medical and drug testing forms to illegally
obtain a commercial drivers’ license. McAllister knew that he was not medically eli-
gible to drive a commercial truck. OIG investigated this case with the South Caro-
lina Transport Police and FMCSA.

Our ongoing audit is focusing on the Federal Motor Carrier Safety Administra-
tion’s oversight of how the states administer commercial driving tests, and on the
controls in place to make sure commercial licenses are only issued to qualified appli-
cants. During the audit, we are assessing the periodic reviews that the Federal gov-
ernment does of each states’ CDL program. We are also examining the basis for an-
nual certifications required from state officials that Federal standards in the pro-
gram are being met. The periodic reviews and the annual certifications are the key
mechanisms being used by the Department at this time to find and correct
vulnerabilities in the commercial driver’s license program. If these mechanisms are
not effective, the potential increases for future fraud or abuse in the testing and li-
censing process. The audit team is completing analysis of information obtained dur-
ing reviews of 13 states and visits to about 100 testing and licensing facilities. We
expect to issue the report by May 2001.

Question. The Office of Inspector General recommends that the FMCSA needs to
address trucking and bus industry opposition to the proposed rulemaking on drivers
hours-of-service, and the concerns in Congress, which led to the Department being
prohibited from adopting a final rule this year. A significant basis of industry’s op-
position to the rulemaking was the way in which FMCSA performed the cost-benefit
analysis to justify the proposed rule. Many stakeholders believe that the agency’s
initial analysis was flawed and biased. As a remedy, industry has proposed that
FMCSA contract with an independent, non-governmental entity to perform a profes-
sional and unbiased cost-benefit analysis of the agency’s proposal and of the various
alternatives offered by stakeholders, prior to the agency publishing a new proposed
rule for public comment. Do you agree that this might be a good way address indus-
try concerns and move the hours-of-service rulemaking process forward?

Answer. Yes, this is an option that could be considered, but it should not serve
as a delay to issuing a revision to the driver hours-of-service rule. FMCSA is cur-
rently reviewing more than 51,000 comments received on the proposed rule and is
conducting further analysis to address the comments, particularly in the area of eco-
nomic impacts. FMCSA plans to make a recommendation in the spring and options
that will be considered include collecting more information, finalizing all or part of
the rule, and issuing a supplemental rule.

Question. The OIG report indicates strong support for FMCSA’s proposal to re-
quire electronic onboard recorders in trucks. Yet, a GAO investigation found that
the agency itself was unable to produce any evidence that such a requirement would
produce safety benefits in terms of reduced accidents. Do you believe that trucking
companies’ operations will be made safer by requiring them to purchase onboard re-
cording equipment? If so, what evidence do you have to support this belief?

Answer. Yes, we believe that operations will be made safer by requiring the pur-
chase of onboard recording equipment. From our investigations and audits, we found
that driver fatigue and hours of service violations are among the top problems. Fur-
thermore, falsification of logbooks constitutes a major problem, which would be over-
come by electronic recorders, because electronic recorders do not lie.
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The need for automatic information recording devices has been an item on the Na-
tional Transportation Safety Board’s “Most Wanted” list since 1990. In that year,
the Board recommended requiring automated on-board recording devices, such as
tachographs or computerized logs as a result of the Board’s safety study on fatigue,
alcohol, and other drugs, and medical factors in fatal-to-the driver heavy truck
crashes. This safety recommendation was reiterated in 1995 in a Board study on
truck driver fatigue. The Board views such devices as important tools in accident
investigation and for use in hours-of-service regulation compliance. The European
Union attributes improved accident rates to the European Tachograph Regulation
requiring the use of the tachograph for commercial vehicles, trucks over 3.5 tons,
and buses with more than 9 seats. Since its introduction in 1970, the tachograph
has contributed highly to road safety in Germany where the accident performance
of trucks has improved in comparison to the comparable performance of passenger
cars.

Question. It appears that the Department and industry are very near agreement
on a majority of hazardous materials transportation issues. Do you believe that re-
authorization of the Hazardous Materials Transportation Act should be a priority
this year for both Congress and the Administration?

Answer. Yes, we do. Over the past several years, there have been extensive dis-
cussions on the hazardous materials reauthorization with industry and other
groups, and industry’s views are well represented by an extensive submission to the
open hazardous materials reauthorization Docket Management System docket. Re-
authorization of the Hazardous Materials Act would enhance the Department’s en-
forcement authority, expand the uses of hazardous materials registration fees, and
generally improve the effectiveness of this program.

SEAT BELT USAGE

Question. A recent report from the 2001 Seat Belt Summit held in January states
that increasing belt use is “the most effective short-term way to significantly reduce
deaths and injuries from traffic crashes” and that “increasing safety belt use, there-
fore, must be one of the nation’s highest traffic safety priorities.” Although seat belt
use is at its highest level ever, I would like to point out that the rate has remained
constant over the past few years; nearly 30 percent of the population still rides un-
buckled; and, the percentage of unbuckled in fatal crashes is much higher. And even
though several states have belt use rates between 80 and 90 percent, there are
many other states that are well below the national average. Last year’s Conference
Report directed the Inspector General to investigate NHTSA’s strategies and activi-
ties to increase seat belt use, and I have been told that IG staff participated in this
Seat Belt Summit. What is the status of the investigation of NHTSA programs and
gv}iat ar;z you learning about the efforts of NHTSA and the states to increase seat

elt use?

Answer. We are completing our audit work and plan to issue a report in the 3rd
quarter of fiscal year 2001. Our work to date discloses that despite the combined
efforts of Federal, state, and local governments, fiscal year 2000 seat belt use rates
are at 71 percent nationwide, far below the national goals of 85 percent for 2000
and 90 percent for 2005. Further, seat belt use rates have increased a total of only
5 percent in the past 7 years. Given this fact, NHTSA is unlikely to reach and sus-
tain its 90 percent goal by 2005, unless it focuses its technical assistance efforts on
evaluating seat belt programs to determine their effectiveness and encouraging the
use of those programs that are working, particularly among the high-risk groups
such as young males and non-seat belt users in rural areas. The states are using
a variety of approaches to increase seat belt usage including partnerships, edu-
cational enforcement campaigns, and secondary and primary enforcement laws.
Forty-nine states have adopted secondary enforcement laws mandating some form
of adult seat belt use. Primary enforcement laws, adopted by 18 states, are highly
controversial because of concerns about individual rights and racial profiling. States
have also used strategies that have proven successful in other states. These success-
ful programs include the “Click It or Ticket” Program for enforcing seat belt laws
which involves an intensive publicity campaign and highly visible law enforcement
checkpoints for enforcing seat belt and other traffic safety laws. Originated in South
Carolina, this program resulted in a reported 7.4 percent jump in seat belt usage.

Another program that has proved successful and used in more than one state is
the use of law enforcement liaisons to help convince peers of the importance of seat
belt use. By hiring current or former law enforcement personnel as liaisons, the
state highway safety offices provide the law enforcement community with a contact
that “speaks the language” and has credibility as a fellow law enforcement officer.
Increased communications between the law enforcement liaisons and the law en-
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forcement departments has reportedly led to increased participation by law enforce-
menlt{ departments in national mobilization efforts, such as “Buckle Up America
Week.”

Question. Please inform the Committee how NHTSA plans to implement the rec-
ommendations that were made at the Summit.

Answer. According to NHTSA, there are no specific plans to implement rec-
ommendations made at the Summit. NHTSA advised us that many of the Summit
recommendations reflect the current policy and direction of its occupant protection
programs. NHTSA officials believe that other recommendations, especially those
suggesting the reform of current Federal funding programs, are policy decisions best
left for the new administration to consider during reauthorization of Federal high-
way safety legislation.

NTSB FINANCIAL ACCOUNTABILITY

Question. The National Transportation Safety Board justly deserves its reputation
as the premier accident investigative agency in the world. The board, however, has
been subject to criticisms of its financial management capability, especially regard-
ing accounting management, debt collection, non-accident related travel, and prop-
erty and inventory control. I believe the Board’s decision last year to hire an inde-
pendent consulting firm was a positive step. I also believe passage of the National
Transportation Safety Board Amendments Act of 2000 further addresses fiscal ac-
countability at the Board by granting the DOT Inspector General the authority to
review the financial management and business operations of the Board and to deter-
mine compliance with applicable Federal laws, rules, and regulations. Based on your
initial reviews of NTSB practices and the findings of the Pricewaterhouse Coopers
audit, what are the top management challenges facing the Board, and how do they
compare to the business practices and management challenges you have identified
at the Department?

Answer. Based on our initial review of the PricewaterhouseCoopers (PwC) audit,
we find that NTSB faces some of the same management challenges as DOT. As ex-
amples, both NTSB and DOT need (1) systems to track and account for property;
(2) cost accounting and labor distribution systems to measure cost by project; and
(3) improved security measures over access to computer systems and password con-
trols. According to the PwC report, NTSB has major challenges ahead to ensure all
its invoices are entered into the accounting system and to prepare auditable finan-
cial statements. NTSB also needs better procedures for authorizing procurements
and reviewing credit card purchases.

Question. The Safety Board Amendments Act also authorized overtime pay for cer-
tain employees directly involved in accident-related work. Is the Board’s senior man-
agement taking the appropriate steps to account for this in their budget planning
process and in financial management?

Answer. Yes. Although the DOT Office of Inspector General has not done any
work concerning overtime pay at NTSB, we discussed this issue with NTSB’s Acting
Chief Financial Officer. He informed us that the Board’s senior management is tak-
ing appropriate steps to account for overtime pay in their budget planning process
and in financial management. In November 2000, NTSB’s Managing Director noti-
fied Safety Board employees via e-mail of the new authority and its statutory limita-
tions (15 percent of the employee’s annual rate of basic pay, and 1.5 percent of the
agency’s appropriation), as well as internal agency guidelines on the use of this au-
thority. Since this is a new overtime authority, NTSB is working with the Federal
Aviation Administration to have the payroll system automatically account for this
overtime pay. Until then, NTSB is keeping up manually with the statutory limita-
tions. He mentioned that OMB would not support funding for the new overtime au-
thority, so NTSB draws the overtime funds from other appropriated accounts, but
tﬂe monies have been set aside within the Board’s current available funding to cover
these costs.

NATIONAL HIGHWAY TRAFFIC SAFETY ADMINISTRATION

Question. What is the status of the Firestone investigation?

Answer. According to NHTSA, the investigation is continuing and there is no set
deadline to complete the investigation. Firestone and Ford have completed their in-
vestigations into the cause of tire problems and NHTSA is finalizing its testing pro-
gram to determine whether the recall should be expanded to include additional
tires. NHTSA is in the process of contracting with laboratories and experts to con-
duct independent testing.

Qz;estion. What is the status of your audit of NHTSA’s Office of Defects investiga-
tion?
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Answer. We expect to issue a report in the 3rd quarter of fiscal year 2001. We
found that NHTSA’s current database is seriously flawed and does not function as
an early warning system for comprehensively and promptly detecting safety defects.
Although NHTSA is aware of its database weaknesses, it does not routinely use ad-
ditional information sources to supplement complaints during the screening process.
Based on our work to date, NHTSA needs to (1) update its data systems and proce-
dures to identify emerging safety issues, (2) use available data from informational
sources, such as safety organizations and manufacturers to facilitate the identifica-
tion of systemic safety problems, (3) increase public awareness by more effectively
publicizing ongoing investigations and recalls, and (4) implement the requirements
in the TREAD Act, which are designed to enhance NHTSA’s ability to proactively
identify and correct potential defects.

Question. What are the challenges facing NHTSA with implementing the TREAD
Act? What actions has NHTSA taken since the TREAD Act was enacted?

Answer. The TREAD Act requires NHTSA to conduct 10 rulemaking in the areas
of defect reporting by manufacturers, improving and updating tire standards, and
vehicle rollover testing and evaluation. Six of the 10 rulemakings must be completed
in 2001 or 2002. Since the OIG found that it takes DOT on average, 3.8 years to
complete a rule, significant management effort will be required to issue these rules
in a timely manner, as required by the Act. NHTSA has already issued two interim
final rules regarding the Safe Harbor provisions and the sale or lease of defective
or non-compliant tires. However, the remaining four rules may take significantly
longer to complete since they are more controversial and complex and cover topics
such as the early warning system reporting requirements for vehicle manufacturers
and updating of the tire standards.

QUESTIONS SUBMITTED BY SENATOR BEN NIGHTHORSE CAMPBELL
AIRLINE CUSTOMER SERVICE

Question. As a frequent airline traveler, I have an interest in the report your of-
fice released earlier this week on airline customer service. Unfortunately, like many
other US airline passengers, I have been subjected to numerous delays and cancella-
tions, often with very little information as to why these are occurring. These mis-
haps interfere with vacation plans, business trips, or any other reason someone
might fly. What steps is the Department of Transportation going to take to ensure
that all airlines promptly inform passenger of the reasons for delays and cancella-
tions and also inform them of their options when these hardships occur?

Answer. As the OIG, we are not in a position to speak for Department manage-
ment. However, in our Final Report on Airline Customer Service Commitment, we
recommended both DOT and the airlines need to provide consumers with informa-
tion on chronically delayed and canceled flights through existing web sites and on-
line publications, or at the time of booking without being asked. We also rec-
ommended for the airlines that have not already done to implement a system that
contacts passengers prior to arriving at the airport when a known, lengthy flight
delay exists or a flight has been canceled. Furthermore, as a result of our Final Re-
port, the Senate Committee on Commerce, Science and Transportation reported out
a bill on March 15, 2001, which addresses the issue of assuring that the airlines
notify passengers of delays and cancellations. This legislation requires each large air
carrier to institute within 60 days of enactment, practices which provide “customers
at an airport and on board an aircraft, in a timely, reasonable, and truthful manner,
the best information available to the air carrier regarding a delay, cancellation, or
diversions affecting the customers’ flight.” This information is to include the cause
of the delay, cancellation or diversion as well as the air carrier’s best estimate of
the departure time. If this legislation is passed, the Department would be respon-
sible for ensuring that all airlines promptly inform passenger of the reasons for
delays and cancellations. However, Department’s capacity to monitor such practices
is severely hampered by a lack of resources.

MOTOR CARRIERS

Question. For the fiscal year 2001 Transportation Appropriations Bill, I had lan-
guage inserted to prohibit the adoption of the Hours of Service regulation. I wanted
the Department of Transportation to further study economic and other factors that
would have been impacted should this rule have been implemented. The Federal
Motor Carrier Safety Administration (FMCSA) extended the comment period
through December 15, 2000. Now that this deadline has passed, are you aware of
any changes to the rule that are being proposed by the FMCSA?
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Answer. No, the Agency is reviewing more than 51,000 comments and conducting
further analysis to address the many comments and filings to the official public
record on the hours-of-service regulation, particularly in the area of economic im-
pacts. FMCSA plans to make a recommendation in the spring and options include
collecting more information, finalizing all or part of the rule, and issuing a supple-
mental rule.

MEXICAN TRUCKS

Question. On February 6, 2001, the North American Free Trade Agreement Arbi-
tration Panel issued its final report regarding “Cross-Border Trucking Services” be-
tween the United States and Mexico. What are the administration’s plans?

Answer. As the OIG, we are not in a position to speak for Department manage-
ment. The question could best be referred to the Federal Motor Carrier Safety Ad-
ministration. We understand that plans have not been finalized to carry out the
NAFTA obligations.

Question. If the administration plans to further open the U.S. to Mexican truck-
ing, what is the time frame for implementation?

Answer. As the OIG, we are not in a position to speak for Department manage-
ment. The question could best be referred to the Federal Motor Carrier Safety Ad-
ministration. We understand that plans have not been finalized to carry out the
NAFTA obligations.

Question. Will it be phased in or implemented all at once?

Answer. As the OIG, we are not in a position to speak for Department manage-
ment. The question could best be referred to the Federal Motor Carrier Safety Ad-
ministration. We understand that plans have not been finalized to carry out the
NAFTA obligations.

Question. 1 understand that there have been discussions to build 8 new safety in-
spection stations near the U.S. Mexico border at 8 of the busiest ports of entry. The
total cost of construction is expected to be around $80 million, or $10 million a piece.
How long will it take to get these new safety inspection stations up and running?

Answer. The time frame will probably vary significantly by location. Before start-
ing construction, funding and land acquisition questions must be resolved and co-
ordination is needed among all agencies involved. We reported in December 1998
that the state of New Mexico was planning construction of an inspection site at the
Santa Teresa border crossing. It is our understanding that construction of that in-
spection site has just begun.

Question. What will the U.S. do to inspect trucks in the meantime?

Answer. As the OIG, we are not in a position to speak for Department manage-
ment. The question could best be referred to the Federal Motor Carrier Safety Ad-
ministration. Except in the state of California, Federal and state inspectors cur-
rently use limited space within the U.S. Customs Service facilities to inspect Mexi-
can trucks upon entering the United States. Also, within the commercial zones in
the southern border states, state inspectors inspect trucks at the roadside.

Question. If these stations are built at major ports of entry, what will we do about
those smaller ports of entry, where it is all the more likely that the unsafe trucks
will try to enter?

Answer. As the OIG, we are not in a position to speak for Department manage-
ment. The question could best be referred to the Federal Motor Carrier Safety Ad-
ministration. However, in our 1998 report, we recommended placing inspectors at
every border crossing. We continue to believe that this is necessary and we will
evaluate the Department’s plans during our ongoing audit to ensure that inspectors
are at each crossing during operating hours.

Question. With the increased flow of trucks over the border, how many new safety
inspectors will be required to make sure that trucks entering the U.S. are safe?

Answer. In our ongoing review, we are updating our estimate of the number of
inspectors needed. In 1998, we estimated that 126 additional Federal inspectors
were needed during port operating hours. Our estimate may be a very conservative
number. In 1998, there were 13 Federal inspectors. Since then, additional inspectors
were added bringing the total to 60 Federal inspectors as of January 2001, still only
one-half of what we estimated was needed. Our 1998 estimate may be a very con-
servative number.

Question. Both the states and the federal government play important roles in
making sure that the trucks operating on our nation’s roads are safe. What kind
of Federal-state coordination do you envision to ensure that the states are also up
to the task of conducting safety inspections on trucks entering their respective
states?
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Answer. In the current model for Federal-state coordination FMCSA enforces safe-
ty standards through compliance reviews of motor carriers and provides grants to
states who then use their own personnel to inspect commercial trucks and drivers
at the roadside. In fiscal year 2001, these grants, under the Motor Carrier Assist-
ance Program, were funded at $177 million, a significant increase over prior years.
The additional dollars provide more inspectors to inspect trucks and drivers and to
enforce U.S. safety regulations. Groups such as the Commercial Vehicle Safety Alli-
ance, a non-profit organization of federal, state, and provincial government agencies
and representatives from private industry, also provide a useful mechanism for pro-
moting Federal-state coordination on safety issues. The Alliance has established
standards used across the country for conducting roadside inspections.

Question. “Hours of Service” rules have become a hot topic in truck safety. What
kind of “Hours of Service” rules, if any, does Mexico have and are they actively en-
forced?

Answer. In 1998, we reported that Mexico did not restrict drivers’ hours of serv-
ice. We understand that Mexico has made substantial progress in developing stand-
ards and a safety oversight system. However, at this time, we have no specific
knowledge of an hours of service rule or its enforcement in Mexico. We are updating
differences in safety oversight systems in our ongoing audit, which will include the
drivers’ hours of service.

Question. What kind of joint cooperation do you expect the U.S. and Mexico will
take—and also in conjunction with the U.S.’s lower 48 states—to make sure that
groggy Mexican truck drivers do not exceed our Hours of Service rules? For exam-
ple, if a driver coming over the border from Mexico has already put in 8 or more
hours behind the wheel, what precautions will be in place to make sure that he does
not put in another 8 hours and end up wrecking on a highway deep within the
United States?

Answer. Until the Department’s plans for carrying out the NAFTA obligations are
finalized, we cannot make a prediction as to the specific procedures that will be im-
plemented at the border. In 1998 we reported that Mexico did not restrict drivers’
hours of service. We understand that Mexico has made substantial progress in de-
veloping standards and a safety oversight system. However, at this time, we have
no specific knowledge of an hours of service rule or its enforcement in Mexico. Cur-
rently, when Mexican commercial drivers are inspected at the border, Federal in-
spectors enforce the U.S. regulations on drivers’ hours of service.

Question. With the potential opening of our border, it is expected that hundreds
of Mexican motor freight companies may apply for licenses to operate throughout
the U.S. What actions will the administration take to make sure that the safer
motor freight companies are allowed in rather than those who may be operating un-
safe fleets?

Answer. Until the Department’s plans are finalized, I cannot say what specific ac-
tions will be taken. The Department has drafted a proposed rule to govern applica-
tions by Mexican carriers to operate beyond the commercial zones at the U.S.-Mexi-
can boarder, but has not issued a Notice of Proposed Rulemaking on the subject.
The process to be employed for ensuring that Mexican carriers understand the safe-
ty regulations of the United States and how the United States will ensure that
Me(i(ican carriers comply with U.S. regulations is being evaluated in our ongoing
audit.

Question. How do you plan on distinguishing the better actors from the bad ac-
tors?

Answer. We have observed that recent increases in the number of Federal border
inspectors correlated with a reduction in the percent of Mexican trucks entering the
United States that were inspected and placed out of service for significant safety
violations. The Department has drafted a proposed rule to govern applications by
Mexican carriers to operate beyond the commercial zones at the U.S.-Mexican
boarder, but has not issued a Notice of Proposed Rulemaking on the subject. We
would expect this rule to address the issue of distinguishing between acceptable and
unacceptable carriers seeking to do business within the U.S.

QUESTIONS SUBMITTED BY SENATOR PATTY MURRAY
CAN WE SPEED UP RUNWAY CONSTRUCTION WHILE PRESERVING THE ENVIRONMENT?

Question. Mr. Mead, your report speaks to the challenges we face in expanding
the nation’s airports. At the Seattle-Tacoma Airport, we have been working on con-
structing a third runway for over a dozen years. That runway is finally expected
to be opened in 2006. I am a strong believer in expanding our nation’s airport capac-
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ity, but also a strong believer that local communities must have input into the plan-
ning of these facilities. Do you believe it is possible to effectively speed up the pace
at which we build new airport capacity and, simultaneously, respect the environ-
ment and the views of the surrounding communities?

Answer. Without question, there is a need to increase airport capacity while si-
multaneously respecting the views of the surrounding communities and protecting
the environment. A number of actions have been suggested to address this impor-
tant matter, such as having the state and Federal environmental impact assess-
ments done concurrently, rather than completing them consecutively. Related con-
cerns are that there are at least 13 separate agencies involved in the environmental
review process and the absence of a set time line for completing an environmental
review.

AIR-21 requires the Secretary of Transportation to conduct a study of Federal en-
vironmental requirements related to the planning and approval of airport improve-
ment projects. The study will assess (1) the current level of coordination among Fed-
eral and state agencies in conducting environmental reviews; (2) the role of public
involvement; (3) the staffing and other resources associated with conducting envi-
ronmental reviews; and (4) the time line for conducting environmental reviews. The
study is to be conducted in consultation with other Federal agencies, airport spon-
sors, state aviation agencies, representatives of the design and construction indus-
try, and representatives of public interest groups. The study is to be provided no
later than April 2001 to the Committee on Transportation and Infrastructure of the
House of Representatives and the Committee on Commerce, Science, and Transpor-
tation of the Senate. This report’s recommendations will be key to any revised FAA
policy or procedure to speed up the pace of runway construction.

Question. Do you believe the FAA Airports Office has the necessary authority and
funding to speed up the process through which we construct new runways?

Answer. Funding is not the problem. AIR-21 will provide FAA with almost $10
billion in Airport Improvement Program (AIP) funds from fiscal year 2001 through
2003. However, under present law, decisions to build new runways or airports ulti-
mately rest with state and local authorities. However, both airport owners and the
Federal government must address the potential environmental impact of building
runways and airports. The FAA’s April 2001 report on environmental streamlining
will be key to any revised procedures to speedup the process to build runways. The
results of this study should also help Congress and FAA determine if additional
FAA authority is necessary to speed up the environmental review process.

Question. Some critics have observed that the nation does not lack sufficient air-
port capacity. Rather, the capacity is just in the wrong place. While we desperately
need a new runway at SEA-TAC, there may be excess runway capacity in other
parts of the nation. Do you believe that the FAA has done an effective job to ensure
that airport capacity is being expanded in a targeted way?

Answer. No. FAA prioritizes funding for new airport projects based on grant appli-
cations received from local jurisdictions. This process has resulted in millions of dol-
lars being spent on an airport like Mid-America that sits idle, while airports like
Chicago O’'Hare lack the necessary capacity to meet demand.

Ground capacity is limited to a large extent due to the airlines’ hub and spoke
system. A key aspect of the system is the concentration of flights and passengers
into the various hub airports. For example, just five airports (Atlanta, O’Hare, Dal-
las/Ft. Worth, Los Angeles, and Phoenix) comprise nearly a third of the passengers
handled by the 10 major airlines in 1999. While the concentration of passengers and
flights at these airports is seen by the airlines as providing significant operational
efficiencies, the hub and spoke system also prevents some operational inefficiencies,
especially when one or more of the hubs break down.

Question. Are we currently targeting airport grant funds in a way where our na-
tional aviation system gets the most bang for the buck?

Answer. There is no national system of airports similar to efforts to build a na-
tional highway system. Currently, decisions to build new runways or airports ulti-
mately rest with state and local authorities. FAA prioritizes funding for new airport
projects based on the grant applications received from those authorities. This proc-
ess has resulted in millions of dollars being spent on an airport like Mid-America
that sits idle, while airports like Chicago lack the necessary capacity to meet de-
mand. Both the Administration and Congress need to decide whether FAA should
have a more active role to include leveraging grant funds to capacity-constrained
airport locations versus a passive role of essentially distributing grant funds to air-
ports.
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AUDIT OF SOUND TRANSIT

Question. Mr. Mead, your agency is currently conducting an audit of the Sound
Transit Light Rail Project in Seattle. The Administration signed a Full Funding
Grant Agreement for this project just last month. I am pleased that you are taking
an in-depth look at this agency because I believe all concerned parties must be con-
fident that this project’s cost and schedule estimates are accurate. Could you tell
$e the?expected time frame in which you expect to complete your audit of Sound

ransit?

Answer. On January 25, 2001, the Office of Inspector General initiated an audit
of the Seattle Central Link light rail project in response to a January 16, 2001 re-
quest by Chairman Harold Rogers of the Subcommittee on Transportation and Re-
lated Agencies Committee on Appropriations. As one of the largest transit projects
in the country, a review of the Seattle Central Link had been a part of the OIG
strategic plan, pending the issuance of a full funding grant agreement. We currently
plan to complete our audit of the Seattle Central Link light rail project in the fourth
quarter of fiscal year 2001. We will also report our findings on an interim basis,
as necessary, to keep the Congress and the Administration informed of significant
issues encountered during our audit.

Question. I think it is important that this subcommittee get a formal, written re-
port on the findings of your audit. In this way, no one can exaggerate your findings,
whether it is the Press, the project’s supporters or the project’s detractors. Can you
assure me that you will submit a formal written report on your Sound Transit audit
in a timely fashion?

Answer. Yes, we will issue a written report on the Seattle Central Link light rail
project in a timely fashion after completing our audit work. We will also report our
findings on an interim basis, as necessary, to keep the Congress and the Adminis-
tration informed of significant issues encountered during our audit.

AIRLINE CUSTOMER SERVICE—ARE THE AIRLINES LYING LESS?

Question. Mr. Mead, in your airline customer service report which you issued on
Monday, you point out that the airlines have a long way to go in disclosing accurate
information on a regular basis to passengers enduring delays. When you conducted
your interim report half a year ago, you found numerous instances in which the air-
lines blamed their delays on fictitious causes. Did you find in your recent annual
report that the airlines are, at least, being more accurate when they do tell the pas-
sengers why their flight is delayed?

Answer. Yes, since our Interim Report, we found during our observations that the
accuracy of information provided passengers about the cause of the flight delay im-
proved considerably when information was provided. However, we reported that con-
siderable improvement is still needed in the timeliness and adequacy of information
provided passengers about delays. We found airlines provided adequate information
on delays, including the cause, between 38 and 75 percent of the time.

In conducting our tests, we gave the airlines flexibility in determining what con-
stituted adequate information, looking for as little information as “the flight will be
delayed 30 minutes due to weather at the connecting airport.” We did not expect
gate agents to provide a detailed or complex explanation on the reason for the delay.
In most cases where we found the information was not adequate, it was because
no information was provided at all (no announcements made).

Question. In your view, are the gate agents not providing timely information to
passengers because they do not have the information, or because they don’t take
their commitment to disclose the information seriously?

Answer. Some of the larger airlines have systems that are directly tied into the
operations departments and the gate agents have real-time information on flight
delays and cancellations. However, we found instances where these same airlines’
gate agents were not providing any information to the passengers, even though we
confirmed that the information was available at the time of the delay. We also found
that the level of performance in notifying passengers about known delays and can-
cellations was significantly higher at the airlines’ Hub airports than at non-Hub air-
ports, and that the level of performance did not vary significantly between large,
medium or small airlines.

Question. Your report pointed out that, even though all the major airlines com-
mitted to the identical voluntary customer service standards last year, several of the
airlines have not fully incorporated their passenger service commitments into their
contracts of carriage. As a result, it is impossible to enforce the commitments that
the airlines made. How do you interpret the fact that the airlines have not incor-
porated these commitments into their contracts of carriage? What does it tell you
about their commitment to these customer service standards?
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Answer. Our review of the 14 Airlines’ contracts of carriage showed that as of
January 17, 2001, all of the Airlines responded to this recommendation to some de-
gree. For example:

—Three of the 14 Airlines incorporated the entire text of their Plans into their

contracts of carriage.

—LEleven of the 14 Airlines incorporated the Commitment provision to inform the
customer of delays, cancellations, and diversions into their contracts of carriage;
8 of the 14 Airlines incorporated the Commitment provision to meet customers’
essential needs during extended on-aircraft delays.

—Eleven of the 14 Airlines incorporated the Commitment provision for quoting
the lowest fare; 12 Airlines incorporated the provisions for holding a nonrefund-
able reservation for 24 hours and for returning misrouted or delayed baggage
within 24 hours; and all Airlines incorporated the baggage liability limit in-
crease, which is required by Federal regulation.

Since January 17, 2001, at least three other ATA member airlines have incor-

porated the entire text of their Plans into their contracts of carriage.

There were differences among the Airlines in exactly what they decided to incor-
porate, and we found instances where the contract of carriage placed limits on what
appeared to be a more expansive provision in the Plan. An area of particular con-
cern is when an Airline will provide overnight accommodations occasioned by a
delay or cancellation. Most of the Plans said generally that overnight accommoda-
tions would be provided if the passenger was required to stay overnight due to a
delay or cancellation caused by the Airline’s operations (as defined by the Airline).
However, the contract of carriage for seven Airlines appeared to limit this to situa-
tions such as when a flight was diverted to an unscheduled destination or a flight
delay exceeded 4 hours between the hours of 10:00 p.m. and 6:00 a.m. The cir-
cumstances in which overnight accommodations will be provided needs clarity so
that passengers will know what to expect.

In our Final Report on Airline Customer Service Commitment, we recommended
that the Commitment be enforceable either by including all the provisions in the
contract of carriage or requiring them by regulation. Furthermore, as a result of our
Final Report, the Senate Committee on Commerce, Science and Transportation re-
ported out a bill on March 15, 2001, which addresses the issue of assuring that the
provisions in the Commitment were incorporated in the airlines’ contracts of car-
riage. The legislation requires that within 60 days of enactment, each large air car-
rier shall incorporate the provisions of the Airline Customer Service Commitment
executed by the Air Transport Association and 14 of its member airlines on June
17, 1999, in its contract of carriage.

On March 14, the passenger airlines of the Air Transport Association announced
a second phase of their voluntary customer service commitment. As part of this com-
mitment, the airlines that have not already done so, have agreed to place all cus-
tomer service commitment provisions into their contracts of carriage.

Question. 1 understand that, at yesterday’s hearing before the Commerce Com-
mittee, the airlines and others raised the fact that the Department of Transpor-
tation does not have enough personnel to enforce their regulations in the area of
customer service. Do you believe the absence of enforcement personnel is a sufficient
reason to explain why the airlines are not living up to their customer service com-
mitments? Do we excuse the behavior of drunk drivers just because there are not
enough police officers to pull them all off the road?

Answer. No, clearly the lack of enforcement personnel is not a sufficient reason
airlines did not effectively implement all the customer service commitments. Our
concern is that the resources, for the Department of Transportation Office respon-
sible for overseeing and enforcing aviation consumer protection rules, are inversely
proportionate to the office’s workload. In 1985 the office had a staff of 40, in 1995
it was down to 20 and by 2000 it had 17 staff. This decline in staffing occurred at
the same time workload dramatically increased. Sufficient resources and effective
oversight would have identified areas where airlines were not meeting current Fed-
eral rule or regulations.

Question. Since the airlines committed to these customer service standards volun-
tarily, why are enforcement personnel necessary to make the airlines live up to
these standards?

Answer. Given the dramatic increase in complaints and potential for consolidation
in the airline industry, it would be wise to bolster DOT’s enforcement workforce.
Also, several of the commitment provisions are not new but were already required
by Federal rules or regulations, which the airlines should have been following and
DOT should have been overseeing. For example, the commitment provision to pro-
vide prompt ticket refunds has been a Federal requirement for over 17 years. How-
ever, we found six airlines that met the cash or credit card refund requirement less
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than 94 percent of the time. Two airlines were meeting the credit card refund re-
quirement less than 62 percent of the time. Clearly the airlines still need to improve
on their implementation of the commitment provisions and DOT should be active
in overseeing their compliance.

In cases where an airline failed to provide prompt ticket refunds, it is extremely
unlikely that the customer is going to take the airline to task such as file a lawsuit
to get the refund. In that case, DOT should have the resources available to examine
the situation to see if the refund problem is systemic with that airline and to take
broad based enforcement action, which the consumer cannot do.

Question. Given the millions of passengers that fly on the major air carriers each
year, how great an impact would a few more additional enforcement personnel have
on the behavior of the major airlines in the area of customer service?

Answer. We recognize that additional personnel is not a panacea. Additional per-
sonnel for government oversight and enforcement, coupled with airline quality as-
surance programs, could help address the traveling public’s dissatisfaction with air
travel. If the airlines establish quality assurance and performance measurement
systems to evaluate their own compliance with the commitment, then DOT per-
sonnel could focus their efforts on reviewing these quality assurance and perform-
ance measurement systems. This would allow DOT to more efficiently identify areas
of potential noncompliance.

On March 14, the passenger airlines of the Air Transport Association agreed to
a second phase of their voluntary customer service commitment. As part of this sec-
ond phase, the airlines committed to establishing internal performance measure-
ment systems and audit procedures to ensure compliance with their individual cus-
tomer service plans. The airlines have agreed to make these internal systems open
to scrutiny and review by the Department of Transportation.

CLASSIFICATION OF SPILLS

Question. Gentlemen, both of your agencies have been critical of the manner in
which OPS classifies the causes of pipeline accidents. Do either of you believe that
the OPS’s current system for identifying the causes of pipeline accidents is effective
in providing the information we need to help decrease spills and ruptures?

Answer. No. As stated in our March 2000 audit report, RSPA’s current mecha-
nisms do not provide sufficient data to accurately identify accident causes and
trends. However, RSPA is seeking to revise all pipeline accident reporting require-
ments in 2001. RSPA expects collection of improved information beginning in Sum-
mer 2001 for natural gas transmission pipeline incidents.

Question. Mr. Mead, I know your report called for reforming the way this is done.
Could you elaborate on that?

Answer. Our March 2000 audit report found that OPS does not collect sufficient
data to precisely identify accident causes and trends. When accidents occur, pipeline
operators are required to submit an accident report to OPS. Although the reports
include information on the accident cause and origin, deaths, or injuries, and esti-
mates of property damage, the information is not adequate. For example, operators
use the “Other” causal category to list unknown accident causes or causes not clear-
ly defined in specific causal categories. As a result, 21 percent of natural gas and
29 percent of hazardous liquids accidents list “other” as its cause. OPS needs to ex-
pand the causal classification categories to collect more precise information about
causes of accidents, and to clarify the instructions so that operators will be more
consistent and accurate in reporting accident causes.

Additionally, the OPS accident database contains inaccurate accident causal infor-
mation and understates property damage. This is partially due to the fact that erro-
neous accident reports are not corrected. OPS needs an enforcement capability to
ensure that operators revise submitted accident reports later found to be inaccurate.
Even when OPS knows the information in the original accident report is inaccurate,
the database is not immediately modified without an operator’s written revision be-
cause it consists of “operator reports”.

To reduce these inaccuracies, OPS plans to implement a new “open” and “closed”
concept with the new revised accident reports that will address erroneous and in-
complete report information. RSPA will mail the operator a hard copy of the initial
incident report filed by a pipeline company to have the company review the informa-
tion RSPA records in the database against the company’s filing to help insure that
data entry is correct. Further enhancing the completeness and usefulness of the sub-
mitted accident information, the new revised reports will have a new “FINAL RE-
PORT” check box that will be used with an automated process to periodically re-
quest status of reports that have not been finalized. RSPA will automate a mailing
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of the existing report back to the operator every 6 months asking for supplemental
reports until a final report is received.

IMPLEMENTATION OF CONGRESSIONAL MANDATES

Question. One very troubling aspect of improving pipeline safety is OPS’s failure
to implement Congressional mandates. Until very recently, OPS had not issued re-
quirements dating back as far as 1992. Both of your reports were critical of this in-
action on the part of OPS. Considering OPS’s recent issuing of some outstanding
rules, do you think OPS is turning over a new leaf?

Answer. OPS has made progress in issuing outstanding rules mandated by Con-
gress in 1992 and 1996, but more remains to be done. In the area of hazardous lig-
uid pipelines, OPS has issued:

—A final rule defining unusually sensitive environmental areas in December

2000;

—A final rule (Pipeline Safety: Pipeline Integrity Management in High Con-
sequence Areas (Hazardous Liquid Operators with 500 or More Miles of Pipe-
line) in December 2000 for only large (500 miles of pipeline or more) hazardous
liquid operators, which requires initial pipeline assessments within 7 years with
up to 5 year intervals for periodic inspections; and has initiated

—A rulemaking that would extend these requirements to the remainder of regu-
lated hazardous liquid pipelines (499 miles or less). This proposed rule is under
review by the new Administration. All three rulemaking actions, however, in ac-
cordance with the Administration’s request, have been postponed 60 days and
returned to the modal administrations for reexamination. As of February 2001,
OPS through the National Pipeline Mapping System has voluntarily obtained
86 percent of all hazardous liquid pipeline miles and 29 percent of all natural
gas pipeline miles. OPS is preparing to begin the rulemaking process for nat-
ural gas pipelines; however it needs to:

—Establish criteria to identify high-density population areas.

—Establish additional safety standards for periodic inspections in high-density
population areas. OPS expects to complete natural gas rulemakings by early
2002. An OIG audit of rulemaking determined DOT took an average of 3.8 years
to issue a final rule. RSPA needs to maintain management focus to complete
these rules in a timely manner.

Question. Is there anything you’d suggest we do in Congress to ensure that they

continue to implement overdue as well as new pipeline safety requirements?

Answer. We suggest that Congress continue to monitor RSPA’s progress to ensure
that they expeditiously work toward implementing overdue Congressional man-
dates. Congress should also consider reauthorization provisions to: (1) further re-
search in pipeline inspection technologies, (2) require the development of a com-
prehensive accident data collection plan; (3) expand the states’ role in pipeline in-
spections; and (4) ensure pipeline operators are qualified to do their job, reducing
the probability and consequences of serious accidents.

GROWING COST OF COAST GUARD PROCUREMENTS

Question. Gentlemen, both of your agencies reported concerns regarding Coast
Guard procurements and the agency’s plan to replace its vessels and aircraft. I
know we all agree that the replacement of these assets is critical to the Coast
Guard’s ability to execute its many essential missions. Mr. Anderson, your report
specifically criticized the Coast Guard’s procurement strategy for the “Deepwater
Project”. You stated, “There are no models in the federal government to guide the
Coast Guard in developing its acquisition strategy for this approach.” Given the
trouble that the Coast Guard has had in the past in procuring helicopters and ships,
do you believe the Coast Guard is giving enough attention to your recommendations
in this area?

Answer. As this question is addressed to Mr. Anderson, we have left it to the Gen-
eral Accounting Office to answer.

Question. Mr. Mead, your report points out that once the Deepwater acquisition
gets underway, the Coast Guard will require an acquisition budget of least $850
million each year. That compares with a current budget of roughly $415 million in
fiscal year 2001. Is this the only way to go about the business of replacing the Coast
Guard’s assets?

Answer. No, this is not the only way for the Coast Guard to replace its assets.
The Coast Guard is currently planing for the replacement of it Deepwater capability
as a coordinated system of assets. The Coast Guard’s planning process will produce
estimated cost data that will permit greater flexibility in evaluating alternative pro-
curement strategies. Using this cost data, the Coast Guard can compare alternative
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procurement methods such as acquiring an integrated system proposed by one of the
competing industry teams, a combination of the industry teams’ proposals, or some
other alternative developed by the Coast Guard. The Deepwater acquisition strategy
will not be finalized however, until a procurement contract is awarded in January
2002. Our ongoing review, which is scheduled for completion in the 3rd quarter of
fiscal year 2001, will assess the Coast Guard’s progress in developing its Deepwater
acquisition strategy.

Question. Are you convinced that this procurement cannot be made more afford-
able through a different procurement strategy?

Answer. No, we are not convinced that the Coast Guard’s procurement strategy
can not be made more affordable. The current strategy of awarding one contract in
a limited competitive environment for a 20-year period is high risk. The prospect
of price increases and cost escalation over a period this long is very great. Further,
once the procurement contract is awarded there will no longer be a competitive envi-
ronment for executing changes to incorporate new technologies. Finally, there will
be less incentive for the contractor to control costs and to meet performance require-
ments as the contract progresses. Our ongoing review, which is scheduled for com-
pletion in the 3rd quarter of fiscal year 2001, will provide greater insight into the
strategy and cost of this procurement.

DELAYS IN CERTIFYING NEW BOEING PRODUCTS

Question. Gentlemen, you have both been critical of the FAA’s ability to develop
a cost accounting system that accurately captures what the agency is spending on
each of its functions. My state is home to Boeing, which manufactures many state-
of-the-art products in aviation. Each of these new products must be certified by the
FAA. For several years, the FAA Administrator has had to raid the funding of the
certification office to make up for funding shortfalls in other offices. As a result,
companies like Boeing have had to endure longer and longer delays in getting their
products to the market. This past year, in order to put an end to that practice, the
appropriations bill made it impossible for the FAA Administrator to shift funds out
of the certification office. In fact, it prohibited the Administrator from shifting funds
between the sub-accounts in her operations budget. Given the status of the FAA’s
cost accounting system, what confidence should we have in the accuracy of the budg-
et estimates that are submitted to this subcommittee?

Answer. FAA’s partially implemented cost accounting system is not used by FAA
as a basis for budget estimates submitted to the committee, and therefore the bene-
fits to be derived from a cost accounting system are not yet available for preparing
budget estimates. In the future, a fully functioning cost accounting system should
prove to be very useful to FAA and the committee in preparing and reviewing budg-
et estimates, plus provide detailed cost information to support its expenditures by
lines of business, projects, and specific activities and services FAA performs. Actual
cost data will provide better bases for estimating and justifying future budget re-
quests.

Question. Do you believe the FAA’s new cost accounting system is progressing to
the point where we can accurately know precisely what amount is spent on certifi-
cation of new aviation products each year?

Answer. No. FAA currently cannot determine the cost of certification of new avia-
tion products because it has not yet started to develop its cost accounting system
for the Regulation and Certification line of business. FAA currently plans to start
development of this portion of its cost accounting system in the second quarter of
fiscal year 2002 and estimates completion of this phase by September 30, 2002. As
of March 14, 2001, FAA has not yet identified the business requirements for its Reg-
ulation and Certification line of business. If FAA should decide during system devel-
opment to capture cost by specific product requiring FAA certification, then the cost
accounting system will be able to identify the amount spent on certification of new
aviation products each year. However, because the business rules for Regulation and
Certification have not yet been finalized, FAA cannot confirm today that it will be
able to accurately identify amounts spent on certification of new aviation products.

Question. Do you believe the Committee took the appropriate step in prohibiting
the FAA Administrator from shifting funds between her operations sub-accounts?

Answer. We believe the Committee took the appropriate step in prohibiting funds
from being shifted between FAA’s operations sub-accounts. Each of FAA’s lines of
business plays a critical role in the safe and efficient operation of the National Air-
space System. By designating specific funding levels for each line of business in
FAA’s fiscal year 2001 Appropriations, Congress has ensured that those activities
will be funded as intended and not reprogrammed to cover shortfalls in other areas.
In fiscal year 1999, FAA experienced a $284 million shortfall in its operations ac-
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count, most of which ($204 million) was in the Air Traffic Services line of business.
The shortfall required cuts in all lines of business including safety and non-safety
activities alike such as delaying plans to hire additional safety inspectors and reduc-
ing technical training for controllers.

QUESTIONS SUBMITTED BY SENATOR RICHARD J. DURBIN
AVIATION

Question. In your view, what have the airlines done correctly to improve service
over the past year? On the other side, what to you think the airlines could improve
upon? What practices have worked and which ones have not?

Answer. We found areas where the greatest progress was being made and prac-
tices worked well were areas such as quoting the lowest fare, holding nonrefundable
reservations without penalty and larger pay-outs for lost luggage. The airlines have
also taken actions to improve customer service in areas not directly related to the
commitment, such as increasing the space between seats and installing larger over-
head bins.

Areas most needing improvement were the areas that trigger when there are
flight delays and cancellations such as notifying passengers of known delays and
cancellations, delivering baggage that did not arrive with the passenger within 24
hours and clarifying essential needs that will be met during long on-aircraft delays.
We also found room for improvement in handling bumped passenger and prompt
ticket refund practices.

Question. Do you think legislation—commonly referred to as the “passengers bill
of rights”—is needed to address basic consumer need in the airline industry?

Answer. Effectuating good airline customer service is a tough thing to legislate.
In our report, we made several recommendations that cannot be implemented except
through law or regulation. For example, increasing the compensation for bumped
passengers and requiring disclosure to customers at the time of booking those
flights that have been chronically delayed will have to be put in regulations. In
other areas, you may want to give the Airlines the opportunity to take action volun-
tarily. For example, when defining “an extended period of time” or “food” during
long on-aircraft delays, we should have a minimum level of consistency, but beyond
that the airlines should use customer service as a form of competition.

Question. Chicago O’'Hare International Airport in my state is one of the world’s
busiest airports. As more people choose air travel, and as airports become more pop-
ulated with aircraft, what do you see, from a management perspective, to be pos-
sible solutions to addressing air traffic flow?

Answer. There has been much debate over the last year as to the role airline
scheduling plays in causing delays—especially at the larger Hub airports, like Chi-
cago O’Hare, during peak periods of operation. Questions being debated include
whether airline scheduling discussions for specific airports should be permitted
under antitrust supervision, whether peak-hour pricing (if legal) will provide mean-
ingful relief, and whether implementing a lottery for airport usage (such as New
York’s LaGuardia) will work. Clearly the airlines cannot solve the delay and can-
cellation problem themselves, since many factors lie at its cause, but they should
be doing their part.

Last year we made a recommendation to the Federal Aviation Administration to
develop capacity benchmarks for the Nation’s top 30 airports. This will provide a
common framework for understanding what maximum arrival and departure rate
can physically be accommodated by airport, by time of day under optimum condi-
tions. A set of capacity benchmarks is essential in understanding the impact of air
carrier scheduling practices and what relief can realistically be provided by new
technology, revised air traffic control procedures, new runways, and related airport
infrastructure. FAA has completed its capacity benchmarking and preliminary re-
sults are being circulated to industry for their comments.

Also, last year, before the Senate Committee on Commerce, Science and Transpor-
tation, we reported that the key question is what traffic load the air traffic control
and airport systems can reasonably be expected to accommodate in the short, inter-
mediate, and long term. FAA needs to explain in clear terms the extent to which
the air traffic control modernization effort can be expected to provide material relief
to the current problem of delays and cancellations. This is because much of the mod-
ernization effort is not geared to making quantum leaps in increasing capacity. The
answer lies in a cumulative mix of solutions— scheduling and technology are among
them. However, the role played by ground infrastructure (runways and airports) is
of enormous importance, mainly because of the large impact that ground infrastruc-



77

ture has on capacity. This is further complicated by the fact that decision-making
associated with building and locating a new runway or a new airport requires clear-
ance by local communities.

Question. Do you have the O’Hare capacity benchmark data as described in the
February 12, 2001 report?

Answer. We recently received the benchmark data for O’'Hare, as well as 30 other
major airports. As part of our follow on audit of flight delays and cancellations, we
will be reviewing FAA’s capacity benchmarks for O'Hare as well as the other major
airports.

RAIL/TRANSIT

Question. Illinois is second in the nation in the number of at grade crossings,
more than 14,300. What steps will D.O.T., and specifically, the FRA, take to ensure
rail-grade crossing safety in this new administration?

Answer. As the OIG, we are not in a position to speak for Department manage-
ment; however, we will pass along your concerns to FRA for consideration and re-
sponse.

Question. Illinois has 899 locally passed and FRA recognized whistle bans. About
64 percent the state’s population lives within one mile of a public highway-rail
crossing. Last year the FRA proposed to do away with those whistle ban zones as
a way to improve public safety. After many hearings, here and in my state, there
is still a possibility the FRA’s rule may include overturning the whistle ban. Do you
believe this to be the best and most reasonable approach in assuring public safety?

Answer. We have not done any work in this area to date. We will continue to
monitor highway rail-crossing safety issues and anticipate more in-depth work in
the future related to methods for improving and assuring public safety.

Question. Following a DePaul University study showing the mandatory use of
train whistles at all railroad crossings could decrease Chicago-area property values
by more than $1 billion, I worked to create a new pilot program to improve crossing
safety in four Illinois communities with the help of the ICC and the FRA. Might
this approach to rail-grade crossing safety be included in the structure of the DOT
under this new administration?

Answer. The study offers what its authors refer to as “a preliminary assessment
of a complex issue” and includes concepts to promote grade crossing safety that
might well be included in the structure of the DOT under the new administration.
The study emphasized the need for intergovernmental cooperation and improve-
ments to strengthen the role of public education and enforcement in reducing the
number of motor-vehicle violations at crossings, concepts that FRA has supported
in its efforts to improve grade crossing safety. The use of video surveillance to abet
enforcement and the effective imposition of penalties, as discussed in the study, are
also areas FRA has previously highlighted.

Question. The St. Clair County Extension project of Metro Link in Southern Illi-
nois is under a Full Funding Grant Agreement (FFGA). In recent months, a pro-
posal has been made to amend the FFGA to extend the line to Scott Air Force Base/
Mid America Airport. Your office initially expressed some concerns. Since that time,
more information has been supplied and a site visit has taken place. Please tell me
the current IG’s position on the FFGA amendment.

Answer. The Office of Inspector General agrees with FTA’s assessment that the
project’s New Starts rating for the “cost effectiveness” criteria is not sufficient to
support a “recommended rating” because of the low ridership forecast. In our De-
cember 21, 1999 report on the St. Clair Extension of the St. Louis MetroLink Sys-
tem, we recommended that the FTA Administrator base the final decision to award
$60 million of Federal funds for the second phase of the extension on an evaluation
and rating of the second phase under its New Starts criteria. On December 12,
2000, FTA assigned an overall project rating of “not recommended.” On January 7,
2001, Congressman Jerry Costello asked the Office of Inspector General to review
the new ridership numbers and adjustment factor submitted by Bi-State and the
Transit district for FTA’s consideration. The Office of Inspector General verbally
briefed Congressman Costello on March 7, 2001 on the results of our latest review.
We informed the Congressman that we agreed with FTA’s latest assessment of the
ridership numbers. However, we suggested that Bi-State revalidate its ridership
model and resubmit the new numbers with out having to use an adjustment factor.
Congressman Costello agreed with our assessment and suggestion.

MOTOR VEHICLE

Question. Last year the Congress passed two important legislative measures. One
being the .08 percent BAC measure with was included in the Transportation Appro-
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priations Bill, and the TREAD Act (Tire Recall Enhancement, Accountability, and
Documentation Act) to deal with the Ford/Firestone tires issue. Can you please pro-
vide the committee with any insight on the implementation of these measures at
your level?

Answer. Regarding .08 percent BAC, NHTSA is in the process of developing a
guide for states on how to implement a 0.08 BAC program, once states enact 0.08
BAC legislation. The guide will contain information on (1) how to conduct public
education programs; (2) suggested new training for law enforcement officers; and (3)
new signage for highways. NHTSA expects to issue this guide to the states in sum-
mer 2001.

QUESTIONS SUBMITTED TO THE GENERAL ACCOUNTING OFFICE

QUESTIONS SUBMITTED BY SENATOR RICHARD C. SHELBY
MOST PRESSING CHALLENGES AT DOT

Question. Both the DOT Inspector General and General Accounting Office have
identified many important challenges for the Department of Transportation. Which
of them, in your opinion, are the most important for the new Secretary to act on
first? Which require the most urgent Congressional attention?

Answer. It is vital that the agency persists in its efforts to address the safety
issues discussed in our Performance and Accountability report on the Department
of Transportation. Given the forecast for an increased rate of air travel, reducing
accident rates is of the utmost importance, and the Federal Aviation Administration
(FAA) has some good opportunities to do so. For example, our recommendations re-
garding FAA’s Safer Skies Initiative could help improve and measure the effective-
ness of the program. While DOT’s Office of Pipeline Safety is implementing several
new programs, such as a risk-based approach to pipeline regulation and a more co-
operative approach to enforcement, it has not yet tested these approaches to deter-
mine if they result in better compliance and improved safety.

DOT must also press forward with its air traffic control modernization projects.
The future capacity and safety of the airspace system rests largely on the successful
completion of this effort. DOT has begun to implement systems to address the
delays and cost overruns that have plagued its past modernization efforts. Congres-
sional oversight will be needed to encourage DOT to stay on track with these
projects.

Both DOT and the Congress face continued pressure to make decisions about the
structure of the airline industry. Lack of competition in certain airports has led to
poor service in some communities. The Aviation Investment and Reform Act for the
21st Century required that airports submit plans to DOT on how they will improve
access for new entrant airlines; Congress may want to conduct oversight as this in-
formation becomes available. Proposed mergers, if they go forward, have the poten-
tial to result in a significantly different profile for the industry and will certainly
affect its consumers. In making decisions about the mergers, consideration of the
extent to which they improve or reduce access to service and affect airfares is of
paramount importance.

Finally, Congress will need to make decisions about Amtrak next year. Since Am-
trak’s ability to significantly reduce its need for operating subsidies next year is
questionable, Congress will have to decide whether or how to continue to subsidize
inter-city passenger rail. Amtrak also has significant capital needs that it will not
be able to fund on its own.

PIPELINE SAFETY

Question. The Office of Pipeline Safety has tried to work constructively with pipe-
line companies and reduced the office’s reliance on penalties. How have the pipeline
companies’ compliance with safety regulations been affected by this reduction in the
use of fines? Has the risk-based, cooperative approach been successful?

Answer. In May 2000, we reported that the Office of Pipeline Safety (OPS) had
not assessed whether its new enforcement approach—dramatically reducing its use
of fines and substituting letters of warning and letters of concern—has had a posi-
tive impact on safety. In addition, at the time of our review, OPS did not have the
information (such as differentiating whether a letter of concern addressed a safety
violation or communicated information on a best practice in the industry) needed
for us to assess whether its cooperative approach improved pipeline safety. At that
time, OPS was installing a data system to better track the results of its enforcement
actions. We recommended that OPS assess the effectiveness of its new approach and
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it agreed to do so. We will continue to monitor whether the cooperative approach
has had a positive impact on safety.

Question. The Senate authorization bill that was passed on February 8, 2001 in-
creases the authorized levels for Federal pipeline safety efforts, state grants, and
research and development. Do you feel that the focus on research and development
is appropriate? What are the specific challenges to be met in the research program?

Answer. We believe that the Office of Pipeline Safety (OPS) should focus its re-
search and development activities on supporting its regulatory and enforcement ac-
tivities and gaining the technical background that it needs to oversee the pipeline
safety program. For example, in May 2000 we reported that OPS had difficulty
quantifying benefits from its risk management demonstration program, but that it
went ahead and broadened its use of this approach to pipeline safety without a thor-
ough understanding of the benefits (and attendant risks) that might result. Re-
search and development that would support quantifiable measures of the risk man-
agement program’s impact on safety would be an example of a useful undertaking.
Other examples, also drawn from our report, that would support OPS’ regulatory
and enforcement activities include developing (1) standards for conducting and re-
viewing internal inspections of pipelines and (2) criteria for reviewing the sufficiency
of operators’ integrity management plans.

INCREASING COMPETITION IN THE AIRLINE AND RAIL INDUSTRIES

Question. The lack of effective competition has contributed to high fares and rates
and poor service for some markets in both the commercial aviation and freight rail
industries. What are the most important factors for the Department of Transpor-
tation and Congress to consider as they evaluate proposed mergers of airlines and
railroads, or as they look at other measures that could enhance, or impede, access
to competition?

Answer. We and others have found that airfares to and from dominated airports
(i.e., airports where one airline provides the majority of service) tend to be higher
than those at nondominated airports. We have long reported that various operating
and marketing barriers curtail the benefits of a deregulated airline industry by im-
peding market entry by new airlines that seek to initiate service in a given market
(or3 in the case of established airlines, expand their limited existing competing serv-
ice).

We recently reported on the potential effects of the proposed merger between
United Airlines and US Airways, as well as American Airlines’ proposed acquisition
of the assets of Trans World Airways. If the mergers proceed as proposed, the
merged airlines would decrease competition in hundreds of markets affecting mil-
lions of passengers, and create hundreds of new dominated markets as well. We also
reported that the consummation of either of those mergers would likely trigger addi-
tional consolidation in the industry.

We believe that these proposed mergers raise a number of important public policy
issues for consideration. These include:

—What barriers to market entry might the proposed mergers exert? The success of
deregulation stems in part from competition spurred by the entry of new air-
lines. A January 2001 DOT report on exclusionary practices concluded that
major airlines have the opportunity and the means to protect their market
power by frustrating new entry. DOT found there had been instances in which
incumbents drove new entrants out of markets by cutting fares and flooding the
market with capacity. Once the new entrant was driven out of the market, the
incumbent sought an increase in fares and reductions in service.

If both the United-US Airways merger and American-TWA acquisition are con-
summated, new United and new American together would carry nearly half of all
domestic air passengers. If this occurs, a key issue that policy makers may need to
address is whether or not new low-cost carriers will be able to enter markets and
compete. Because established carriers will control vast numbers of facilities (includ-
ing slots and gates) at key airports, will those new carriers even be able to offer
service in major markets? Will American’s and United’s sales and marketing efforts
(such as their frequent flyer programs and code-sharing affiliations such as the Star
Alliance and OneWorld) present barriers that are too great for new entrants to over-
come? How effectively will those new carriers be able to compete if the American
and United transactions spur additional consolidation in the industry, possibly rais-
ing entry barriers even higher?

—Would the transactions between American and United alter how they would com-
pete in key markets? The proposed United and American arrangements—includ-
ing the agreements in which American would share the US Airways shuttle
with United and compete in certain markets between United and US Airways
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hubs—raise questions regarding the extent to which the carriers may compete
vigorously. Economic literature and empirical evidence indicate that when there
are fewer firms in a market and those firms meet in many markets (e.g., city-
pairs), they are likely to recognize their interdependence and compete less vig-
orously.

—How might a consolidated industry affect service to small communities? The
quality of air service to smaller communities and the fares that passengers in
those communities pay relative to those paid in larger communities have been
issues that the Congress has been concerned about for some time. At the same
time, one of the benefits of airline mergers and alliances has been the ability
of the larger carrier to provide online service to increased numbers of destina-
tions. The airlines have also claimed that small communities would gain greater
access to international markets through their global alliances. However, the
mergers could erode service to many small communities where the merging air-
lines compete, even if the service provided is over different hubs. Would a more
dispersed and competitive market structure offer better promise of providing af-
fordable air access for small and medium sized communities to major business
centers in the United States? How might the potential effect of industry consoli-
dation on new entry affect small and medium sized communities?

With regard to rail competition, we have not studied proposed railroad mergers
or the statutory and regulatory scheme under which the Surface Transportation
Board reviews and approves proposed mergers. The Board is currently considering
changes to the approach that it uses to ensure that a merger is in the public inter-
est and to assess the potential effects a merger could have on competition among
rail carriers. In this respect, the Board is considering moving from a standard in
which competition must be preserved to one in which competition must be en-
hanced.

As a general rule, the overall expectations with respect to the public interest
should include at least two concepts. First, what is the expected effect on shippers
and consumers? As the rail industry continues to consolidate, rail carriers should
not be allowed to exercise their market power to unreasonably raise rates, reduce
service, or both to the detriment of shippers and consumers in general. Second, what
is the expected effect on the railroad industry? Railroads need to have sufficient fi-
nancial health to allow them to renew and replace infrastructure and maintain safe,
reliable operations. Although the financial health of railroads has improved over the
last 20 years, railroads are still not in good financial health and industry profit-
ability frequently lags behind the cost of capital. This makes it difficult to attract
the capital necessary to invest in infrastructure and other items required for main-
taining and growing the business and providing the service needed and expected by
shippers and others.

INFRASTRUCTURE INVESTMENT

Question. Both the Inspector General and GAO reports cite concerns with over-
sight and management of large-dollar highway, transit, and airport projects. TEA—
21 requires that the Federal Transit Administration enter into a full funding grant
agreement for new transit projects with a federal funding share above $25 million.
The FFGA, as it’s called, caps the federal share of the project, ensuring that even
if the project goes over budget, the government will not bear additional costs. And
the Federal Aviation Administration uses a somewhat similar mechanism, the Let-
ter of Intent (LOI), to outline the federal share of an airport construction project.
Do you believe that the Federal Highway Administration should have a similar
tool—an FFGA or LOI—for high-dollar highway projects such as the Boston Central
Artery, Woodrow Wilson Bridge, and the Cypress Freeway, capping the federal gov-
ernment’s share?

Answer. Our work on large transit and highway projects has made us aware of
the advantages of the full funding grant agreement process on the transit side,
which effectively caps the government’s capital investment in a given project. Fur-
thermore, the Federal Transit Administration’s (FTA) increased scrutiny of a transit
project sponsor’s financial capacity and program management capability before it
commits to a full funding grant agreement seems to be bearing good fruit. We recog-
nize, however, that highway projects are planned and funded somewhat differently
than transit projects. For example, states generally have a great deal of discretion
over how federal dollars that are allocated to them by formula from the Highway
Trust Fund are spent among the STIP projects. This limits the Federal Highway
Administration’s ability to cap the amount of federal dollars directed to any one
project. However, as the Central Artery project so vividly demonstrates, this does
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not preclude the need for better planning, accurate cost projections, and good project
management.

Question. 1 understand that the Central Artery project is a 7-mile long road
project that will cost in excess of $14 billion. Now, that’s more than $2 billion per
mile. Wouldn’t you agree that we need to have some sort of cap to ensure that
projects don’t get out of hand and end up costing the taxpayers such an outrageous
sum?

Answer. The Central Artery project is by far the most expensive (about $14 bil-
lion) and most complex highway project in the country. As such, it has warranted
special attention for many years. Our work on the Central Artery and other large
dollar highway projects led us to recommend several years ago that state highway
project managers submit finance plans for these projects to the Federal Highway
Administration (FHWA). We suggested that these plans carefully discuss (1) how
they are going to pay for a project, (2) the project’s completion schedule, (3) how the
project will affect the rest of the projects included in the state’s STIP, and (4) contin-
gencies. Finance plans are now being prepared and reviewed by FHWA for all high-
way projects that are expected to cost over $1 billion. In addition, FHWA is trying
to use the latest (November 2000) Central Artery finance plan as a tool to limit the
amount of federal dollars ($8.549 billion) to be spent on the project. As noted above,
however, in most instances states have a lot of flexibility when deciding where to
spend the federal highway trust fund dollars provided to them. Our earlier report
on managing large dollar projects identified other steps that could be used to im-
prove the management of these projects such as the early preparation of a com-
prehensive cost estimate and the systematic tracking of actual costs against these
initial cost goals.

AMTRAK

Question. Amtrak says it is on the road to operational self-sufficiency. Do you
agree? And what are the alternatives if Amtrak is unable to reach self-sufficiency
in 2002?

Answer. We are not optimistic that Amtrak can reach operational self-sufficiency.
It has made relatively little progress so far: from 1995 through 2000 it closed its
budget gap by $83 million. In the next 2 years it must reduce the gap by an addi-
tional $281 million. For the most part, Amtrak has been unable to meet its planned
reductions in the budget gap. Most notably, it reduced the gap by $5 million in
2000, instead of by $114 million as planned.

We believe that this is an opportune time for the Congress to begin to examine
the future of Amtrak. In doing so, the Congress should systematically examine both
the costs and the benefits of supporting Amtrak either in its current form as a na-
tional system or in a different form or not at all. Beginning this discussion now
could lay a solid foundation for decisions that would need to be made if Amtrak does
not reach its goal of achieving operational self-sufficiency by the end of 2002.

AIRLINE CUSTOMER SERVICE

Question. In discussions with the airlines, they have indicated that their goal in
canceling or delaying flights is to inconvenience the fewest number of passengers—
a notable goal. Unfortunately, cancellations and delays have become a normal part
of every airlines’ daily schedule and your own report shows that some flights are
chronically delayed or regularly canceled. Accordingly, my sense is that airlines
have too few aircraft available on any given day to fly their entire published sched-
ule and accordingly they cancel or delay the flights with the lightest loads. Do you
think a case can be made that airlines should not schedule more flights than what
they can reasonable expect to fly under perfect conditions given their average equip-
ment unavailability rate as evidenced by their incidence of chronic delays or can-
cellations?

Answer. We are initiating work on the extent to which airlines contribute to the
problems of congestion and delay. One factor that we will likely examine involves
airline scheduling practices, including a consideration of equipment availability.

RUNWAY INCURSIONS

Question. Runway incursions continued to rise significantly in 2000 and reached
a new high of 429 incidents. Why has the FAA not made progress in reducing run-
way incursions and what should they be doing to achieve a significant reduction on
this serious safety issue?

Answer. As our airports become more and more crowded, runway incursions will
continue to rise unless we can significantly reduce the rate at which they currently
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occur. While many of these events may be only technical violations of runway areas,
some represent close calls in which a catastrophe was narrowly averted.

Over the past decade, the Federal Aviation Administration (FAA) has developed
a number of promising plans to reduce runway incursions. The agency has relied
on both technological and operational approaches to achieve their goal. The Airport
Movement Area Safety System (AMASS) technology was developed to alert control-
lers and air crews to potential runway conflicts, but AMASS is behind schedule and
it is unclear that it will prove as effective as originally hoped. FAA is now assessing
the potential of newer technology. FAA has achieved some success through the use
of “tiger teams” that target airports with high rates of incursions. It is probably too
early to evaluate how long-lasting this success will be. Ultimately, however, we
agree with DOT’s Inspector General that the high rate of turnover in the manage-
ment of runway safety programs, and the consequent lack of consistency and sta-
bility, has weakened the effectiveness of FAA’s initiatives in this area.

ATC OPERATIONAL ERRORS

Question. Operational errors, the errors made when air traffic controllers allow
the distance between two aircraft to fall below FAA’s minimum separation stand-
ards, have increased by 51 percent for 764 to 1,154 from fiscal year 1996 to fiscal
year 2000. Why has the FAA been unable to reduce these incidents?

Answer. As is the case for runway incursions, operational errors will continue to
rise at least as quickly as the number of aircraft operations unless the Federal Avia-
tion Administration (FAA) is successful in reducing the current controller error rate.
Unfortunately, this rate has been increasing in recent years. FAA’s lack of success
in this area has been attributed to a number of factors, most of them stemming from
a lack of firm management of regional activities from FAA’s headquarters that re-
quires detailed regional improvement plans, evidence of follow-through, and regional
accountability for error rates.

Recently announced changes in air traffic control management, if implemented
prudently, may help alleviate the problem. Working jointly with the National Air
Traffic Controllers Association, FAA is beginning a program to better determine the
safety risk posed by individual errors, identify their root causes, and take necessary
action to avoid them in the future. The National Transportation Safety Board, how-
ever, has expressed concern that this program could result in a lessening of safety
standards.

Several factors combine to make FAA’s challenge to improve controller error rate
even more difficult. A disproportionate number of experienced air traffic controllers
are expected to be lost through retirement over the next few years. In response,
FAA has committed to decreasing the number of operational supervisors and instead
designating “controllers-in charge” at many facilities. As air traffic and the con-
sequent pressure to minimize delays intensify, FAA must try to keep aircraft at
minimum separation distances without jeopardizing safety. As FAA attempts to re-
spond with a more efficient and productive controller workforce, the performance of
its new programs must be constantly monitored by their record in reducing oper-
ational errors.

FAA REORGANIZATION

Question. What actions will make the most difference in avoiding cost overruns
and delays associated with modernizing the nation’s air traffic control system? Will
the creation of a Performance-Based Organization, as envisioned in a December
2000 executive order, be a step in the right direction?

Answer. Over the years, we have pinpointed some of the root causes of the cost
overruns and delays associated with the Federal Aviation Administration’s (FAA)
modernization program, and made recommendations to address these root causes.
FAA has taken some action in response to our initiatives. For example, in response
to a recommendation that the agency improve its software acquisition capabilities,
FAA has taken action to improve its software acquisition, software development,
and systems engineering processes. However, FAA does not yet require all systems
to achieve a minimum level of software process maturity before being funded. Like-
wise, in response to our finding that FAA’s organizational culture impaired its ac-
quisition process, the agency developed an organizational culture framework in 1997
and is working to implement it. However, both we and DOT’s Inspector General re-
cently reported that FAA’s organizational culture remained a barrier to successful
acquisition projects. The challenge for FAA is to fully implement the recommenda-
tions so that it can modernize the system to meet the growing demands for air serv-
ice.
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A new organizational structure, as would be envisioned by the creation of a per-
formance-based organization for air traffic services, is one option for improving the
air traffic control (ATC) system. Among the stated goals of the new organization are
improvement of the efficiency of the ATC system and acceleration of the moderniza-
tion of the system. The new organization would have flexibility in the procurement
and personnel area and would be managed by a chief operating officer, who would
be held accountable for achieving specific measurable goals. The new organization
would also continue efforts underway to increase customer focus. These are laudable
goals. However, it is important to recognize that the creation of a new organization,
in and of itself, does not assure success. The new organization will likely face some
of the same challenges faced by FAA. Presumably, incentives that would be avail-
able through the new structure will play a role in helping FAA to improve its per-
formance and achieve desired results.

FAA SECURITY ISSUES

Question. Your report last year and your testimony today point out continuing
problems with the effectiveness of airport screening checkpoints. Is FAA’s response
to your recommendations likely to address these problems?

Answer. The Federal Aviation Administration (FAA) has a number of efforts to
address the problems with the effectiveness of airport screening checkpoints. These
include (1) a computer-based training program to improve screener skills, (2) a
Threat Image Projection System that tests screeners as well as helps keep them
alert, and (3) a screening company certification program to raise screener standards
that could potentially increase screener pay and reduce turnover. These efforts could
achieve the needed improvements in screener performance in detecting dangerous
objects. However, we found that the implementation of these efforts was behind
schedule and that FAA did not have an effective means to manage them.

Our recommendations focused on two areas of FAA’s management of its efforts
to improve screening. The first area was FAA’s lack of an integrated plan that ties
together its various initiatives for improving screeners’ performance, and the second
area was an inadequate system for measuring progress in achieving performance
improvement goals. FAA has implemented our recommendations by issuing an inte-
grated checkpoint screening management plan and by revising its measurement
goals. Together, these actions will provide a method for the agency and others to
examine and evaluate screening improvement actions, timetables, funding, and
progress, and will help the agency to better ensure that it is successfully addressing
the problems at screening checkpoints.

Question. What are the most significant weaknesses in FAA’s computer security
program and what steps are still necessary to address these weaknesses?

Answer. In September 2000, we reported on serious and pervasive problems in the
Federal Aviation Administration’s (FAA) computer security program. Specifically,
we noted that in the area of personnel security, FAA was working to complete back-
ground searches on thousands of its contractor employees, but much remained to be
done. Also, in the area of facilities’ physical security, FAA was not yet in compliance
with its own policy requiring that all air traffic control (ATC) facilities be assessed
and accredited as secure. Further, in the area of systems security, FAA did not
know how vulnerable the majority of its operational ATC systems were and could
not adequately protect them until it performed the appropriate risk assessments
and addressed identified weaknesses. We also reported that FAA’s efforts to ensure
that computer operations continue without interruption were limited and that FAA
had not yet fully implemented an intrusion detection capability that would enable
it to quickly detect and respond to malicious intrusions.

In December 2000, we made recommendations to address these weaknesses.
These recommendations included suggestions to

—complete the required background searches of contractor employees;

—complete facilities assessments, perform corrective actions on any weaknesses

identified, and accredit the facilities;

—complete assessments of all operational air traffic control systems, address

weaknesses, and accredit these systems; and

—increase efforts to establish a fully operational computer security and intrusion

response capability that allows for the detection, analysis, and reporting of all
computer systems security incidents promptly.

DOT and FAA officials agreed with our recommendations and reported that they
are working to implement them. We will continue to monitor FAA’s efforts to ad-
dress its computer security weaknesses.
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AVIATION SAFETY

Question. Your testimony explains that DOT did not meet the 4 goals established
for improving aviation safety in the United States. Nevertheless, GAO’s recent re-
port on Safer Skies, the FAA’s joint effort with industry to identify and fix threats
to aviation safety, was critical of the program. Why is it your view that Safer Skies
is insufficient for improving aviation safety?

Answer. Our report supports the systematic, data-driven approach to enhancing
aviation safety that Safer Skies represents, and we concluded that the Safer Skies
program can be expected to further reduce the already low accident rate. However,
we identified some areas where we believe Safer Skies could be improved. For exam-
ple, we recommended that FAA:

—set up more formal procedures to ensure that the program’s recommendations

are actually implemented and their effectiveness is evaluated;

—consider setting a more challenging goal for general aviation safety (commercial
aviation’s long term goal is an 80 percent reduction in fatal accidents; general
aviation’s goal is much less ambitious, and was, in fact, achieved last year);

—base its safety priorities not purely on past accidents, but consider how current
and future changes to the air transportation system (like congestion, delays, or
increased automation) may pose new safety threats.

QUESTIONS SUBMITTED BY SENATOR PATTY MURRAY
CLASSIFICATION OF SPILLS

Question. Gentlemen, both of your agencies have been critical of the manner in
which OPS classifies the causes of pipeline accidents. Do either of you believe that
the OPS’ current system for identifying the causes of pipeline accidents is effective
in providing the information we need to help decrease spills and ruptures?

Answer. The information that the Office of Pipeline Safety (OPS) currently col-
lects is not sufficiently detailed to help it identify causes of spills and ruptures and
assess where to put its efforts in improving pipeline safety. We did not make rec-
ommendations in this area in our May 2000 report because the Inspector General
had already done so in its March 2000 report on OPS activities and because OPS
was beginning to use new forms to collect more detailed information on the causes
of pipeline spills and ruptures.

IMPLEMENTATION OF CONGRESSIONAL MANDATES

Question. One very troubling aspect of improving pipeline safety is OPS’ failure
to implement Congressional mandates. Until very recently, OPS had not issued re-
quirements dating back as far as 1992. Both of your reports were critical of this in-
action on the part of OPS. Considering OPS’ recent issuing of some outstanding
rules, do you think OPS is turning over a new leaf?

Answer. We reported in May 2000 that the Office of Pipeline Safety (OPS) had
not completed action on 22 congressional directives. Through mid-February 2001,
OPS has issued final rules in response to two congressional directives (emergency
flow restriction devices and underwater abandoned pipeline facilities) and made sig-
nificant progress on three others (reporting requirements for pipeline operators, cri-
teria for identifying high-density population areas and areas that are environ-
mentally sensitive to damage from pipeline accidents, and requirements for internal
inspections of pipelines).

Actions remain uncompleted on 10 other congressional directives. For example,
OPS has not completed a 1992 requirement to develop an approach for regulating
gathering lines, nor has the agency addressed the use of remotely controlled valves
as required in 1996.

Finally, OPS did not complete actions on the 7 remaining directives, but considers
them closed and will take no further action on them. In OPS’ view, actions on these
7 requirements are unnecessary because:

—the requirements were superseded by other legislative changes or were duplica-

tive of other requirements (5 requirements),

—the requirement to issue a biennial report has expired (1 requirement), or

—issuing a report on underwater abandoned pipeline facilities is no longer needed

because OPS had issued final rules in that area (1 requirement).

While OPS is making some progress, we believe that continued congressional
oversight would be worthwhile to ensure that all congressional mandates are com-
pleted in a timely fashion.
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Question. Is there anything you’d suggest we do in Congress to ensure that they
continue to implement overdue as well as new pipeline safety requirements?

Answer. The Office of Pipeline Safety (OPS) appears to be making some progress
in implementing legislative requirements. At least some of this progress can be at-
tributed to increased congressional attention on OPS’ activities since 1999. Contin-
ued congressional oversight in this area would be beneficial to help improve pipeline
safety.

GROWING COST OF COAST GUARD PROCUREMENTS

Question. Gentlemen, both of your agencies reported concerns regarding Coast
Guard procurements and the agency’s plan to replace its vessels and aircraft. I
know we all agree that the replacement of these assets is critical to the Coast
Guard’s ability to execute its many essential missions. Mr. Anderson, your report
specifically criticized the Coast Guard’s procurement strategy for the “Deepwater
Project”. You stated, “There are no models in the federal government to guide the
Coast Guard in developing its acquisition strategy for this approach.” Given the
trouble that the Coast Guard has had in the past in procuring helicopters and ships,
do you believe the Coast Guard is giving enough attention to your recommendations
in this area?

Answer. We have worked with the Coast Guard to mitigate risks in the Deep-
water Project. As part of our current review, we have identified risks in four key
areas: (1) the affordability of the project, (2) the ability of the Coast Guard to obtain
fair and reasonable prices and performance improvements in a sole-source non-com-
petitive environment, (3) management issues related to overseeing the contractor,
and (4) risks associated with the development of new technology. We believe that
attention is needed to mitigate the risks in each of the four areas.

1. Last year, the Office of Management and Budget (OMB) indicated that the
Coast Guard should plan on receiving about $550 million a year for its entire budget
for capital spending between fiscal years 2002—2006, or the amount of funds that
would be needed to fund Deepwater alone. If this is the case, the Coast Guard will
experience a substantial funding shortfall, particularly from 2003 and beyond. Such
a scenario means that (1) the Coast Guard’s plans for the Deepwater Project cannot
be executed as planned or (2) the Coast Guard will need to eliminate other capital
projects.

We believe that the Coast Guard may need to develop its funding plan for the
Deepwater Project based on budget targets promulgated by OMB rather than no-
tional numbers that will not likely be approved. To do so, improvements are needed
in the Coast Guard’s capital planning process. Currently, the Coast Guard’s five-
year capital plan shows that the Coast Guard only includes about $75 million for
the Deepwater Project in fiscal years 2002—-2006. Prioritizing projects within exist-
ing budget limits should provide a more realistic view of what is affordable for the
Deepwater Project.

2. Any contracting strategy will have risks, and in this regard, the Coast Guard’s
strategy is no different. The Coast Guard’s strategy involves contracting with a sin-
gle company to replace or upgrade eight classes of deepwater ships and aircraft for
as long as the next 20 or more years. In doing so, the Coast Guard must mitigate
a major risk of dealing with the same contractor in a sole-source environment for
this extended period of time. Put simply, the Coast Guard faces a higher risk of cost
overruns and performance shortfalls with the potential absence of downstream com-
petition. In September 2000, we discussed our concerns with Coast Guard managers
about the lack of downstream competition in the approach it had selected. We sug-
gested that the Coast Guard conduct a peer review to evaluate ways to mitigate
risks associated with their approach because it was unique and had never been tried
before. As of February 2001, the Coast Guard is still developing plans for the peer
review. The agency has had a consultant review alternative contracting strategies
and the consultant endorsed the Coast Guard’s approach. We believe that any com-
ments or concerns raised by a peer review should be addressed before the Coast
Guard issues its Request for Proposal in May 2001.

The Coast Guard recognizes the potential lack of downstream competition as a po-
tential weakness in its approach and plans to use financial incentives as a way to
mitigate this problem. Despite this mitigation strategy, we remain concerned be-
cause even with financial incentives, there is no guarantee that competition will
occur. Unless competition is a requirement for extending the contract award, many
experts view incentives as a secondary means of encouraging competition.

3. Managing performance of the contractor will be a critical factor in the success
of the Deepwater Project. The Coast Guard will need to pay attention to developing
good relations with suppliers. In one of our earlier reviews on DOD acquisition prac-
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tices, we showed that how DOD managed suppliers was a key element in the suc-
cess of a project (see GAO/NSIAD-98-87). Effectively dealing with suppliers pro-
vides key benefits to the success of a project. The Coast Guard should have detailed
plans on how it plans to develop, maintain, and foster effective supplier relations.
Furthermore, the Coast Guard should have a detailed plan for training staff, main-
taining staff with key expertise in acquisition and technical areas, and aligning the
expertise with the program needs of the Deepwater Project (see GAO/GGD/NSIAD-
00-120).

4. Our prior work on DOD acquisition projects show that the development of new
technology is the single greatest source of problems in major acquisition projects.
The Coast Guard has taken this lesson to heart and has emphasized the use of com-
mercial-off-the-shelf technology to minimize cost growth and schedule delays. A key
will be to continue this emphasis and to evaluate the maturity of key technologies
before the Coast Guard plans to procure them. Currently, the Coast Guard does not
have objective criteria in place to conduct such an evaluation and we believe that
this would be a useful tool to have.

CAN AMTRAK SURVIVE WITH THE CURRENT LEVELS OF INVESTMENT?

Question. Mr. Anderson, your report is particularly critical of Amtrak’s efforts to
wean itself of a federal operating subsidy. You point out that Amtrak still has a long
way to go toward meeting its goal of operating self-sufficiently by the year 2003 as
required in the Amtrak Reform Act. Given the fact that no other national railroad
in the world operates without a federal operating subsidy, do you think it was rea-
sonable for us to put this requirement in the Amtrak Reform Act?

Answer. The requirement probably had some positive effect because it has created
an incentive for Amtrak to be more entrepreneurial. Amtrak has worked diligently
recently to find ways to increase revenues. It is now turning its attention to explor-
ing ways to manage expenses. In this respect the operational self-sufficiency re-
quirement has benefited both Amtrak and the American taxpayer.

However, Amtrak was created because railroads could not make a profit from
their passenger train operations. The operational self-sufficiency requirement may
be asking Amtrak to achieve something that was viewed as unachievable in the dec-
ade before it was created. We believe that the time is right for the Congress to begin
to assess the benefits to the public and to the national transportation system of Am-
trak, intercity passenger rail, and high-speed rail. This would include whether and
how continuing having a national network is in the public interest and the level of
federal financial and other support that such a system would require.

Question. Has the Reform Act had a positive effect in getting Amtrak to get its
costs under control?

Answer. In 1999 we reported on three of the act’s reforms aimed at improving
Amtrak’s financial condition: (1) elimination of existing labor protection arrange-
ments that provided for up to 6 years of compensation for employees who lost their
job because of route discontinuance and required negotiation over new arrange-
ments; (2) repeal of a statutory ban on contracting out work that would lead to lay-
offs; and (3) placing a $200 million cap on the aggregate amount that Amtrak and
others must pay rail passengers for all claims resulting from a single accident. We
concluded that the act would have little impact in the short term, but could provide
flexibility in Amtrak’s ability to control costs.

We have not studied this issue since that time. However, at least in the area of
labor protection we do not believe our conclusion would change. This is because Am-
trak plans to expand its route network. Because providing new service could lead
to employment increases, rather than decreases, labor protection arrangements
would be unlikely to be triggered in any major way. Finally, Amtrak’s emphasis in
recent years has been on increasing revenues (such as through its network growth
strategy and introducing Acela high-speed service), rather than controlling expenses.
According to Amtrak, its Strategic Business Plan released in February 2001 places
greater emphasis on controlling expenses.

Question. Do you believe it will be in the national interest to liquidate Amtrak
if it does not reach its goal by 2003?

Answer. We believe that this question should be preceded by an understanding
of the benefits, if any, to the public and to the national transportation system that
accrue from federal investments in Amtrak and intercity passenger rail. Once those
benefits are firmly understood, the Congress can determine whether continuing in-
vestments in Amtrak and high-speed passenger rail are in the national interest and
whether the intercity passenger rail system should be national in scope.

Question. Do you believe, given the increasing delays that aviation passengers are
experiencing because of an overburdened air traffic control system, that we need to
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give careful consideration to the elimination of Amtrak service because of its failure
to meet this goal?

Answer. The question might otherwise be posed “in what circumstances might
Amtrak contribute to reducing congestion, including at airports?” The answer might
be different where Amtrak is time-competitive with air lines (such as along the
Northeast Corridor) than for other situations, such as longer-distance travel. Am-
trak is not time-competitive for longer-distance travel and thus might not be ex-
pected to affect airport congestion for this type of travel. For example, the scheduled
travel time between Chicago and Washington, D.C. is 18 hours for Amtrak and 2
hours by airplane. In summary, decisions on the role of intercity passenger rail
should be guided by careful assessments of the degree to which intercity passenger
rail provides public benefits and enhances our national transportation system and
in what circumstances these might occur.

Question. Do you believe Amtrak’s lack of progress in closing its budget gap is a
reflection of poor management or a reflection of the difficulty of the task?

Answer. We have not assessed Amtrak’s overall strategies to attempt to close its
budget gap. Therefore, we cannot comment on whether its strategies were appro-
priately conceived and carried out. However, we believe the task given to Amtrak
to become operationally self-sufficient was difficult, particularly in light of Amtrak’s
legislative mandate to operate a national system that ties together existing and
emerging regional rail passenger service.

There are at least two reasons for the difficulty of the mandate. First, Amtrak
is not and will never be competitive with airlines over longer distances. For exam-
ple, the scheduled travel time between Chicago and Washington, D.C. is 18 hours
for Amtrak and 2 hours by air. Therefore, if Amtrak continues to operate a route
structure similar to the one it operates today, it will continue to lose large amounts
of money on many of those routes. Second, Amtrak, like any other railroad, is a cap-
ital-intensive business. Capital investments are needed to establish safe, reliable,
and comfortable travel that will attract and retain riders. However, Amtrak has not
been able to acquire the capital needed to meet its capital investment needs. In May
2000, we reported that Amtrak has estimated that it needs at least $9 billion (in
1999 dollars) through 2015 to meet its capital needs.

DELAYS IN CERTIFYING NEW BOEING PRODUCTS

Question. Gentlemen, you have both been critical of the FAA’s ability to develop
a cost accounting system that accurately captures what the agency is spending on
each of its functions. My state is home to Boeing, which manufactures many state-
of-the-art products in aviation. Each of these new products must be certified by the
FAA. For several years, the FAA Administrator has had to raid the funding of the
certification office to make up for funding shortfalls in other offices. As a result,
companies like Boeing have had to endure longer and longer delays in getting their
products to the market. This past year, in order to put an end to that practice, the
appropriations bill made it impossible for the FAA Administrator to shift funds out
of the certification office. In fact, it prohibited the Administrator from shifting funds
between the sub-accounts in her operations budget. Given the status of the FAA’s
cost accounting system, what confidence should we have in the accuracy of the budg-
et estimates that are submitted to this subcommittee?

Answer. To the extent that historical cost information is used to help prepare the
Federal Aviation Administration’s (FAA) budget estimates, if that information does
not come from an accounting system that appropriately accounts for costs, those
budget estimates may be unreliable. For example, in the absence of an effective sys-
tem to allocate labor costs by activity, labor costs charged to an appropriation ac-
count may be inaccurate. At this time, the accuracy of FAA’s costs is uncertain be-
cause FAA’s cost accounting system is still in the process of implementation.

When implemented, FAA’s cost accounting system is expected to provide a num-
ber of benefits including the ability to link its costs with programs and projects. In-
formation about the cost of program activities can also be used as a basis to help
estimate future costs both in preparing and reviewing budgets.

Question. Do you believe the FAA’s new cost accounting system is progressing to
the point where we can accurately know precisely what amount is spent on certifi-
cation of new aviation products each year?

Answer. Although the Federal Aviation Administration (FAA) has begun imple-
menting portions of its cost accounting system, so far these have been focused on
Air Traffic Services. Therefore, the system cannot currently be used to help deter-
mine what amount is spent on the certification of new aviation products each year.

FAA’s core cost accounting system is not expected to be fully in place until the
end of fiscal year 2002 and a related labor cost distribution system is expected to
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be in place in July 2003. Until these systems are in place, FAA will be limited in
its ability to determine the costs of certifications and its programs and services.

Question. Do you believe the Committee took the appropriate step in prohibiting
the FAA Administrator from shifting funds between her operations sub-accounts?

Answer. In fiscal year 2001, Congress included nine organization-specific line-item
appropriations (“buckets”) within the Federal Aviation Administration’s (FAA) oper-
ations appropriation. Thus, the Administrator would need statutory authority to
transfer funds among the nine organization-specific line items in the fiscal year
2001 appropriation. In the past, the Administrator was given a lump sum appro-
priation for operations which gave FAA greater flexibility to shift funds—below a
specified percentage limitation—among the nine organizations to meet new or
changing priorities. The process for shifting funds above the percentage limitation—
through a formal congressional notification procedure—was much less arduous than
the requirements that must be satisfied for affecting a transfer.

The fiscal year 2001 appropriations language could have several consequences.
For example, if a new requirement arose in FAA’s certification office, the Adminis-
trator would have to either fund the new requirement by taking funds from other
areas within that office or delay funding the new requirement. Either action could
have an impact on that office’s ability to provide services to aviation manufacturers.
FAA has indicated that the agency has delayed funding a new requirement in fiscal
year 2001 for additional safety staff for the certification office. On the other hand,
the new statutory language serves to impose additional fiscal discipline on FAA’s
operations and keep them within congressional earmarks that had been previously
set forth in committee and conference reports.

VULNERABILITIES IN AIRPORT SECURITY

Question. Mr. Anderson, your report speaks to the fact that our aviation system
is vulnerable to terrorist attacks. This is, in part, because the screeners at the air-
port security checkpoints are quite ineffective. I was surprised to see the very high
turnover rate of the screeners at the airports. At SEA-TAC airport, the turnover
rate is 140 percent per year, meaning that the entire workforce turns over almost
one and a half times per year. Isn’t the high turnover rate among security personnel
at these airports attributable to the very low wages that these screeners are paid
by the airports?

Answer. The simple answer to this question is yes. Virtually all sectors of the
aviation security community—from FAA to the screeners themselves—state that low
wages is a primary reason for the high rates of turnover. Screeners across the coun-
try told us that they could not adequately support themselves or a family on the
wages they received—often at or just above minimum wage. For the most part, they
viewed screening as an entry-level position and did not intend to stay with their
screening position.

However, there are other factors that can also affect screener turnover. These in-
clude the stress of the job (from dealing with a sometimes hostile public) and the
boredom associated with the repetitive nature of screening work. Additionally, the
locations of airports are often difficult to get to, particularly for those that must rely
on public transportation.

Question. You pointed out that the FAA is two years behind schedule in issuing
regulations requiring the certification of screening companies. Do you believe that
the certification process for these screening companies, once it is established, will
be sufficiently rigorous to improve the accuracy of the screeners at the airports and
bring down the turnover rate?

Answer. Since this program has not yet been finalized, my answer to this question
must be based on the planned screening company certification program FAA has de-
tailed in its proposed notice of rulemaking. On this basis, it appears that the pro-
gram can be sufficiently rigorous to improve the accuracy of screeners. The notice
of rulemaking calls for the establishment of screening company performance stand-
ards that must be met for companies to maintain certification and consequently re-
main in this business. This type of rigor has not existed before and appears to be
a viable method to attaining improved screener accuracy. This program may in turn
require screening companies to raise wages in order to attract and retain individ-
uals with the skills needed to perform at higher levels.

While this approach is promising, the final program has not yet been established.
A key factor will be the establishment of strong performance standards and the level
to which FAA attempts to “raise the bar” of screener performance. Another factor
will be FAA’s enforcement policy if and when companies fail to meet standards. Fi-
nally, it remains to be seen if screening companies are willing or able to raise wages
to attract and retain highly capable individuals. In short, because it is still in the
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development phase, many uncertainties remain regarding the ultimate impact and
rigor of the screening company certification program.

Question. Should a high turnover rate be an automatic disqualifying criteria for
a security company seeking certification from the FAA?

Answer. We do not believe that a high turnover rate should be an automatic dis-
qualifying criteria for companies seeking certification. In our view, the key test of
a screening company is how well the company performs in detecting dangerous ob-
jects and preventing them from being brought into secure areas of airports and onto
aircraft. The Federal Aviation Administration’s approach of setting a performance
standard appears to be an appropriate method to achieve the goal of improving air-
port screening. The turnover rate may be a factor that causes poor factors. More-
over, some turnover may be out of the screening companies’ performance in detect-
ing dangerous objects, but it is only one of many control (such as when individuals
find the work either stressful or boring). Lastly, an automatic disqualification for
high turnover could have an adverse impact. Concern over turnover rates could put
screening companies in the position of having to retain poorly performing individ-
uals—instead of terminating them—in order to stay below turnover levels that are
deemed “high.”

DECLINING RAIL COMPETITION

Question. Mr. Anderson, I have often heard complaints from the farmers through-
out my state regarding the high rates they must pay for rail service to bring their
products to market. Your report points out that continued consolidation of the rail-
road industry has reduced the number of Class I railroads from 30 to just 7. You
also point out that, “Because of the divergent views of railroads and shippers, re-
solving service and competition issues will be difficult and may require congres-
sional action.” What specific congressional remedies do you believe would serve to
improve competition between the freight railroads and bring the rail rates down for
isolated farm communities?

Answer. This is a difficult question that could be fully explored when the Con-
gress considers reauthorizing the Surface Transportation Board. In this regard, the
Staggers Rail Act made it federal policy for railroads to rely on competition and the
demand for service to establish transportation rates. Under this policy, shippers
with less effective transportation alternatives pay a higher proportion of a railroad’s
fixed costs than those with more effective competitive alternatives (this is called
“differential pricing”). Under this approach, shippers with fewer transportation al-
ternatives could be expected to pay more to transport their products by rail than
shippers with more transportation alternatives. The Staggers Rail Act is widely
viewed as contributing to improving railroads’ financial health and competitiveness.
However, many shippers are unsatisfied with the rates that they pay, particularly
in view of the poor service quality attributed to railroads.

Actions have been taken by railroads and the Surface Transportation Board to ad-
dress service problems. Railroad actions have included decentralizing railroad oper-
ations, creating service centers better equipped to handle customer problems, and
making capital investments designed to improve infrastructure and expand capacity.
Board actions have included working with the U.S. Department of Agriculture to
create a Grain Logistics Task Force to better identify grain transportation require-
ments. In December 1998, the Board also adopted new procedures providing expe-
dited temporary relief from serious service problems, through service by an alter-
native carrier. These expedited procedures do not require a showing that the rail
carrier has engaged in anti-competitive conduct. Since a number of these actions
were only taken recently, it may be too early to determine how, if at all, these
changes may affect competition and service levels in the rail industry and whether
specific congressional actions are needed.

Finally, some recent rail mergers are still in the process of being implemented.
According to Board officials, it can take up to 5 years to fully implement a merger
and for benefits to start being achieved. Since the recent wave of rail mergers began
around 1995-96, we are just now at the point where benefits should start accruing.
Again, it may be too early to determine how these mergers might ultimately affect
rgtes, service, and competition and whether specific congressional actions are need-
ed.

Question. Are you optimistic that the measures taken to date by the Surface
Transportation Board will have a demonstrable effect on the rates that are being
paid by farming communities around the country?

Answer. We have not reviewed measures taken by the Board to determine their
effectiveness in addressing such issues as rates and/or service in the rail industry.
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We note that some of the Board’s actions and measures were taken only recently
and may not have had time to show an effect.

As we reported in April 1999, in general, rail rates have decreased since 1990,
including rates for farm products. However, not all rail rates changed the same way
and to the same extent. The specific rates charged to transport commodities are de-
pendent on a variety of factors. This includes the competitive environment within
which rates are set. As we discussed in this report, railroads use differential pricing
to set rates. Differential pricing is a means by which railroads set rates reflecting
the demand characteristics of shippers, with the result that shippers with similar
cost characteristics (such as the number of railcars to be shipped or length of haul
to destination) can pay different rates.

The Congress envisioned differential pricing as benefiting both railroads and ship-
pers. Railroads were expected to benefit from gaining the pricing flexibility to retain
or attract shippers that would otherwise choose other transportation modes. Those
shippers with competitive alternatives were expected to benefit from lower rail
rates. Shippers without competitive alternatives were also expected to benefit. In
theory, these shippers would pay less than if competitive traffic were diverted to an
alternative transportation mode, thus leaving those shippers without alternatives to
bear the unattributable costs previously assigned to the diverted traffic. The Con-
gress expected that the transition to differential pricing and a more market-oriented
system would not affect all shippers equally because, in general, transportation
characteristics and market conditions vary among commodities.

SUBCOMMITTEE RECESS

Senator SHELBY. This hearing is recessed. We will send notices
around and notify members of the next subcommittee hearing.
Thank you.

[Whereupon, at 3:20 p.m., Wednesday, February 14, the subcom-
mittee was recessed, to reconvene subject to the call of the Chair.]
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OPENING STATEMENT OF SENATOR RICHARD C. SHELBY

Senator SHELBY. After holding a number of hearings on the com-
mercial airline industry, and the first hearing on the freight rail
industry this past year, it is fair to say that I am very interested
in competition. I am a staunch advocate for deregulation. Accord-
ingly, I have an unrelenting faith that free markets, through the
pricing mechanism, will bring about the optimal allocation re-
sources, and maximize economic growth.

These benefits will not be realized, however, without robust com-
petition. That is why I believe the transportation system, not to
mention our economy as a whole, is best served by rigorous and
frequent inspection of the competitive nature of various transpor-
tation industries, with a vigilant pursuit of policies that promote
competition.

Deregulation will not succeed without healthy competition be-
tween the carriers. Without competition, firms lose innovation and
dynamism, and instead become preoccupied with protecting what
they have, maximizing revenues from customers without improving
service, and often seeking regulatory blessing to further isolate
them from competitive pressures. This is not competition. That, my
friends, is the sign of an industry in decay.

Transportation services are too vital to the American economy, to
the American way of life, to our quality of life, to our national secu-
rity, and to our international competitiveness to allow our trans-
portation industries and infrastructure to stagnate and to deterio-
rate.

(91)
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Most, if not all, of legislation that becomes law reflects com-
promise that is inherent to the American system of government.
Consequently, many efforts to deregulate end up only partially de-
regulating in the industry. There are numerous examples of this,
the airlines, savings and loans, and more recently, electricity in
California.

The problem is that deregulating part, but not all, of the market
does not bring all the benefits of a free market, and, therefore, does
not necessarily make things better for consumers. So it is for
freight rail.

It is clear that the Staggers Act has not beneffited some ship-
pers, the captive ones, who have fewer transportation options, or
lack genuine rail-to-rail competition. Sometimes it is as important
to assure adequate competition as it is to pursue deregulation.

That is one of the reasons I wanted to have this hearing on rail
competition and mobility today. Although, I understand and appre-
ciate that the ability to engage in differential pricing is important
to the rail industry’s financial health, I would like to better under-
stand why the rail industry feels that it needs to keep so many of
its customers hostage to a single railroad in order to engage in dif-
ferential pricing.

Like the railroads, companies in other industries engage in dif-
ferential pricing, and consider it critical to success, and, again, like
the railroads, companies in these other industries are characterized
by a high proportion of fixed and capital costs. Movie theaters
charge less for matinees than for evening showings, and give dis-
counts to children and senior citizens.

Phone companies offer long-distance service at different rates,
depending on time of day or customer monthly call volume.

Hotel rates vary for weekends and weekend stays, and for high-
demand events, such as the Super Bowl, or other conventions.

Unlike the railroads, however, companies in these other indus-
tries compete with each other. They are not allowed by the Federal
government to maintain monopoly control over particular cus-
tomers. Companies, and some of the other industries I mentioned,
thrive in competitive markets, so I do not believe that free and
open competition will undermine the ability of railroads to charge
differential rates, but competition will ensure that the optimal level
of rates is achieved, a rate that raises sufficient revenue to con-
tinue capital investment programs and provides efficient service to
its customers.

I also want to better understand why a shipper who orders a unit
train of chemicals has to talk with a, quote, “chemical salesman”
from a railroad, while if the same shipper wants to ship a unit
train of milk, or molasses, or grain, he has to talk with a salesman
for that product and pay a different rate, even if the entire ship-
ment is headed to roughly the same location.

I think the reason is that railroads compete with other modes of
transportation, but the railroads do not compete with each other.
This practice has the result of alienating customers, focusing the
salesman more on maximizing revenues than that on servicing cus-
tomers, and discouraging cost efficiencies within the railroad.

The problem is not that railroads have an incentive to antagonize
or gouge some of their customers, but rather that the railroads lack
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an incentive not to antagonize or gouge some of their customers.
That comes from not enough competition between the railroads.

When each of the railroad companies testifying here today came
to the Hill to quell opposition to the individual mergers, they
stressed the resulting service improvements that would come from
each merger. In fact, at one of the first hearings as subcommittee
Chairman in this very room, the Norfolk Southern Chairman and
CEO, David Goode, testified that the proposed CSX/Norfolk South-
ern buyout of Conrail was, quote, “A pro competitive proposal that
would bring the benefits of better service to shippers throughout
the United States, and that there will be a blossoming of competi-
tion, the likes of which the Northeast has not experienced in dec-
ades.”

I hate to break the bad news, but I am not hearing from any
shippers about how services improved or how overwhelmed they
are with the competitive alternative. Neither have I heard of any
new service awards that have been presented to the railroads, nor
any management consultant firms touting railroad customer serv-
ice practices as a model to improve any other industry, except
maybe the airlines.

In some ways, the railroads and the airlines are uniquely simi-
lar. They both have substantial, if not insurmountable barriers to
entry for new competitors. They have both moved from rate regula-
tion to an economically deregulated environment.

Both industries are currently more focused on merging and ex-
panding their network franchises. Both are increasingly focused on
maximizing revenues from customers, rather than working with
customers to meet and grow their businesses, and they only com-
pete with others in their industries in either a non-price manner,
such as frequent-flier programs, or when they absolutely have to.

Now, I know that many railroads and airlines will say that Con-
gress should not re-regulate them. I totally agree. Let me repeat
that, and say it really slowly for some of the people here today. I
have no interest in re-regulation, but if the railroads want to be re-
regulated, they should just keep doing what they are doing.

You will not hear me in support of open access, but you might
hear of my support for policies to enhance rail competition as an
alternative to rail re-regulation. The problem with crying re-regula-
tion whenever someone expresses an interest in the health of com-
petition in an industry is that when the re-regulators come along,
you might look back fondly at some of the suggestions made by
free-market advocates such as myself.

Before we hear the opening statements of witnesses, Senator
Murray.

STATEMENT OF SENATOR PATTY MURRAY

Senator MURRAY. Thank you very much, Mr. Chairman. I want
to commend you for calling this hearing this morning.

The topics of free competition and free mobility are critically im-
portant to my State. It is estimated that one out of every three jobs
in Washington State are related to international trade, and a great
many of those jobs are found in our agriculture and wood products
industries. They are also found at our ports, which move billions
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of dollars of goods between Asia and the rest of the United States
each year.

While I am looking forward to hearing from all of the witnesses
this morning, I especially want to welcome Mr. Perry Dozier, the
President of the Washington Wheat Growers Association, who is
testifying on our first panel, and on the second panel, we will hear
from Mr. Mic Dinsmore, who is the Chief Executive Officer of the
Port of Seattle, which, in combination with our port facilities in Ta-
koma and Everett, represents the third largest container port in
the Nation.

We will also hear from Karen Schmidt. She is the Executive Di-
rector of Washington’s Freight Mobility Strategic Investment
Board. Ms. Schmidt was the leader on transportation issues during
the 19 years she served in the Washington State legislature, and
she will share with us some important insights as to how we as
legislators should approach the challenge of easing freight conges-
tion.

Last year, this subcommittee held hearings on aviation competi-
tion, and as I review the issues pertaining to railroad competition,
I am struck by the remarkable number of parallels between the
current state of competition and the airline and railroad industries.

Basically, deregulation in the airlines has brought those pas-
sengers who live in large cities greatly reduced fares and greater
choices between airlines, but those passengers who live in isolated
communities get soaked when the time comes to buy a ticket. That
is largely because the air service to those communities is infre-
quent and competition between airlines is either minimal or non-
existent. That is why it currently costs nearly as much to fly from
Pomon, Washington, to Seattle, the distance of about 250 miles, as
it costs from Seattle to Washington, D.C., which is a distance of
2,800 miles.

In the railroad industry, things are much the same; although, it
is much more common for rail shippers to be served by only one
railroad. The isolated and low-volume shippers, the small grain ele-
vators, for example, pay much higher rates and suffer from service-
quality problems. There were a number of legislative proposals in-
troduced in the last Congress to mandate increased competition by
allowing railroads access to each other’s track.

While such proposals may have merit, I think there is another
important lesson to be learned here from the aviation industry. In
the case of the rural and isolated airports that have very little air
service at very high cost, other airlines are free to enter that mar-
ket whenever they wish.

The runways are not crowded, and the local airports would wel-
come new airlines with open arms. Even so, competing airlines
have not rushed into these markets; rather, the airlines have con-
tinued to focus on the higher profits that can be extracted from the
higher-volume markets. So just providing railroads with the oppor-
tunity to compete in all markets does not automatically mean that
they will choose to do so.

On several occasions, our subcommittee has heard witnesses
sounding the alarm that with the expected growth in air traffic, we
must take aggressive action to expand airport capacity and mod-
ernize the air traffic control system. However, we have not spent
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enough time talking about the fact that freight traffic is expected
to grow just as rapidly, and we must find a way to build the infra-
structure to handle it. If we do not, we can just expect worse grid-
lock on the rails and on our highways.

Just in my region of the country, container traffic is expected to
grow by more than 130 percent in the next decade, and grain traf-
fic is expected to grow by 50 percent. Too often, Federal policy-
makers get vague and non-committal when we talk about Federal
expenditures to address freight traffic, because our railroads and
trucking firms are privately owned.

The fact is that expediting the movement of freight is as critical
to our national prosperity as moving people, and it is foolhardy to
think that we can address one aspect of surface congestion without
addressing the other.

When a parent cannot get to a daycare center to pick up a child,
because they are waiting 20 minutes for a unit train to clear
through a grade crossing, they do not care about a debate over pri-
vate versus public ownership. They just want a solution.

Increasingly, our citizens are demanding more commuter rail op-
tions, and many of those transit systems, like the Sounder Com-
muter Rail, serving the Puget Sound area, must share the rails
with freight traffic. Without adequate investment in that rail infra-
structure, neither the private rail company, nor the commuter rail
system, can prosper.

In my State, we have taken an aggressive approach towards ad-
dressing those challenges. Our State and city governments, in con-
cert with the ports in the Puget Sound area, and the railroads,
have negotiated cost-sharing arrangements to develop a program of
congestion relief projects.

The Burlington Northern Santa Fe Railroad should be com-
mended for putting up a good bit of its own capital funding to help
finance this FAST Corridor initiative. The Union Pacific Railroad
has participated as well. I, along with my colleagues in the Wash-
ington State delegation, have provided more than $82 million in
Federal funds towards the initiative, though, we have had to cobble
that money together from a wide variety of sources. One of the rea-
sons my State has moved out on this is because we recognize that
if the freight cannot travel efficiently through our State, it is going
to go elsewhere.

Mr. Chairman, what you see over here on this easel is an adver-
tisement from the Port of Vancouver, B.C. That port is only 160
miles to the north of Seattle, and has new state-of-the-art container
loading facilities. They are appealing to our traffic, and appeals
such as this represent a very serious threat to the economy of my
State.

As Mic Dinsmore, of the Port of Seattle, will tell us in a little
while, shippers using the Port of Seattle already pay $125 per con-
tainer more than they do at the Port of Vancouver. So we have to
take aggressive steps to ensure that our ports remain competitive,
and that freight-related jobs stay within our borders.

While my State has started to address these issues head on, a
national effort is really what is called for. More than 70 percent of
the freight containers entering the United States through our ports
are heading out of State. There is little value to our easing freight
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congestion in Washington if the situation is not addressed between
our border and Chicago.

So I hope we will use this hearing this morning to think about
how the Federal government can play a more active role at improv-
ing mobility for our citizens and our freight simultaneously. With
the right policies, I believe we can both prosper. Thank you, Mr.
Chairman.

Senator SHELBY. Thank you, Senator Murray.

We have two panels of witnesses. On the first panel today is Mr.
Perry Dozier. He is the State President of the Washington Associa-
tion of Wheat Growers, welcome, Mr. Dozier; Mr. Lamar Self, who
is the Director of Distribution and Customer Service for the Mis-
sissippi Chemical Corporation, and Mr. Michael Snovitch, Manager
of Fossil Fuel Supply of Pennsylvania Power and Light.

Gentlemen, we appreciate you coming today. Your entire state-
ments will be made a part of the record in their entirety. You pro-
ceed as you wish.

Mr. Dozier, I will call on you first.

STATEMENT OF PERRY L. DOZIER

Mr. DoziER. Good morning. My name is Perry Dozier, and I am
the current President of the Washington Association of Wheat
Growers, and I farm in Southeastern Washington State, raising
wheat, barley, and peas.

I would like to thank the members of the Subcommittee on
Transportation, of the Senate Appropriations Committee, and espe-
cially Senator Patty Murray, for the opportunity to express the con-
cerns the growers have on issues of rail, freight rail access, and
mobility.

I am in a unique area of the State, where I can choose to utilize
three modes of transportation for my crop, road, rail, or water;
however, the majority of the growers within our State do not have
the luxury of choices. Approximately 35 percent of Washington’s
grain moves by rail, with over 60 percent by barge. Growers are
not able to make a competitive transportation choice between barge
and rail, based on competitive rates.

The rails are located too far away from the grain that is now
being moved by barge, and even if it could, the rail system is not
adequate to handle the volume of grain moving by barge. Even the
dramatic changes in fuel prices recently have not caused inter-
modal tonnage changes. Approximately 90 percent of all wheat
grown in Washington State is being exported. Transportation costs
and service are vitally important.

In Washington, we grow and export five of the six classes of
wheat grown in the United States, contributing approximately $1.8
billion to the total State output, $537 million to gross State income,
and $83 million in State and local taxes. This commodlty has no
value until the market demands the grain, and the grain is trans-
ported to the market.

The majority of farmers who rely on road or rail as their only
means of transportation are at the mercy of the carriers. Competi-
tion is vital in cost control. There are many options to choose on
road transportation, four on barge transportation, but only two by
rail.
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Wheat growers operate in a market environment, much like the
stock market, where timing of sales and delivery can gain the
grower thousands of dollars. Unpredictable or inconsistent service
will negate these gains, with the loss being absorbed by the grower.
Sadly, with lack of competition in one industry, we see the costs
increasing and service decreasing to the growers.

Many rail lines have been abandoned in Washington, leaving
rural areas of the State with no choice but to use truck transpor-
tation. The costs to the growers, and the State, and the Federal
government rises, due to the use of the least cost-effective mode of
transportation and increased road maintenance.

In some cases, small short-line rail companies have bought the
abandoned track then serving these rural areas, only to be saddled
with staggering costs to upgrade the lines. As a class one railroad
moves to larger and more efficient freight cars and loading termi-
nals, many of the small short-line operators cannot utilize these ad-
vancements due to track conditions. Again, the loser is the grower
or local grain merchandiser.

We have experienced delays in obtaining freight cars, damaged
and unuseable cars, and non-competitive rates. For example, in a
26-car train, only 24 may be loadable. The train must be sent to
market with two empty damaged cars. This is costly from both a
marketing and operational standpoint. The export elevator does not
receive the grain needed for shipping. While the railroad brings the
other two railcars to the country elevator at some later date, it
takes the same crew to load two single cars at which it did the en-
tire unit train, which is a costly endeavor.

Even the way in which cars are obtained is mind-boggling. Ele-
vators and growers establish a want date when the cars are need-
ed. The railroad gives itself an additional 15 days in which to sup-
ply the cars. Customers really never know when the cars will actu-
ally show up for loading, a fact, again, that is costly and hinders
efficient marketing.

This type of business environment would not be allowed to con-
tinue in other industries, because the customer would go some-
where else to obtain service. With rail, however, we have nowhere
else to go, and the monopoly railroads know it.

The rail companies dictate the handling system for local grain
elevators as they are moving to 52- and 104-car unit trains, leaving
small-elevator operators only a single mode of transportation. Our
industry is also moving towards an identity preservation system,
meeting our customers’ needs for qualities and blends of grain.
Many times the grain merchandiser cannot fill these large unit
trains, and thus must use truck transportation.

PREPARED STATEMENT

The growers and the rural grain companies in Washington State
cannot pass on the increase in freight cost to the buyer. We operate
in a price-take environment for our product. We know that rail ac-
cess and competition is vital to our industry to promote service and
keep costs in line. Moving to a system of monopolistic carriers will
cripple the already wounded agricultural economy of Washington
State. I ask you to take this into consideration, and promote rail
access and increased competition within the U.S. rail system.
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Thank you for this opportunity to testify before the committee on
behalf of the Washington wheat and barley growers.
[The statement follows:]

PREPARED STATEMENT OF PERRY L. DOZIER

My name is Perry Dozier. I am the current President of the Washington Associa-
tion of Wheat Growers and I farm in S.E. Washington State raising wheat, barley
and peas. I would like to thank the members of the subcommittee on Transportation
of the Senate Appropriations Committee and especially Senator Patty Murray for
the opportunity to express the concerns the growers have on issues of rail, freight
rail access, and mobility.

I am in a unique area of the State where I can choose to utilize three modes of
transportation for my crop: road, rail or water. However, the majority of the growers
within our State do not have the luxury of three choices. Approximately 35 percent
of Washington’s grain moves by rail with over 60 percent moving by barge. Growers
are not able to make a competitive transportation choice between barge or rail,
based on competitive rates. The rails are located too far away from the grain that
is now moving by barge, and even if it could, the rail system is not adequate to han-
dle the volume of grain moving by barge. Even the dramatic changes in fuel prices
recently have not caused inter-modal tonnage changes.

Approximately 90 percent of all wheat grown in Washington State being exported,
transportation cost and service are vitally important. In Washington we grow and
export 5 of the 6 classes of wheat grown in the U.S., contributing approximately
$1.18 billion to the total state output, $537 million to gross state income and $83
million in state and local taxes. This commodity has no value until the market de-
mands grain and the grain is transported to market.

The majority of farmers who rely on road or rail as their only means of transpor-
tation are at the mercy of the carriers. Competition is vital in cost control. There
are many options to choose on road transportation, 4 options on river, but only 2
by rail. Wheat growers operate in a market environment, much like the stock mar-
ket, where timing of sales and delivery can gain the grower thousands of dollars.
Unpredictable or inconsistent service will negate these gains with the loss being ab-
sorbed by the grower.

Sadly, with lack of competition in one industry, we see the cost increasing and
service decreasing to the growers. Many rail lines have been abandoned in Wash-
ington, leaving rural areas of the State with no choice but to use truck transpor-
tation. The cost to the growers, the State, and Federal Government rises due to use
of the least cost-efficient mode of transportation and increased road maintenance.
In some cases small short line rail companies have bought the abandoned track,
then serving these rural areas, only to be saddled with staggering cost to upgrade
the line.

As the Class 1 railroad moves to larger and more efficient freight cars and loading
terminals, many of the small short line operators cannot utilize these advancements
due to track conditions. Again the loser is the grower or local grain merchandiser.
We have experienced delays in obtaining freight cars, damaged and unusable cars,
and non-competitive rates. For example, in a 26-car train, only 24 cars may be
loadable. The train must be sent to market with two empty, damaged cars. This is
costly from both a marketing and operational standpoint. The export elevator does
not receive the grain needed for shipping. While the railroad brings the other two
railcars to the country elevator at some later date, it takes the same crew to load
two single cars as it does a unit train—a costly endeavor. Even the way in which
cars are obtained is mind-boggling. Elevators and growers establish a want date,
say March 1, when the cars are needed. The railroad gives itself an additional 15
days in which to supply cars. Customers really never know when the cars will actu-
ally show up for loading, a fact that is costly and hinders efficient marketing.

This type of business environment would not be allowed to continue in other in-
dustries, because the customer would go somewhere else to obtain service. With rail,
however, we have nowhere else to go and the monopoly railroads know it. Some-
times, it’s as if the railroads don’t want to be bothered by stopping in Washington
to haul our grain the shorter distance to market. They only want the long haul from
the Midwest, where they obtain more revenue. The monopolistic rail companies dic-
tate the handling system for local grain elevators as they move to 52 and 100 car
unit trains, leaving small elevator operators only a single mode of transportation.
Our industry is also moving toward an IP system (Identity Preservation System) in
qualities and blends of grain to meet customer needs. Many times the grain mer-
chandiser cannot fill these large unit trains and thus must use truck transportation.
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The growers and the rural grain companies in Washington State cannot pass on
the increase in freight cost to the buyer. We operate in a price-take environment
for our product. We know that rail access and competition is vital to our industry
to promote service and keep cost in line. Moving to a system of monopolistic carriers
will cripple the already wounded agricultural economy of Washington State. I ask
you to take this into consideration and promote rail access and increased competi-
tion within the U.S. rail system.

Thank you for this opportunity to testify before the Committee on behalf of Wash-
ington Wheat and Barley growers.

Senator SHELBY. Mr. Self.

STATEMENT OF LAMAR SELF, DIRECTOR, DISTRIBUTION AND CUS-
TOMER SERVICE, MISSISSIPPI CHEMICAL CORPORATION

Mr. SELF. Thank you, Mr. Chairman, Senator Murray. Again, my
name is Lamar Self, and I am the Director of Distribution and Cus-
tomer Service for Mississippi Chemical Corporation, headquartered
in Yazoo City, Mississippi.

I have been in this current position for approximately 3 years,
and have been employed by Mississippi Chemical for 34 years, all
of which has been in the area of transportation and distribution.

Mississippi Chemical, through its wholly owned subsidiaries, pro-
duces and markets all three primary crop nutrients, otherwise
known as fertilizers. Nitrogen-based products are produced at fa-
cilities in Yazoo City, Mississippi, and in Donaldsville and St.
James, Louisiana. Diammonium phosphate is produced at
Pascagoula, Mississippi. Potassium-based products are produced at
two mines and refineries near Carlsbad, New Mexico.

In addition to these six production facilities, we have twenty-six
distribution facilities located in the States of Alabama, Arkansas,
California, Georgia, Indiana, Kentucky, Louisiana, Mississippi,
Missouri, Ohio, and Texas. All of our production facilities are rail
served. The majority of the distribution facilities are also rail
served. None of the facilities are served by more than one rail car-
rier.

On an annual basis, Mississippi Chemical and its subsidiary
companies ship approximately 1.8 million tons by rail, 1.4 million
tons by inland river barges, and 1.4 million tons by truck.

The cost of rail transportation is a significant part of our produc-
tion and marketing costs. Because the ultimate price of fertilizer is
set by the marketplace, we need to have reasonably priced rail
transportation if we are to compete effectively.

In recent months, we have experienced a large increase in the
price of natural gas, which is an important component in the man-
ufacture of fertilizers of various types, and there has been extreme
pressure on the price of fertilizer in the world market. Thus, the
need to ensure that our other production costs are competitive, in-
cluding the cost of transporting our goods to market, has become
even more important in this environment.

Moreover, the transportation service requirements of the fer-
tilizer industry are very important. Fertilizer is not sold evenly
throughout the year, but rather sales are keyed to the growing sea-
son. This means that the demand for transportation in the fer-
tilizer industry is generally compressed into just a few months of
the year.

We at Mississippi Chemical believe that both rail service and
price needs can best be met through a system of increased rail-to-
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rail competition. Competition provides the spur for companies of all
types to eliminate inefficiencies in their system, to place the pri-
mary focus on the needs of their customers, and respond quickly
to changes in the marketplace.

In the years following the enactment of the Staggers Act, the
railroads made great strides in developing new markets and identi-
fying and using new routes, which resulted in improved service.
However, in recent years, the rail industry has become increasingly
consolidated through mergers, and there has been a reduction in
rail-to-rail competition.

Service has suffered in these mergers, and the carriers have re-
duced staff. The reduction in competition has recently been accom-
panied by increasing pressure on the part of the carriers to in-
crease revenue, with the shipper having few alternatives. We be-
lieve that the system needs to be re-balanced in order to provide
for additional rail-to-rail competition.

We note that the Surface Transportation Board has recently pro-
posed to require enhanced competition when considering mergers
between Class I rail carriers. We applaud this proposal, and hope
that the Board approves it as a final rule.

Finally, we think that the Congress should strongly consider re-
forms that would simplify and speed the process of resolving prob-
lems between shippers and carriers. The Board staff and resources
are limited. Proceedings at the STB have usually taken many
months to resolve, and are extremely expensive from the point of
view of most shippers.

For example, we have been told that a stand-alone cost case at
the Board to obtain a ruling as to a maximum reasonable rate
would cost well over $1 million, and up to 2 years to resolve.

We believe that the Congress should consider changes that would
require mandatory expedited arbitrations of disputes between ship-
pers and carriers. We believe that such a change would provide a
quicker, easier, less expensive way to resolve problems between
shippers and carriers. Although the Board has approved rules that
permit arbitration, those rules do not require it. Because one party
to a dispute usually has an incentive to delay, voluntary arbitra-
tion under the Board’s rules has not been used to date, and is not
likely to work in the future.

PREPARED STATEMENT

Arbitration is a proven means of expeditiously resolving disputes
between companies, and we see no reason why mandatory arbitra-
tion could not be used in disputes between shippers and rail car-
riers over rate and service issues. We, therefore, urge the com-
mittee to consider changes that would require mandatory expedited
arbitration to resolve rate and service disputes between shippers
and rail carriers. Thank you, Mr. Chairman.

[The statement follows:]

PREPARED STATEMENT OF LAMAR SELF

My name is Lamar Self and I am the Director of Distribution and Customer Serv-
ice for Mississippi Chemical Corporation, headquartered in Yazoo City, Mississippi.
I have been in this current position for approximately 3 years and have been em-
ployed at Mississippi Chemical thirty-four years, all of which has been in the area
of transportation and distribution.
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Mississippi Chemical Corporation, through its wholly owned subsidiaries, pro-
duces and markets all three primary crop nutrients. Nitrogen based products are
produced at facilities in Yazoo City, Mississippi, and in Donaldsonville and St.
James, Louisiana. Diammonium phosphate is produced at Pascagoula, Mississippi.
Potassium based products are produced at two mines and refineries near Carlsbad,
New Mexico. In addition to these six production facilities, we have twenty-six dis-
tribution facilities located in Alabama, Arkansas, California, Georgia, Indiana, Ken-
tucky, Louisiana, Mississippi, Missouri, Ohio and Texas. All of our production facili-
ties are rail served. The majority of the distribution facilities are also rail served.
None of the facilities are served by more than one rail carrier.

On an annual basis Mississippi Chemical and its subsidiary companies ship ap-
proximately 1.8 million tons by rail, 1.4 million tons by inland river barges and 1.4
million tons by truck.

The cost of rail transportation is a significant part of our production cost. Because
the ultimate price of fertilizer is set by the marketplace, we need to have reason-
ably-priced rail transportation if we are to compete effectively. In recent months, we
have experienced a large increase in the price of natural gas (an important compo-
nent in the manufacture of fertilizer of various types), and there has been extreme
pressure on the price of fertilizer in the world market. Thus, the need to insure that
our other production costs are competitive, including the cost of transporting our
goods to market, has become even more important in this environment.

Moreover, the transportation service requirements of the fertilizer industry are
very important. Fertilizer is not sold evenly throughout the year, but rather sales
are keyed to the growing season. This means that the demand for transportation
in the fertilizer industry is generally compressed into just a few months of the year.

We at Mississippi Chemical believe that both our rail service and price needs can
best be met through a system of increased rail-to-rail competition. Competition pro-
vides the “spur” for companies of all types to eliminate inefficiencies in their system,
to place their primary focus on the needs of their customers, and respond quickly
to changes in the marketplace. In the years following the enactment of the Staggers
Act, the railroads made great strides in developing new markets and identifying and
using routes which resulted in improved service. However, in recent years, the rail
industry has become increasingly consolidated through mergers, and there has been
a reduction in rail-to-rail competition. Service has suffered in these mergers, and
the carriers have reduced staff. The reduction in competition has recently been ac-
companied by increasing pressure on the part of the carriers to increase revenue,
with the shipper having few alternatives. We believe that the system needs to be
re-balanced in order to provide for additional rail to rail competition.

We note that the Surface Transportation Board has recently proposed to require
“enhanced competition” when considering mergers between Class I rail carriers. We
applaud this proposal, and hope that the Board approves it as a final rule.

However, we believe that more needs to be done in the area of “enhancing com-
petition” outside of the merger context. We believe that the Congress should strong-
ly consider ways to increase rail to rail competition, such as through the use of “bot-
tleneck” rates where requested by the shipper. As I stated, our production or dis-
tribution facilities are served by one rail carrier—a “bottleneck” carrier—but often
there is another rail carrier not too far away who could provide competitive rail
service for the movement beyond the bottleneck to the destination. But under exist-
ing rules, a shipper cannot generally get a rail rate over the “bottleneck,” and there-
fore we can’t use the competitive carrier beyond the bottleneck.

Another means of increasing competition would be to give a shipper access to an-
other rail carrier through competitive switching in rail terminal areas. Existing
rules for obtaining such competitive switching are extremely onerous, and we think
that the process of obtaining such competitive relief should be made significantly
easier.

Finally, we think that the Congress should strongly consider reforms that would
simplify and speed the process of resolving problems between shippers and carriers.
The Board’s staff and resources are limited. Proceedings at the STB have usually
taken many months to resolve, and are extremely expensive from the point of view
of most shippers. For example, we have been told that a “stand alone cost” case at
the Board to obtain a ruling as to a maximum reasonable rate would cost well over
$1 million, and take up to 2 years to resolve.

We believe that the Congress should consider changes that would require manda-
tory, expedited arbitration to resolve rate and service disputes between shippers and
rail carriers. We believe that such a change could provide a quicker, easier, less ex-
pensive way to resolve problems between shippers and carriers. Although the Board
has approved rules that permit arbitration, those rules do not require it. Because
one party to a dispute usually has an incentive to delay, voluntary arbitration under
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the Board’s rules has not been used to date, and is not likely to work in the future.
Arbitration is a proven means of expeditiously resolving disputes between compa-
nies, and we see no reason why mandatory arbitration could not be used in disputes
between shippers and rail carriers over rate and service issues. We therefore urge
the Committee to consider changes that would require mandatory, expedited arbi-
tration to resolve rate and service disputes between shippers and rail carriers.

Senator SHELBY. Mr. Michael Snovitch, Manager of Fossil Fuel
Supply for Pennsylvania Power and Light.
Welcome, sir.

STATEMENT OF MICHAEL W. SNOVITCH, MANAGER, FOSSIL FUEL SUP-
PLY, PENNSYLVANIA POWER AND LIGHT

Mr. SNovVITCH. Good morning, Senators.

My name is Michael W. Snovitch, and I am here today on behalf
of PP&L Generation, LLC. I have more than 10 years of experience
dealing with railroads. Our coal-fired power plants in Pennsylvania
and Montana burn approximately 10 million tons of coal a year,
and we could not operate without railroads. They are necessary.

These volumes of coal cannot be transported efficiently any other
way. PPL is not anti-railroad. We never have been. However, we
have never been willing to pay whatever our railroad partner want-
ed to charge us. Where we could negotiate rates that seemed rea-
sonable, we did so, and we signed long-term transportation con-
tracts; however, as a captive shipper with no competing railroad to
turn to, PPL has a legal right to seek relief from excessively high
rates.

We attempt to approach these issues rationally. We understand
that there are commodities the railroads carry at low rates, be-
cause of truck competition, and that other commodities may have
to move at higher rates. Even so, there must be some limits. As
manager of Fossil Fuel Supply, I am responsible for controlling
PIPL fuel costs, including the cost of delivering coal to our power
plants.

Prior to utility deregulation, excessive rail rates meant higher
prices for PPL customers. In today’s marketplace for electric power,
excessive rail rates can threaten the competitiveness of generating
companies, and affect its long-term growth and survival.

On three occasions, when we have disagreed with the railroad
over rates, we have taken the dispute to the ICC, or more recently
the STB. We are in a rate case today against BNSF, because we
could not reach agreement over rail rates to our Corrette plant in
Billings, Montana.

BNSF offered a small rate reduction when PPL’s contract ex-
pired, but we concluded these rates were well above maximum rea-
sonable levels on the current legal standards, and when the nego-
tiations broke down, BNSF raised PPL’s rates. Since we have filed
a rate case with STB last July, there have been no further negotia-
tions.

Despite this litigation, I feel we are on friendly terms with
BNSF, but negotiations between railroads and captive shippers do
not take place on a level playing field. Without effective regulation,
or competitive alternatives, even large shippers may get the short
end of the stick, and we consider ourselves a large shipper.

Although PPL has beneffited from regulatory remedies in the
past, things could be better. There are many shippers with no effec-
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tive means of challenging high rail rates before the STB. They are
very complex, costly cases, as has previously been stated.

In addition, some major rail mergers have led to service prob-
lems, as has been discussed. The STB has tried to help, but there
is a limit to what a regulatory agency can do to complex railroad
service problems. PPL believes that more competition will be bene-
ficial for shippers, and for large and small railroads. The STB is
considering new rail merger regulations that would require en-
hanced competition. PPL supports this idea, but more is needed.

For example, there should be better remedies against anti-com-
petitive conduct by railroads that are not seeking to merge at the
present time. Reasonable access remedies should be explored, and
railroads should not be able to leverage their market power over
entire routes when they have a bottleneck monopoly, which I am
very familiar with, because we are involved in that case.

As shown by deregulation in the trucking industry

Senator SHELBY. Mr. Snovitch, explain what you mean by bottle-
neck.

Mr. SNoOVITCH. Bottleneck is where there is, say from the origin
to the destination, and between that final destination you have a
point in there where just one railroad serves, but there is some
place in there where you can deal with two railroads. In our case,
we were trying to get coal from Central Appalachia up to our power
plants in Pennsylvania. The final 60 miles were served by Conrail.

At Hagerstown, they interchange with both CSX and Norfolk
Southern. When we tried to negotiate rates with Conrail, they
charge a very high rate to keep us from going either to Norfolk
Southern or CSX. The rates that CSX and Norfolk Southern were
charging were competitive, because they were competing with one
another. Conrail, on the other hand, was charging some excessive
rate, and we ended up before the STB on that.

What the STB requires to do was litigate the whole rate from
destination to the actual origin, rather than just the bottleneck por-
tion.

Senator SHELBY. Go ahead.

Mr. SnoviTcH. Okay? As shown by deregulation in the trucking
industry, competition and the risk of lost business provide powerful
incentives for a carrier to make sure its service quality is high, and
its prices are fair. There has been big success stories since the
1980s with the trucking industry.

Utility deregulation and customer choice in my home State of
Pennsylvania have also been beneficial. I believe the problems in
California are severe, but I believe they are temporary, and we
should not turn our backs on competition. Further mergers in the
railroad industry may produce greater efficiency, but they may also
cause service problems, and they will certainly increase the size
and market power of the surviving railroads.

PREPARED STATEMENT

The STB has determined that its merger regulations need to be
modernized, and we applaud them for that. Congress should con-
tinue to hold hearings on ways to improve the statute that promote
competition of the railroad industry, and I really appreciate the op-
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portunity to appear before you, and I will answer any questions
that I can.

Thank you.

[The statement follows:]

PREPARED STATEMENT OF MICHAEL W. SNOVITCH

My name is Michael W. Snovitch, and I am Manager, Fossil Fuel Supply for PPL
Generation, LLC, a subsidiary of PPL Corporation. I have held this position with
PPL, and the former Pennsylvania Power & Light Company, since 1989.

PPL Corporation is a rapidly growing global energy company with revenues of
nearly $5.7 billion. PPL, which has its headquarters in Allentown, PA, has four
principal subsidiaries.

PPL EnergyPlus is our marketing arm, marketing wholesale and retail electric
power and energy services. PPL Electric Utilities serves 1.3 million industrial, com-
mercial and residential electricity customers in Pennsylvania. PPL Global distrib-
utes electricity to over 4 million customers in the United Kingdom and Latin Amer-
ica, and also develops and acquires generation in key U.S. markets.

PPL Generation, where I work, owns and operates power plants in the U.S, in-
cluding nearly 10,000 megawatts of electric generating capacity in Pennsylvania,
Maine and Montana. In the East, our 8,500 megawatts come primarily from coal-
fired and nuclear generation. PPL’s 1,150 megawatts of Montana generating capac-
ity are coal-fired and hydroelectric. Our Montana power plants were acquired from
The Montana Power Company (MPC) in 1999, and most of our generation is sold
under contract to MPC, which MPC uses to meet its obligations to serve Montana
customers.

PPL’s coal-fired power plants in the East consume over 7.5 million tons of coal
annually, most of which is delivered by railroad. Because no power plant is served
by more than one railroad, and because the volumes of coal we burn cannot be deliv-
ered by truck or barge, we are captive customers of the railroads serving our power
plants. In the East, the railroad handling deliveries used to be Conrail, and is Nor-
folk Southern today. In Montana, the Burlington Northern and Santa Fe Railway
delivers coal to PPL’s Corette power plant, near Billings.

Rail rates make up a significant portion of the delivered cost of coal, and the de-
livered cost of coal is a major portion of the cost of operating these coal-fired power
plants. For this reason, PPL has been active in proceedings before the ICC and STB
concerning railroad regulation, railroad pricing and railroad mergers.

In past years, under regulation, we challenged excessive rail rates on behalf of
our ratepayers, since the costs of rail service were recovered through our electric
bills. More recently, utility deregulation has made reliable rail service at reasonable
rates even more necessary, because electric power that costs too much may become
unmarketable, or may affect the competitiveness of our customers. However, utility
deregulation has coincided with railroad consolidation. We have therefore supported
efforts before the STB and in Congress to increase competition among major rail-
roads.

I know from personal experience that, without effective regulation or effective
competition, railroads may abuse their market power, even when dealing with a
large customer. The railroads may demand excessive rates or fail to maintain serv-
ice standards. They may also try to influence where a customer obtains its raw ma-
terials or sells its products.

For example, when we attempted to negotiate reasonable rates with Conrail, their
representative told me he would rather see PPL go out of business than accept the
rates we were attempting to negotiate. At that time, PPL was Conrail’s biggest util-
ity coal customer. Also, we determined that we wanted to burn low-sulfur coal from
mines served by other railroads, along with higher sulfur coal from mines served
by Conrail, as part of our Clean Air Act compliance program. Conrail tried to pre-
vent us from reaching our preferred sources of low-sulfur coal, because they wanted
to keep our business for themselves.

In my opinion, a railroad should not be allowed to use its monopoly power to
charge excessive rates, or force customers to use the vendors, customers and
routings that are preferred by the railroad. These abuses drive up costs and lead
to distortions in the marketplace.

PPL attempted to resolve its disputes with Conrail through negotiation. However,
twice since 1980 we felt we had no choice but to file rate cases against Conrail be-
fore the ICC and STB. In our situation, both cases were settled on favorable terms,
but some shippers are too small to litigate, and others ship to or from so many
points that litigation is not feasible.
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Today, PPL is involved in a third rate case, this time against BNSF. As with Con-
rail, we attempted to negotiate rail rates that are lower than the rates the railroad
wanted to charge, but still highly profitable for the railroads. Under current law,
the STB cannot even consider a rate challenge unless the rate is 180 percent of the
variable cost of the rail service, and PPL has only challenged rates that were signifi-
cantly higher than that.

Because BNSF was unwilling to negotiate seriously with PPL over rates to our
Corette power plant in Billings, Montana, we once again decided that we had no
choice but to ask the STB to set reasonable rates. The coal we burn at our Billings
facility is actually delivered by Montana Rail Link, a small railroad connecting with
BNSF a few miles outside Billings. We attempted to negotiate directly with Mon-
tana Rail Link but were told that BNSF controls Montana Rail Link’s pricing.
Smaller railroads can be as captive to major railroads as shippers are.

PPL was once a regulated public utility, and we understand regulated rates,
whether they are based on the familiar public utility standard of costs plus a rea-
sonable profit, or on the stand-alone cost test used by the STB. Unfortunately, the
railroads seem unwilling to discuss costs at all, preferring to charge “whatever the
market will bear.”

PPL is also familiar with this approach to rates. PPL Generation is deregulated,
and we must compete with other generators to sell power. The competition we face
heightens our concern about excessive rail rates. Charging what the market will
bear only makes sense where there is competition. In fact, I think competitive mar-
kets are more likely to produce fair prices than regulatory agencies.

Much of the freight the railroads carry is subject to competition from trucks or
barges. But too many captive shippers lack both competitive options and effective
regulatory solutions. More competition is needed to encourage dependable service.
Recent mergers have produced severe service problems. More competition would also
help keep rates reasonable without the need for lengthy and burdensome regulatory
proceedings.

The STB has done some good things, like deciding not to consider product and
geographic competition when it makes market dominance determinations in rate
cases. It has also made some mistakes, like refusing to let shippers challenge rates
over the bottleneck portion of joint line movements. PPL’s last rate case against
Conrail was one of the Bottleneck cases before the Board, and it is extremely dif-
ficult to understand why PPL could not just challenge Conrail’s rates to our power
plants, where Norfolk Southern and CSX were willing to compete to haul our coal
from the mines to their connection with Conrail. As a result of the Bottleneck deci-
sion, PPL had to sue all three railroads, even though only Conrail exercised monop-
oly power over PPL coal shipments.

Ultimately, however, the best thing Congress can do is to rely more on competi-
tion and less on regulation to produce good rail service at reasonable rates. The
Board has proposed to amend its rail merger regulations so that if transcontinental
mergers occur, the merging railroads will be required to enhance competition. PPL
supports this concept, but believes more needs to be done.

There should be better remedies against anticompetitive conduct by railroads that
are not seeking to merge. Smaller railroads like Montana Rail Link should not be
prevented from competing with their major railroad connections. In addition, rea-
sonable access remedies should be explored. Other companies are allowed under
FERC regulations to use PPL’s transmission system, and consumers have benefitted
from the resulting competition. Competition may sometimes fall short of producing
dependable rail service at reasonable rates, particularly for smaller or isolated ship-
pers. Effective regulation, which can simulate the effects of a competitive market-
place, should be preserved and enhanced in such situations.

I appreciate the opportunity to testify before the Subcommittee.

Senator SHELBY. Thank you. Most of you say that you are captive
to rail, but can not each of your companies use truck instead? Mr.
Dozier, is that a drawback?

Mr. DozIiER. Yes. Usually, with truck traffic that we have, we
have a limited amount of trucks

Senator SHELBY. Okay.

Mr. DOZIER [continuing]. If I am using my own trucks to haul.
So what we do is, like I say, I myself am in a unique area, where
I can use both rail on a short line, and water, but the majority of
my growers that are up north in the State——

Senator SHELBY. Railroad?
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Mr. DOZIER [continuing]. Do not have that, and to be able to
truck their grain down, you can do it with far less rail cars than
you can with the trucks, and the amount of pollutants released by
the trucks are far greater than the rail line.

Senator SHELBY. Did you say earlier, if I heard it right, that
most of the grain in Washington State is exported?

Mr. DozIER. Over 90 percent of our grain is exported. We rely on
getting our grain to Portland.

Senator SHELBY. Whenever you want to move your product, you
have to negotiate a contract with the railroad that services you, is
that right?

Mr. SELF. That is correct.

Senator SHELBY. Why do you not just negotiate a better contract?
Is that because you do not have enough competition there? Is that
it?

Mr. SELF. There is very limited competition. As far as rail-to-rail
competition, there is none. If you have a competitive mode of trans-
portation, such as truck or inland barge, the railroads are much
more willing to negotiate, but in the absence of that
competition

Senator SHELBY. It is their price or no price?

Mr. SELF [continuing]. It is their price, and also, they tend to
protect the markets that they are already serving, possibly from
another source, which blocks you from being able to market your
product in a given——

Senator SHELBY. Give us an example of what you mean.

Mr. SELF. I do not have a specific example right at the moment.
I will be glad to get that and get back to you.

Senator SHELBY. Okay. If the railroads improved their service,
would you ship more of your products by rail, if they improved
their service? Mr. Dozier? Does it depend on—you have three op-
tions, do you not?

Mr. DozIER. Yes, I do, and I am trying to think of the majority
of our growers, and I would have to get in touch with those that
their only choice is rail. The southern part of the State is where
we have our options, where we can go from short-line railroad to
the Columbia River, and then barge it; however, if we were to lose
our barge traffic, then we have only one choice, and that is the
Union Pacific in the southern end, and in the northern end, it is
Burlington Northern. So whether or not we could get our grain effi-
ciently to market, I am not sure.

Senator SHELBY. Okay. Mr. Self?

Mr. SELF. I would like to respond to that. In the West right now,
service is pretty good. It is back to what I will call near normal
prior to the mergers. In the East, however, we are still having serv-
ice problems, and we are having to serve some of our customers by
truck at a higher cost to them and to us then it would be if we
could depend on rail service.

Our plant at Pascagoula is an example. It is extremely difficult
to get rail equipment to ship covered hopper cars with fertilizer out
of there.

Senator SHELBY. You ship all over the country, do you not?

Mr. SELF. Yes, we do.
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Senator SHELBY. Mr. Snovitch? You are more of a captive, are
you not?

Mr. SNoviTCH. We are captive shippers to Burlington Northern
Santa Fe, in the West, for our correct station, and we are to Nor-
folk Southern in the East.

There were service problems in the break up of Conrail, but they
have since been solved by Norfolk Southern and CSX, and our serv-
ice is, I think, satisfactory to us. So I cannot think that improved
service would solve the problem, but I want to mention as far as
truck as an alternative, I will give you an example of a problem
for us with truck.

Our Montour plant takes one unit train a day to serve it. If we
did it by truck, it would take 550 truckloads of coal a day to serve
that plant, and we would be running through a lot of local commu-
nities. So that is just not a practical alternative.

Senator SHELBY. Okay. As I mentioned in my opening statement,
I want to better understand why a shipper who orders a unit train
of chemical has to talk with a chemical salesman from the railroad,
while if the same shipper wants to ship a unit train of milk, or mo-
lasses, or grain, he has to talk with the salesman for that product,
and pay a different rate, even if the entire shipment is headed to
roughly the same location. If that is true, why do railroads engage
in this type of practice?

Mr. Self, are you familiar with this?

Mr. SELF. Well, yes. We have specific salesmen from company to
company that we deal with, but since we are only dealing in fer-
tilizers, that does not really present a problem.

Senator SHELBY. He is dealing in coal, and he is dealing in rain.

Mr. SNovITCcH. We also deal in petroleum——

Senator SHELBY. Okay.

Mr. SNOVITCH [continuing]. And we have cases where the petro-
leum-coke person is different than the coal person. In fact, for the
same shipment, you will get a different rate.

Senator SHELBY. Okay. Do the class one railroads impede short-
line from offering competitive service to shippers? Mr. Self?

Mr. SELF. Yes, sir, I feel they do.

Senator SHELBY. Mr. Dozier?

Mr. DOZIER. Yes, I do feel the same.

Senator SHELBY. Mr. Snovitch?

Mr. SnovITCH. I know that for a fact.

Senator SHELBY. You have seen it, have you not?

Mr. SNovVITCH. Yes, I have, in the East and in the West.

Senator SHELBY. Can you give specific examples of how consoli-
dation in the rail industry has affected your rail service, the rates,
and overall rail transportation costs? Mr. Snovitch, I will start with
you.

Mr. SNoviTCH. To us, there was the breakup of Conrail. We were
fortunate enough that we had a case before the STB among all
three, Norfolk Southern, CSX, and Conrail. As a result of that, to
resolve some issues with them, during the breakup we were able
to succeed in getting what we consider pretty successful or useful
rates, economic rates. So it has not affected us adversely at this
present time, other than there were some service problems during
the initial breakup of Conrail.



108

Senator SHELBY. Mr. Self?

Mr. SELF. I do not know how far back we want to go, but stop
me if I go too far back. I will start with the first major railroad,
which was between the ATSF and the BN. As I mentioned earlier,
we have two mines at Carlsbad, New Mexico, and they were vastly
affected by that merger. Service shortly after the consummation of
that merger was very poor. We had cars that sat typically for 21
days in Carlsbad before leaving town to go to our customers, and
this hit at the height of the spring season, when we could stand
at least.

Shortly on the heels of recovering from that, the union Pacific
and the SP merger, I will not reiterate the problems that we all
experienced with that, and then about the time that began to quiet
down, we had the split up of Conrail, and we went through it all
again in the East. So I have yet to see a merger that has resulted
in improved service and lower cost.

Senator SHELBY. Mr. Dozier?

Mr. DozIEr. I do not have any specific example that I could give
you right now, but I can get that from one of the northern

Senator SHELBY. The record will stay open, Senator Murray, and
I will keep the record open, because

Mr. DozigR. Okay.

Senator SHELBY [continuing]. This is important.

Mr. DozigR. Thank you.

Senator SHELBY. Are the existing dispute resolution options pro-
vided to rail customers by the Surface Transportation Board ade-
quate? Mr. Snovitch?

Mr. SNoviTCH. We have been successful, and we have used them,
but like I say, they are very costly, very complex, and there are
some—it makes it almost impossible for certain shippers, captive
shippers, to come before the Board.

Senator SHELBY. Are they efficient?

Mr. SNovVITCH. Not as efficient as they could be.

Senator SHELBY. Okay.

Mr. SNOVITCH. They could be more efficient. Absolutely.

Senator SHELBY. Mr. Self?

Mr. SELF. As I stated earlier, it is extremely expensive to present
a case and go through the process at the STB, and I do not mean
to be critical of that. However, in our particular case, we are serv-
ing many, many destinations, many of which would be considered
small volume, and it simply does not make economic sense to carry
a case to the STB

Senator SHELBY. How long do the cases last, on average?

Mr. SELF. I have heard typically 2 years. Having never actually
presented one and gone through it, I really do not know, but I have
heard 2 years or better.

Senator SHELBY. Mr. Dozier, do you have any comment?

Mr. DozIER. No. As a grower, we do not work directly with the
STB.

Senator SHELBY. Okay. One protection for rail customers from
the risk of market power abuse is the STB’s competitive access reg-
ulations that enable a customer to secure access to a second carrier
if it is shown that the existing carrier has abused its market power
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through its rates or service. Are you folks aware of this provision,
and has it ever been applied? Mr. Snovitch?

Mr. SNovITCH. I am not really familiar with the provision. I do
not know of it being applied.

Senator SHELBY. You do not know. Okay. Senator Murray, thank
you for coming.

Senator SPECTER. Senator Murray, would you yield to me for just
one question, because I cannot stay too long.

Senator MURRAY. Yes.

Senator SPECTER. You made a comment that the situation was
aggravated with the breakup of Conrail. Could you be more specific
about what happened there?

Mr. SELF. Well, in our particular case, shortly after the break up
of Conrail, we began to notice service deteriorate in our primary
area, which is south Alabama, south Georgia.

We have a pretty sizeable terminal at Bainbridge, Georgia, and
another one at Albany, Georgia, and where typically it had taken
6 to 7 days consistently for cars to reach origin to destination, it
suddenly began to be 10 days, 2 weeks, and 3 weeks, and then ad-
dition to that, once they arrived at the destination, the terminal,
it would take a week or more for cars to be spotted, and what we
were told was that because of problems in the Northeast, power
and personnel were being sent north to work on those problems,
and that resulted in worse service for us.

Then as they began to correct those problems, they brought
equipment back south, and it began to ease somewhat, but it is
still far from what it was prior to the breakup.

Senator SPECTER. Thank you for letting me ask that question. I
question whether the resources were directed to the Northeast. I
hear so many complaints in my State of a similar nature that I just
wanted to pursue that.

Senator SHELBY. If I could just take one second. Do you ship
from Pascagoula all the way up into the Northeast everywhere?

Mr. SELF. No, sir.

Senator SHELBY. You do not.

Mr. SELF. No.

Senator SHELBY. You ship from where to where, generally?

Mr. SELF. From Pascagoula, as far as rail service, we go to Ala-
bama, to Missouri

Senator SHELBY. Okay.

Mr. SELF [continuing]. Tennessee, primarily the South and——

Senator SHELBY. The South and Midwest, a little.

Mr. SELF. Right.

Senator SHELBY. Thank you. Senator Murray.

Senator MURRAY. Thank you very much, Mr. Chairman. Mr.
Dozier, you stated in your opening remarks that wheat farmers
have experienced delays in obtaining freight cars, and that some of
those cars have arrived in damaged or unstable conditions. The
Burlington Northern has maintained that they have not experi-
enced grain car shortage problems in Washington State since 1997.
Would you concur in those observations? Have you experienced any
problems since 19977
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Mr. Dozier. Well, the only thing I can elaborate on that would
be the fact that if there has not been—the State of Washington, I
believe, has purchased over 100 cars in the last 3 years.

Now, if there was a shortage of cars, or if there was not a short-
age of cars, then why would the State spend the money to do—to
purchase more cars? I would think that would be to help the effi-
ciency and availability of cars. I am not real sure why the State
did that.

I also know that in our area, down in Southeastern Washington,
the short-line railroad that has taken over and abandoned track,
a third party has purchased cars there to make sure that that
short line can meet the needs of the rural communities, and not be
held captive to the unit trains that come in, and have to load 26,
or 52, or 104 cars from some of those small towns that are 50 miles
from the Columbia River. So that is about the only experience that
I could have on that.

Senator MURRAY. Mr. Dozier, again, what observations can you
share with this committee regarding the trends in rates that the
wheat growers have been paying the railroads over the last dozen
years?

Mr. DoziER. There, again, being a grower, we deal directly with
the grain merchandisers, and I know that based on where we de-
liver, whether it is to a terminal facility, or to a port, or if it is by
truck, we can gain more of a premium for wheat.

Now, if we had, I think, more competition or more access to rail,
then I think we could move our grain at a lower price. I am not
sure if their pricing structure has changed over the years, because
I do not have to deal with that directly as a grower. It is through
the merchandiser.

Senator MURRAY. Okay. You may not know, but do you know if
rail rates changed when the diesel fuel prices started to rise a year
ago?

Mr. DozIER. I am not sure if they have. I know that the trucking
industry obviously have passed on those increased expenses to us
growers as we try to move our grain, and it may have been the
same way in the other industries.

Senator MURRAY. How much flexibility do you have in shifting
between transportation modes? You said where you are you can use
the Columbia River, or trucks, or train. Are you very flexible on
that, or is it difficult to

Mr. DozIER. As long as we have a short-line railroad operating,
we can use the rail service. If that short line goes out of business,
we just have truck or barge. If a barge goes out of business, we
have only rail, which for that would require truck to one terminal,
because we are not served inland 60 miles from the Columbia River
by any rail service other than short line.

Senator MURRAY. This is more for all three of you. I think you
are all familiar with certain legislative proposals that would re-
quire railroads to grant their competitors access to their tracks in
order to bring competition to more shippers.

If those kinds of legislative proposals were enacted, are you con-
fident that other class one railroads will want to commit their re-
sources and equipment to providing competitive rate service?
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Mr. DozIER. In Eastern Washington, it is hard to tell, because we
are at the end of the line right there, and whether or not they will
compete with one another to get the grain to pour it, I am not sure.
I would hope that they would do that, be more competitive, but
being at the end of the line of a rail company, I am not sure that
they would.

Mr. SELF. I really do not know what the answer to that is. I am
not certain I understand how that would work, but I certainly lack
the concept, and would pursue it further. I would hope that if there
was some real way to make competition available there, that more
than the railroad that is now serving us would also want to serve
us.
Mr. SNovITCH. I believe it would, and my analogy is the electric
utility business. I mean at one time we never wanted to go into
other people’s service territory and build an own generation, but
once you see if you can make money, you are going to try to com-
pete, and you are going to—they are going to go into that service
territory, and I think the same thing would happen with the rail-
roads. The best one will win, or the best ones will win.

Senator MURRAY. Well, thank you, Mr. Chairman, and I do have
some other questions, and I might submit a few of them.

Senator SHELBY. Sure. The record will stay open. Gentlemen, we
thank you for being our first panel, and we appreciate your views,
and some of the questions that were asked, you were going to fur-
nish the information to the committee, and we would appreciate
that very much. Thank you for appearing here with us.

Our second panel will be Mr. Richard Davidson, Chairman, CEO,
and President of Union Pacific Railroad; Mr. Rob Martinez, Vice
President of Marketing Services and International, Norfolk South-
ern Corporation; Mr. Peter Rickershauser, Vice President, Network
Development, Burlington Northern Santa Fe; Mr. Mic Dinsmore,
Chief Executive Officer, Port of Seattle; and Ms. Karen Schmidt,
Executive Director, Freight Mobility Investment Panel, State of
Washington.

We welcome all of you here as our second panel. Your written
statements will be made part of the record of this hearing in their
entirety, and if you would basically sum up your comments.

We will start with you, when you are ready, Mr. Davidson.

STATEMENT OF RICHARD K. DAVIDSON, CHAIRMAN, CEO, AND PRESI-
DENT, UNION PACIFIC RAILROAD

Mr. DAVIDSON. Thank you, Senator. My detailed comments,
graphs, and charts will be much more explanatory, I suppose, than
my remarks.

Senator SHELBY. Take your time on it, and explain it. We want
to learn.

Mr. DAVIDSON. Absolutely. We just have a few that we are going
to show, but first off, let me thank you for inviting us here.

I am Dick Davidson, Chairman of the Union Pacific Corporation.
I have had 41 years in the business this coming July, so I have
seen it all, the good, the bad, and the ugly, and I am happy to say
we are seeing better times today.

The Union Pacific has recovered from the problems we had a few
years ago, and we are strong and healthy today. In the year 2000,
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our traffic grew by 4 percent, on top of 8 percent growth in 1999,
but as you know, we are in the midst of a slowing economy right
now, which is displayed on this chart. You can see how we sort of
fell off a cliff in the fourth quarter of last year, and I am happy
to say in the first quarter of this year, we saw it bounce back in
January——

Senator SHELBY. Do you want to run through your chart with us
just slowly?

Mr. DAVIDSON. Surely. Can I extend my 5 minutes?

Senator SHELBY. Yes, sir. Slowly. Take your time.

Mr. DAVIDSON. We saw a record growth actually in the month of
October. We were up year over year in the months by about 7 per-
cent.

Senator SHELBY. Why was there record growth? Was that be-
cause the economy was hot? Was it cold? Grain? Was it a combina-
tion of things?

Mr. DAVIDSON. It crossed all commodity lines.

Senator SHELBY. Okay.

Mr. DAVIDSON. Our automotive traffic was very strong, coal
growth was good. Basically everything was hitting on all cylinders.
In the month of November, though, we saw a decided softening,
particularly in the automotive and chemical business, and those
sorts of commodities, with only 1.3 percent growth, and then in De-
cember, when we were hit with extremely tough winter weather,
and a huge slowdown in automotive production, we were actually
down 5 percent year over year.

Then in the beginning of 2001, in the month of January, once
again we saw a b percent growth, and that was driven mostly by
strong energy loadings, coal

Senator SHELBY. Cold winter, maybe?

Mr. Davidson. Cold winter. No question about it.—and a good op-
eration in the Powder River Basin, and also Utah and Colorado,
plus we saw strong agricultural loadings, too.

Grain picked up markedly, and so in the month of February,
once again, bad weather hit, and it kind of slowed things down
again, but I am happy to say that in March we are up about 4 per-
cent so far for the month, once again, driven primarily by strong
coal loadings and agriculture, but I am happy to say the auto-
motive business is not as weak as it was earlier in the year. Our
auto business has only down about 3 percent for the month, so it
has been a pleasant surprise.

Senator SHELBY. When you say auto business, is that the ship-
ping of parts, of cars, or what?

Mr. DAVIDSON. It is both. Our business, we have a very strong
market share in the western part of the United States, fortunately.
About 75 to 80 percent of our movement is finished automobiles,
and about 25 percent is parts, and parts is a great growth area for
us as our service gets better and better. We are replacing truck in
many categories.

We have recently introduced a broad range of new products, serv-
ice innovations that have brought to us and have made possible by
the mergers we have gone through. A number of those are laid out,
nine or ten, in number, in my written testimony, that I will not go
through, but I want to mention one as an example.
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This is a new service we call Speed Link, which is shown here
on the easel, that runs between Portland and Los Angeles, and it
is actually a combination of truck and rail service, coupled. We are
running a fixed consist of boxcars between those two cities, with
truck bringing less than boxcar loads of business to the rail system,
and transloading these commodities from truck, to rail. We run ex-
pedited service to Southern California, and then do just the re-
verse. We take the products out of the boxcar, put it on truck, and
deliver it in small lots to the customer. So it is an innovative new
service that is going to start up in the middle of next month, once
again made possible by the merger.

It would not have been possible, except for the merger of the
Union Pacific and the Southern Pacific. There was no contiguous
rail line that ran from the Pacific Northwest to Southern Cali-
fornia. Today, there are two.

We have also created new alliances with our connecting railroads
to provide new service and improved existing services. Again, there
are a number that I have pointed out in my written testimony, but
I wanted to just point out one today, that we call Express Lane
service, with the CSS Railroad, that originates in the central part
of California and the Pacific Northwest, and this is aimed at agri-
cultural products, like grapefruits and vegetables.

As an example, in our annual report this year, we have featured
one of those customers, Sunkist Growers. The wine shippers and a
number of other customers have availed themselves of this service.
It is guaranteed service from the West Coast to New York, Boston,
Atlanta, and Florida.

Senator SHELBY. How many days?

Mr. DAvIDSON. Eight days to New York, and nine days to Boston.
Now, you will say that is not as fast as truck, and it is not. Trucks
could probably do it in six or seven, but the customers are looking
more for reliability. In fact, in our service guarantee, we offer your
money back if we do not meet the target.

We charge a little premium for that guarantee, but our service
has been so reliable that none of the customers use that guarantee.
They just rely on our service without it.

Senator SHELBY. How much more can you ship per car than they
can put on a truck?

Mr. DAVIDSON. At least three truckloads per car. So it has been
meeting with phenomenal success. We are bringing a lot of that
good West Coast wine to the East, you will be happy to know.

S}f}l;ator SHELBY. Senator Murray would, in the Columbia Valley,
right?

Senator MURRAY. The Washington State wine. Correct.

Mr. DAVIDSON. I have heard service mentioned a number of
times this morning, and we were certainly part of that when we
had trouble with our merger integration, but I am happy to say
today we are offering, in most cases, very good service. In fact, we
make customer surveys every month to measure their satisfaction
with us, and we are at all-time high levels of customer satisfaction
today.

But the key to that, to good service and improving service is in-
vestment. Over the past 5 years, we have put $10.5 billion in cap-
ital in our system to provide better and better service. This year,
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we intend to spend almost $1.9 billion again, even though this is

a tough year for us economically.

Last year, we acquired over 450 new locomotives, replaced about
1,200 miles of rail, installed over 3.3 million ties. A good example
of investment power, and the relationship between investment and
service, was a project we had across central Nebraska, where we
actually, in one case, built the fourth main track, and in another
case built a third main track for part of this railroad, and upgraded
the other two at a cost of over $325 million, which you can see the
results that have flown from this.

Our trades per day are up substantially, and we have capacity
for many more. Our velocity has increased over 50 percent. Our re-
crew rates have dropped by 80 percent, and we have the capability
to grow by about another third.

Senator SHELBY. What do you mean by re-crew rates

Mr. DAVIDSON. Re-crew rates is where you have so much——

Senator SHELBY [continuing]. Because we do not know.

b Mr. DAVIDSON. I am sorry. I should have been more explicit,
ut
Senator SHELBY. No, no. She might know, but I do not know

what——

Mr. DAVIDSON. I am probably taking too much of your time.

Senator SHELBY. No, no. This is important.

Mr. DAVIDSON. A re-crew is when you have congestion or do not
have adequate capacity, and your train does not get from its point
of origin to its destination within the prescribed time, which is 12
hours, and then you have to transport another crew out, and

Senator SHELBY. That runs up labor costs, does it not?

Mr. DAVIDSON. Oh, it is terribly expense. That is exactly right.
So that is why it is important that we, as our business grows, that
we have the revenue to support capital investment to extend that
capacity. That is just one example. There are many, many more.

The number one focus on railroads, though, is safety of our em-
ployees. We have $50,000 people working day in and day out on the
Union Pacific, and I am happy to say that we have been able,
through continued strong investment, to provide a safer place to
work, as you can see on this chart.

You can see what has happened in the trend with employee per-
sonal injury since deregulation in 1980

Senator SHELBY. How have you done this?

Mr. DAVIDSON. Well, through improved processes, procedures,
improved——

Senator SHELBY. Training?

Mr. DAVIDSON [continuing]. Training, and improved workplace, a
better track structure, better signal systems, better equipment for
the employee to work on, and certainly, training. So it has been a
great story, and one that reduced spending would certainly jeop-
ardize.

I wanted to talk about our merger with the Southern Pacific a
little bit. People have said there is reduced rail-to-rail competition.

The truth of the matter is, that is the furthest thing from the
truth, because wherever our two railroads serve a common cus-
tomer, we substituted, through a cooperative effort with the Bur-
lington Northern, to step in the role of the SP, and to provide com-
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petition, so what we had was a dying railroad with the Southern
Pacific, they were losing $500,000 a day, 365 days a year, when we
acquired them, and we substituted the Burlington Northern, which
has enormous reach, enormous strength, and strong finances, to
compete, instead of the SP. So actually, competition was strength-
ened, and not weakened.

Additionally, as I mentioned, we brought railroad competition
along the I-5 corridor in the Western part of the United States.
Where before there was not even one railroad with a contiguous op-
eration, there are now two.

New competition has also been introduced, with the ability to in-
troduce transload facilities, like I talked about between Portland
and Southern California, BN now has the right to build in or build
out to places where the SP had that right prior to our merger. In
fact, it has just been exercised, where it was a recent announce-
ment, where Burlington Northern is building in to a Union Carbide
facility in Southern Texas, where they have the economic incentive
to do so, and will provide head-to-head competition for their busi-
ness.

It also happened in the Powder River Basin. The Union Pacific
built into the Powder River Basin in the early 1980s, where we had
an economic incentive to do so, not because of forced government
regulations. It was a free market that permitted that to happen.

The challenges we have facing us today are the cost of capital,
and once again, you can see the chart displayed here. Red shows
what the range of what the cost of capital is, yellow shows what
the railroads are achieving today, and as you can see, is far short
of what the market would require. You could put your money in a
government bond and be better off than buying a railroad stock.

Senator SHELBY. But are you not doing better?

Mr. DAVIDSON. We are doing better. I am happy to say we are
doing better.

Senator SHELBY. You have to do better.

Mr. DAVIDSON. You are exactly right, or nobody is going to invest
in us. Railroads are making progress, uniformly making progress.
However, a strong group of shippers, some shippers, now would
like to see us re-regulated, or would like to see forced access to give
our competitors access to the facilities we serve. This is something
they would resist to the death if their competitors suggested the
same thing with their plants. They would fight to the death against
it.

hSenator SHELBY. How do we work that out? How do we do
this

Mr. DAVIDSON. Just like I said

Senator SHELBY [continuing]. Because we are not interested in
re-regulation, but we are very interested in competition, and the
shippers, you were here earlier, and you heard them, and we hear
from them every day.

Mr. DAVIDSON. Let me mention——

Senator SHELBY. That is the problem, how do we bring real com-
petition to where you have captive shippers?

Mr. DAVIDSON. Today, railroads enjoy about 9 percent of the
freight revenue produced in the United States. Trucks have over 80
percent. Barges and pipelines have the rest. I would say there is
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an awful lot of competition in this country today, or we would cer-
tainly have revenues far stronger than that.

Senator SHELBY. But in certain areas, there is no real truck com-
petition. We just heard from the gentleman from Pennsylvania
here, coal and others, and the one from Mississippi, Mr. Self, and
so forth. What we are interested in is——

Mr. DAVIDSON. Mr. Self, I am happy to say, is a great customer
of ours.

Senator SHELBY. I know that. He did not say he was not.

Mr. DAVIDSON. No, he is, and we enjoy a great relationship, and
I would also tell you that his facilities where their fertilizer is pro-
duced are located on the Mississippi River, and you heard him say
he ships over $1 billion in transportation costs out of those facili-
ties every year, and I would love to crack more of that and put it
on the rail.

In fact, we are working very hard today to convert more and
more water competition to the rail, and I will give you another ex-
ample.

In the Houston Port area, which is the largest chemical complex
in America, you hear about lack of competition, but the truth of the
matter is, according to our best estimates, only about 30 percent
of the product produced in the Port area moves by rail. The rest
moves by truck, by pipeline, or water. So there is a huge amount
of competition out there, and where there is an economic incentive
for a rail to build in or build out, or a customer to build in or build
out, they will do it, and I have seen it time after time.

There is a large power plant down just south of Houston that
was served with just the Burlington Northern. They built 25 miles
of railroad to get to us. There were a group of chemical customers
just south of Houston that were served just by the Southern Pacific
before we acquired them. We made a deal to build into them.

The Burlington Northern today is building a new railroad into a
chemical customer, so where the economics of the deal will support
that sort of competition, it will happen, but it is not because of
forced access by the government. That is the difference. It will hap-
pen, if there is an economic reason to do so.

Senator SHELBY. Well, we have been hearing that there is an
economic reason to do so. That is why we wanted to have you up
here today.

Mr. DAavIDSON. Well, I will tell you, and I commensurate with the
gentleman from Washington, quite honestly, where he has short-
line railroad serving his grain elevators, but I have been in the sit-
uation, from a big railroad point-of-view, where those branch lines
are not economic to serve, and we have tried to reach accommoda-
tions with short-line operators to put them in our stead, because
their costs many times are lower than ours, and they can be more
nimble than we can, and we have seen it succeed many times,
where they were to grow the business, and we have not, but it is
just a case of economic reality, if there is not enough business there
to support the operation, I mean no amount of wishing can make
that go away.

Senator SHELBY. What about competition——

Mr. DAVIDSON. It is a fact of life.
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Senator SHELBY [continuing]. Between the railroads themselves?
Most of you are railroad people, but we have examples, and have
been told of this, where there is really no competition between rail-
roads. I do not know how we work this out. I do not want to re-
regulate, but I certainly want to bring competition. If we do this,
that is why we are holding these hearings.

Mr. DAVIDSON. Senator, I must tell you, I think in some cases
that is going to be very difficult to do, if there is not the density
of traffic there to make it economically possible. Obviously, every-
body loves rail service, because it is far more economic than trucks,
or in many cases, even water, but you have to have the economics
there, unless the government wants to own it and subsidize it
through the taxpayers.

Senator SHELBY. Oh, no, we do not want that.

Mr. DAVIDSON. You had a dose of that once, and——

Senator SHELBY. The North has had a lot of doses of it, have they
not?

Mr. DAVIDSON. Excuse me?

Senator SHELBY. The Canadians have had a big dose of it.

Mr. DAvVIDSON. Well, sure, and the Europeans, and Mexico. In
fact, as you know, the government used to own all the railroads in
Mexico. Today, they are privatized, every one of them, and you
know the model they used was the U.S. rail system.

Senator SHELBY. I personally do not want the government to own
anything, you know, not in

Mr. DAVIDSON. That would be an unintended consequence, so if
you tried to force government-forced access, that is—if there is not
an economic motive to do it, if there is not an economic support
system, it will fail. It is just—however unintended the con-
sequences are, that would be the outcome of it.

Senator SHELBY. What about people who have brought up to me,
and they say, well, you know, in the utility business, the trans-
mission of electricity wheeling, which FERC has mandated basi-
cally that the power lines be used by the non-owners in a sense

Mr. DAVIDSON. Right.

Senator SHELBY [continuing]. What is wrong with the competi-
tion, I mean the analogy of wheeling of electricity to railroads? I
am talking about the free competition between the railroads them-
selves.

Mr. DAVIDSON. Let me say this, I am certainly not an expert on
utility deregulation.

Senator SHELBY. Well, none of us are.

Mr. DAVIDSON. I guess it has worked out in some cases, and in
other cases, it has been a miserable failure. I would say this,
though, nobody has ever talked, when they talk about taking away
our assets, they have never talked about reimbursing us for those
assets, or reimbursing us for lost revenue.

As I understand the electricity business, and we have a gen-
tleman here from PPL who could explain it a lot better, as I under-
stand it, they have been able to capture their standard costs some-
how, and that is something nobody has ever talked about in the
railroad business, is somebody handing us a check and saying we
are going to expropriate your assets, and here, we want to com-
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pensate you for that. They talk about it like it is free, and it is not
free.

Senator SHELBY. Nothing is free. We are not advocating that at
all.

Mr. DAVIDSON. Nothing is free.

Senator SHELBY. In fact, I am not advocating anything except
competition.

Mr. DAVIDSON. That little 108 miles I talked about right there,
that was the $350 million project to do that, so the railroad busi-
ness is a very, very expensive business, and anything that reduces
our return on assets or our profits is going to take away our ability
to reinvest.

You saw that we put 21 percent of our revenue back into the rail-
road every year in capital improvements. The next most costly cap-
ital industry, capital-intensive industry, in the United States takes
5.5 percent of their capital to go back in

Senator SHELBY. Well, we want you to make a profit, but now I
believe everybody does better when there is more competition, and
that is what we are talking about.

Mr. DAVIDSON. Well, I understand, but let me reiterate——

Senator SHELBY. You are talking about the return on your in-
vestment, and we are talking about competition, which more com-
petition might bring you a better return.

Mr. DAVIDSON. Well, I know. A lot of people espoused that the-
ory, but I will tell you this, if putting two railroads, where one has
been running, if there is inadequate capacity, and that sort of
thing, is a foolhardy way to approach it, and we saw that when we
had our merger trouble, because we had some railroads that were
introduced that were supposedly going to help us, and it just made
things worse, because of the congestion it created, but anyway, I
will get through my remarks here.

Senator SHELBY. You go ahead.

Mr. DAVIDSON. If you force access, along with that you are going
to have price controls, which is what we had before 1980, when the
current-day STB, which was then the ICC, used to have to approve
all of our rate increases, or decreases, and we could have no con-
tracts. Twenty-five percent of the railroad industry was bankrupt
in those days, when the government controlled the pricing.

We figure today, if forced access came about, as a number of peo-
ple have advocated, it would result in a minimum of 40 percent of
our operating revenue going away, which would virtually put us
under water, and take away the ability to reinvest in our railroad,
so obviously, you can tell that I feel rather strongly about that.

PREPARED STATEMENT

I would urge you to reject any of those attempts to take our as-
sets away, and force access, and not put us back in the bad old
days before Staggers became the rule of law in 1980. That is it. I
would be happy to answer any more questions that you might
have.

Senator SHELBY. Thank you.

[The statement follows:]
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PREPARED STATEMENT OF RICHARD K. DAVIDSON

Good morning. My name is Dick Davidson, and I am the Chairman and CEO of
the Union Pacific Corporation. I am pleased to be here today, and I thank you for
the opportunity to testify about competition in the rail industry and freight mobility.

However, before discussing these issues, I should probably tell you a little about
my background. I started as a brakeman on the Missouri Pacific Railroad in 1960.
I worked my way through the operating ranks at Missouri Pacific to become the
Vice President of Operations. Union Pacific Railroad then acquired the Missouri Pa-
cific, and I have held various positions with the UP including Executive Vice Presi-
dent of Operations, Chairman and CEO of the Railroad, and Chairman and CEO
of the Corporation. I have been part of the rail industry all of my working career.
I tell you this because our industry’s history is critical to the future of our success.
I was part of this industry when the government heavily regulated it. I have seen
first-hand the lack of investment and stagnation that occurs when the government,
rather than the marketplace, determines what constitutes competition. Since 1980,
the shackles of government regulation have been lifted. This has meant increased
investment, increased productivity and increased safety. At the same time, rates
have fallen over 50 percent. There are some who want to go back towards reregula-
tion. As one who lived through those dark times, I can safely say that would be a
terrible mistake.

As you know, our industry has gone through a series of mergers, and service dis-
ruptions followed for many rail customers. In our case, we came out of those prob-
lems in 1998, and I am happy to tell you that UP is once again strong and healthy.
As you can see in 2000 our traffic grew by 4 percent on top of a 7 percent growth
in 1999. Although we are still in the midst of a slowing economy, we are optimistic
about continued growth in the future.

To aid that growth, we have recently introduced a broad range of new service
products. These include:

—I-5 service that provides express service from the Pacific Northwest to Oakland,

Los Angeles, and Phoenix;

—Intermodal outreach;

—Auto parts transload; and

—Speed Link.

The I-5 service is a product we would not have been able to offer without the UP/
SP merger. Prior to our merger with the SP, no railroad had single line service up
and down the West Coast. As you can see both the UP and BNSF have this capa-
bility as a result of the merger. This service allows us to take traffic from the Pacific
Northwest to various cities in the Southwest in a 5, 7, or 9-day timeframe, depend-
ing on the customer’s needs.

The other three services expand our market reach by providing high quality
transportation designed to meet our customers’ requirements. Some of these prod-
ucts combine premium train service with truck and transload service. Our goal is
to offer products where we can partner with trucks to offer our customers services
based on what each of us does best—rail for the long haul and trucks for the short
haul.

The Intermodal outreach program is truly unique. Partnering with trucks based
on what each of us does best, we have been able to expand our market reach. With
this program, we go to customers who have not been able to use rail service because
they don’t have a rail spur. A truck picks up or drops off the merchandise, brings
it to us or takes it from us, and we handle the long haul. As you can see this has
allowed us to reach into places like Detroit and Columbus.

The auto parts transload is another example of partnering with trucks. With this
product, three truckloads of auto parts are shipped to St. Louis and put into one
boxcar. We then take the auto parts by train to Mexico City. Shipping these parts
by truck alone takes 8 days. By partnering with trucks, we can now deliver the
parts in 6 days.

Our newest product offering is Speed Link, and it will start in mid-April. As with
the other services, this product also has us partnering with trucks. Speed Link is
focused in the I-5 corridor along the West Coast. It again is geared to customers
who have not traditionally used rail. A truck will go to the customer, pick up or
drop off the merchandise, bring it to us or take it from us at a transload center,
and we will handle the long haul. This service is aimed at business that would nor-
mally go by truck from the Portland area to Los Angeles, and we will be able to
get our customers’ goods to destination in 45 hours.

We have also created new alliances with our connecting railroads to provide new
services and improve existing ones. These include:

—Express lane service with CSX for food and food products;
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—UPS coast-to-coast with Norfolk Southern;

—Pacific Canadian-American service with the Canadian Pacific; and

—dJoint dispatching with the BNSF.

While Speed Link and the other services I talked about have us partnering with
trucks, these products have us forming alliances with other railroads to offer new
services.

One of our most exciting new products is express lane service with CSX. With this
service, we offer seamless transcontinental service to bring perishable food and food
products from California and the Pacific Northwest to the East Coast. This started
out with 40 cars on one train going from the Pacific Northwest to New York and
Boston. It has been so successful that we are now expanding the service to Georgia,
Florida, Boston, New York and Baltimore. We guarantee this service, but because
our service has been so consistent, only two of our many customers have purchased
the guarantee. These are customers like Sunkist and Grimmway Farms who haven’t
used rail for years because the commodities they are shipping are perishable. In ad-
dition, 40 percent of this business originates on shortline railroads that interchange
the business to us. Using alliances with shortline and Class I railroads, we are able
to bring these customers back to rail.

Another great example is our alliance with the Norfolk Southern to bring new,
improved seamless service to UPS, one of our major customers. UPS came to us re-
questing 5 day, coast-to-coast service. By working with the Norfolk Southern, as if
we were operationally one railroad rather than two, we were able to meet that cus-
tomer’s needs, and I am proud to say that we have gone eight months without miss-
ing a single sort. (A sort is our deadline that requires us to arrive at our destination
within a prescribed two-hour window.)

The Pacific Canadian-American Service with the Canadian Pacific Railroad is an-
other example of how alliances work. The Canadian Pacific sweeps the Pacific
Northwest for products such as potash, lumber, and paper. Then we partner with
them to provide seamless service to central California. We can do this 2 to 3 days
faster than before, and it is so successful that we have been able to increase the
volume of this traffic by about 30 percent over the last couple of years.

The final example is not a new service line, but it is an example of how the rail
industry is working together to provide better, faster service to our customers. There
are many places the BNSF and the UP operate together, both in the same vicinity
and over each other via trackage rights. To facilitate the movement of our trains
in busy corridors and terminals, we have opened joint dispatching centers. Instead
of each railroad controlling operations from their own control center, we have com-
bined dispatching into a single office, enabling both of us to move more trains and
better service our customers.

As anyone in a service industry will tell you, service is always an issue, but as
these products illustrate, we are constantly striving to improve. We are also intro-
ducing new improved services for other segments of our customers. For instance, we
have created what we call the Freeport Pipeline for Dow and Occidental Chemical.

Working in a true partnership with Dow and Occidental, the Freeport Pipeline
creates trainload movements out of what was previously carload movements. Work-
ing with our customers to change their shipment patterns, we are able to bypass
terminals, dramatically reduce cycle times, and meet our customer’s 95 percent on-
time delivery objective. In return, they are able to reduce costly inventory carrying
charges, as well as the number of cars in their fleets.

In all these cases, it is important to note that rather than just offering these prod-
ucts, we started by designing reliability into the product itself thereby increasing
our service dependability. By doing so, we can expand our revenue base, increase
our productivity by getting better and more use out of the equipment we have, take
more trucks off the road, and provide first-class service to our customers.

Having said that, the real key to service is investment. Capital investment in the
rail industry is like food to the human body. Without it we will wither and die. As
a percentage of total revenues, the rail industry is the most capital intensive in the
world. As you can see we invest over 20 percent of our revenues back into the sys-
tem. The closest industry to us in that regard is the paper industry, and they only
re-invest 5.5 percent of their revenue. Unfortunately, this level of investment is still
not enough. We still do not earn our cost of capital, which I will discuss later, and
as a result, the financial marketplace will not allow us to invest as much as we
would like.

Over the past 5 years, Union Pacific has invested over $10.5 billion in our plant
and equipment. This year we expect to invest up to $1.9 billion. Last year we ac-
quired 451 new locomotives at nearly $2 million a unit. We replaced 1,185 miles of
rail and installed 3.3 million ties. This is money we have to spend to keep the rail-
road in the shape it needs to be in to meet the demands of our customers.
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A good example of the power of investment is the triple tracking we did from
North Platte, Nebraska to Gibbon, Nebraska. This is one of the busiest stretches
of rail in the world, and triple tracking this segment of line cost $327 million. Was
it worth it? Absolutely. As the chart indicates, prior to the triple track project, we
were able to get 107 trains a day over this segment of line, and our average speed
was 23.8 mph. Today we are able to get 139 trains a day over that line at an aver-
age speed of 36.4 mph. That is a 30 percent increase in trains and a 53 percent
increase in speed. This also has allowed us to cut our recrew rate by 80 percent.
(The recrew rate is how many times we have to change the crew on the locomotive.)
This makes us more efficient, with our customers being the ultimate beneficiaries.

Without the ability to generate capital, we would not be able to take on this kind
of project or offer the kinds of improved services I outlined earlier. Capital also al-
lows us to make sure we run a safe railroad for our employees and the public. As
a service company, our main goal is to serve our customers, but our number one
priority is the safety of our employees. As you can see, since deregulation, we have
made huge strides in this area as well. Accidents, injuries, and loss or damage to
our customers’ merchandise are all down substantially. We would submit that there
is a direct correlation between the ability to invest and the safety of our workforce.

All of this could be put in jeopardy by injecting the government back into the rail
industry. Some of our customers complain that as a result of mergers, there is a
lack of competition in our industry. We believe these complaints are not really about
consolidation in the rail industry, but rather they are attacks on our ability to dif-
ferentially price our services. One of the major benefits of the Staggers Act (the act
that partially deregulated the rail industry) is that it allows us to act like any other
business in the United States with regard to pricing. This is called differential pric-
ing, and it is the ability to charge those with fewer options more than those with
more options. Every business in the U.S. does this. However, with the rail industry,
while we can price differentially, the Staggers Act provides for high-end rate protec-
tion for shippers. This formula has worked exceedingly well over the past 20 years.

So how is competition in the rail industry? We believe it is healthy.

For instance, our merger with the Southern Pacific did not reduce competition;
it increased it. The SP was a struggling railroad. Prior to our merger, the SP had
a negative cash flow in 15 of its last 17 years. At the time of our merger, it was
losing a half a million dollars a day in cash flow. It could not invest, and with the
merger of the Burlington Northern and the Sante Fe Railroad, the SP knew it could
not survive. So how did our merger increase competition? First, no customer that
had been served by both the SP and the UP went to only having the UP. We nego-
tiated an arrangement where the BNSF received roughly 4,000 miles of trackage
rights over our lines so it could provide competition previously provided by the SP.
BNSF is, of course, a much stronger and more effective competitor than was the fi-
nancially weak SP.

Second, with the merger we introduced direct-line competition along the I-5 cor-
ridor on the West Coast that previously did not exist. Prior to our merger, no rail-
road had direct-line service along the West Coast. As part of our merger, both the
UP and the BNSF now have this service. In fact, some of the new product offerings
I discussed earlier in my testimony would not be possible without this direct-line
capability.

Third, new competition is introduced on a regular basis with the construction of
new transload facilities and new build-ins and build-outs to add service by a second
railroad. This kind of market-based competition is worth taking a few moments to
explain. A transload facility, as I've discussed before, is a facility where trucks and
rail interchange traffic. A build-in or build-out is the capability of a railroad or cus-
tomer to build a line to a competing railroad. A current example of how this works
is the plan of BNSF and Union Carbide to build a section of rail out to the BNSF
from Union Carbide’s plant in North Sea Drift, Texas. This will give Union Carbide
the ability to ship via UP and BNSF. The government didn’t dictate the decision.
BNSF and Union Carbide negotiated it, and neither would have made the decision
without a financial incentive.

Of course competition from other modes of transportation remains fierce. For ex-
ample, contrary to popular belief, in the area served by the Houston Port Terminal
Railroad, one of the largest chemical complexes in the country. We estimate that
rail carries only approximately 30 percent of the traffic. The rest goes by pipeline,
barge or truck.

The important thing to note about all this competition is that it is the product
of the free marketplace at work. Another example is the Powder River Basin coal
fields, where we spent over $500 million building into the region and a third rail-
road is now attempting to do the same. This is not the result of artificial, govern-
mentally regulated competition.
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What challenges lie ahead for the rail industry?

One is the cost of fuel. As you can see from the cost of fuel has sky rocketed over
the past year. Union Pacific uses 1.3 billion gallons of fuel a year. We manage our
fuel prices as best we can, but with this kind of consumption, rising fuel prices
takes a big bite out of our revenue. Last year we spent roughly $450 million more
on fuel than we did in the previous year.

Another challenge is to earn our cost of capital. This is basically our need to get
an adequate rate of return on what we invest in our system. As I mentioned earlier,
we are the most capital-intensive industry in the country. We have to plow a lot
of money back into our system. However, we do not get back in revenue what we
invest. Another way to look at it is it’s like buying things on your credit card at
a 15 percent interest rate and loaning them out at 8 percent. Long term we cannot
continue to operate like this, but as you can see we are closing the gap.

Finally, our biggest challenge is regulation—it is the one thing that could take
all the progress and gains we have made over the past 20 years and make them
for naught.

As you can see prior to the Staggers Act, our industry was in shambles. I know
because I saw it firsthand, and it is a painful memory. Over 20 percent of the mile-
age was in bankruptcy. We got a 2 percent rate of return on our investment. Nearly
50,000 miles of track were under slow orders. We had $16-20 billion in deferred
maintenance. Our market share was down 35 percent. We had rising rates and de-
clining service, and safety was a serious issue.

Congress recognized the problem and passed the Staggers Act, partially deregu-
lating the rail industry. From 1964 to 1980, productivity, volume, revenue and rates,
on a ton-mile basis, were all flat. The Staggers Act passed and, as the attachment
shows, our industry has regained health and vibrancy. Productivity and volume per
ton-mile are up. Rates and revenue per ton-mile are down. The gap between produc-
tivity and volume, and revenue and price shows that while the railroads benefited
from the Staggers Act, our customers gained even more as we shared most of these
productivity gains with them. The productivity and efficiencies we gained through
the Staggers Act allowed us to lower rates by over 50 percent and at the same time
generate the revenue we need to re-invest in the system. By any standard, the U.S.
rail system is the envy of the world.

Unfortunately, there is a select group of powerful shippers who now want to re-
regulate railroads by forcing us to give our competitors access to our facilities and
eliminating our ability to differentially price. They are trying to do something to us
that they would fight to the death over if it were proposed for their businesses.

To make matters worse, along with giving access to our competitors, they are ad-
vocating price controls limiting what we should be paid for this access to something
far below what a recent FRA-chartered study found would be fair and proper (see
attached study).

This type of forced, price controlled, governmentally imposed access would trigger
a 40 percent loss in our net revenue that would virtually wipe out our profits. In
1999 as an industry, we grossed $33.5 billion in revenue. Of this, $28 billion went
toward operating expenses, resulting in $5.5 billion in net revenue. The proposals
advanced by this select group of shippers would, on a conservative basis, eliminate
$2.4 billion of this net revenue. Obviously, this would make it virtually impossible
to make the investments necessary for our future. This type of needless, govern-
mentally imposed revenue transfer from our industry to others would devastate the
rail industry with the customers we serve being the ultimate loser.

We strongly urge you to reject their attempts at reregulation and allow the rail-
roads to continue on our path of progress since the Staggers Act.

This hearing is also on freight mobility, and I turn now to that subject.

Union Pacific serves every major western port, and we are always interested in
exploring productive ways to enhance the ability to move freight and to make these
ports more competitive. One of the biggest projects this country has undertaken to
enhance the ability to move freight is the Alameda Corridor in California. This
project essentially funnels all the traffic to and from the ports into one corridor. It
allows the freight to move faster and, at the same time, helps eliminate congestion
in the crowded Los Angeles basin. It is an example of how all levels of government
and business can come together to make a project work.

Union Pacific is also involved, at least tangentially, in a similar project in the
State of Washington called the FAST Corridor. This project is similar in nature to
the Alameda Corridor project in that it is attempting to facilitate the transportation
of goods into and out of the Ports of Seattle and Tacoma and to eliminate congestion
in the surrounding neighborhoods. A large part of the project is the elimination of
grade crossings where highways cross over the railroad.
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I said we are tangentially involved in this project because the bulk of the project
involves the BNSF Railroad. As I discussed earlier in my testimony, all railroads
have huge capital needs, and we try to direct our resources where they will do the
most good. We are supportive of the FAST Corridor Project because it will help the
area and the Port. However, the benefit to rail will flow primarily to the BNSF. This
does not mean we are unwilling to support the project, in fact we have agreed to
participate in the cost of the grade separation structures which will cross our tracks.
We have also urged Congress to provide funding for this project in TEA 21.

One of the other aspects of this project is commuter rail, and I will now take a
few moments to discuss our general views on commuter rail.

Urban sprawl and congestion are problems facing city planners, and many com-
muter agencies are looking at passenger rail to solve their problems. We can
empathize with these planners as we operate in many large cities and have employ-
ees there who must get around. Unfortunately, many of these agencies look at our
tracks as a way of solving their commuter problems without considering that our
rights of way are private, not public easements. We have limited capacity, and with
that capacity we are in business to move freight. Moreover, if rail freight capacity
is captured for commuter trains, more freight will be forced into trucks, and road
congestion will get worse, not better. Preserving rail freight capacity is essential for
the public interest. That is not to say we oppose commuter rail. We have partnered
with many commuter agencies where the commuter agency can replace the capacity
it takes from our business. These agreements have been negotiated on an arms-
length, case-by-case basis.

Today the American Public Transit Association (APTA) is calling for legislation
that would force commuter rail on our tracks regardless of our position or the im-
pact it would have on our ability to move freight. Not only do we believe this to
be fundamentally unfair, but we also believe it to be a taking of private property.
More importantly, it presents an interesting question for Congress, particularly in
light of the subject matter of this hearing.

You have heard from some shipper groups that want to reregulate our industry
and curtail our ability to earn the revenue necessary to invest in our system. Con-
gress will also be hearing from commuter authorities that want to use our tracks
without fully compensating us for their use or without fully replacing the capacity
that commuter rail consumes. Both proposals have the same objective, and that is
to have the government take revenue from the rail industry and redistribute it to
others, thereby reducing the ability of our industry to move the freight that makes
up the building blocks of our economy. At the same time, you are hearing from oth-
ers today who talk about how important it is to provide the infrastructure invest-
ment necessary to remain a competitive nation and to sustain economic growth. The
dichotomy of these two schools of thought is striking and very frightening to us be-
cause we know we cannot have it both ways. We tried it once, and it did not work.

Again, I want to thank the Subcommittee for giving me the opportunity to testify
today. I would be pleased to answer any questions.

Senator SHELBY. Mr. Martinez.

STATEMENT OF ROB MARTINEZ, VICE PRESIDENT, MARKETING SERV-
ICES AND INTERNATIONAL, NORFOLK SOUTHERN CORPORA-
TION

Mr. MARTINEZ. Thank you very much. By way of introduction,
my name is Robert Martinez. I serve as Vice President of Mar-
keting Services and International at Norfolk Southern. Previously,
I served as a George Bush appointee, as Associate Deputy Sec-
retary of Transportation at USDOT, and I was the first director of
the Office of Intermodalism at USDOT.

I also served as Secretary of Transportation for the Common-
wealth of Virginia under then governor, now Senator George Allen.
In my current capacity, I am responsible for the ports under NS
System, I handle international business development, and I oversee
market research and economics.

Today, I would like to talk about competition in transportation
markets. We believe that the free market is the best determinant
of a fair price, and that government should consider stepping in
only when there is a serious problem which prevents the market
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from functioning efficiently. Any company with true market power
would charge high prices. Since Staggers rail revenue, in inflation-
adjusted terms, has fallen 57 percent.

Large rate reductions have occurred across the board, including
in such commodities as coal, grain, and chemicals. The STB, the
U.S. Department of Energy, and the USGAO have all issued stud-
ies within the last 2 years which confirm a significant decline in
rail rates. This documented decline continues as recently as 1999,
per the most recent STB analysis, which just came out in Decem-
ber, which for that single year topped with a decline in rates of 2.7
percent in 1 year.

Railroads face effective competition. Motor carriers, barges, and
pipelines are competitors. Other railroads are competitors. In addi-
tion, rail shippers have considerable market leverage arising from
a combination of competitive forces, including product and geo-
graphic competition, and a shipper’s countervailing power due to
its size, important to the railroad, ability to shift production among
its multiple plants, and so forth.

U.S. producers enjoy the lowest average freight rates per unit of
output anywhere in the world. That is an important competitive
advantage. It would be foolish to expect that market prices will
move uniformly on every commodity across every market segment.
That is not how markets work. Yet, the reality is that since 1980,
virtually every shipper has beneffited from deregulation, and the
rate declines have been substantial in almost every instance.

Were you to compare the trajectory in rail rates versus com-
modity prices, upon virtually every commodity, rail rates have fall-
en faster than the prices for the product transported, whether that
is steam coal, final bread prices, or soybeans.

In a couple of commodities like corn, the rates have declined at
about the same amount, although more recent data on corn indi-
cates a slightly greater decline in corn prices than in their rail
rates, although, still roughly equivalent.

In others, like autos, rail rates have declined substantially, while
finished product costs of the goods have risen. U.S. producers en-
joyed the lowest rail rates available anywhere in the industrialized
world. That is not to say that railroads never have market power,
but even in those relatively rare instances, rail shippers are pro-
vided special protection.

Any time a railroad is found to be, quote, “market dominant,” the
STB may limit the rate it charges. This means that in the few situ-
ations where there is an absence of effective competition, a railroad
cannot charge more than a reasonable rate.

Some shippers are hoping that the government will give them
what the market will not. They want you to force us to give an-
other railroad the right to use our tracks at an artificially low
below-market rate. If they relied on the market, they would have
to build a line to reach the other railroad, or pay fair market value
for the use of our line. It is precisely because the market will not
help them get lower prices that they turn to government.

Railroads charge some customers more than they charge other
customers, because that is what the market allows. Differential
pricing is in the nature of how market works, and that principle
extends quite apart from the rail industry. Customers who pay the



125

higher rate want to pay less. They do not like differential pricing,
even though it is clearly the most efficient way for the rail industry
to price its services, and even though differential pricing is prac-
ticed throughout the economy, not just by railroads.

For example, airlines charge last-minute business travelers more
than individuals going on long-planned vacations. There is no rea-
son for the government to step in and try to manipulate this mar-
ket, given that it is functioning officially.

PREPARED STATEMENT

The current regulatory scheme in place since the passage of
Staggers over 20 years has allowed railroads to return to profit-
ability, invest large sums in infrastructure, increase productivity,
and return most of that productivity to customers via lower rates.
Any review that government determines may be in the public inter-
est should depart from recognition of the broad benefits that the
Staggers model has facilitated.

I thank you very much.

Senator SHELBY. Thank you.

[The statement follows:]

PREPARED STATEMENT OF DR. ROBERT E. MARTINEZ

By way of introduction, my name is Robert Martinez. I serve as Vice President
of Marketing Services and International for Norfolk Southern. Previously, I served
as a George Bush appointee as Associate Deputy Secretary of Transportation at U.S.
DOT. And, I was the first Director of the Office Intermodalism at U.S. DOT. I also
served as Secretary of Transportation for the Commonwealth of Virginia under then
Governor, now Senator, George Allen. In my current capacity, I am responsible for
the ports on the Norfolk Southern system, I handle international business develop-
ment, and oversee market research and economics. Today I would like to talk about
competition in transportation markets.

We believe that the free market is the best determinant of a fair price and that
the Government should consider stepping in only when there is a serious problem
which prevents the market from functioning efficiently. Any company with true
market power would charge high prices. Since Staggers, rail revenue per ton-mile
in inflation-adjusted terms has fallen 57 percent. Large rate reductions have oc-
curred across the board, including in such commodities as coal, grain and chemicals.
The STB, the U.S. Department of Energy and the U.S. General Accounting Office
have all issued studies within the last 2 years which confirm a significant decline
in rail rates. This documented decline continues as recently as through 1999, per
the most recent STB analysis. In fact, just for the single year of 1999, the STB’s
analysis released in December indicates that rates declined an average of 2.7 per-
cent—just for that 1 year.

Railroads face effective competition. Motor carriers, barges and pipelines are com-
petitors. Other railroads are competitors. In addition, rail shippers have consider-
able market leverage arising from a combination of competitive forces, including
product and geographic competition and a shipper’s countervailing power due to its
size, importance to the railroad, ability to shift production among its multiple
plants, and so forth.

U.S. producers enjoy the lowest average freight rates per unit of output anywhere
in the world. It would be foolish to expect that market prices will move uniformly
on every commodity, across every market segment, to the same degree. That’s not
how markets work. Yet, the reality is that since 1980, virtually every shipper has
benefited from deregulation and the rate declines have been substantial in almost
every instance. Were you to compare the trajectory in rail rates versus commodity
prices, on virtually every commodity, rail rates have fallen faster than prices for the
product transported, whether that is steam coal, final produced bread prices, or soy-
beans. In a couple of commodities, like corn, the rates have declined about the same
amount, although the most recent data on corn indicate a slightly greater decline
in corn prices than in their rail rates, although still roughly comparable. In others,
like autos, rail rates have declined substantially while finished product costs of the
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goods transported have risen. U.S. producers enjoy the lowest rail rates available
anywhere in the industrialized world.

This is not to say that railroads never have market power. But even in those rel-
atively rare instances, rail shippers are provided special protection. Anytime a rail-
road is found to be “market dominant,” the STB may limit the rates it charges. This
means that in the few situations when there is an “absence of effective competition,”
a railroad cannot charge more than a “reasonable” rate.

Some shippers are hoping that the Government will give them what the market
will not. They want you to force us to give another railroad the right to use our
tracks at an artificially low, below-market rate. If they relied on the market, they
would have to build a line to reach the other railroad or pay fair market value for
the use of our line. It is precisely because the market won’t help them get lower
prices that they turn to Government. They call it “access” and cloak it in terms of
enhancing market competition, but nothing could be further from the truth. Rail-
roads charge some customers more than they charge other customers because that
is what the market allows us to do. Differential pricing is in the nature of how mar-
kets work, including quite apart from the rail industry.

Customers who pay the higher rate want to pay less. They don’t like differential
pricing even though economists will tell you it is clearly the most efficient way for
the rail industry to price its services and even though differential pricing is prac-
ticed throughout the economy, not just by railroads. Auto dealers have greater mar-
gins on luxury cars than on economy models. Airlines charge last-minute business
travelers more than individuals going on planned vacations. There is no reason for
the Government to step in and try to manipulate this market given that it is func-
tioning efficiently.

The current regulatory scheme in place since the passage of Staggers over 20
years ago has allowed railroads to return to profitability, invest large sums in infra-
structure, increase productivity and return most of that productivity to its cus-
tomers via lower rates. Any review that Government determines may be in the pub-
lic interest should depart from recognition of the broad benefits that the Staggers
model has facilitated.

Senator SHELBY. Mr. Peter Rickershauser, Vice President for
Network Development, Burlington Northern Santa Fe. Sir.

STATEMENT OF PETER RICKERSHAUSER, VICE PRESIDENT, NETWORK
DEVELOPMENT, BURLINGTON NORTHERN SANTA FE

Mr. RICKERSHAUSER. Good morning, Mr. Chairman, Senator
Murray, and members of the subcommittee.

My name is Pete Rickershauser, and I am Vice President for Net-
work Development at the Burlington Northern Santa Fe Railway
Company. I have served for over 29 years in the railroad industry
in a variety of operating and marketing roles before assuming my
current position. It is a pleasure to be here today in order to testify
on matters that are of great importance to BNSF and the entire
rail community.

I regret that our Chairman, Rob Krebs, and our CEO, Matt Rose,
could not be here this morning. They both wanted to testify, but
both are tied up today in Fort Worth, Texas, at our BNSF Board
of Directors meeting.

I understand my full statement will be included in the hearing,
so I will only take a few minutes to briefly summarize the contents
of my prepared testimony, and I am pleased to join with my rail
colleagues to discuss these matters. Since they have already cov-
ered most of the competitive issues, I want to focus my remarks on
the subject of freight mobility.

BNSF has also enjoyed a close and cooperative working relation-
ship with the other panel members, the Port of Seattle and Karen
Schmidt, as we have tried to facilitate the movement of rail freight
to and from the ports in the Pacific Northwest. Because of the crit-
ical nature of this issue, BNSF, last year, assigned a full-time per-
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son from my area at BNSF at Seattle to lead and coordinate our
port business development issues.

In addition, a member of our governmental affairs team has
served on a freight mobility task force in Seattle since its inception
several years ago.

A good deal of progress has been made to foster freight mobility,
and there are two primary reasons for this. One is the nature of
the innovative public/private partnership that has been established
to address the issue, and the willingness of all parties to commit
funding to advance the project.

Second, is the total support of the Washington congressional del-
egation for it, led by Senator Murray. I want to publicly thank her
for her leadership and her help in securing the necessary Federal
funding for the FAST Corridor. Without this congressional support,
and the full cooperation of my fellow panelists from Washington
State,dthis freight mobility effort would not have gotten off the
ground.

We recognize that the rail industry encounters significant service
problems in the mid- and late 1990s. These problems were serious,
and to a great extent eroded the confidence of our customers and
our ability to provide reliable service.

BNSF got the service message from its customers, and we lis-
tened attentively to their concerns. We concluded that the problems
which they raised were primarily caused by inadequate rail capac-
ity due to increased business volumes, and the growing service de-
mands of our customers.

We also concluded that the only way to remedy this problem was
by a massive investment in our rail infrastructure. As a result,
BNSF spent $11 billion over the last 5 years for capital projects,
including $1.7 billion for track and facility expansion. This, of
course, is based on a corporation whose annual revenues are just
over $9 billion a year.

Some $135 million was spent to reopen the Stampede Pass Line
in Western Washington, another $100 million was spent to redo the
Argentine Yard in Kansas City, and approximately $200 million
has been spent to construct and equip our state-of-the-art network
operations center in Fort Worth, Texas.

In addition, we invested over $350 million to improve the infra-
structure along our lines between the Pacific Northwest and Chi-
cago.

These investments have paid off and have enabled us to provide
timely and efficient service to our customers. In fact, we have set
record levels for on-time performance, dock-to-dock, over the past
2 years, with that service averaging over 90 percent on time.

BNSF has also been actively involved in promoting freight mobil-
ity in the Pacific Northwest. We have been an active partner in the
FAST Corridor project, and have committed some $18 million for
the grade separations encompassed by the project. The growth and
container traffic for West Coast ports has been substantial, a sev-
enty percent growth rate over the past 4 years.

With this growth rate, we face enormous challenges, such as the
elimination of rail and highway congestion, prevention of train
delays, and responding to community concerns. These challenges
will continue to increase, and we must make efforts to meet them.
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We must also continue to promote freight mobility, which is critical
not only to BNSF and the Pacific Northwest ports, but also to our
mutual customers around the country.

We are also seeing increased demands placed on our freight sys-
tem by public initiatives, such as the desire to institute commuter
rail systems in the Seattle area, and proposals to expand inner-city
passenger service. Again, we are working closely with all the con-
cerned parties to accommodate these urgent public needs, but at
the same time, not to jeopardize our ability to move freight offi-
cially and at the service levels our customers demand.

I can assure the members of the subcommittee that we will con-
tinue our efforts to respond to these challenges, to satisfy our cus-
tomers’ concerns, to work with the ports and public agencies to ex-
pand our freight capacity, to relieve highway congestion, and to in-
crease passenger mobility.

While other rail witnesses have addressed the access and com-
petition issues, I want to say just a few words about BNSF’s per-
spective of them. As mentioned in my prepared statement, we have
vigorous rail-to-rail competition in the western United States
across our business lines.

In addition, we have diligently pursued business growth along
the 4,000 miles of trackage rights we obtained during the 1996
UPSP merger proceeding, and the hundreds of customers we
gained access to, and we have already developed business worth
well over $400 million on these lines, as we told the Surface Trans-
portation Board we would do.

My prepared statement also mentions a building that BNSF and
Dow Chemical recently announced to serve a Dow facility in south
Texas. This demonstrates that the marketplace can provide the ap-
propriate level of competition, and we will continue to examine
ways to more effectively compete with Union Pacific for additional
business to points we do not already commonly serve in this impor-
tant petro-chemical marketplace.

PREPARED STATEMENT

The fact of the matter is that all industries, including all of our
customers, utilize differential or demand-based pricing, whether
they are selling manufactured goods, agricultural products, coal
power, or bulk commodities. There is certainly nothing unusual
about it. Such pricing was fully anticipated by Congress when it
passed the Staggers Deregulation Act, granting railroads the rout-
ing and pricing freedoms, which ultimately saved our industry.
There is not a need to change that system now.

Mr. Chairman, that concludes my statement. I will be pleased to
respond to questions.

[The statement follows:]

PREPARED STATEMENT OF PETER J. RICKERSHAUSER

My name is Peter J. Rickershauser. I am Vice President—Network Development
for The Burlington Northern and Santa Fe Railway Company (“BNSF”), 2650 Lou
Menk Drive, Fort Worth, Texas. I have over 29 years of experience in the railroad
industry, and have held positions in operations, marketing and planning, working
for different railroads in both the eastern and western United States. I joined BNSF
in 1996 as Vice President—Marketing, UP/SP Lines.
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The purpose of my testimony today is to provide information to this Subcommittee
about certain important transportation issues, including freight mobility between
modes, how we work with the ports to facilitate the efficient movement of commerce
vital to our economy, and the competitiveness of our railroad and the environment
in which we operate today. I will first provide some perspective on our industry and
BNSF, in particular.

The service problems that some members of our industry faced in the late 1990’s
were serious. They shook the confidence of many rail customers and created the
image that the railroads could not meet customers’ needs for efficient and reliable
service. Throughout these difficulties, BNSF listened to its shippers and worked
with them to meet their needs to improve service, reliability and consistency as we
worked with our connecting railroads to proactively reduce congestion and improve
service. However, as shippers, industry representatives, and the Surface Transpor-
tation Board (“STB”), which regulates railroads, have observed, the industry’s serv-
ice problems were not caused by lack of competitive access, as some have argued.
Rather, the problems were caused by insufficient rail capacity to meet the growing
demand of our customers for consistent, reliable service. This can only be remedied
by continued substantial investment in infrastructure. A key public policy issue,
therefore, is how best to position the rail industry to be able to continue making
the on-going infrastructure investments required to meet the growing transportation
needs of shippers and the public in our increasingly interdependent international
marketplace, as evidenced by the constantly growing volumes through the nation’s
ports which I will describe shortly.

BNSF HAS MADE THE INVESTMENTS TO IMPROVE OUR SERVICE OFFERINGS

Since the end of 1995, the year the Atchison, Topeka & Santa Fe Railway merged
with Burlington Northern to create BNSF, our unit volumes have increased 17 per-
cent. From the standpoint of efficiency, in the past 5 years, gross ton miles
(“GTM’s”) handled by BNSF have increased 17 percent to 875 billion, while our op-
erating expenses per thousand GTM’s have declined 14 percent. This increase in de-
mand for our product offerings and growth in traffic and improved efficiency have
been accompanied by significant improvements in service and safety and by sub-
stantial reductions in rates.

Our capacity to handle increased shipper demand has grown through our massive
investment in yards, intermodal facilities, locomotives and freight cars. In the five-
year period 1996 through 2000, BNSF’s capital spending has totaled approximately
$11 billion, with about $1.7 billion for track and facility expansion. Major projects
include the reopening of the 229-mile Stampede Pass line in western Washington
to increase our capacity to handle intermodal, grain and general merchandise trains
to and from the Midwest; investments in grain gathering lines to reach outlying
farms and elevators across the northern United States; rehabilitation of the 194-
mile former Southern Pacific Iowa Junction-Avondale line and Lafayette Yard in
southern Louisiana; and double tracking of about 500 miles of line on some of our
most important Transcontinental routes.

We have also spent hundreds of millions of dollars to expand our intermodal and
carload yard facilities, including the Argentine Yard in Kansas City and the Hobart
Yard near Los Angeles, where last year BNSF handled more than one million lifts,
closely tied to the expansion of international container traffic worldwide. In addi-
tion, all BNSF shippers, most notably unit train customers such as coal, grain and
intermodal shippers, have benefited from the $200 million investment in BNSF’s
state-of-the-art Network Operations Center in Fort Worth, Texas, to enhance the on-
time performance and safety of train movements on BNSF’s 33,500-mile network.
BNSF has also made significant investments in locomotive and freight cars since
1996 to improve our competitive service offerings to customers and increase our effi-
ciency, and in our information systems to provide better control over assets, to im-
prove information flow between BNSF, our railroad connections and our customers,
and to improve overall service reliability.

The improved transit times and reliability made possible by these investments en-
able BNSF to better serve its shippers by becoming an integral part of their supply
and distribution chains. With more accurate and timely information on its shippers’
needs and how well its service meets those needs, BNSF is better able to identify
areas where service improvements are necessary. BNSF is continually working with
shippers to find solutions to today’s shipping and distribution challenges and to
make it easier for them to do work with us through eBusiness solutions.

Safety on BNSF has also improved dramatically since the Staggers Act, due to
BNSF’s ability since our 1995 merger to make the necessary capital and other in-
vestments to assure safe operations. We have made substantial investments in de-
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veloping our train collision avoidance systems. In order to reduce the risk of acci-
dents at highway-rail intersections, we make ongoing significant expenditures to
grade separate highway-rail intersections, and to upgrade signals and highway sur-
faces at highway-rail intersections. BNSF is also leading the industry in the use of
electronic braking systems on unit trains. The development and deployment of these
new technologies and the steady improvements in safety and efficiency they can
bring will require ongoing substantial capital investment in the years ahead.

FREIGHT MOBILITY

A vital part of our growth strategy at BNSF and our industry’s growth potential
for the future is intermodal traffic, which relies on freight mobility—the fluidity of
transportation through vital channels such as the Ports. Using the Pacific North-
west as an example, BNSF views working cooperatively with the Ports as critical
to its future. We maintain an open dialogue with every major Port on the West
Coast from Southern California to the Pacific Northwest. We do this because it is
an important part of our business—we estimate we will move over 1.7 million 20
foot international container equivalents (TEU’s) this year systemwide. We recognize
that if we cannot provide capacity for international traffic to grow, it won’t. That
affects all of us.

An important aspect of BNSF’s contribution to the nation’s transportation system
is our participation in the movement of intermodal containers between ports on the
West Coast and markets in the midwest and the east. The volume of goods in the
Trans-Pacific trade, particularly on the import side, has grown enormously over the
last 10 years. Illustrating this growth, total international container volumes through
all U.S. West Coast ports increased from about 3.3 million TEU’s in 1996 to more
than 5.6 million TEU’s in 2000, yielding a 70 percent growth rate over the four-year
period.

On-time performance and commitment to customers’ expectations are critical ele-
ments for railroads to advance freight mobility. We have been providing shippers
with constantly improving service. BNSF’s on-time performance for all of our cus-
tomers has been in the 90 percent range in 1999 and 2000, record levels for us and
the entire industry, compared with 79 percent in 1997 and 82 percent in 1998.

The Ports are the critical link between the steamship lines, local markets and the
long distance rail movements performed by U.S. railroads. As West Coast Ports be-
come busier, increasing pressure will be exerted on the business and public infra-
structure that is already struggling to keep up with the demand. One need only at-
tempt a drive around the streets surrounding the Port of Seattle to see the mobility
challenge we all face. Trucks, trains and automobiles all compete to occupy the same
space. The costs: delays to trains and trucks, pollution, traffic congestion and, at the
end of the day, more expensive goods for American consumers. I would like to high-
light two examples of investments we have made to work with the Pacific Northwest
Ports to improve their capacity and competitiveness in world markets:

—Since the merger of Burlington Northern and Santa Fe in 1995, we have in-
vested over $350 million in the improvement of infrastructure along our lines
between the Pacific Northwest and Chicago. We have added sidings and double
track, and improved signal systems to improve the performance of grain and
intermodal trains.

—We re-opened the Stampede Pass line in Washington State at a cost of over
$135 million to provide the ability for our customers’ business to and from the
Pacific Northwest, including the ports, to grow well into the future.

BNSF has also been an active partner in a very important public-private initiative
called the Freight Action Strategy, or FAST Corridor. In 1996, a group including
the Washington State Department of Transportation, BNSF, Union Pacific, the
Ports of Everett, Seattle and Tacoma and cities such as Seattle, Tacoma, Auburn,
Sumner and Puyallup all worked together to take a close look at the region’s high-
way-rail intersections. By identifying those locations where conflict between trains
and highway vehicles is greatest, and by agreeing on which highway-rail intersec-
tions need to be grade separated through construction of overpasses or underpasses
in order to preserve regional freight mobility on both highways and railways, this
group was able to achieve a rational consensus on which projects should go forward
to seek federal and state funding. Phase I of the project is now underway and in-
cludes 15 projects, 13 of which are grade separation projects. There are plans for
an additional seven projects comprising Phase II of the FAST Corridor program.
BNSF committed $18 million to this effort, but we need to thank Senator Murray
and the Washington congressional delegation for stepping forward and securing the
necessary Federal resources to support this essential transportation initiative.
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Investment in freight mobility is critical to our future. BNSF is doing what it can,
but we face significant challenges. We are under intense pressure from our share-
holders and the investment community to reduce our capital expenditures in light
of our returns, yet these needs will not diminish. If we overlay the renewed public
interest in the initiation and operation of commuter and intercity passenger trains
on our infrastructure, the investment and mobility challenges only increase to en-
sure growth of our freight capacity as well as to relieve highway congestion and in-
crease passenger mobility.

From the perspective of the long term funding of transportation infrastructure, we
hope you will consider the following:

—Port areas and the regions surrounding them will need highway-rail grade sepa-
rations to handle greater traffic volumes. It will take innovative partnerships
like FAST to complete them on a timely basis.

—Railroads will invest as much as they can to support their line haul infrastruc-
ture, but currently the prospects for additional investments are bleak because
of the earnings pressures we face from our shareholders and the investment
community.

—As public agencies propose commuter rail services or expanded intercity pas-
senger services, careful and thoughtful consideration must be given to the im-
pact these services will have on rail freight capacity. We have worked and will
continue to work with all interested parties to accommodate the public’s needs
for these services, but we cannot allow them to diminish our ability to serve
the ports and our customers.

THE RAIL INDUSTRY IS COMPETITIVE

The industry’s post-Staggers capacity expansion and safety achievements have
been attained while the industry has become price and service competitive with
other modes. There is vigorous competition between rail carriers in the West. The
existence of competition is determined by the quality of the competitive service offer-
ings available to customers, not by the number of competitors. Competitiveness,
demonstrated by declines in real rates, is provided not only by other rail carriers,
but also by motor, barge and pipeline carriers. Product and geographic competition
restrain many other markets. For instance, in the critical carload grain markets,
there is substantial downstream source competition that restrains the rates we can
charge. Export grain markets, for example, are extremely competitive, and if we try
to impose inappropriate rate increases we will simply price ourselves out of the mar-
ket. Thus, if one of our export grain customer’s prices are too high because our
transportation rates are too high, then that customer will be unable to participate
in the export market, and both the customer and BNSF would lose that business
opportunity.

BNSF’s growth in traffic has been accompanied by significant reductions in trans-
portation rates to meet customer expectations, changing markets and intense com-
petition. Between the early 1980’s and late 1990’s, the average system-wide revenue
per ton-mile on BNSF decreased by just over 50 percent in inflation-adjusted dol-
lars, from $2.42 to $1.20. These rate reductions have been realized for all of BNSF’s
traffic commodities. Virtually every customer has benefited from post-Staggers rail
rate reductions, whether or not it is served exclusively by one rail carrier. As the
STB itself has recognized in a recently released report, inflation adjusted rail rates
have declined over 45 percent in constant dollars since 1984. But not every customer
can or should pay the same rates. Some customers pay more than the overall aver-
age cost of transportation while others pay less than the average cost. The demand-
based rate structure under Staggers leads to different rates for customers in dif-
ferent circumstances, but ultimately results in lower rates for all customers than
otherwise would be possible. However, because all customers contribute to covering
the huge fixed costs of railroad plants, they all enjoy rates and services that would
not be available if all rates had to reflect average cost. This system of rates can
work if, and only if, carriers are permitted to continue to differentiate rates accord-
ing to customer and market demand.

Similarly, because electric utilities have multiple alternatives for acquiring the
coal they need, the prices we can charge for coal transportation to a particular plant
without losing the business altogether are strictly limited. That is all the more true
since the advent of utility deregulation, which is forcing utilities to pursue such al-
ternatives even more aggressively. In addition, the recent merger activity among
electric utilities has created massive firms with negotiating leverage that are more
than holding their own in negotiations involving rates to exclusively served plants.

Congress and the ICC/STB recognized that the shift to a demand-based pricing
system required the adoption of measures designed to protect customers when com-
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petition is found to be inadequate or there is a risk of market-power abuse. For in-
stance, the STB’s competitive access regulations enable a customer to secure access
to a second carrier if it is shown that the existing carrier has abused its market
power through its rates or service. Further, the STB rules provide a mechanism for
determining maximum reasonable rates where a rail carrier is “market dominant”.
In addition, Congress mandated and the STB has implemented streamlined and
simplified procedures for rate challenges by small customers, i.e., non-coal rate
guidelines.

Further, the ICC/STB has acted to preserve existing competition in each of the
rail merger and control transactions submitted for review by imposing significant
pro-competitive conditions on many of those transactions. A key area in which
BNSF has also demonstrated our competitiveness is in our vigorous exercise of the
competitive rights we obtained as part of the UP/SP merger, in order to remedy its
effects on competition at affected points. As we have documented in extensive quar-
terly reports to the STB, BNSF has aggressively utilized those rights since Sep-
tember 1996 to compete with UP on specific sections of the UP/SP lines, where
BNSF gained customer access to replace SP as competitor to UP. We continue to
be successful and effective in marketing our services over those lines, and estab-
lishing a major presence in handling the traffic at so called 2-to-1 points to which
we gained access. BNSF’s capabilities and business are growing steadily as a result
of BNSF’s proactive approach in resolving problems, its commitment to infrastruc-
ture and operational improvements to provide better service, and its continuing cus-
tomer support. As a result of these efforts, customers are benefiting from BNSF’s
new access, as reflected in our business levels: from zero units in September, 1996,
BNSF handled over 407,000 loaded units to, from, or via the merger condition lines
in 2000. Also, using the UP/SP merger competitive conditions, BNSF and Dow
Chemical recently announced a build-in from a former SP line to a Dow facility
along the south Texas Gulf coast. BNSF remains fully committed to securing new
business and additional business from its customers in the future on these lines.

In his column “Surface Reflections” last Thursday, March 8, 2001, appearing in
“The Journal Of Commerce”, transportation journalist Larry Kaufman wrote:

“The news of the BNSF-Dow build-in reminded me that for more than 4 years
shippers in the West have had the ability to create their own transportation com-
petition. That is the build-in/build-out condition the Surface Transportation Board
attached to its approval of UP’s 1996 acquisition of Southern Pacific. Some of the
biggest shippers who have been most vociferous in demanding legislation that would
assure them competitive access as a way of overcoming the railroads’ alleged abuse
of market power have failed to avail themselves of competitive options they already
have . . . If more shippers were to take advantage of their build-in/out rights, there
might be less pressure for legislation as some in the competitive access lobby would
no longer take an active role. It seems that some find it easier to demand legislative
relief than to take a long-term view of competitive opportunities and put their
money where their lobbying mouths are.”

THE ONGOING NEED FOR CAPITAL INVESTMENT TO REMEDY THE CURRENT LACK OF
CAPACITY WOULD BE JEOPARDIZED BY REREGULATION

Continued improvements in the industry infrastructure and service can only be
achieved through continued capital investment. If railroads are not given the oppor-
tunity to recover and achieve a fair return on their investment costs, they will not
attract the capital at the right cost necessary to invest in track construction and
maintenance, to upgrade yards, and to undertake other infrastructure and service
improvements required to keep them competitive. The service and safety improve-
ments which have been achieved also cannot be maintained and expanded without
continued massive capital investments. While rail continues to be the cheapest and
safest form of transportation for most goods, it has achieved that recognition be-
cause of our ability to invest. Anything that interferes with the ability to attract
capital would lessen our ability to be the lowest cost, safest, most energy efficient
and most environmentally friendly provider of land transportation services.

Witnesses before this subcommittee have suggested that the government inject
additional artificial competition into the marketplace to respond to customer con-
cerns about rates and service. Some have even recommended that government regu-
lators should mandate competitive access to our infrastructure. We strongly oppose
these suggestions and recommendations.

Forced rail access cannot remedy the problem of insufficient capacity. Indeed,
forced rail access only exacerbates the capacity problems and would require massive
reregulation of the rail industry. While implementation of the Staggers Act has re-
versed the long-term decline of the rail industry, the recovery is not complete. While



133

returns on investment have shown improvement since 1980, the average return on
investment for railroads, even in peak years, has continued to be well below the cost
of capital as determined by the ICC/STB.

The service problems of the late 1990’s were caused by insufficient investment
and undercapacity. These problems can only be remedied by adhering to policies
that are sensitive to the needs and requirements of the investment community. In-
vestors expect reasonable earnings and reasonable growth, and seek a stable and
consistent regulatory environment. Forced rail access would, however, undermine
investor confidence and reverse the post-Staggers trend of improved earnings, en-
hanced financial stability and increased investment. Forced rail access would also
increase regulatory uncertainty and market risk, and undercut growth expectations.
Each of these would in turn chill the enthusiasm of investors and drive their capital
to other uses. Moreover, forced rail access would reverse many of the network and
system efficiencies benefiting our customers brought about by the Staggers Act.

The pre-Staggers regulatory scheme effectively compelled the railroads to operate
numerous inefficient routes. They were unable to concentrate traffic on the most ef-
ficient routes and gateways, and their ability to compete was diminished. Staggers
reversed that system and allowed the railroads to invest in a streamlined and much
more efficient and competitive network. Forced rail access would result in the break-
ing up of a nationwide network of single-line and run-through train service and effi-
cient blocking in favor of a splintered, slower and less competitive service with inef-
ficient car utilization and supply. In addition, under a system of forced rail access,
the Board would have to reinject itself into the ratemaking process, establish the
priorities, terms and conditions for allocating rights to use tracks. The deregulatory
direction of the Staggers Act and the industry progress made in the past 20 years
would be reversed.

Forced rail access is shorthand for a return to regulatory models that failed in
the past. Such an experiment would both exacerbate the problems caused by the
current insufficient capacity and undercut the success achieved by regional and
shortline carriers in keeping branch lines operative and in preserving rail service
to shippers on those lines.

CONCLUSION

In conclusion, I believe that we play a vital role in providing freight mobility for
our nation’s commerce, working with the ports to facilitate the efficient movement
of commerce essential to our economy. We do this in a competitive environment in
which it is critical that public policy foster a climate that will promote profitable
capital investment in infrastructure necessary for us to be able to provide the serv-
ice our customers require. The current demand-based or differential pricing system
is functioning well and as anticipated by Congress when it adopted the Staggers
Act. Any fundamental changes in the existing structure would necessarily imperil
the service and safety achievements that have been reached, restrict the rail indus-
try’s ability to compete with other modes of transportation, and would inhibit the
capital investment that is required to maintain and increase the capacity of the do-
mestic rail system so that the United States can maintain its ability to compete in
the expanding global economy.

Thank you for your time, and I would be pleased to answer any questions you
may have.

Senator SHELBY. Mr. Mic Dinsmore, Chief Executive Officer of

the Port of Seattle.
Welcome, Mr. Dinsmore.

STATEMENT OF MIC DINSMORE, EXECUTIVE DIRECTOR, PORT OF SE-
ATTLE

Mr. DINSMORE. Thank you, and good morning. My name is Mic
Dinsmore, and I am the CEO of the Port of Seattle, which does in-
clude both the seaport as well as the Seattle-Tacoma International
Airport. I would also like to thank the committee for the oppor-
tunity to testify today, and I especially thank Senator Shelby for
his leadership role on these very, very critical issues.

I would be remiss not to express my sincere appreciation to Sen-
ator Murray for all her hard work over the years on behalf of the
Port of Seattle and the State of Washington. She has been an ex-
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traordinary asset to us both, at the seaport and the airport. We
are, indeed, grateful.

I have had the opportunity to lead the Port of Seattle and Sea-
Tac International for the last 9 years. Prior to my current position,
I headed the Port Sea Port Division, and before coming to the Port
of Seattle, I had 18 years in the private sector, and the movement
of commerce on an international basis, both with shipping lines
and the rail industries.

Mr. Chairman, there are really five messages I would like to
leave you with today. First, it is important to recognize the huge
local investment our communities make in port terminal and cargo
handling facilities that are used to provide the movement of cargo
throughout this Nation.

Second, the large container ports of Seattle and Tacoma are, in-
deed, as Senator Murray mentioned, located very near the foreign
competition. Help from the United States government is needed to
reduce taxes that hinder our ability to move jobs, business, and tax
revenues that come with international trade and commerce.

Third, it is critical, absolutely critical that rail competition be
maintained, and when major changes in rail ownership are consid-
ered, local communities ought to be a factor in that decision-mak-
ing process.

Fourth, our FAST Corridor in the Seattle area is, indeed, a
model for the sort of cooperation, congestion relief, goods move-
ment, and job creation that ought to be supported by the Federal
government.

Lastly, I would like to leave you with some thoughts on how the
Federal system, designed to support freight mobility through TEA—
21 can, indeed, work better.

Please allow me to add some specificity to these five issues. One
local investment, combined, the Ports of Seattle and Tacoma will
be spending about $700 million, locally generated dollars, over the
next 5 years to upgrade and improve our seaports. We are doing
this to continue to bring goods from Asia, through our commu-
nities, so that they can be consumed and used across this Nation.

In addition, we are creating jobs, both in our region and through-
out this Nation. More than 70 percent of the goods that go through
our port end up or originated in the Midwest and the East Coast.
Last year, we were the third largest container load center in North
America, behind the heavily populated LA/Long Beach and New
York/New Jersey areas.

Foreign competition. Our ability to maintain competitiveness in
the midst of a rapidly changing world depends on a myriad of dif-
ferent things, but one of the biggest factors is fair taxation, so that
we can compete on a level playing field with ports from other Na-
tions.

For instance, shippers today using our port pay an additional
$125 per container in harbor maintenance tax, while there is no
such fee at the Port of Vancouver, about 160 miles to the north.
They recently enhanced their cargo handling facilities, and we are
talking about ships in today’s vernacular that hold between 2,000
and 7,000 containers each.

A very, very good example is, 5 years ago Vancouver, British Co-
lumbia, as a port, handled 300,000 containers. Last year, they han-
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dled over a million containers. Let me assure you that incremental
growth, extraordinary growth, came from U.S. Commerce diversion
heading into Canadian ports.

We are anxious to capture the jobs and additional economic bene-
fits that stem from a projected doubling of West Coast inter-
national waterborne commerce by 2015. We cannot afford to be pe-
nalized by our own government through the Harbor Maintenance
Tax.

Railroad competition and the rail merger issue. A very high per-
centage of our containerized import/export cargo moves on unit
trains, as you heard earlier, with fast service to the Midwest and
East Coast from ports along the Pacific Coast. We simply cannot
officially move these boxes by truck. It would be far too expensive,
fuel inefficient, and requires more labor, and it would, indeed, be
slower.

Rail competition provides us with better service and price to our
customers if and only if they have a choice of railroads to use. We
also want the railroads to work with us to improve infrastructure
so that goods can move quickly in and out of our region.

The railroads are a critical component in our success, and
changes in ownership and partnering could and would have major
impacts on our communities. When change occurs, keep in mind
that ports are the only asset in the intermodal chain that cannot
relocate.

Traffic congestion, looking at that advertisement, Senator Mur-
ray, brings back lots of memories, and it is no secret that there is
congestion in the Puget Sound area, and we are already threatened
in our trade dominance. Senator Murray has shared with you this
ad recently. As you can see, the Vancouver ad speaks to the fact
that we are too congested, and becoming more congested, the third
most congested city in this Nation.

While congestion is not perhaps as bad as that ad would purport
it to be, increasing traffic congestion is having a huge impact on
our ability to continue to be a leadership in the role of inter-
national trade and commerce, creating tens of thousands of good
family wage jobs each year.

We believe the FAST Corridor project that we had begun in part-
nership with the Federal government, State Department of Trans-
portation, 17 port cities, counties, and regional government agen-
cies, will help solve this congestion, and for the first time, we have
two railroads, the Burlington Northern Santa Fe and the Union
Pacific partnering to help fund the first phase of the FAST Cor-
ridor, and for that, gentlemen, we do thank you.

The Freight Action Strategy Corridor, or FAST Corridor, project
is a series of 22 complementary grade separation and port access
projects within the Everett, Seattle, Tacoma area of our State.
These projects are designed to move export product from around
the Nation to Asia, and move import cargo through the State to
points east. They will separate the rail traffic from the surface traf-
fic, allowing trains and trucks better access to ports, letting pas-
senger vehicles move more rapidly through our region.

The first phase of FAST Corridor is 15 projects. Three are cur-
rently under way, with the first the Port of Tacoma Road, which
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actually opens in June. Then this year, eight more projects will
begin, and an additional four will be started in 2003.

The total cost of phase one is $470 million. The Federal govern-
ment, as Senator Murray alluded to, is picking up 27 percent of
that total, and we do thank you for that contribution. State funds
make up 42 percent, local dollars, 14 percent, and about 4 percent
of the total comes from these two railroads, with the bulk from the
Burlington Northern Santa Fe.

Lastly, improvements I mentioned to the TEA-21 process. While
the FAST Corridor project has already turned into huge success,
obviously we all have worked extremely hard. Demand for infra-
structure improvements to the freight area is substantial.

I applaud you for creating the Section 118 program, but as you
know, there was only $700 million in the fund, and there was over
$7 billion worth of requests.

There are a number of things that Congress could do to improve
the way funds are allocated to freight projects. Unfortunately, the
gas tax funds available through TEA-21 are mostly to passenger-
only purposes, and projects like the FAST Corridor really have no
adequate place to go for funding.

In closing, the Federal government ought to recognize the impor-
tance of freight mobility, provide a bigger, more easily accessible
source of funds for freight purposes, because just like our airports,
our seaports are an integral part of our Nation’s transportation
system.

PREPARED STATEMENT

I hope my observations will be helpful as you craft new policy in
regarding transportation funding. Speaking on behalf of all the
partners who are here for FAST Corridor, I want to thank you for
giving me the time to make this presentation.

Thank you.

Senator SHELBY. Thank you, Mr. Dinsmore.

[The statement follows:]

PREPARED STATEMENT OF MIC DINSMORE

Good Morning. My name is Mic Dinsmore and I am CEO of the Port of Seattle.
I would like to thank the committee for the opportunity to testify. I would also like
to thank Chairman Shelby for his leadership role on critical transportation issues.
I especially want to express my appreciation to Senator Murray for all her hard
work over the years on behalf of the Port of Seattle. She has been a huge asset to
us both at our seaport and airport. We are very grateful.

Let me begin by giving you a bit of my background. I have spent most of my life
in the port and maritime shipping industry. I have been in charge of the Port of
Seattle and Sea-Tac Airport for the last 9 years, but for almost 20 years before that
I have held senior positions with railroads, stevedoring firms and shipping lines.

There are five messages I would like to leave you with today: First, it is important
to recognize the huge local investment our communities make in port terminal and
cargo handling facilities used to provide goods throughout the nation. Second, the
large container ports of Seattle and Tacoma, are located very near foreign competi-
tion. Help from the US government is needed to reduce taxes that hurt our competi-
tiveness. Third, it is critical that rail competition be maintained and when major
changes in rail ownership are considered, local ports ought to be a factor in the deci-
sion-making. Fourth, our FAST Corridor in the Seattle area is a model for the sort
of cooperation, congestion relief, goods movement and job creation that ought to be
supported by the federal government. Lastly, I'd like to leave you with some
thoughts on how the federal system designed to support freight mobility through
TEA 21 can work better.
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LOCAL INVESTMENT

Combined, the Ports of Seattle and Tacoma are spending about $700 million in
locally generated funds over the next five years to upgrade and improve our termi-
nals. We are doing this to continue bringing goods from Asia through our commu-
nities so that they can be consumed across the nation and exports can access Asian
markets. In addition, we are creating jobs, both in our region and throughout the
nation. I have included a color map that shows, state-by-state, the positive employ-
ment impact of our ports on the nation. More than 70 percent of all the goods that
come into our ports go to the midwest and east.

Last year, we were the third largest container load center in North America be-
hind the heavily-populated LA/Long Beach and New York New Jersey areas.

FOREIGN COMPETITION

Our ability to remain competitive in the midst of a rapidly changing world de-
pends on a number of things, but one of the biggest factors is fair taxation so that
we can compete on a level playing field with ports from other nations. For instance,
shippers using our port, pay about $125.00 per import container while there is no
such fee at the Port of Vancouver, BC, about 160 miles to the north of us and with
recently enhanced container loading facilities. When the typical ship carries any-
where from 2000 to 7000 containers each, the tax is substantial.

We are anxious to capture the jobs and additional economic benefits that stem
from a projected doubling of West Coast international waterborne trade by 2015. We
cannot afford to be penalized through the harbor maintenance tax.

RAILROAD COMPETITION/MERGER CONSIDERATION

A very high percentage of our containerized import-export cargo moves on unit
trains with fast service to the Midwest and east coast from ports on the Pacific
Coast. We simply could not efficiently move these boxes by truck—it would be too
expensive, fuel inefficient, require more labor than is available, and it would be
slower. Rail competition provides us with better service and price to our customers.
The railroads are critical components in our success and changes in rail ownership
and partnering can have major impacts on our communities. When changes occur,
keep in mind that Ports are the only assets in the intermodal chain that can’t move.

TRAFFIC CONGESTION

Traffic congestion is a huge problem in the Puget Sound area and could threaten
our trade dominance. Senator Murray has shared with you a recent ad run by the
Vancouver, British Columbia Port Authority. As you can see, the Vancouver ad
speaks to the fact that we are too congested to move goods efficiently. While conges-
tion in our area is not as bad as the Vancouver ad would lead you to believe, in-
creasing traffic congestion could have a huge negative impact.

The FAST Corridor project that we began in partnership with the federal govern-
ment, our state Department of Transportation and seventeen ports, cities, counties
and regional government agencies, will help solve our congestion crisis. And for the
first time, we have our two railroads, the Burlington Northern/Santa Fe and the
Union Pacific, partnering to help fund the first phase of the FAST Corridor.

The Freight Action Strategy Corridor or FAST Corridor project is a series of 22
complementary grade separation and Port access projects within the Everett-Se-
attle-Tacoma area of the state. These projects are designed to move export product
from around the nation to Asian destinations and move import product through the
state to points east. They will separate the rail traffic from the surface traffic allow-
ing both trains and trucks better access to our ports and allowing passenger vehicles
to move more easily.

The first phase of FAST includes 15 projects. Three are currently underway and
our first, the Port of Tacoma Road, will actually open in June. This year, eight more
projects will begin and the additional four will be started before 2003. The total cost
of FAST Phase I is $470 million. The federal government is contributing 27 percent
of the total, state funds make up 42 percent and local dollars account for 14 percent.
About 4 percent of the total comes from the railroads, with the bulk from the Bur-
lington Northern/Santa Fe Railroad.

IMPROVEMENTS TO THE TEA 21 PROCESS

While the FAST Corridor project has turned into a huge success and we have had
to work very hard and get the distinct impression that freight is not a priority in
the allocating of TEA 21 dollars. The demand for infrastructure improvements in
the freight area is substantial, I applaud you for creating the Section 1118 program,
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but you need to know that there was only $700 million in the fund over five years,
yet there has been $7 billion worth of requests.

Unfortunately, the gas tax funds available through TEA 21, go mostly to pas-
senger-only purposes and projects like the FAST Corridor, which benefits both
freight and passenger movement, have no adequate place to go for funding. We have
cobbled together federal funds from four different sources to come up with the 27
percent federal share. It would have been easier if we had one place where freight
mobility funds could be accessed, like with airports, for example, which are entities
that enjoy significant federal funding support from a designated program. The fed-
eral government ought to recognize the importance of freight mobility and provide
a bigger and more easily accessible source of funds for it.

I hope my observations will be helpful as you craft new policy in regard to trans-
portation funding. Speaking on behalf of the partners in the FAST Corridor, I want
to thank you for giving me this time.

Senator SHELBY. Ms. Karen Schmidt, Executive Director of the
Freight Mobility Investment Board of the State of Washington.
Ms. Schmidt.

STATEMENT OF KAREN SCHMIDT, EXECUTIVE DIRECTOR, FREIGHT
MOBILITY INVESTMENT BOARD, STATE OF WASHINGTON

Ms. ScHMIDT. Thank you, Mr. Chairman and Senator Murray.
We are pleased to be here today.

I am Karen Schmidt, of the Freight Mobility Strategic Invest-
ment Board, of Washington State, and Strategic is an important
part of our name, because we cannot fund everything, and we can-
not help all parts of the network.

The Board is an independent State agency, created to focus on
freight transportation needs, and work with the public and private
partners as an independent broker to develop and fund solutions.
Mic has explained to you that the competition we face and the chal-
lenges presented in our area with the growing congestion in the
Central Puget Sound region caused us to form this Board.

Our ports are working hard to accommodate the growing de-
mand, but they recognized early that their efforts would not be suc-
cessful if traffic congestion stopped cargo from getting to and from
the docks. Partnerships were essential, because, first of all, the
price of any of these improvements was too great for a single entity
to pay for, but also because the ownership of the entire delivery
system is fragmented over various governmental jurisdictions and
the private sector.

Rail, truck, and barge transportation would all be needed in our
area, and smooth intermodal connections continue to be an essen-
tial component. Our agricultural and manufacturing communities
rely on a cost-effective way to move their products to domestic and
international markets.

The large volume of inbound containers of high-value goods pro-
vides a price break for many of our lower-value products that
would be unable to compete without the backhaul price breaks
made possible due to the repositioning of surplus equipment.

The FAST Corridor that Mic referred to brought the public and
private sectors together in a partnership to relieve the identified
barriers to freight movement. By eliminating at-grade crossings in
the extremely congested Everett-Seattle-Tacoma corridor, we will
not only improve the movement of freight, but will also mitigate
some of the impacts of that freight movement on our local commu-
nities.
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The 22 projects in the FAST Corridor is the first step in relieving
some of the most serious bottlenecks impacting freight movement
north and south in the Puget Sound area. The partners are cur-
rently studying traffic flows and identifying the next series of
projects, which will become FAST II.

The Federal Section 1118 and 1119 program dollars have been
very helpful to us in our State, and we support continuing this
highly successful program focusing on the movement of freight that
improves our trade position. The improvements made to benefit
freight obviously have additional benefits to improve service for not
only our new commuter rail service, but also for Amtrak’s Cascade
service between Seattle and Vancouver, B.C., as well as from Se-
attle to Portland and Eugene, Oregon.

While the FAST Corridor is the centerpiece of our freight efforts,
it is not the only focus for the Freight Mobility Board. In Eastern
Washington, Spokane is investigating a proposal to bridge the val-
ley. Currently, BNSF and UPSF have separate rail lines through
the Spokane area, with a total of 36 railroad crossings. The pro-
posal would put the two railroads on the same tracks and grade-
separate the remaining 18 crossings.

Rail lines bisect Yakima, in Central Washington, where much of
our State’s agriculture is located, and are premium lines. The com-
munity is developing a series of grade-separations and road clo-
sures there to relieve backups that can take up to 20 minutes to
clear. The improvement obviously will also allow train speeds to in-
crease through town.

To bring our agricultural and manufacturing products on to the
strategic corridors, we are working to improve truck and short-line
intermodal connections, and in 1994, the State purchased 29 grain
cars to ease the rail car availability problems the wheat farmers in
southeast Washington were encountering.

The grain train has been so successful that a second grain train
of 36 cars has now been purchased, partially using profits from the
original train that will now assist farmers in the central part of our
State, also in need of grain car availability.

Washington is also developing a program to add refrigerated cars
to Amtrak trains that will expedite the delivery of apples and pears
to Midwest and East Coast consumers. This is called the Wash-
ington Fruit Express, and it will not only benefit the soft fruit
movement, but also Amtrak, by providing additional operating rev-
enues.

The railroad rehabilitation and improvement finance program
announced last fall could be very helpful for our short-line oper-
ations; however, the threshold requirements make it nearly impos-
sible to access these low-cost funds. If the thresholds were changed,
I think the program would be of great assistance to many of our
short-line operators.

In Southeast Washington, barge movement is also a central cost-
effective way to move grain, as you heard earlier. By providing the
three choices, all of our modes of moving our product obviously
have a very competitive position.

The Snake/Columbia River is an important link in product move-
ment from our region. You heard from Mr. Dozier about the volume
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of products shipped from our region, but let me add some other sta-
tistics.

Forty-three percent of all U.S. wheat is shipped on the Snake
River/Columbia system. Eleven percent of all U.S. corn goes down
this same system. We are a conduit for much of the agricultural
production, and outflow into international markets.

If barge service was eliminated, it would take an additional
120,000 rail cars, or 700,000 semis to carry these shipments annu-
ally to our deep-water ports. Dredging the Columbia is also crucial
to the movement of these products.

In Washington, we have made a commitment to do our part and
keeping our economy vibrant and our businesses competitive. We
are not targeting our efforts just on rail or just on trucks. It is clear
to us that if we are to be successful, we have to develop a strategic
plan to keep freight moving using trucks, mainline rail, short-line
rail, ships, barges, and air freight.

We simply need to keep all the modes working well, and working
together for a total freight delivery system.

We believe that we can become a model for other States wanting
to open their freight corridors and develop the partnerships nec-
essary for successful freight corridor. After all, if we have a highly
successful program within our State, it will do us no good if the
bottleneck is only moved to another area.

PREPARED STATEMENT

We look forward to working with these other States and with the
Federal government to also improve and keep our Nation competi-
tive domestically and internationally.

Mr. Chairman, I look forward to answering any questions.

[The statement follows:]

PREPARED STATEMENT OF KAREN SCHMIDT

Good Morning. I'm Karen Schmidt the Executive Director of the Freight Mobility
Strategic Investment Board in Washington State. The Board is an independent
agency that focuses on freight transportation needs and works with public and pri-
vate partnerships to develop and fund solutions.

Prior to taking this job, I served in the state legislature for 19 years where trans-
portation was my principle committee—I served as Chair and Co-Chair of the com-
mittee for the last 5 years I was in the legislature.

Mic has explained to you the competition we face and the challenges presented
by the growing congestion in the central Puget Sound region.

Our ports are working hard to accommodate the demand, but recognized early
that their efforts would not be successful if congestion stopped cargo from getting
to and from the docks. Partnerships were essential if we were to maintain a healthy
economy. Rail, truck and barge transportation would all be needed, and smooth
intermodal connections were required. Similarly, freight needed to be part of the
planning efforts for state and local governments, as well as for the Federal Govern-
ment, if we expected to have a seamless, efficient movement of our commerce.

Our agricultural and manufacturing communities rely on a cost effective way to
move their products to domestic and international markets. The large volume of in-
bound containers of high value goods provides a price break for many of our lower
value products that would be unable to compete without the backhaul price breaks
made possible due to surplus equipment being repositioned.

The FAST Corridor that Mic referred to brought the public and private sectors
together in a partnership to relieve the identified barriers to freight movement. By
eliminating at-grade crossings in the extremely congested Everett-Seattle-Tacoma
(MAP?) corridor we will not only improve the movement of freight, but also mitigate
some of the impact of freight movement on our local communities. We recognized
that for every grade separation that improved freight rail travel, we also improved
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local road traffic delays and had the ability to add passenger movement on the same
rail lines.

The 22 projects in the FAST corridor is the first step in relieving some of the most
serious bottlenecks impacting the freight movement North and South in the Puget
Sound Corridor. The partners are currently studying traffic flows and identifying
the next series of projects. Many of the projects anticipated in FAST II will be East-
West connectors as well as more grade separations and intermodal connections be-
tween rail and trucks.

The Federal Section 1118 and 1119 programs are very helpful to us and we sup-
port continuing this highly successful program focusing on the movement of freight
that improves our trade position.

The improvements made to benefit freight, obviously has additional benefits that
improve service for not only our new commuter rail service but also the Amtrak
Cascade Service between Seattle and Vancouver, British Columbia as well as from
Seattle to Portland and Eugene, Oregon. This is one of the original 5 high-speed rail
corridors designated under ISTEA identified by Congress in 1992.

While the FAST Corridor is the centerpiece of our freight efforts, it is not the only
focus for our state’s Freight Mobility Strategic Investment Board.

In Eastern Washington, Spokane is investigating a proposal to “Bridge the Val-
ley”. Currently the BNSF and the UPSF have separate rail lines through the Spo-
kane area with a total of 36 road-rail crossings. The proposal would put both rail-
roads on the same tracks and grade-separate the remaining 18 crossings.

Yakima, in Central Washington where much of our states agriculture is located,
is bisected by rail lines and the community is developing a series of grade-separa-
tions and road closures to relieve backups that can take up to 20 minutes to clear,
and which will also allow train speeds to increase through town.

In Kalama, which is located just north of Portland, a number of rail projects will
allow better operations and will eliminate the current situation where north/south
trains have to stop and wait for railcars traveling to the port with export grain to
clear the mainline. The port has been handling about 90,000 grain cars annually,
which is roughly the equivalent of over 800 unit trains.

To bring our agricultural and manufacturing products onto our strategic corridors,
we are working to improve truck and short line intermodal connections. The state
also provides a limited amount of direct financial assistance to repair damaged
b