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PERSPECTIVES ON THE SURFACE
TRANSPORTATION COMMISSION REPORT

WEDNESDAY, FEBRUARY 6, 2008

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

The full committee met, pursuant to notice, at 10 a.m. in room
406, Dirksen Senate Office Building, Hon. Barbara Boxer (chair-
man of the full committee) presiding.

Present: Senators Boxer, Warner, Carper, Cardin, Sanders,
Whitehouse, Voinovich, Isakson, Vitter, Barrasso, Craig, Alexander

OPENING STATEMENT OF HON. BARBARA BOXER,
U.S. SENATOR FROM THE STATE OF CALIFORNIA

Senator BOXER. The hearing will come to order.

We are not going to have opening statements, because this is
really a continuation of our last hearing. So unless Senator Inhofe
has a few remarks when he arrives, if it is all right, we will just
get right to this hearing. Because last week, we heard testimony
from members of the National Surface Transportation Policy and
Revenue Study Commission regarding their released report. And
commissioners who really, we were so impressed with their dedica-
tion to this task. They spoke about the need for significant invest-
ments in our Nation’s infrastructure, surface transportation system
and also fundamental reform of Federal transportation projects.
And the Commission called for the Federal Government to take a
lead role in addressing these challenges facing our Nation.

Again, I wanted to thank the Commission, and I know Secretary
Peters, you served on it, you did not sign on at the end of the day
to the recommendations, is that correct? OK. But I really do want
to thank you, for all of the time and effort that you spent working
with the Commission. Because I know you, and I know that, I am
sure you were an excellent resource for them and enabled them to
get their work done.

So there were several recommendations on which all 12 commis-
sioners did agree. I am going to ask you about those. And also on
the second panel, we will hear from representatives of the States,
the business community, the highway users as well as the GAO re-
garding their views on the Commission’s recommendations. So with
that, unless Senator Inhofe is here to make a couple of statements,
we will start with you, Hon. Mary Peters. Thank you so much, and
the floor is yours.

[The prepared statement of Senator Inhofe follows:]
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STATEMENT OF HON. JAMES M. INHOFE, U.S. SENATOR FROM THE
STATE OF OKLAHOMA

Thank you Madame Chairman. As I said in last week’s hearing, anticipation for
the Commission Report has been high. We must recognize that our nation’s trans-
portation needs have outgrown our current transportation policy. The link between
a robust economy and a strong transportation infrastructure is undeniable; yet
when it comes to other spending needs in the Federal Government, transportation
is often neglected as a priority. As we move into reauthorization in 2009, it is the
responsibility of Congress to continue to ensure that American’s receive a full and
effective return for the fuel taxes they paid into the Trust Fund. The results of the
Commission’s study will be an important part of those deliberations.

First, I want to point out that although Secretary Peters along with two other
Commissioners voted against the final report, there was much agreement on most
of the policy recommendations. For the most part, all the Commissioners found
agreement on the vast and unmet needs of our nation’s transportation network, but
where they differ is in how to pay for it. I have long advocated for a decreased Fed-
eral role, which I believe allows for greater flexibility for states to manage their own
transportation funding priorities. It would appear those who wrote the dissenting
views concur.

Public Private Partnerships or PPPs are a great example of innovative funding
ideas we will need to encourage States to explore. When I was Mayor of Tulsa, we
did several PPPs and were able to better leverage scarce public funds to accomplish
many good projects. To date, our thinking on funding highways has been too limited.
We need to acknowledge there are other options. Certainly, no one should assume
that PPPs are the magic bullet, this type of financing is not appropriate in all cases,
but it is certainly something that must be explored further by States and frankly
this Committee. There are several larger policy issues that I think need to be dis-
cussed, such as the length of leasing options and whether there should be any re-
straints on how States use lease payments. Finally, before development of these
long term lease agreements become more widely used, we should thoroughly exam-
ine the consequences of foreign investment in these leases. Many argue that the
consequences of foreign investments is minimal since the asset is fixed, I would tend
to agree; however some concerns have been raised about of the loss of possible fu-
ture State tolling revenues when tolling proceeds are diverted outside the United
States. There is still much to learn about these lease agreements, and although I
support them in principle, I consider them only part of the solution to the highway
financing shortfall.

I think the important lessons to take from the report are that if we don’t take
dramatic action, growing congestion and deteriorating pavement conditions will
choke the US economy. I am glad that there is consensus among the commissioners
that modal specific decisions and the current program structure are outdated.

Finally, I have to comment on the proposed financing mechanism. I believe in-
creasing the Federal fuel tax by the amount proposed in the final report is neither
politically viable nor economically sound. Furthermore, I am not convinced it is nec-
essary. Certainly, given the balances in the Highway Trust Fund, an increase in the
fuel tax must be considered, but not to the level that is proposed. I had hoped that
the Commission would have considered in more detail alternative financing mecha-
nisms that could eventually replace the fuel tax as the primary method to collect
revenue for transportation. As vehicles become more fuel efficient, the existing fund-
ing model of paying per gallon of fuel will not be effective.

Again, I appreciate your efforts and thoughtful recommendations and look forward
to discussing them further with you.

STATEMENT OF HON. MARY E. PETERS, SECRETARY, U.S.
DEPARTMENT OF TRANSPORTATION

Ms. PETERS. Madam Chairman, thank you so much. I do appre-
ciate the opportunity to be here today and your courtesy in allow-
ing me to also testify about the Commission report.

Over the last 20 months, the Policy and Revenue Commission
met on numerous occasions, and we engaged in very widely ranging
discussions addressing the Nation’s current and future infrastruc-
ture needs. I believe the time has been well spent, and I value and
appreciate, as you mentioned, the contributions by all of my fellow
commissioners.
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Although I did disagree with a number of the central elements
of the Commission’s report, that disagreement in no way detracts
from my respect for my colleagues on the Commission. They are to
be commended for their hard work and their dedication.

This week, the Administration released its Fiscal Year 2009
budget. This budget funds the final year of the $286.4 billion
SAFETEA-LU authorization. It is clear that we are just limping
across the finish line when it comes to funding. The Highway Trust
Fund’s short-term future is unclear, and the long-term prospect is
in serious jeopardy. This highlights, I believe, the significant de-
mands that we are facing in the future and that our current poli-
cies do need a new direction.

We are focusing at this time on better air quality, a reduction in
our dependence on foreign oil and increased fuel efficiency. So it is
short-sighted, in my opinion, to continue to depend on fuel taxes
as the primary method of funding surface transportation. It simply
is not a sustainable solution.

While we may not have reached complete agreement on the ap-
propriate solution to surface transportation problems, I believe it is
critical that we come together, chiefly this Committee, that will
have such an important role in the next authorization, to agree on
a common definition of the problem and recognizing that funda-
mental change is required.

I, like some of you, have spent many years working in this field.
I have concluded that the central problem in transportation is not
how much we pay for transportation, but how we pay. Our current
transportation funding, an indirect user fee, provides the wrong in-
centives and signals to both users and owners of the system. It re-
sults on the over-use of the system, especially during peak periods
of time.

In fact, I believe that the chronic revenue shortfalls we face are
more a symptom of the problem than the cause of the problem.
Americans overwhelmingly oppose gasoline tax increases. And they
do that because real world experience tells them that it doesn’t pro-
vide a benefit to them. This is evidenced by a failure in our system
performance.

Over the last 25 years, despite substantial increases in Federal,
State and local transportation spending, much of it from fuel taxes,
we have witnessed a rapid growth in highway congestion. In the
last 25 years, highway funding has increased 100 percent; yet con-
gestion over that same period has increased 300 percent. This sys-
temic failure is impacting our families, our businesses, our ability
to compete in a global marketplace and of course, our environment.

Americans have become increasingly disgruntled about the de-
clining performance of their transportation systems, but they are
unwilling to support transportation-related tax increases. Some in
the transportation field argue that we have simply failed to com-
municate the importance of the transportation system to the aver-
age American. To me, however, and to other observers, this rep-
resents a failure in public confidence and traditional approaches.
Public opinion surveys confirm this view.

A recently released survey out of Washington State found that
voters preferred high-speed variable tolling to gas tax increases by
77 to 17 percent. This survey is consistent with a number of others
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conducted across the United States that have found a deteriorating
support for gas taxes and a growing support for direct user
charges.

I agree with those who call for greater Federal leadership, as the
Commission report does. But I do not, however, concede that the
Federal leadership simply implies a substantially greater Federal
spending at 40 percent of the total and dramatically higher fuel
taxes. In fact, I believe it is far more critical that the Federal Gov-
ernment establish clear policies, provide appropriate incentives and
allocate revenues more efficiently than it is for a substantial in-
crease in the Federal spending to occur. It is essential that we on
thehFederal level work together and demonstrate this kind of lead-
ership.

I truly believe that there has never been a more exciting time in
the history of transportation. We are at a point where meaningful
change is not only conceivable, but it is actually being implemented
in various parts of the United States. We have before us collec-
tively a tremendous opportunity to make significant changes,
changes that will reverse the substantial performance declines in
our Nation’s transportation infrastructure to the benefit of Amer-
ican businesses, American families, and our competition.

I thank this Committee for the opportunity to testify today. I
look forward to answering your questions. But mostly, I look for-
ward to working with you toward the next surface transportation
organization.

Thank you so much.

[The prepared statement of Ms. Peters follows:]
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STATEMENT OF
THE HONORABLE MARY E. PETERS
SECRETARY OF TRANSPORTATION
BEFORE THE
COMMITTEE ON ENVIRONMENT AND PUBLIC WORKS
UNITED STATES SENATE
FEBRUARY 6, 2008

Chairman Boxer, Ranking Member Inhofe and Members of the Committee, [ appreciate
your courtesy in allowing me to testify this morning.

Let me begin by saying, over the last 20 months, the Policy and Revenue Commission
met on numerous occasions and engaged in wide ranging discussions to address the Nation’s
current and future transportation needs. I believe this time has been well spent, and I value and
appreciate the contributions by all of my fellow Commissioners. Although I fundamentally
disagree with a number of central elements of the Commission’s Report, that disagreement in no
way detracts from my respect for my colleagues on the Commission. They are to be commended
for their hard work and dedication.

This week, the Administration released its Fiscal Year 2009 budget, which funds the final
year of the $286.4 billion SAFETEA-LU authorization. It’s clear that we are crawling across the
finish line, with the Highway Trust Fund 's short term future unclear and its long term future in
serious jeopardy. This highlights the significant limitations in our current policies and it
demands a new direction. It is shortsighted to continue reliance on an excise tax increasingly
battered by such factors as increased fuel efficiency, higher air quality standards, and fluctuating
foreign oil prices.

Given the severity of our transportation challenges and the effect on our economy and
quality of life, it is imperative that we strive to reach a bipartisan consensus on the nature of
these challenges. While we all may not be able to reach complete agreement on the appropriate
solutions to our surface transportation problems, we must come together and agree on a common
definition of the problem, recognizing that fundamental change is required.

I have spent many years working in this field, and [ have concluded that the central
problem in transportation is not how much we pay for infrastructure, but how we go about
paying for it. Our current transportation policies provide the wrong incentives and signals to
both users and owners of the system. In fact, I believe that the chronic revenue shortfalls we face
are more a symptom of the problems than the cause.

Americans overwhelmingly oppose gasoline tax increases because real world experience
tells them they are ineffective. Over the past 25 years, despite substantial increases in Federal,
State, and local transportation spending -- much of it from fuel taxes -- we have witnessed a
rapid growth in highway congestion. In the last 25 years, highway funding has increased 100%,
yet congestion over the same period has increased 300%. This systemic failure is impacting our
families, our businesses, and our environment.
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Americans have become increasingly disgruntled about the declining performance of
their transportation systems, but they are also unwilling to support transportation-related tax
increases. Some in the transportation field argue that we have simply failed to communicate the
importance of transportation to the average American. To me and various other observers, this
split represents a collapse in public confidence in traditional approaches. Public opinion surveys
confirm this view. A recently released survey out of Washington State found that voters
preferred high speed variable tolling to gas tax increases by 77 to17 percent. This survey is
consistent with a number of others conducted across the United States that have found
deteriorating support for gas taxes and a growing support for direct charges.

1 agree with those who call for greater Federal leadership, as the Commission Report
does. I do not concede, however, that Federal leadership simply implies substantially greater
Federal spending and dramatically higher fuel taxes. In fact, it is far more critical that the
Federal government establish clear policies, providing appropriate incentives and allocating
resources more efficiently than it is for substantial increases in total Federal spending. Itis
essential that we on the Federal level work together and demonstrate this type of leadership.

1 truly believe that there has never been a more exciting time in the history of surface
transportation. We are at a point where meaningful change is not only conceivable, but is
actually being implemented in various parts of the United States. In the past three years, scores
of localities from every corner of the country have approached the Department seeking
assistance with the development of innovative financing and operational strategies. In just the
past 18 months, the majority of large U.S. cities have submitted proposals to DOT to reduce
congestion by integrating technology, transit and variable tolling.

A major reform movement is now underway at the State and local level, and in order to
ensure that the pace and scale of this movement increases, Federal transportation programs
should be re-focused on two basic objectives. First, we should reward, not constrain, State and
local leaders who are willing to stand up, acknowledge the limitations of our current policies and
pursue fundamentally different strategies to financing and managing their transportation systems.
The Federal government should be a partner, not an obstacle. Second, the Federal government’s
investment strategy should be completely re-written to emphasize the interstate system and other
truly nationally significant priorities--including the escalating urban congestion that is choking
our metropolitan areas--based on clear, quantitative parameters, not politically contrived ones.

Congress has before it a tremendous opportunity to reverse the substantial performance
declines in the Nation’s surface transportation infrastructure to the benefit of the hundreds of
millions of Americans that depend on that infrastructure every day. In fact, Congressional
recognition of the changing nature of our challenges should be the cornerstone of any reform
effort, This will require us to be candid about our current circumstances, put aside special
interest considerations and come to grips with the unsustainability of our current path.

Again, | thank this Committee for allowing me to testify and I look forward to working
with you to address America's transportation challenges.
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Responses by Mary Peters to Additional Questions from Senator Boxer

Question 1. You mentionsed in your testimony that that Administration's fiscal year
2009budget proposal funds the final year of the $286.4 billion SAFETEA-LU
authorization, but the funding levels being proposed are approximately $2 billion below
those called for in SAFETEA-LU. How can you claim to be meeting SAFETEA-LU
funding levels if your 2009 budget proposal provides less that the SAFETEA-LU 2009
funding level?

Does the Administration believe additional spending for all programs should be offset
by reductions in future years?

Response. The funding levels contained in the FY 2009 Budget are intended to honor the
original agreement of SAFETEA-LU and keep the Highway Trust Fund solvent. To
date, the original funding levels that were agreed upon under SAFETEA-LU have been
increased by a net total of $2 billion. The budget includes proposals to align the total
surface transportation funding levels with the original SAFETEA-LU agreement and
maintains the $286.4 billion funding level.

Question 2. 1f Congress had not provided an additional $1 billion in the fiscal year 2008
Consolidated Appropriations bill for bridge replacement and rehabilitation, would the
Administration have provided an additional $1 billion for highways in its fiscal year
2009 budget proposal? Does the Administration believe our nation's structurally
deficient bridges do not need additional funding for repair and replacement?

Response. The FY 2009 Budget request fulfills the President’s commitment to provide
the six-year, $286.4 billion investment authorized by SAFETEA-LU. This level reflects
overall funding for highway, highway safety, and transit programs from FY 2004 to FY
2009 and was the level agreed to for the reauthorization of these programs when
SAFETEA-LU was enacted in 2005.

As good stewards of both the safety and the tax dellars of the American people, we need
to carefully examine the criteria used to determine which bridges are repaired or
replaced. Despite the misallocation of a substantial amount of Federal resources through



8

uneconomic earmarking and the proliferation of special interest programs, the
percentage of the Nation’s bridges that are classified as “structurally deficient™ has
declined from 18.7% to 12.0% since 1994.

A necessary national conversation has begun concerning the state of the Nation's bridges
and highways and the financial model used to build, maintain and operate them. Our
transportation networks need improvement, but the challenge is not to simply spend more
money. The key is to utilize Federal resources with an eye to the performance
improvements that we urgently need. We need innovation and creativity. We should
embrace real solutions, such as advanced technology, market-based congestion tools,
private sector financing, and flexibility for State and local partners.

Question 3. In the Commission Report's Minority Views you cite an unpublished study
that claims $120 billion in new revenues could be generated annually in 98 metropolitan
areas if congestion pricing were utilized. If you are going to use a number like that, you
must have estimates regarding how that revenue would be generated. What would the
per day cost to individual motorists be in those 98 areas under this congestion pricing
proposal? How would the revenue be generated and collected? What is the public
acceptance of this proposal? Please provide a copy of the study.

Response. The study | cited was a paper by Clifford Winston and Ashley Langer entitled
“Toward a Comprehensive Assessment of Road Pricing Accounting for Land

Use” (which will be published this year in the Brookings-Wharton Papers on Urban
Affairs and is attached here). Before addressing your question directly, it is important to
provide some context about the study in question. The primary purpose of the Winston
and Langer paper is to estimate the costs and benefits of congestion pricing accounting
for the ways in which households respond to congestion pricing in the long run by
changing their residential location, either to take greater advantage of faster road travel
because of the toll or to reduce the out-of-pocket cost of the toll. Previous work did not
account for this response and therefore may have underestimated the net benefits of road
pricing.

The paper assumes that an optimal toll (i.e., where the toll is equal to the additional cost
that motorists impose on the system) is implemented and allows motorists to adjust their
vehicle-miles traveled and their residential location. The revenues would be collected by
electronic tolling technology, with tolls varying over the course of the day to reflect
changing traffic levels, just as tolls do now on SR-91 in Orange County and I-15 in San
Diego. The authors calculate the vehicle-miles traveled after motorists adjust to the toll
and multiply that by the optimal toll per vehicle-mile traveled, which produces the
estimated $120 billion in annual revenues generated by congestion pricing. Other studies
(described below) have obtained estimates of annual toll revenues that are of a similar
order of magnitude.

The paper measures the benefits of congestion pricing as a result of travel time savings to
motorists as well as the effect of the out-of-pocket costs of the toll on property values.
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That is, when a toll (or, alternatively, a gas tax increase) is introduced, property values
for some people will be reduced because out-of-pocket commuting costs are greater.
However, congestion pricing enables people to get to work faster by using limited
highway capacity much more efficiently. For many of the drivers who use the
congestion-priced highway, the value of the time savings is great enough that their
property values will rise, thereby offsetting some of the adverse impact of the tolls on
property values for others.

On balance, for most drivers, the impact of the out-of-pocket costs on property values is
likely to be greater than the impact of the time savings caused by congestion pricing.
However, a comparable increase in the fuel tax does almost nothing to reduce travel
times and thereby generates a direct loss in property values to motorists with little
compensating benefit. The authors find that the imposition of congestion tolls
nationwide would encourage some households to move closer to their workplace and in
the process reduce sprawl and increase metropolitan density, which reduces the cost of
public services.

Overall, net benefits from congestion pricing (the difference between total benefits and
total costs) are $40 billion. While some people would be better off and others would be
worse off (i.e., reductions in their property values are more than the value of their time
savings and other benefits) as a result of congestion pricing, the $120 billion in revenue
from congestion pricing could be used to reduce any losses to those made worse off. For
example, investing those revenues in maintaining and expanding highway and transit
infrastructure would benefit those who feel the time savings from congestion pricing are
not worth the tolls paid. Targeted reductions in property taxes could be used to soften
any reductions in property values.

Analysis conducted for the National Surface Transportation Policy and Revenue Study
Commission (Commission Draft Briefing Paper 6C-04, “Revenue Implications of
Scenarios: Highways,” October 2007) and a report conducted by HLB Decision
Economics for the U.S. Department of Transportation (“Road Pricing on a National
Scale,” March 14, 2005) support the Winston and Langer estimates of annual toll
revenues. The Commission staff estimated congestion pricing revenues for the
Commission’s Scenario 2, “Travel Demand and Energy Efficiency,” the only scenario
evaluated by the Commission using congestion pricing. The Commission staff found that
congestion pricing would yield revenues ranging from $69 billion to $128 billion per
year, depending on the time period in which pricing is in place (i.e., 2020 - 2035 or 2020
- 2055) and the dollar amount of investment being made in the transportation system.
The HLB Decision Economics analysis concluded that the revenues from congestion
pricing would be between $84 billion and $105 billion annually. Neither of these two
studies attempted to measure the impact of tolls, fuel taxes, or any other revenue source
on property values.

The daily cost to motorists would vary with the distance the motorist commutes to his or
her workplace, the time of day the motorist drives to work, the route the motorist takes,
the time savings the motorist enjoys, and the effects on the motorist’s property values. On
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balance, taking all these effects into account, motorists would be better off with
congestion pricing. What they pay in tolls and changes in property values is more than
repaid in time savings and improved transportation infrastructure. The exact nature of the
total benefits, of course, depends importantly on how efficiently the government spends
the toll revenues that would be generated. If spent efficiently on an improved
transportation network, the public would have a less congested and properly maintained
road and transit system that could be expanded to meet growing traffic. On the other
hand, if the toll revenues (or fuel tax revenues for that matter) are spent inefficiently on
projects that have costs that exceed their benefits, then the public will miss out on
important congestion and safety benefits.

Public acceptance of road pricing is growing as indicated by several locales that have
introduced or plan to introduce some form of road pricing. The most well-known
examples are the High-Occupancy-Toll (HOT) lanes in Southern California, where solo
travelers can pay a toll to travel in a carpool lane. A survey of public opinion surveys
conducted in November 2007 for the Transportation Research Board by the research firm
NuStats found that “in many parts of the U.S., a wide gap exists between elected
officials’ perceptions of what the public thinks about tolling and road pricing and what
public opinion actually is.” Summarizing their findings, the report said, “in the aggregate
there is clear majority support for tolling and road pricing. Among all surveys, 56
percent showed support for tolling or road pricing concepts. Opposition was encountered
in 31 percent of the surveys. Mixed results (i.e., no majority support or opposition)
occurred in 13 percent of them.”

Question 4. 1n 2003, tolls generated about $7.75 billion in highway revenues, which
made up about 5 percent of total highway revenues that year. What percentage of total
highway revenues do you anticipate tolls generating in the future? What is the basis for
expecting that such tolls can be imposed?

Response. As I note in the minority view comments to the Commission report, “This
[2025] timeframe is far too pessimistic from a technological and administrative
perspective. It also fails to recognize the growing willingness of State and local leaders
to experiment with different approaches. Replacement of fuel taxes by a variety of
direct user charges (which can be varied by time of day, congestion, vehicle
characteristics, and location depending on the policy objectives of the implementing
jurisdiction), can and should be expedited as a matter of national policy. Given current
technologies and international experiences, we believe that, within a decade, the vast
majority of metropolitan areas in the U.S. could finance their transportation systems
through direct user charges instead of indirect taxes.”

As a recent report conducted for the Federal Highway Administration shows, tolls are
growing far faster than gasoline taxes as revenue source for transportation in the U.S. In
fact, we estimate that the majority of major new highway projects currently in
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Recently, we have been talking about putting together an economic
stimulus package to jumpstart the economy. I think our failure to invest
in the improvements necessary to keep pace with our growing
population and increasing demands is one of the roadblocks standing in
the way of moving our economy forward. Investing in our nation’s
transportation could create hundreds of thousands of jobs and move our
sluggish economy down the road to recovery. Manufacturing states,
such as Ohio with a “just-in-time” economy, cannot be competitive with
failing infrastructure where traffic congestion and bottlenecks in our
rails and waterways is the norm. I am very encouraged that this report
recognizes the link between our infrastructure and our ability to compete

in the global market.

As Ranking Member of the Clean Air and Nuclear Safety
Subcommittee, I am well aware of the important relationship between
highway planning and air quality. I am pleased that this report
emphasizes environmental stewardship and recommends more state

flexibility on funding efforts to improve our air quality.
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be a viable component of Federally funded metropolitan congestion reduction initiatives.
Instead of pursuing a mode-specific approach to urban congestion, however, we need to
focus on effective mobility strategies that are mode-neutral. A one-size-fits-all Federal
approach is inappropriate given the diverse mobility needs of our major metropolitan
areas. Instead, we should pursue a more effective integration of public transportation and
highway investment strategies. In short, we should fund projects that are effective and
responsive to the needs of transportation system users, not simply projects that happen to
fall within a Federal programmatic category.

Other areas of Federal interest include:

¢ Investing in and fostering a data-driven approach to reducing highway fatalities;

s Using Federal dollars to leverage non-Federal resources;

s Focusing on cutting edge, breakthrough research areas like technologies to
improve vehicle to infrastructure communications; and

s Establishing quality and performance standards.
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Responses by Mary Peters to Additional Questions from Senator Carper

Question 1. The commission report recommended dedicating funding to passenger rail.
Specifically, the Commission recommended that a new Federal ticket tax be levied on
users of the intercity passenger rail service to supplement funding from fuel taxes and
general funds. Do you agree that passenger rail is a key component to addressing our
transportation challenges and that dedicated funding is needed? Do you support a federal
ticket tax; if not what alternatives for funding intercity passenger rail would you propose?

Response. The Administration believes that a reformed intercity passenger rail system
can play an important role in addressing our transportation challenges, particularly in
heavily traveled intercity corridors. We do not support a Federal ticket tax for intercity
passenger rail because such a tax would do little, if anything, to make current intercity
passenger rail systems more responsive to the needs of travelers. Fundamental reform of
our Nation's approach to intercity passenger rail should adhere to the five restructuring
principles enunciated by former Secretary of Transportation Norman Y. Mineta:

¢ Create a system driven by sound economics.

e Regquire that Amtrak transition to a pure operating company.

 Introduce carefully managed competition to provide higher quality rail services at
reasonable prices.

o Establish a long-term capital partnership between States and the Federal
Government to support intercity passenger rail service.

o Create an effective partnership, after a reasonable transition, to manage the capital
assets of the Northeast Corridor.

The Administration’s fiscal year 2009 budget request supports these restructuring reforms
by increasing support to States for intercity passenger rail investments, and by
encouraging Amtrak to more effectively manage costs, rationalize its service, and pursue
innovations. Ultimately, States should take a much greater lead in funding, planning, and
implementing improved intercity passenger rail, with appropriate support from the
Federal Government conditioned on the Mineta Principles.

Question 2. On March 3, 2007, Senator Carper introduced the National Infrastructure
Improvement Act. This legislation creates a commission to look at the state of
infrastructure throughout the country - including rail, roads, bridges, airports, and flood
control structures. That commission would then make recommendations to Congress and
the President about how to maintain our current infrastructure while meeting future needs
and safety requirements. 1 understand that you were opposed to the Commission's
recommendation to create an independent governance commission. How do you
anticipate that the specific steps needed to achieve the wide-ranging reform
recommended by the report will be developed and prioritized? Of the reforms that you
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recommend, which do you expect that transportation agencies can begin to implement
immediately? What requires Congressional approval?

Response. The wide-ranging institutional reform recommended by the Commission’s
report will certainly require new legislation to implement, because the U.S. Department
of Transportation (DOT) has little independent authority to restructure itself or its
statutorily defined programs and funding formals. As indicated on our minority
statement, we do not believe that delegating funding resposibilities to an unaccountable
body ie either good policy or feasible politically.

Having said this, DOT is currently acting to implement as much reform as we can within
our existing statutory authority. We are streamlining and expediting the planning and
environmental processes under the authority given to us in Section 1309 of the
Transportation Equity Act for the 21st Century; Executive Order 13274, Environmental
Stewardship and Transportation Infrastructure Project Reviews; several SAFETEA-LU
provisions; and other authoritics. DOT, in consultation with our Federal partners, will
take a very close look at the streamlining proposals outlined in the Commission Report to
determine whether they would be beneficial and what steps would be needed to
implement them. We anticipate that several of these proposals would clearly require
legislative action to implement, as will most of the other recommendations made by the
Commission.

As part of the legislative action to open the path to additional reform, we are hopeful that
Congress will begin focusing on performance standards, economic analysis, and asset
management techniques to target Federal monies to the most beneficial projects, and be
accountable for meeting project objectives. We are also hopeful that Congress will
remove any remaining restrictions on congestion pricing for interstate and other roads, so
as to give the States the flexibility they need to meet performance standards. If provided
the ability to access discretionary funding (as it was in fiscal year 2007), the Department
could work closely with many of the country’s metropolitan areas to begin the conversion
to a more efficient and sustainable transportation financing model. We believe that such
a conversion could take place in the majority of major metropolitan areas over the next
10 years, thereby relieving funding pressures on non-metropolitan areas. Restructuring
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and refocusing Federal transportation programs around truly national objectives are also
imperative.

Question 3. The Report discusses ineffective investment decisions, a problem that is
partially attributed to the lack of performance standards. Programmatic changes that lead
to making better use of public money for transportation and linking funding to
performance are steps in the right direction. Benefit-cost analysis is referred to
throughout the report as an economic tool to be used to make informed decisions. What
provisions does the commission recommend for ensuring that this - as well as other
proven economic tools - is utilized broadly and appropriately, so that waste is minimized?

Response. We estimate that approximately 20 States currently make some use of benefit-
cost analysis in managing their transportation programs. Only six States use the
technique regularly, however. This means that the vast majority of transportation
decisions in the U.S. today are currently being made with only minimal reference to the
projected benefits and costs of a specitfic course of action relative to another course of
action. Clearly, without a careful overview of project benefits and costs, it is very
unlikely that the best projects are actually being selected and implemented.

The National Surface Transportation Policy and Revenue Study Commission recognized
the urgent need to target scarce budgetary resources to projects by using benefit-cost
analysis and related project lifecycle methodologies. To implement this requirement, the
Commission would have each State and large metropolitan area develop transportation
program plans that must meet certain performance standards developed jointly with the
Federal Government. Projects included in these plans would have to be shown to be cost-
beneficial or to meet asset management prioritization eriteria. These plans would then be
consolidated into a national strategic plan for Federal investment by DOT or an
independent governance commission. The national strategic plan would be used to
determine Federal transportation funding levels and taxes.

Under the Commission’s recommendation, a project’s inclusion in a State or metropolitan
area program plan would essentially determine its eligibility for Federal funding. State
and local recipients of Federal funds would be held accountable for meeting the
established performance standards. Depending on the recipient’s success in meeting the
program plan’s objectives, the Federal Government could adjust the Federal matching
ratios used to fund a recipient’s plan in the future.

While | am very supportive of setting performance and benefit-cost requirements and
holding grant recipients accountable for meeting them, 1 am highly skeptical about the
feasibility of a national planning effort of the magnitude envisioned by the Commission.
It would be much simpler and more effective to legislatively define the types of State and
local projects that would be eligible for Federal funding and require that such projects
receiving Federal funds meet specified performance and benefit-cost requirements.
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Responses by Mary Peters to Additional Questions from Senator Inhofe

Question 1. 1t seems like you propose financing the nation's transportation infrastructure
investment gap primarily through public-private partnerships (and increased state roles).
What evidence did the Commission receive to indicate the private sector could fill the
large infrastructure financing gap?

Response. We believe that national policy should strongly encourage the move to more
effective financial models. We acknowledge that such a transition will happen far more
quickly in some parts of the country than in others. As we said in our minority statement,
if there was political consensus to do so, we believe the vast majority of the nation’s
metropolitan areas could move to a predominantly direct pricing model over the next ten
years. To be clear, direct pricing is the critical element that would both generate
additional capital for infrastructure investment and enable additional leveraging through
public-private partnerships (PPPs). Technological and administrative issues have been
largely solved. Innovative financing and public-private partnerships are increasingly
being used to finance transportation infrastructure projects. DOT believes that such
mechanisms, which generally involve direct charging for highway use, provide a very
attractive financing approach for State and local governments to leverage traditional
transportation revenue sources. We believe the use of such mechanisms will continue to
grow, particularly if national policy is supportive.

Private equity firms have raised billions of dollars for investment in transportation
projects, primarily in stable western countries like the United States. The California
Public Employees Retirement System (CalPERS), the largest public pension fund in the
United States, recently approved a $2.5 billion pilot infrastructure investment program.
The Financial Times reported on December 30, 2007, that “estimates of equity already
raised for infrastructure investment, but not yet invested, range from $50 billion to $150
billion.” The McKinsey Quarterly in February 2008 reported that the world’s 20 largest
infrastructure funds now have nearly $130 billion under management, 77 percent of
which was raised in 2006 and 2007. The McKinsey Quarterly noted that in some
situations $1 billion of equity could be leveraged to pay for as much as $10 billion in
projects. Even assuming more conservative leveraging, the equity available for
investment could help pay for several hundred billion dollars worth of infrastructure
projects.

According to Public Works Financing’s 2007 International Survey of Public-Private
Partnerships, since 1985, $415 billion worth of transportation PPP projects have been put
under construction or completed around the world, and transportation PPP projects worth
$572 billion were in a pre-construction phase as of October 1, 2007.

We also believe that the widespread use of congestion pricing could reduce future capital
needs significantly. Estimates of the revenues that could be generated by congestion
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pricing range from $34 billion to $120 billion per year. The 2006 Conditions and
Performance Report also found that applying congestion pricing to all of the congested
roads in the system could reduce the cost to maintain the system by $21.6 billion per
year, or 27.5 percent, leaving it at $57.2 billion, which is well below the current level of
capital spending.

Finally, we believe that the National Surface Transportation Policy and Revenue
Commission used an inappropriate definition of “need,” one which exaggerates needs
significantly by, for example, assuming that any project whose benefits outweigh its
costs, even by a dollar, should be built. This is not a model that is appropriate for
prioritizing investments overall or focusing resources on improving the performance of
assets that would generate more benefits than continuing to expand the system.

At the State and local levels, where transportation funding shortfalls are felt most acutely,
innovative financing strategies provide access to vast amounts of private capital that is
available for investment in transportation. For example, in 2006 a private sector
consortium made an upfront payment of $3.8 billion to the Indiana Finance Authority for
a concession to operate and maintain the Indiana Toll Road. This PPP allowed Indiana to
fully fund its 10-year road work program. Similarly, in 2005 the private sector made an
upfront payment of $1.8 billion to the City of Chicago for a concession to operate and
maintain the Chicago Skyway.

In December 2007, the Virginia DOT closed on the Capital Beltways High Occupancy
Toll (HOT) Lanes Project, an innovative pricing solution to relieve congestion on one of
the most congested corridors in the country. For this project, approximately $409 million
from Federal-aid and State sources is being leveraged to attract approximately $1.3
billion of additional capital, including a $588 million loan from DOT’s Transportation
Infrastructure Financing and Innovation Act (TIFIA) program, DOT authorization for the
issuance of up to $800 million in private activity bonds to be repaid by the
concessionaire, and private equity contributions totaling $350 million from the
concessionaires.

A December 2007 study sponsored by Infrastructure Partnerships Australia and
conducted by Allen Consulting Group and the University of Melbourne found that “under
traditional 'design and construct' contract procurement systems, the cost of infrastructure
projects tends to blow out significantly, compared with PPPs. An analysis of 21 PPPs
and 33 traditional projects suggested that traditional projects generated cost overruns of
$672 million on a contracted cost budget of about $4.5 billion and were completed 24
percent later than promised on a value-weighted basis. On the other hand, PPPs were
found to be relatively neutral on both cost overruns and on-time delivery.

Since 2004, more PPPs for surface transportation facilities have been agreed to than
during any comparable period in U.S. history. These projects include long-term
concessions to operate and maintain existing toll facilities and long-term concessions to
design, build, finance, operate, and maintain new capacity or capital improvements.
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There are currently more than 20 major PPP projects at various stages of procurement in
the United States.

Congress and DOT have undertaken a number of initiatives to increase the role of
innovative financing in highway and transit projects, including establishing the Private
Activity Bond program for highways and freight facilities, the TIFIA program (which
was updated in 2005), Interstate Tolling programs, the SEP-15 program, and the Federal
Transit Administration’s Public-Private Partnership Pilot Program.

The National Surface Transportation Policy and Revenue Study Commission, which
recommended that Congress encourage the use of PPPs, received the following materials
on public-private partnerships and innovative financing to advance surface transportation
projects:

o Public-Private Partnerships Report lo Congress, December 2004,
U.S. Department of Transportation, Federal Highway Administration.

»  The Private Sector’s Growing Role in Highway Infrastructure, October 18, 2006,
presentation by Robert W. Poole, Jr., Director of Transportation Studies, The
Reason Foundation.

o Infrastructure Privatization: The Indiana Toll Road, October 19, 2006,
presentation by Charles E. Schalliol, Indiana Office of Management and Budget.

o Public-Private Partnerships: An Alternative Source of Capital, October 19, 2006,
presentation by Mark Florian, Managing Director, Municipal and Infrastructure
Finance Group, Goldman, Sachs & Co.

e How the Public Interest is Protected in the Skyway and Toll Road Transactions,
October 19, 2006, presentation by John Schmidt, Mayer, Brown, Rowe & Maw
LLP.

e Public-Private Partnerships: 4 Contractor’s Perspective, October 19, 2006,
presentation by Gerald S. Pfeffer, Vice President, Development, Kiewit
Corporation,

»  FEvaluation of Tax-Free Private Activity Bonds as a Transportation Financing
Mechanism, January 10, 2007, Briefing Paper.

e Assessment of International Experience in Transitioning to New Transporiation
Revenue Sources, January 10, 2007, Briefing Paper.

o Assessment of Polential Challenges in Phasing In of New Financing Mechanisms
Jfor Highways and Transit, January 10, 2007, Briefing Paper.

s Assessment of Potential Challenges in Phasing in of New Financing Mechanisms
Jor Passenger Rail, Freight Rail, Intermodal Facilities, and Other Modes, January
10, 2007, Briefing Paper.

o [dentification of Alternative Approaches for Phasing In of New Revenue Sources
at the Federal Level, January 10, 2007, Briefing Paper.

o Identification of Alternate Approaches for Phasing In of New Revenue Sources at
the State and Local Levels, January 10, 2007, Briefing Paper.

o Implications of Full Devolution of the Federal Program to State/Local
Government and the Private Sector, January 10, 2007, Briefing Paper.
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e Identification of Opportunities to Improve the Leveraging Potential of Federal
Transportation Funding, January 10, 2007, Briefing Paper.

o Commission Staff Report: Public Interest in Public-Private Partnerships, August
2,2007.

o Commission Staff Report: Key Terms of Chicago Skyway and Indiana Toll Road
Concession Agreements, August 2, 2007,

Question 2. Under this model, how would large, lower density states finance their
needs?

Response. Private sector participation is possible on projects where tolls do not cover all
costs and even on projects where there is no tolling. The private sector can compete on
the basis of the lowest level of subsidy they will accept to carry out the project. This
approach is widely used in Europe. In the United States, it is being used for the Missouri
Safe and Sound Bridge Improvement Project, where two shortlisted bidders are
competing largely on the basis of the lowest level of “availability payments” they will
accept to bring 802 of Missouri’s lowest rated bridges (many of them in rural areas) up to
satisfactory condition and keep them in that condition for 25 years.

o

A somewhat similar approach involves the use of *shadow tolls,” in which motorists do
not actually pay any tolls, but the highway authority pays “shadow tolls” to the private
sector partner for each vehicle that uses the highway. This means that the public
authority only pays for the facility to the extent that people actually use it. This shifts
some of the financial risk in building a highway from the public authority to the private
partner. It is also possible, of course, to use a combination of availability payments
(which do not vary with the level of usage) and shadow tolls (which do vary).

In addition, to the extent public-private partnerships and/or tolling are used to finance
transportation needs in congested urban areas it alleviates some of the demand that these
areas place on the transportation funding system, which could free up resources for
investment in lower density areas.

In lower density areas, where roads have a lower volume of traffic, the needs can also be
less than they are in heavily congested areas because the focus of investment is more on
operation and maintenance of existing assets rather than the addition of new capacity. In
these areas, it is not clear that direct charges could not be put in place to cover many of
the regular costs of operation and maintenance, even if the traffic wouldn’t support
significant investments in new capacity.

Question 3. The report and many in Congress would like to put some constraints on
public private partnerships? It is clear to me that you oppose this course of action. How
should the federal government act to ensure states are fully equipped to protect the
public interest?
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Response. The policy of the Federal Government has consistently been to encourage
States and local governments to develop flexible and innovative solutions to address
transportation funding shortfalls. Because the Federal Government’s role in
transportation infrastructure is largely one of funding, its role in PPPs has largely been to
encourage and facilitate innovation, not to regulate State and local programs.

To be sure, the Federal Government’s investment in highway and transit facilities entitles
it to regulate those facilities, but these regulations are limited to protecting the amount of
the Federal investment in the facilities and national interests in connectivity, accessibility,
and mobility. For example, if a highway that is the subject of a PPP is on the National
Highway System, the procuring agency and the private partner would still be required to
ensure that work on the facility meets the applicable standards specified in the relevant
Federal regulations for the National Highway System. In addition, to the extent Federal
funds are used for the project, Federal regulations would continue to apply, including
environmental, procurement, planning, Davis-Bacon, and Buy America regulations.
Commercial arrangements, however, which neither impact the Federal investment nor
implicate existing Federal law, are appropriately outside the scope of Federal regulation.

While there are risks in PPPs, including risks of monopoly pricing, corruption,
institutional inexperience, lack of sufficient competition, and others, these risks are
manageable and can be mitigated by creating well-balanced PPP programs, performing
rigorous due diligence before committing to projects, and carefully negotiating
concession agreements. We have encouraged public entities at the State and local level
that own and operate facilities for which PPPs are being considered to take a very close
look at each and every PPP to make sure that they are doing everything they can to
protect the public interest. Public entities responsible for these transactions should drive
a hard bargain and engage in tough negotiating.

Contractual requirements and market forces can actually hold a private concessionaire to
a greater level of accountability for the operation and maintenance of a facility than
would otherwise be obtained from public transportation authorities. For example, a
recent GAO report noted with respect to the Indiana Toll Road that “[alecording to a
Deputy Commissioner with the Indiana DOT, the standards [of the Indiana Toll Road
concession] actually hold the [concessionaire] to a higher level of performance than when
the state operated the highway, because the state did not have the funding to maintain the
Indiana Toll Road to its own standards.”' The report also indicated that in the case of the
Chicago Skyway concession, there is now greater accountability for the operation and
maintenance of the Skyway under the concession, which specified detailed operations
and maintenance standards based on industry best practices, than there had been under
public control, when there were no formal standards.

" Highway Public-Private Partnerships: More Rigorous Up~front Analysis Could Better Secure Potential
Benefits and Protect the Public Interest, United States Government Accountability Office (GAO-08-44),
February 2008, pp. 41-42.
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DOT believes that PPPs are integral to the long-term re-thinking of how the United States
provides highway and transit infrastructure. Unlike traditional approaches to funding and
procurement, which do little or nothing to address increasingly evident policy failures,
PPPs offer an innovative alternative that responds to the failures of the current system.
Addressing the following policy failures is at the heart of protecting the public interest.

¢ Chronic undercapitalization — Since PPPs are long-term investments, investors are
more likely than governments (which are subject to annual budgetary pressures) to
sufficiently capitalize a transportation asset up front in order to reduce operating and
maintenance costs over the life of the asset.

s Congestion/declining system reliability — Private operators have strong incentives to
reduce congestion since congestion reduces throughput which in turn can impair
revenue generation.

s Misallocation of investment resources — Private investment is research-based and
follows demand, not political influence.

¢ Accountability to the user — Private infrastructure providers typically provide higher
levels of customer service.

e Accountability to the taxpayer — Users pay directly for the benefits they receive and
subsidies are transparent and justified.

e Faster project delivery — Investors cannot afford to have capital tied up indefinitely so
construction and design delays are avoided.

o Need for system expansion and reconstruction — An increasing portion of State
transportation dollars support preservation and maintenance of the existing system,
leaving an unfilled gap in funds needed to expand or reconstruct capacity.

State and local authorities are enthusiastic about PPPs because they reduce costs,
accelerate project delivery, transfer project risks to the private sector (including design,
construction, financing, operation, and maintenance risks) and provide innovative and
high-quality projects. Projects that can’t be done using traditional approaches to funding
and procurement may be viable as PPPs.

Best practices will continue to be developed as more and more PPPs are procured and
State and local jurisdictions explore and implement innovative solutions that manage
risks. The Federal role should be to provide information on best practices but to continue
to encourage and facilitate innovation, not restrict it.
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Responses by Mary Peters to Additional Questions for Senator Voinovich

Question 1. Ms. Peters, in your testimony, you state that "it is not how much we pay for
infrastructure, but how we go about paying for it." You suggest refocusing our federal
transportation programs to deal with the nation's infrastructure problems. Since this will
be a dramatic change for the department and will take a lengthy period of time, what do
you suggest for the short term for dealing with the current funding crisis with the
Highway Trust Fund short fall?

Response. In the event that the Highway Account of the Highway Trust Fund (HTF) runs
out of cash, the budget proposes a short-term solution through a repayable advance from
the Mass Transit Account. If there were insufficient cash available in the Highway
Account to meet the needs of Highway Account agencies, the Department would request
a transfer of funds from the Mass Transit Account to the Highway Account if sufficient
funds were also available to also cover Mass Transit Account outlays. The Mass Transit
Account would be repaid by the Highway Account when sufficient funds become
available. The

transfer mechanism is intended to address only the projected FY 2009 cash shortfall; by
2010, the Congress is scheduled to reauthorize the surface transportation program. This
mechanism has a precedent in the repayable advances used during the early years of the
HTF. The Highway Revenue Act of 1956, the Act that created the HTF, authorized the

appropriation of repayable advances. The mechanism was used in 1960, 1961, and 1966
and each time the advance was repaid. In addition, going forward, the priorities of the
Federal government should be to establish the appropriate Federal role in transportation
funding, to determine what the Federal Government wants to invest in, and to then
develop the revenue mechanisms that best support the Federal role.

Question 2. The Minority Views of the Commission's report state that the report
recommends an "unnecessarily large Federal role” with infrastructure policy. How do
you balance this statement with increasingly tight state budgets and the recent economic
downturn? I know that my state and local governments cannot sustain a higher level of
capital investment for infrastructure,

Response. States and local governments are generally in the best positions to understand
the transportation needs of their citizens. The Federal role should focus on a limited
number of areas where State-level investments have interstate consequences that
otherwise might be underfunded or ignored.

It is clear that many States are currently facing severe budgetary pressures and increasing
costs. In this environment, it is understandable that States would look to outside sources
of revenues, particularly to the Federal Government. Federal revenues are often viewed
as a net addition to State wealth. It is important, however, to remember that funds in the
Highway Trust Fund come from various taxes imposed on users of the highway system.



23

These users are citizens of the same States that are seeking the funds (although the
donor/donee issue complicates this statement).

Increased Federal spending also encourages States to spend less. This trend was noted by
an August 2004 report from the Government Accountability Office (GAOQ), Federal Aid
Highways: Trends, Effect on State Spending, and Options for Future Program Design
(GAO-04-802). The GAO report noted that while “the Nation’s capital investment in its
highway system has doubled in the last 20 years, and during that time period as a whole,
state and local investment in highways outstripped federal investment in highways,”
nevertheless, “since the carly 1990s, state and local investment in highways has increased
at a slower rate than federal investment in highways.”

According to the GAQ report, from 1991 through 2002, State and local investment
increased by 23 percent while Federal investment increased by 47 percent. The GAO
report concluded that “federal-aid highway grants have influenced state and local
governments to substitute federal funds for state and local funds that otherwise would
have been spent on highways.” This substitution limits the effectiveness of Federal aid to
achieve important highway program goals, because increases in Federal aid do not
translate into increased overall highway capital investment.

It is my belief that States can successfully raise taxes or fees from their own citizens for
State transportation needs if they provide their citizens with well-justified projects and
needs. Typically, spending Federal funds can be held to lower standards of justification
and accountability because they can appear to State lawmakers and citizens as
“somebody else’s money™ (although they generally are not).

Moreover, States can draw upon new sources of funding, such as congestion prices and
other user fees, to fund transportation infrastructure. These new revenue sources have the
advantage of not only raising revenue, but improving operational performance at the
same time.

The selection of better projects, unencumbered by extensive Federal requirements, can
enable such projects to be developed more quickly and at lower costs and yield higher
benefits than would be the case with Federally-funded projects.

In summary, | believe that transportation money can be raised by States and local
governments for justified projects. and that a more focused Federal role would generally
(but not always) lead to better projects and lower costs.
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Senator BOXER. Thank you.

I am a little confused at how we are going to meet the needs by
being, you said, more efficient. What was your other priority—how
are we going to meet the needs being proactive? ReState what you
said your answer is.

Ms. PETERS. Madam Chairman, I believe the answer is, and I
can refer back to my notes and get it exactly.

Senator BOXER. Yes.

Ms. PETERS. But my answer is that we need to prioritize, provide
Federal leadership, prioritize what our responsibilities are on a
Federal level, and track and incentivize the use of other revenues
that can come to bear to meet transportation challenges through
public-private partnerships, through private sector investment, a
variety of tools where we can bring additional investment to bear.

Senator BOXER. Yes, now I see it here. You say, clear policies, ap-
propriate incentives, and allocating resources more efficiently are
more important than providing additional Federal funding. I just
have to say, if you knew a family and they were earning $10,000
a year and they came to you for advice and they said, you know,
we want to send Johnny to summer camp, because the teacher says
it would really help with his motor skills, small motor skills and
large motor skills, it is important to his health. Would you say, just
run your family more efficiently? Clearly, they can’t.

So I just think it is so much of a false—I know you believe what
you are saying—but it is a false expectation for the people to be-
lieve that we can meet our needs as a great and growing and
strong Nation. It is very disappointing to me. How we come up
with %225 billion a year by simply allocating our resources more ef-
ficiently, encouraging States to impose fees such as tolls and con-
gestion pricing, it is just not going to happen.

So we need to be a little bit more forthcoming with each other.
That is why I thought the Commission, and that Commission, with
Republicans and Democrats and Independents, and they came to-
gether and said, we need to have a new sources of funding based
on vehicle miles traveled.

Now, a lot of us had a problem with the way you figured that
out. But speaking for myself and Senator Inhofe, who will speak
more, I think, eloquently, we need to really try to come together
on this. And I find your testimony a tremendous let-down. I don’t
know how many other people on the Commission agreed with you.
Do you recall who said this is the answer?

Ms. PETERS. There were two others.

Senator BOXER. Out of how many?

Ms. PETERS. Twelve.

Senator BOXER. OK. So it is just very disappointing to me.

I need to ask you a question that had to do with the California
waiver. Because again, this is an area where I got no answers.
Now, we know that your Department worked to contact Governors
and Members of Congress to generate opposition to the California
waiver request. And I asked you to describe to me in writing how
that lobbying started, whether it was your idea alone, or whether
others were involved. Your entire response was to refer us to e-
mails that you had sent to Chairman Waxman. Well, we have re-
viewed all those e-mails, and clearly, the e-mails don’t answer the
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question of, what were the roles of the people in the White House,
the Vice President’s office, CEQ, EPA and others.

Now, I am not going to put you on the spot and ask you to an-
swer this right now, but I am going to ask you if you will please
go back and answer my questions rather than just say, it is in the
e-mails. That is just not the proper answer to give the Chairman
of this Committee. So I am going to ask if you would be willing to
go back and give me responsive, complete and truthful answers to
each of those questions within 2 weeks of today.

Ms. PETERS. Madam Chairman, I will be happy to respond to you
within 2 weeks.

Senator BOXER. Thank you. I really appreciate that.

Senator, I think we will do early bird for this round, and then
we will go—so it was Senator Isakson.

Senator ISAKSON. Thank you, Madam Chairman. Thank you, Sec-
retary Peters, for being here.

First of all, I will take a little liberty with my time and express
my appreciation to you. Delta Airlines, which is home-based in
Georgia, applied for a direct route to Shanghai. That route was ap-
proved, and after its approval we had some difficulties on securing
the proper landing and takeoff times, and your Department and
you personally interceded on our behalf. That wa successful, and I
want to thank you very much on their behalf for doing so. It is
great to have a Secretary that is proactive in that.

I know also that you are a former Arizona Department of Trans-
portation head, is that correct?

Ms. PETERS. Yes.

Senator ISAKSON. My State of Georgia just finished—everybody’s
doing joint transportation study committees, obviously, all over the
Country, because of the crisis we have. The Georgia legislature did
a joint study committee on transportation funding and issued their
final report, of which I have a copy. In that final report, the com-
mittee recommended the general assembly introduce a resolution
urging the U.S. Department of Transportation to dissolve or turn
back the Federal Highway and Transit program to the States by
allowing them to take over collection of the Federal fuel tax and
spend those revenues on transportation priorities of their choosing,
not the Federal Government’s. In other words, the Federal tax
would remain, but it would be collected at the pump by the State,
and the State would then prioritize the spending of money, and it
wouldn’t go to Washington, get recycled and sent back. We have
had lots of formula distribution arguments in the past over that.

What do you think about that idea?

Ms. PETERS. Senator, I think it is a good idea. And I do recognize
that there are some things that we need to take care of on a Fed-
eral basis. There are some things that are truly and uniquely in
the Federal interest. But I believe that a large part of the decisions
can and should be made by the States.

When the interState highway system was first being built, Sen-
ator, State departments of transportation were relatively inexperi-
enced and unsophisticated. So given what the Nation was under-
taking with the interState highway system, it was likely appro-
priate that the U.S. Government have a very large role in that.
That is not the case today. Having managed a DOT, I can support
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the sophistication with which they their work. I think that many
decisions can and should be made on a State level, not a Federal
level.

Senator ISAKSON. Well, on that point, and in your comments with
the Chairman a minute ago regarding seeking efficiencies and ac-
countability in our money first before hauling off and raising taxes,
this proposal provides in and of itself a number of efficiencies that
would increase the amount of money, I think, that would end up
going to paving surface transportation because of the streamlining
of the process. Would you agree with that?

Ms. PETERS. Senator, I would absolutely agree with that.

Senator ISAKSON. I thought it was a good—and I also agree that
there still remains a Federal role, but it is far different than it was
at the creation of the Eisenhower InterState System. In fact, many
people might be interested to find out that in the 1970’s, Federal
interState highway construction rolled from being pretty much
done by the Feds to where we put in a 90/10 match for State inno-
vation in the completion of the interState highway system, or in
some cases, the redoing of interchanges.

So we actually incentivized the States to do that on the inter-
State system as far back as the mid-1970’s. So I agree that it is
something we really ought to look at exploring, and I am glad you
agree with that.

The only other thing I will say is on the VMTSs, I would like to
hear your comments. I think Oregon is doing a demonstration
project. I heard the testimony and came to the testimony last week.
I would like your take on the VMTs.

Ms. PETERS. Senator, I think eventually paying directly for the
use of the transportation system based on the time of day we use
it, the weight of our vehicle, the number of occupants, a variety of
things, is within reach doing so. There are privacy concerns that
have to be dealt with, and I believe can be dealt with appro-
priately. I believe that is where we ultimately need to get. But the
transition period, as I mentioned earlier, is focusing the Federal
money only in the Federal interest, returning or letting States keep
the balance of that, supplementing that with private sector invest-
ment, and moving toward a longer-term vehicle mile system.

Senator ISAKSON. I am intrigued by it. I understand the privacy
concerns. I went through that when we did the tolling authority in
Georgia, when I was in the Georgia legislature. There was a real
concern over cameras taking pictures of the license plate going
through, and the Civil Liberties Union and a lot of people wanted
to make sure it wasn’t a government intrusion. But if we can deal
with those privacy issues responsibly, the way we are changing the
dynamics of surface travel with hybrid vehicles, with higher CAFE
standards, the old just cents per gallon mechanism just does not
work. We have to be willing to look at alternative fund-raising
mechanisms that reflect what is going to be the reality of the 21st
century.

Again, thank you for your help on the direct route to Shanghai,
and thank you for your service to the Country.

Ms. PETERS. Thank you, sir.

Senator BOXER. Senator Carper.

Senator CARPER. Thank you, Madam Chair.
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Secretary Peters, welcome. It is good to see you. Thank you for
joining us today.

Just a comment, if I could. Senator Voinovich and I spend a fair
amount of time working on infrastructure needs in our Country.
One of the pieces of legislation that we have collaborated on is one
that would seek to build on the Commission on which you have
been serving. I am one who believes we probably try to create too
many commissions in Federal Government, blue ribbon commis-
sions, than maybe we ought to. But every now and then they do
some good work. I believe the Commission that you served on, in
this instance, has done good work and we thank all of you for par-
ticipating.

Senator Voinovich and I authored legislation that has passed the
Senate and is pending in the House that would create an eight-
member blue ribbon commission, four appointed by Democrats, four
by Republicans, not to replicate the work that you have done with
respect to transportation, but to look to other parts of our infra-
structure, including wate