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MR, SCHENENDORF: Thank you all. W'd
like to wel cone you back to day two of this
hearing of the National Surface Transportation
Policy and Revenue Study Comm ssion.

Again | want to thank all of the host
organi zations and their staffs for having
sponsored this hearing in New York and thank
them yesterday for the tours they took us on
Everybody did a really fabul ous job. W very
much appreciate it.

I would Iike to single out two people for
speci al recognition and that's Ann Stubbs [ ph.]
with the Coalition of Northeastern Governors
and Chris Bernardy [ph.] with the Departnent of
Transportati on who handl ed nuch of the
| ogi stics and nmade this whole hearing run as
smoothly as it's gone so far.

Yesterday we heard from a number of
wi t nesses who called for a bold vision for the
federal surface transportation prograns, and
think that nmessage really resonated with a
nunber of the conmmissioners and it's sonething
that we will be really pursuing as we go

forward. Many of us have thought that that
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vision is really essential, as the vision of
the interstate was, for providing the politica
i npetus to cone up with the financing that will
be needed as we go forward.

Before turning to our first panel of
Wi t nesses, do any of the other conmi ssioners
want to have an openi ng statenent? Okay.

Qur first panel will consist of Steve
Massi e, who's CEO of Jack Massie Constructor
and Senior Vice President, Associated Genera
Contractors of Anerica; Mtthew Coogan, who is
the New Engl and Transportation Institute; Nei
Peder sen, Admi nistrator of Maryland State
Hi ghway Admi nistration; and Ken Andrews of the
Dow Cor porati on

We are asking our witnesses to keep their
comments to five mnutes so we have tine for
questions and answers. |f you go over a couple
of m nutes don't worry, nothing drastic is
goi ng to happen, and so we'll start with M.
Massi e.

MR. MASSI E: Good norning, thank you,

Vi ce Chai rman Schenendorf and ot her nmembers of

the commission for this opportunity.
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Today we are at a critical juncture. The
United States relies on its transportation
system nmore than ever. The buying power of our
trust fund dollars has been significantly
eroded by inflation, the Hi ghway Trust Fund is
in a precarious financial shape and just when
we need the support of the public for a mgjor
overhaul of this systemwe find the current
systemis failing the people that use it.
Pavenment conditions are deteriorating and the
conpl exity of projects continue to increase.

According to an FHWA survey the single
| ar gest source of notorist dissatisfaction is
traffic flow Absent real success in
addr essi ng congestion you significantly reduce
the respect that the public has for decisions
made by the federal governnent.

As you can see on the screen the C and P
report indicates the large suns needed to
mai ntai n and i nprove our transportation system
Unfortunately, AGC s econom sts believe this
is the best case scenario. AGC believes the C
and P report fails to recogni ze unstable

construction material prices.
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The cost of construction is unstable and
is increasing at a rate higher than inflation
The cunul ati ve change from Septenber of 2003 to
Sept enber 2006 was 35.9 percent; nearly
qguadrupl e the general rate of inflation over
the past three years.

A prudent escal ation factor for highway
construction inflation would be between ei ght
to 11 percent per year. Applying this inflater
to the current estimtes woul d produce the
following: Cost to maintain would increase by
$40 billion per year from73 to 113 billion.
Maxi mum econom ¢ i nvestnent woul d i ncrease by
nore than 30 billion per year from 119 to 149
billion per year.

Therefore, based on recent past history
construction material inflation has consuned
nmore than 30 cents of every dollar in just the
past four years and has beconme a fact of life
in our industry.

In addition, as the |abor market tightens
there is a growing threat of |abor cost
increases. |'ve seen this already in our area

and when | talk to other nenbers around the
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country they are already starting to see those
ef fects al so.

Together, all of these itens are
converging to increase the magnitude of the
chal l enge that faces this conmm ssion and the
country.

There are no easy answers. W have an
agi ng system It needs nmintenance,
reconstruction, expansion, and the construction
of conponents not contenplated in 1956. The
federal governnent should continue to have a
strong role in surface transportation to ensure
the efficient function of the system No
option should be left on the table. W need to
shore up the trust fund in the short term and,
ultimately, augnent the nmotor fuel tax in the
| ong-term

Thi s comm ssion should | ook to new ideas
to create a politician-friendly way to
adequately address the needs. One nethod that
wor ked for the base realignnent process and for
the postal rates increase is an independent
conmi ssion that makes recommendati ons based on

research. |If a nodel like this is applied to
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our road infrastructure they could adjust the
user fees associated with driving or identify
new options that nay be nore appropriate for
the nature of our transportation network.

Addi tionally, AGC believes, excuse nme --
additionally AGC believes Congress should
encourage states to increase and guarantee
their funding levels. States should be allowed
and encouraged to purchase and preserve as much
future right-of-way as possible. This wll
accomodat e the anticipated |ong-term
transportation growmh. Based on the grow ng
need and shrinking resources to address them
if the comm ssion does not recomrend increased
funding, it nust recomend limting federal aid
eligibility to only key elenents of the federa
system

No matter what netric is used the needs
are growi ng. Absent bold | eadership
satisfaction with the systemw |l continue to
decrease and the government's credibility to
deal with this basic responsibility wll
di sappear.

The Clay Conmission reported in 1955 that
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the existing systemis inadequate for both
current and future needs. W are at that point
again, nowis the tine to act. This com ssion
must chart a bold strategy for the future. AGC
testified before the Clay Conmm ssion in Cctober
of 1954 and we are honored to be here again

t oday before, what we expect to be, an equally
vi sionary conmm ssion. Thank you.

MR, SCHENENDORF: Thank you.

M. Coogan.

MR, COOGAN: Thank you, M. Chairman. |
have the pl easure of speaking to you on the
subj ect of rural and mcropolitan areas, and
"Il learn how to pronounce both, | pronise
you.

I have the pleasure of serving as the
director of a research organization that is
starting a three-year programto explore
el ements concerning rural transportation in
these areas. The three elenents are rura
mobility, rural safety, and issues of
connectivity in the systemfor its residents.

In the interest of tinme I'mgoing to junp

directly to rural nmobility and if we want to
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chat about the others we can do it at the later
tinme.

My background is in -- was originally in
urban and netropolitan transportation planning.
And in traditional transportation planning we
have sone wel| established rules. Congestion
is bad and very often investnent in additiona
capacity is an inportant part of a strategy to
deal with that. W have good ways to neasure
congesti on and anybody knows the difference
bet ween | evel of service C and | evel of service
F

But when we shift the subject to the
eval uation of transportation in rural areas, we
have a big problem The problemis that the
nmeasures of performance in the nmetropolitan
areas may sinply not be the right neasures to
apply in the rural areas.

In many cases we are asking the wong
guestions and as a result, in nany cases, we're
not asking questions at all

For much of Anerica the failure of the
transportation systemis not so nmuch about

congestion as it is about isolation, and there
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may be sone mmj or funding inplications
descri bing the phenonenon we're about to talk
about .

In many ways isolation is the opposite of
nmobility. |Isolation results frommny factors.
| sol ati on occurs when the |ocal store closes
down because of the opening of a regional store
15 miles away. Isolation occurs when the |oca
doctor gets replaced by a regional nedica
center, maybe 30 nmiles away.

In many cases, the support function of
the small New Engl and town has sinply
di sappeared and, as a result, basic urban --
basic rural trips are longer than they used to
be.

Now, the comm ssion has asked nme to
provi de a northeast point of view and what |'m
going to say nmay not be true of Montana or
Woming but it is true of Maine, New Hanpshire
and Vernont. And that is, we are sitting on a
denogr aphic tinme bomnb.

In our rural areas we are experiencing
two denographi c changes at once. |n nany

pl aces our young people are leaving to find
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wor k el sewhere. And many of the same areas are
attracting ex-urban fol ks who already lived in
the urban areas and are fleeing therefrom So
on the one hand our popul ation is aging
naturally, and in addition, we see the exodus
of the younger people and the influx of the

ol der people.

VWhen you are 40 and when you are 50 the
probl em of isolation is solved by a few nore
dollars at the gas punp and a few nore hours at
the wheel. When you are 75 there nmay soon cone
a time when you cannot, or just should not,
drive at all.

Now, within the nmmjor urban areas |ike
the Bay area, the infrastructure to deal with
this has been put in place over decades and
decades. Systens for transit and para-transit
and community based services are already there.
The van owned by the church-based hospital may
have to pick up a few nore people on a route it
al ready covers but this is increnental and it
can be dealt with increnentally.

By contrast the rural institutions needed

to deal with the change in the baby-booner
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generation either do not exist or sinply not
scal ed for the challenge that is coning.

M 1llions of rural Americans are isolated
from services that you and |I take for granted.
Over the next 20 years the nunber of rura
Aner i cans who beconme nore functionally isol ated
will be akin to a tidal wave on our nationa
psyche.

On a recent survey in New Hanpshire of
all age groups, fully ten percent of the people
responded they were worried about their ability
to continue driving in the next few years, and
a sonewhat startling al nost seven percent said
that they had mi ssed or chosen not even to
schedul e a nedi cal appoi nt nent because they did
not know that they could get a ride.

In conclusion, | am arguing that we nust
approach the issue of rural isolation first as
a policy issue, sonething we need to
understand. Then, with a better understandi ng
of what the problemis, we can figure out if
the need is for nore capacity or perhaps for a
total redefinition of how we help people to

attain nobility under conditions of sudden,
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rapi d, denographi c change.

One thing is certain: the problemwll
appear on the rural frontier first.

Thank you, M. Chairman.

MR, SCHENENDORF: Thank you. M.
Peder sen.

MR. PEDERSEN:. Thank you, M. Chairman,
Conmmi ssi oner s.

Just as background, | amthe

adm ni strator of the Maryland State H ghway

Admi nistration. |'ve been in that position for
four years. |'ve worked with agencies for 24
years. | also chair the I-95 Corridor

Coalition, which is a coalition of all the
states along the eastern seaboard, District of
Col unmbi a and two Canadi an provi dences, | ooking
at issues of joint interest particularly from
an operational perspective. | also chaired one
of the policy communities in the interstates,
so my perspective really cones fromall three
of those positions.

| grew up in Massachusetts and have |ived
in Maryland for the last 30 years and conmmute

quite frequently between the two, so I'ma
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frequent user of the transportation systemin
this corridor.

| want to talk about an issue that |
don't believe really has been focused on thus
far in our discussion with the conm ssion and
that is system preservation and asset
managenent .

We have an aging infrastructure in the
country but particularly in the northeast.

Much of it has been constructed in the [ast 50
years although particularly in the northeast
much of it is even older than that.

We are starting to realize in Maryl and
and as we started to look at this particularly
t hrough the AASHTO comittee that we are really
facing an inpending crisis when we start
| ooki ng out, -- the 50, over the next 50 years
interms of the degree to which we really are
going to need to invest nuch nore significantly
in system preservation than we have in the past
50 years or than is called for in the condition
in the performance report.

In Maryland as well as in sone other

states we are taking an asset managenent
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approach, recognizing that we need to
understand the seriousness of the need, what is
the nost intelligent way of trying to invest in
system preservation, and sonething that froma
policy perspective |I would argue ought to be
done at the national level as well. | also do
serve as the vice chair to AASHTO asset
management subcomittee as wel |

One of the issues we are facing in
Maryl and as wel | as throughout the northeast is
some of the system preservation issues are very
costly facilities that are going to cost a
great deal to reconstruct or to repl ace.

In nmy paper | talk about the Wbodrow
W | son Bridge and | can get into nore details
later on that. But these are replacenents that
-- or facilities that end up benefiting nmany
states but the cost ends up accruing to the
state in which it is located and costs that the
state in which it is located often cannot
handl e.

Second issue | want to address is the
need to address nmmj or hi ghway bottl enecks and

rail choke points.
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In the 1-95 Corridor Coalition we have
done a nunber of studies associated with
bottl enecks and choke points. Looking at what
the econonic effects are, |ooking what the
needs are in terns of addressing this, and the
basic efficiency of the system particularly as
it isrelated to economc efficiency, is very
much tied to our needing to address these
bottl enecks. And again, in many instances
these bottl enecks end up affecting interstate
commerce. End up -- the benefits of addressing
them end up accruing to many different states
but cost ends up accruing to the state in which
it is located. And because, in nmany instances,
there are very high cost issues they end up not
bei ng addressed because the state by itself
cannot be addressing them

I remind nyself every once in a while in
terms of the Constitution, one of the basic
responsi bilities of thorough governnment is
interstate conmrerce and we need to be
remenberi ng that as we address the bottl enecks.

In the paper | did provide you with

exanpl es of the Whodrow Wl son Bridge facility
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that, fromboth the bottle neck standpoint and
system preservation standpoint, was reaching
failure. It could have ended up creating a
maj or, major economc inpact if we'd had to
post it for trucks which our engineers were
suggesting would be the case within ten years
if we did not fund it. It ended up being
bai |l ed out by Congress but that's a sonewhat
uni que circunstance and the facility was owned
by the federal governnent. That's not the case
i n many other instances.

| also cited the Baltinore rail tunnels
whi ch were addressed as part of a broader study
on bottl eneck and choke points in the rai
systemwithin the mid Atlantic region
Signi ficant needs, again, that accrue -- the
benefits accrue all up and down the east coast
and, in fact, the entire nation; sonething we
need to be | ooking at.

So we need to be thinking about financing
i ssues associ ated with nega projects both from
a system preservati on standpoint and froma
bottl e neck standpoint.

SAFETEA-LU s programto fund projects of
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1 nati onal regional significance, |I think was a
2 start. The intent was right; it was severely
3 under funded and, unfortunately, because al

4 t he noney was earmarked in many instances to

5 projects that really had nore | ocal benefits,
6 nati onal and regional benefits, it ended up

7 failing us.

8 The final role that | played was as chair
9 of AASHTO s policy regarding the future of the
10 interstate system and again, | have |laid out
11 sone of the issues associated with the AASHTO
12 policy that was just passed. Froma system
13 preservation standpoint there are nmajor needs.
14 The conditions and performance report does not
15 adequately address those from ny perspective,
16 particularly for interchanges, for replacenents
17 of facilities, need for ITS technol ogi es and
18 the need to be an expandi ng system

19 Looki ng out 50 years, based on surveys
20 that we have done in the states, we believe

21 that we could be |ooking at needing to add

22 10,000 new miles in new |l ocations, upgrading
23 20,000 niles of NHS groups and adding | ane

24 mles to 20,000 miles of existing systens.
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I want to also junp on the bandwagon and
endorse a national vision. That nationa
vision really needs to focus on the role of
freight, fromny perspective, and |ong distance
travel. The vision needs to recognize
tremendous costs associated with these nega
projects. There needs to be a very strong
nati onal role.

We in 1-95 Corridor Coalition have
addressed this issue, |arger projects that
benefit many states. There are sone thoughts
we have in terns of approaches that | can talk
about nore during the question and answer
peri od.

And |I'malso going to junp on the
bandwagon that we heard yesterday about the
need for trying to support nmulti state
coalitions simlar to the Interstate 95
Coalition. Thank you very much.

MR. SCHENENDORF: Thank you.

M. Andrews.

MR. ANDREWS: Thank you, M. Chairman. |
greatly appreciate the opportunity to address

the commi ssion and present a shipper's
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1 perspective on the nation's transportation

2 needs and i ssues.

3 A national transportation infrastructure
4 is the life blood of the American economy and
5 is critical to manufacturing conpetitiveness in
6 the United States. Qur transportation system
7 is facing unprecedented chall enges. The

8 mobility we enjoy as individuals today, plus
9 the availability and tinely novenent of goods
10 and services we take for granted, is under

11 t hreat.

12 There is fundanentally a grow ng

13 i mbal ance of transportati on demand versus

14 avail abl e supply. W are facing increasing
15 transportation capacity constraints and

16 i nsufficient investnent in replacenent and

17 expanded infrastructure to neet future needs.
18 Fuel ed by a buoyant econony and an

19 i ncreasi ng popul ati on, demand for

20 transportation services is growi ng rapidly.

21 Demand m x patterns are also shifting. For
22 exanpl e witness the significantly grow ng

23 i nternodal traffic vol une.

24 There are inadequate nechani sms and
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sources of finance today to fund necessary
i nfrastructure and nai nt enance and expansi on on
a large scale across all regions.

We also lack an integrated holistic
freight policy and strategy to address our
critical infrastructure needs. Wthout the
transportation infrastructure our
transportation partners, Dow Chem cal, a $46
billion conpany enpl oyi ng 42,000 people, sinply
woul d not exist in the United States. W are
dependent on this infrastructure for raw
mat erials coming into our plants and for our
products going out to our customers in al
parts of the world.

We currently spend over $2 billion a year
on freight globally. So why is safe and
secure, reliable and cost-conpetitive
transportation of the products that we and our
i ndustry use so inportant to our custoners and
all Anericans? Over 95 percent of things that
touch our lives every day; froma gl ass of
water to a tube of tooth paste, to the clothes
we wear, the food we eat, the conputers and

t el ephones we work with, the cars we drive, the
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airplanes we fly in, the nedicines we take, the
houses we live in, the energency services we
call and the hospitals we visit in tinmes of
need, all of these things are made possible by
the science of chenm stry and the products that
derive from my conpany and our industry.

The Departnent of Honel and Security has
desi gnated both nmy industry and the
transportation industry as critica
infrastructure. W therefore have a shared
responsibility with the public sector to ensure
there is a fair conmerce system and a nationa
i nvestment policy and strategy for
transportation infrastructure that keeps
Anmerica a secure and conpetitive place to
manuf acture products, deliver services and to
work and live.

In so doing we believe we have an
out standi ng opportunity to positively inpact
| ong-term Aneri can conpetitiveness and
sustainability, allow ng both shippers and
carriers to grow and prosper now and in the
future while contributing to a better Anerica.

In 2003, the President's Nationa
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1 Strategy for the Physical Protection of

2 Critical Infrastructure and Key Assets

3 contai ned these words: When we flip a switch
4 we expect light; when we pick up a phone we

5 expect a dial tone; when we turn a tap we

6 expect drinkabl e water

7 Electricity, clean water and

8 tel ecomruni cations are only a few of the

9 critical infrastructure services that we tend
10 to take for granted. They've beconme so basic
11 in our daily lives that we notice themonly

12 when, for some reason, service is disrupted.

13 VWhen di sruption does occur we expect reasonable
14 expl anations and speedy restoration of service.
15 Al bert Einstein once said reality is

16 merely an illusion, albeit a very persistent

17 one. Unfortunately the illusion that there are
18 si npl e and speedy restoration of service

19 options to our mmjor transportation
20 infrastructure and capacity issues is not rea
21 reality.
22 So what needs to be done? We propose
23 engagi ng [uncl ear] [thought readers] from

24 across the board to develop a conpelling vision
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1 of what our next generation transportation

2 infrastructure should | ook |ike, based on a

3 nodel that anal yzes trade flows, demand

4 patterns and infrastructure capacity options.

5 Through this effort we can develop a clear

6 strategy and investnent plan to realize it in a
7 timely manner

8 Let's take solutions, not problens to

9 Capitol HilIl. Let's favor market sol utions

10 versus government intervention wherever

11 possible, and let's nmake public policy

12 proposals that will materially build a better
13 transportation infrastructure.

14 Why should we bring nmultiple industries
15 and public sector together to participate in a
16 nati onal debate on transportation

17 infrastructure? | believe there are severa

18 i nportant reasons.

19 We all participate in this great econony.
20 We all depend on our transportation

21 infrastructure to enabl e our business success
22 and quality of life. W all have much to offer
23 and between us we bring the know edge of the

24 products and services that nove through our
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transportation network as well as the network
itself and political and | egislative framework
in which we live and work. Let's harness that
col l ective know edge.

In closing, our transportation
infrastructure can either enable conpetitive
conmerce or stifle it. Let's focus on
enablement. It was a tenaci ous pioneering
spirit that built the United States into the
econoni ¢ powerhouse that it is today. Let's
rekindl e that sanme spirit and | eadership to
create the next generation transportation
infrastructure that will help assure Anerican
conpetitiveness and sustainability through the
21st century and well beyond. Thank you.

MR. SCHENENDORF: Thank you. Wth that
we'll start the questioning. 1'd like to --
we're very fortunate on the conm ssion to have
an actual secretary of transportation fromthe
great state of Wsconsin, and we'll start with
Conmi ssi oner Busal acchi

MR. BUSALACCHI : Thank you, M. Chairman.

Neil, mai ntenance, it's not a real sexy

subj ect, as you know, but it's one of ny
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favorite topics because, obviously, it's what's
goi ng on around the country right now,
construction costs, as M. Massie [inaudible].

Is it your view, and | guess the other
panelists can junp in here, | nean, do you fee
that the federal role should be |less, the
federal role should, you know, be what it is or
the federal role should be nore?

And the reason | say this, obviously, is
because you tal k about the Wodrow W I son
Bri dge and, of course, all the states, we're
all running into these infrastructure issues
with these roads that have been put down for so
many years and now what we're facing is that
because of construction costs they're all nega
projects now. And so should the federal role
be where it's at; it should be less? | nean
there's talk federal governnment thinks that
maybe they're doing too nmuch. What's your
feeling as a state?

MR. PEDERSEN: | think first we need to
t hi nk about the broader federal role in terns
of what systemit is -- the systemthat the

federal governnent should be focusing on. And



0027

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

it really should be a systemthat primarily is
serving |longer distance interstate travel, at

| east on the highway side. On the transit side
we probably argue differently and al so on the
rail side. W then need to |ook at what is the
cost of failure if we don't maintain that
system from a federal interest perspective.

Just two days ago since | prepared ny
remar ks, the CSX bridge across the [unclear]
river, which is the main line for the entire
Interstate 95 Corridor was shut down for a
nont h because of nmintenance reasons. The
entire rail network, CSX rail network, for the
east coast now has to be routed through
Cincinnati as a result. That is an issue of
national interest. That is a maintenance issue
on the rail side as an exanple.

Wbodrow W1l son Bridge in 19 -- in 1995,
our bridge engineers were saying if we did not
have it replaced by 2004 they could not assure
us that we wouldn't have to be posting the
bri dge for trucks.

Can you imagine if we had to post in the

m ddl e of the 1-95 corridor the bridge, the key
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bri dge that has been carrying traffic. 22,000
trucks a day cross that; over 50 percent of

whi ch do not have either an origin or a
destinati on anywhere in the

Bal ti nor e/ Washi ngt on netropolitan area.

That is a federal interest, and the
federal governnent has not just a
responsibility, but I think if we |ook at the
cost of failure, it is going to be a disaster
froma federal perspective if the federa
governnment is not adequately investing in
mai nt enance for those facilities of a nationa
i nterest.

MR. BUSALACCHI: Steve, you got anything
to say about that?

MR. MASSIE: To add to it? No, sir
You're not allow ng -- being the contractor
goes out and does the work. W are doing nore
and nore of the maintenance. W are doing nore
and nore of the upgrading of the systemto
wi den and increase the shoul ders, increase
safety factors in the roadways. And when you
do that you go about renew ng the pavenents

that are there and upgrading themto the
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current standards versus what they were on and
it's -- nmore and nore noney is being tied to
t he mai ntenance side of the program in fact.

MR. BUSALACCHI: Do you feel, Steve, that
there should be a I esser role for the federa
governnment or should the federal governnent
step up and do the right thing? | nean --

MR. MASSIE: | don't see the federal role
decreasing on anything in the transportation
field. |If anything it's going to increase,
anywhere in there.

MR. BUSALACCHI :  Anybody el se?

MR. COOGAN:. I'Il try. | have been asked
to give a rural perspective and that's what
I"lI'l try to do. | would just like to make a
comment that when you're in the business of
expl ai ning the expenditure of dollars to
citizens, it is often very difficult to say,
well, that interstate up there is getting
rebuilt so that rocks may be 100 feet and trees
100 feet fromthe right-of-way are taken away
to change the | andscapi ng, and the |ocal bridge
that | use to get to ny town center is

dangerous. You respond, the way you have to
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respond. Oh, there are different funding
systens; you have a dunmb question. To nany
citizens that's the wong answer.

I would very briefly state that states
are probably in a better position to nake
judgments about the allocation of these
dol l ars, sonme of these dollars, not all of
them over these various systenms than are the
feds. But | know that's controversial. But
when we're in the business of explaining to
sonmebody that their county bridge can't get
fi xed because noney is being spent on sonething
el se, on a different system | understand it's
a bookkeeping reality but it's hard to explain.

MR. SCHENENDORF:  Conmi ssi oner MArdl e.

MR. McARDLE: You've all raised sone
i nteresting questions for us this norning, and
you've laid out for us, kind of an affirmation
of the need for a vision, and | was struck in
M. Andrews'S statenent by the |ast paragraph
on the second page because it is very much the
di al ogue that the conm ssioners have had in our
nmeetings. You know, the need for a vision

focus on the flows, focus on the growth, what
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you need to do.

But there are so nmany different, you
know, aspects to this that are affected by the
financi ng, as Mat Coogan suggested in the
| ocation of responsibility and the like. The
CSX bridge that's out for a nonth, which forces
flows to Cincinnati, is clearly going to have
two i mpacts, one of which is on the shippers,
because if the shippers have been using that
railroad with an expectation of reliability and
timeliness, they're not going to have that.

And if they've been using it as it's been
suggested to us, it's kind of a rolling

i nventory system suddenly that gets totally

di sl ocated, so they have a different cost and
timely structure as they wait for whatever it
is that's nmoving. But equally, that shipper is
not going to wait and not produce anything.
They're going to ship to a truck flow that

i mpacts 81 and everything else, that's the

wor karound. But yet this is, in fact, a bridge
owned by a private sector operator

How do we, in fact, balance the interests

and | eave the railroad free as it would want to
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be free, to, in fact, operate freely but yet
ensure that that maintenance |evel is achieved?
Get sone kind of bonus points for it and the
like, so that the shippers are not affected,
and everyone el se who's using the traffic
everywhere el se.

It just seems to ne we need to create a
structure that does not now exist to integrate
the interest above the private sector,
operators, you know, shippers and the |like, as
wel |l as the public sector without kind of
constraining either.

MR. PEDERSEN: | think we're getting
better and better as tine goes by in our
anal ytical capabilities, a better understanding
of beneficiaries, different issues associated
with the transportati on system whether it be
i nvestments or whether it be failures in the
system

The 1-95 Corridor Coalition did really
ground breaking work in Md-Atlantic Rai
Operations Study and simlar studies are being
done in the northeast and southeast now as

wel | . It identified six billion dollars' worth
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of inprovenents that needed to be addressed,
primarily choke points in the rail systemin
the Md-Atlantic States.

It also did an anal ysis of the
beneficiaries of those investments and
estimated just within the Md-Atlantic States
12 billion dollars' worth of benefits. That's
not to speak of the benefits south and north of
the Md-Atlantic States as well.

Interestingly, if you look at the
beneficiaries or the benefits, the mpjority of
the benefits are actually to users of the
hi ghway system So that would argue that if
we' re thinking about investnents that will
benefit the highway system we have to be
t hi nki ng about nore than just the highway
systemitself.

Utimtely, to address your issue, how do
we try to allocate funding that would go to a
rail systemand is privately owned we
ultimately have to do it based upon thinking
about who is benefiting as a result of it and
al l ocating fundi ng based upon benefits that

woul d be accruing that are national benefits,
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not just local benefits or benefits to a single

conpany.
MR. McARDLE: | have a second question if
I could. A simlar kind of -- what | think is

probably a funding discontinuity for M. Coogan
because your issue of rural isolation sounds
very much |ike what we heard yesterday
afternoon fromthe gentleman that runs the
Greater Bridgeport Transportation Authority
speaki ng about |ow income isolation. That in
fact people are isolated, unable to get to the
things, particularly jobs and the Ilike.

And it occurs to me, based on a little
experience |I've had that this issue is little
different than in rural Anerica as it is in the
west of Ireland where they have exactly the
same phenonena of rural isolation and comunity
isolation. And it has becone a safety issue as
wel |, both to the individual and others, and
the like. And one of the proposals that is --

MR. COOGAN: And a health issue in
addi ti on.

MR. McARDLE: Yes, but one of the issues

that suddenly is cropping up in Ireland, and
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it's not sonething | heard about but suddenly
t hought, hey, why not? People are saying hey,
you' ve got all of the school buses that only
run twice a day and they're sitting there
unused for the balance of the tine. Different
funding screen; different set of people
operating. Wiy can't they be integrated to be
the off peak -- | would never put people in
there with the school children -- to be used as
a comunity resource? To, in fact, do exactly
for everyone el se what they do for children
every norni ng.

MR. COOGAN: Let ne give you two answers.
The first answer and yes, | did hear that
testimony yesterday, and | had a sinmlar
t hought except for one difference. The
di fference between the northeast kingdom of
Vernont and the Bridgeport Transit Agency is
that there's a Bridgeport Transit Agency, and
that's a very big difference

VWhat |'ve said in my coments is that
increnmentally as this baby boom phenonena of
agi ng and poverty, | understand that, as it

absol utely conmes, there's no question that the
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denogr aphi c change is going to come, the areas
like the MIC area are ready for it. They have
been building up their mechanisnms and their
systems the para-transit, comunity based
transit, and they are ready to deal with the
denogr aphi ¢ phenonmena that are going to cone.

In the northeastern kingdom of Vernont,
there are no agencies set up to do that. And
so for the second part of your question,
woul d I'ike to take your vision even further and
say not only there are yell ow school buses
whi ch are underutilized, there are |Iots and
lots and lots of vehicles that are
underutilized.

You can al nost conceptualize the problem
have lots and lots of institutions froma
transit agency to a -- to a cab conpany, to
t hose school buses, to a para-transit, to the
dom nant form of medical support in the United
States, which is your cousin Harry or your
brother-in-law or your sister-in-law or
sonmebody. All of these are sources of
transportation services to a hospital. And

there are mllions of people who need to get to
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the hospitals. Soneone has to bring them
t oget her.

MR. McARDLE: Institutional problem--

MR. SCHENENDORF: M. Busal acchi, do you
have anot her question?

MR. BUSALACCHI: Yes, | wanted to ask
St eve.

In your presentation you tal ked about the
commi ssion may be maki ng a recommendati on on a
conmmi ssion. An entity that would -- and
think the direction we're headed is taking this
out of the political arena and put it in the
hands of a group. Wy don't you just kind of
talk about that a little bit? G ve us your
idea. It's an interesting idea. | just want
to get nore of it out.

MR. MASSIE: Personally, after going
t hrough about three different or four different
reaut hori zati ons now, and testifying before
Congress three different tinmes, | personally am
alittle taken back by the process and the need
is there but it does get involved into the
politics of the situation. And the

infrastructure in our country -- everything we



0038

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

have i s based on getting goods and people from
point A to point B.

You know at one tinme | testified before a
sub conmittee and they were tal ki ng about just
shut -- allowing the programjust to shut down
so that they could do the job they were
required to do. And didn't happen, okay, but
that was -- it was a statenent that was nade.

So what do we need to do to conme up with
a way to renove this process fromthe politica
arena? What we'd really like to have is just
the infrastructures of capital inprovenment
program that cones off the unified budget and
is just sitting out there as its own capita
expenditure, but that's not going to happen
ei t her.

So this is -- is -- the commission is a
way to renove the politics fromit as nmuch as
possi bl e, and you have -- the politicians can
get this recommendation from an i ndependent
board. It has been studied, it has been | ooked
at; this is their recomendati on on what should
happen. And then there is a vote either up or

down, period. No in between. |It's just they
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1 approve it or they don't approve it; nuch like
2 t he BRAC.

3 Where | conme fromin WIIiansburg

4 Virginia, BRACis a big deal because we're

5 surrounded by every branch of the service and
6 we were hit by that this last tinme and we'l

7 accommpdat e what the deci sion was.

8 But it's a way to renove politics and

9 you've got to get it out from under the

10 politics of the situation to where the needs
11 can truly be addressed and you can | ook at

12 transportation for what it is and that's the
13 back bone of the econonmy of this country. It's
14 a means.

15 MR. SCHENENDORF: Commi ssi oner Hemi nger
16 MR. HEM NGER: Thank you. Good norning
17 to the panel. You know just -- | think about
18 every witness we've heard from has responded
19 positively to the question should the federa
20 role be greater, and I1'd like to sort of test
21 the limts of that a little bit, mybe with
22 you, M. Pedersen. It's a subject we talked
23 about before.

24 On the issue of mmintenance, as an
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1 exanple, | recall it was Senator Myni han,

2 bel i eve, who said the interstate was not a

3 federal program it was a federal expense.

4 Meani ng the states were largely in charge of

5 the routing and the big decisions and Uncle Sam

6 just paid the bill. Wuld you support a

7 requi renent that said -- if we could agree on

8 some rational system of routes, you know,

9 hi ghways, transit routes, et cetera, that there
10 was a federal interest -- would you support a
11 requi renent that said the states nmay not spend
12 any funds on expansion until those routes are
13 adequat el y mai nt ai ned?

14 MR, PEDERSEN: | need to caveat ny

15 response by saying that | speak personally as
16 opposed to any of the agencies.

17 MR. SCHENENDORF: W' ve al ready heard

18 AASHTO s response.

19 MR, PEDERSEN: No, | think, Mel, your

20 [uncl ear] perspective may be closer to ny

21 personal perspective than AASHTO s perspective.
22 We do have, within Maryland, a, really a
23 system preservation is first priority; safety

24 is first priority, system preservation second
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and expansion third, and until we are satisfied
that we have adequately funded system
preservation we don't tal k about expansion

proj ects.

We are still learning a | ot about how to
do asset nmmnagenment for assets other than
pavenents and bridges. | think pavenents and
bri dges we do a fairly decent job. But we have
a lot of other assets that we still have a | ot
to | earn about preserving adequately,
especi ally drai nage systens in a state that has
Chesapeake Bay, that ends up being a very, very
significant issue.

To say that you can't spend any noney on
any expansion until you have nmet a certain
standard of maintenance, | think may be going a
little bit too far. To require that you have
to do an asset managenent anal ysis of what your
needs are, and what approaches shoul d be taken
in order to assure that you are nobst wi sely
i nvesting your system preservation noney from
the long-terminvestnment standpoint. | would
argue it should be federal policy.

It has beconme policy for us, and | can
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tell you for sone of our assets, particularly
pavenents and bridges, |I'mconvinced that we
are saving tens of millions of dollars each
year just as a result of taking an asset
managenment approach rather than a worst first
fix-it approach

It's tricky, though, in terns of what
ends up being the nost significant needs within
a state. It was very interesting chairing the
policy comrittee that | did for AASHTO on the
interstate and having |owa and Sout h Dakota on
the sanme committee with Arizona and Georgi a,
and hearing their difference in perspective in
terms of what their needs were and where, from
a policy perspective, it was nost inmportant for
themto be investing their noney.

And in a state that is growing as fast as
Ari zona, system preservation investnments are
going to have a different priority than in a
system |i ke South Dakota or |Iowa where it's not
growi ng nearly as fast. But they have sone
very large, very expensive system preservation
needs loomng in the future that they have to

make sure are getting adequately addressed
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where there's going to be a huge inplication on
the national econony.

I do think, froma federal perspective,
we should be requiring states to be | ooking at
how nmuch | onger termthe typical assets
managenment is looking out in terns of what is
looming in front of us in ternms of investnents
that we need to be maki ng and doi ng adequate
pl anni ng on.

We have just started to understand what
the asset nmanagenent requirenments over the next
20 years are going to be for capital beltway.
We have 42 niles in the State of Maryland on
the capital beltway.

Not taking maintenance and traffic costs
into account we're facing a billion dollars
worth of system preservation investnents we
need to make just in the next 20 years. That's
not even | ooking out 50 years. That's just 20
years on that 42 mle stretch

How we are going to fund that, | don't
know at this point. | nean ["'mtrying to put
that out in front of our policymkers as

somet hi ng we have to be thinking about and
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that's just one facility. That type of issue,

I think, is going to be facing the interstate
systemwithin the netropolitan areas all across
the country and as a nation, as a profession

we are not spending enough tinme thinking about
t hat .

MR. SCHENENDORF: Could | just ask one
gquestion on that? 1Is the billion dollars that
you just tal ked about; does that show up in the
needs report that DOT does or is it different
from what would be in there?

MR. PEDERSEN: No, and there's sone
qguestion right now how much the conditions in
[uncl ear] report is under-forecasting these
| ong-term system preservations. One thing
think everyone is convinced of is it's
seriously under predicting anything that's
needed to do associated with interchanges but
it's basically based on what the current trends
are in ternms of rehabilitation versus
reconstruction versus repl acement.

As bridges and pavenent structures start
to reach the critical 70 to 80 years of life,

we're going to be | ooking at a much | arger
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proportion of the system having to be replaced
rather than just rehabilitated. And | am
convinced that it is going to be rmuch, much

hi gher proportions of investnent that actually
have to go into either replacenent or nmjor
reconstruction.

I'"malso on AASHTO s standing comittee
on research and we have just allocated sone
money to try to |l ook at the nethodol ogi ca
i ssues associated with that variation because
we' re very concerned about the degree to which
we think conditions and performance is under
forecast.

MR. SCHENENDORF: You know, | am
synpathetic to this challenge that a | ot of
pl aces face. | nmean ny own region has, you
know, aging pains and growi ng pains at the same
time.

But we tal k about the next vision we
need. | think we've got a pretty serious
obligation to take care of the last vision we
had, which was the interstate system And as
you say, the math is sort of inexorable,

whether it's in Phoenix or in Virginia. |f you
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let the road go too far, you know, the costs
that you're nmaking yourself liable for just
expl ode on you if you don't catch it soon
enough.

| know the commission is interested,
really, in a whole series of issues in trying
to approach them from a performance-based point
of view and trying to target outcones instead
of just inputs, which is how we tend to nmeasure
t hi ngs now.

And | do think it will raise the
guestion, you know, that's sort of at the heart
of federalism How nuch -- how many strings
cone with the check? And I would encourage you
and AASHTO and others to help us think through
t hose questi ons.

Personally, | believe that one of the
reasons that we are having such difficulty with
Congress and with the consensus is that we're
not prom sing enough results and accountability
if we ask for nore revenue.

M. Massie, | wanted to get in with you
if I could on the construction costs, which --

| received this report when | spoke at your



0047

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

nmeeting in San Francisco, and it's alnpbst as if
we've put the nation's college presidents in
charge of highway constructi on because that's
about the only other sector that's seen this
kind of price inflation.

You know, over history, as far as |I'm
aware, construction costs and general inflation
have pretty much tracked each other until
recently, and I wonder if you could just give
us your thinking about whether this is the
phenonenon that will correct itself as the
materials industry, the steel industry is able
to respond or whether we're in a new era.

If we are, | mean the indications in your
testi mony about the nunbers we have from U.S.
DOT, you know we're off by a significant factor
just on inflation alone; and then we throw in
M. Pedersen's interchange and a | ot of other
i ssues that we've | earned about and we're going
to have to take that report and multiply it by
two or three.

MR. MASSIE: That's correct.

MR, HEM NGER: What's going on there?

What is going on with prices and our -- can
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they sustain these kinds of ten, 15 percent

annual increases?

MR. MASSIE: | don't know about being
able to sustain them | think we are going to
have to address them | think they are real

And this has been going on now for severa
years, you know, in my narket. And, literally,
when we bid a job we'll get prices now to where
every 30 days or every two weeks the price is
di fferent than what we had before, whether it's
concrete pipe structures, the asphalts, PVC
pi pe for water. Everything is based on what
happened to the resin plant, what happened to
the [unclear] [Delta iron] plant.

We' ve had ships comng across the ocean
with cenment that we, you know, we get our
notice that we're on allocation for cenment. So
we' |l schedul e our work based on what we know
the allocation is. W'IIl get -- tell an owner
here's what we're going to do and then we get a
call fromthe cenment people that the ship was
turned around in the mddle of the Atlantic and
has gone to anot her customer who paid nore

money.
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And this is becom ng comon now. It's
not the exception any |onger and when we get a
job we now | ook at the materials that we have
priced out there. Qur prices are good for a
very short termnow, they're not good for the
project. So we buy down all the material we
can possi bly buy.

VWhen we bid our work we schedule the job
in the process of the bidding, and we try to
factor in what we think the prices will be out
one year fromnow or two years from now
depending on the kind of job that it is.
Because the subcontractors are no |onger giving
us prices that are good for the job. And, sad
to say, but the subcontractors and the
suppl i ers have figured out that we can figure
it out. So, |I don't know that we'll get back
to giving a price that is good for the job.

And what is happening, and it's good for
the owner in that now we are the huge pusher of
the schedule. W want jobs built now and we
need them built now because we don't -- we may
get all your asphalt, your concrete poured in

pl ace; well, you can't buy that out early. It
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1 is when it is in the schedule.

2 And as |'ve traveled the country in the
3 position that I'min for AGC, it's not just

4 Wl liamsburg, Virginia;, it's anywhere.

5 I went to a neeting in Utah where |

6 talked to contractors from Utah, Woni ng and

7 Dakotas, and they were in a position this past
8 year on their asphalt -- it wasn't a matter of
9 t he asphalt being priced at $200 a ton anynore;
10 it was being priced at $500 a ton, if they

11 could get it.

12 They had a | ot of instances where it just
13 pl ain wasn't there, and they could not pave

14 because they couldn't get the material

15 Period. | believe it is here to stay. And

16 it's because the world as a whole is changing.
17 We are literally in a gl obal compde- --

18 econom ¢ community now. M. Shaheen said that
19 yesterday from Caterpillar. And we are no

20 | onger conpeting with ourselves. W're

21 conpeting with the world, and the world is

22 changing. China in its growth is just

23 unbel i evabl e. You know they're going to build

24 our interstate systemin ten years, not 50
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And they are going to connect and they are
going to conpete. And our materials are going
to different markets now.

MR. HEM NGER: Yeah, but at these prices,
I nmean, you know, the typical response you'd
expect is there's noney to be nade and so
sonmeone is going to build nore steel plants and
find a way to produce nore concrete. Are we
just in a lag period where that's going to
catch up?

MR. MASSIE: If we're allowed to build
the plants, yes. W could catch up but current
-- you know, in the past we haven't been able
to build them because of the environmental
reasons or the finance, the noney available to
do it.

MR. HEM NGER: They're not being built
her e.

MR, MASSIE: You're right, but it's, you
know, you al so have, when you get into that
statement, then you | ook at the buy Anerica
portion of our product; where can we get our
materials fronf

The cenent issue was hel ped when we
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hel ped with the Mexican cenent plants and we
were able to bring in cenment from Mexico. That
has hel ped tremendously fromthe availability
of the material. The price has cone down a
little bit but this past summer we still had
our notice of allocation and all indications
are this comng sumrer we'll still get a notice
of allocation on our cenment.

So, and again, prices are up and down but
in general the down never gets back down to
what it was. The down is just a little bit
| ower than the high that it was at and then it
peaks again. So | still think you're going to
see the increases. WIIl nore plants be built
around the world that we can get the material ?
Hopeful ly yes, but we have to be allowed to buy
it, to put it into the product that we're
building in the highway and infrastructure
systemin the United States.

MR. HEM NGER: M. Chairman, if | could,
just one |ast coment on M. Coogan's subject
and really to follow up on Comm ssi oner
McArdl e' s suggestion. You know, we've been

working with a lot of folks for several years
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now, pretty nmuch unsuccessfully, on this notion
of trying to access or better coordinate the
transportation services that are financed by

t he federal governnment. You know, whether it's
in Social Services or Veterans Affairs or
whatever, often at far greater expense than if
you could just find a way to get a bus route
out to the neighborhood. And | wonder if you

t hought about that and whether there m ght be a
path to victory where we could try to get the
federal governnent to | ook at the all the
transportation service it provides and see if

it might reorder the funding to put it in the
container where it's nobst cost effectively
per f or med.

MR, COOGAN: I'mgoing to give you
exactly the same answer | gave Comnri ssioner
McArdle, that there is a big difference between
the |l evel of success that you've had at MIC, in
a nythical area in the rural areas, | won't
nane Vernont again. The answer is that you're
al ready there and you're already trying. There
is a community 200 mles north of you in

Maydock [ph.] County and there's a wonman in
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Maydock County who is building a rura

passenger information system based on health
and human servi ces needs, and | know her fairly
well and I've interviewed her, and | asked what
was her inspiration. And her answer is you.
You and Larry Dons and Hank Ditmar back in the
'90s started defining this job of integrating
at |l east the existence of these services. And
I know it is your job to do that in an urban
context, and | al so know that going away from
integrating fixed route and schedule up to
finding out all of these health and services
providers is massive, but your colleague in
Maydock County is doing it.

And so | -- and the same is true in state
wi de origin destination trip planning in
Oregon, and now i n Washington. They are al
finding it vastly nore difficult. And as you
know, there's a chasm a bit, between sonepl ace
called the health and human services and
sonmepl ace called transportation

But | believe the three exanmples | just
gave you give nme great cause for encouragenent

that the feds can encourage a better answer,
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but it is my hunble opinion it is exactly the
ki nd of issue that you should be raising. |'l
phrase it that way.

MR. HEM NGER: | do appreciate your
testi nmony because | think you're right that we
general ly heard about the other issue which is
constricted mobility in urban America and
you're really tal king about access --

MR, COOGAN: Yes.

MR. HEM NGER: -- in rural Anerica, and
M. Chairman, | know we've got a work plan
It's about a hundred pages |ong and you'd think
it has everything in it, but I don't think it
has this issue init, and | don't think it has
the i ssue about the other transportation
services provided by the federal governnent.
And | hope staff can renedy that om ssion and
we can dig into this one because |I think we
shoul d.

MR COOGAN: It won't go away.

MR. HEM NGER:  Thank you.

MR. SCHENENDORF: Thank you. The
comm ssion to date has received a | ot of

i nformati on about al ternative nethods of
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finance, particularly privatization and private
toll roads, and | would like to ask each of you
to comment on what role you think these kinds
of alternative financing can play in the --
nmeeting our national transportation needs. |Is

it a piece of the solution, is it the whole

solution, is it -- should we even go down that
path? 1'd like to ask each of you to comrent
on that.

MR, MASSIE: W know it's a piece of the
puzzle, okay, and it's a tool that's avail able.
Qur conpany has done a little bit of
everything. Always been the traditiona
design, bid and built work. W have al so done
alittle bit of the new public/private
partnership, doing sone projects that way. W
have already conpleted one. W are in the
second one right now and we have two proposals
out there for two nore. And we had -- as far
as our getting the job or not getting the job
in that scenario, we've been successful on two,
we ni ssed one.

That, using the public/private is a whole

different ball game. |In that we note -- we're
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doing it because the owner has put it out there
as a neans of getting work. Now, the process
in doing that, be sure I'll say this carefully;
the process in doing that | basically elinmnate
conpetition because here's what happens. W
will work for two years and if we are
successful in getting the project, then a piece
of equiprment will hit the ground. And that is
the shortest time that | know of in any of
these scenarios. A lot of themare nuch | onger
than that and do realize the ones that |I'm
tal ki ng about are projects that are 30, 40, 50
mllion dollars, not the hundreds of mllions
or the billions you read about in the papers.

So, and as far as a contractor is
concerned in this process what you do is you
may work for two years and be told no, go hone
and you wal k away with zero. OCkay. So it's
all or nothing.

Al right, so when you |ook at it from
t hat perspective there are not many contractors
out there that can invest that tinme and invest
that noney into this process with the potentia

of wal king away with zero. Now we do it, quite
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frankly, because we'll make noney at it if
we're successful. But in the process we are
the devel oper. W do the engineering; we have
t he neans of going out and purchasing the
right-of-way. |If you cone to condemation then
the state will step back in and take over at
that point but there's a budget for that
process of right-of-way acquisition, utility
relocation. | nmean we becone the managi ng
entity of the project. There's a guarantee
that goes with the work that we have.

So it is a process but we will work for
two years and maybe we'll get it and nmaybe we
won't. But if we get it the noney's there and
to make a profit on what we do.

We' ve done design/build and we've done
ABC, A B, Aplus B, all that stuff that's
sitting out there. Best value is getting ready
to come into the market as far as state DOT
work is concerned. | was just going on NCHRP
board that just went through that process of
| ooki ng at best values. The final product is
out now, state DOTs will start doing that and

that will be a tool



0059

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

The biggest thing that | worry about as a
contractor, and |'mtal king about ne personally
now, is it's one thing to negotiate work with a
private entity; it's private. GCkay. When
tal k about DOT work, |'mtalking about public
noney. And | think that the path there needs
to be very clear on what happens with public
money, on how it's collected, what's done with
it once it's collected and how it's spent.

And | al so have a concern, even though
|"mparticipating in the process on the
public/private, | have a concern of what it
will do to the reminder of the community and
the other work that needs to be done on our
hi ghway system

Sois it atool? Yes, sir, it's a tool
Are people using it? Yes, sir, people are
using it. W're taking advantage of it in the
areas that we can because it's put there. This
is what the owner wants. And are we doi ng sone
of the work that DOTs woul d be doing? Yes, we
are. Are we getting paid for it? Yes, we are.

And as long as it's a tool that's

avail abl e and we can see a neans of taking
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advant age of that tool, then we will continue
to do it as a contractor

So in that process |'ve becone a seller
of ny wares. Okay? Just as | do when | go to
Dow Chem cal and present a proposal to them or
however may be when it's design/build. So we
forma teamand we go at it. But it is, it's a
whol e different ball gane and -- but you get to
a point to where it beconmes a negotiation,
okay.

MR. SCHENENDORF: M. Pedersen.

MR. PEDERSEN: M boss is sitting behind
me and he has pushed us very, very hard in the
past four years to be |looking at the issue of
public/private partnershi ps and congestion
managenment through use of tolls on our
facilities.

We've | ooked at it pretty conprehensively
in the State of Maryland, so | will give you a
Mar yl and- based response.

It is atool. It will be a tool for the
future, but we need to recognize that it only
is a very small portion of a tool box that we

need to be addressing issues of the future.
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It will -- it has potential where you
have severe congestion and you are not able to
neet the needs of addressing severe congestion
t hrough traditional funding sources.

In facilities we've | ooked at, and we've
| ooked at about ten different facilities around
the State of Maryland, |'m not convinced that
we're going to be able to fully fund
i mprovenents that we need in any of those
facilities with just noney that could be raised
in the tolls.

I think it truly -- we have to be | ooking
at mxes of public funding and private funding
in terms of being able to address the issues.

| spoke before about our 42 mles of
capital beltway, as an exanple. W have | ooked
at congestion managed | anes on the capita
beltway; it's currently four |anes for nost of
its lanes in each direction in Maryland. W
have much nore constrained right-of-way than
Virginia has so we would only be able to add
one | ane.

The only way we can nmke the econonics

work to even cone close to raising enough
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revenue is actually take a free | ane, add

anot her |ane have two toll |anes and three free
| anes. We can't do that under your current
federal law, so there would have to be changes
to the federal |aw as well

Qur current cost estimate to do that and
address all the system preservati on needs that
| spoke about before is $4 billion. W're
| ooki ng at, under the best scenario, being able
to raise $2 nmillion to tolls, so we're stil
| ooking at a $2 billion gap that has to be
funded by the public sector if we're going to
be able to do it in that facility.

We' ve | ooked at other facilities where
rights-of-way are not quite as constrai ned and
we rmay be able to raise a large proportion than
just 50 percent, but | don't think we're going
to be able to raise all of the noney that we
need just through the tolls thenselves. It has
to be | ooked at through a m x of public and
private noney.

That's at best, and | know you' ve heard
the figures and, on a national |evel, that we

m ght be sonewhere between ten and 20 percent
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for our needs that way. | think if we start to
seriously look at the system[unclear] needs
and start to seriously |look at the rural needs,
the needs off of the limted access hi ghway
systemitself, | think 20 percent is high,
nmyself, in terns of what is realistic that we
could be funding through public/private

part nershi ps.

Secretary Flanagan al so has really
chal l enged us to be | ooking on the transit side
in terms of value capture and you heard nore
about that yesterday. | think there's, again
good potential for partial funding of transit,
but I don't think realistically we'd be
expecting that we're going to be raising all of
the funding we need just through vol une capture
increase in |land values and property taxes as
well. W really need to be |ooking at a m x.

It's not going to address the huge system
preservation needs today that we've tal ked
about. It's not going to address rural issues.
| think it's a tool that is probably npst
applicable in large netropolitan areas where

you have severe congesti on.
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MR, SCHENENDORF: M. Coogan or M.
Andrews, do you have any --

MR. COOGAN:. Well, very briefly. Neil
has answered it fairly well for me for the
first half.

My col | eagues who |'ve talked to fromthe
rural sector all say exactly the same thing,

t hat when you have certain conditions of
extreme congestion and you're going to buy your
way out, it's his list not mne, nost of those
don't apply in the rural context.

And | would just |eave you with an
experience | had 20 years ago when | was asked
by one of your host groups, [-95 Corridor --
I"'msorry, the wong group. |It's Coalition of
Nort heastern Governors to set up a task force
for electrification, high-speed rail in the
northeast. It was the mddle of the Reagan
adm nistration and there was al nbst a hypnotic
belief that public investment was a bad i dea.
Public investnent in infrastructure was a bad
i dea, and we actually had to break, physically
break strategies with our coll eagues in the

Fl ori da hi gh-speed rail comr ssion and Texas
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hi gh-speed rail comm ssion and Pennsyl vani a

hi gh-speed rail commi ssion and say no, we
believe that incremental role of the federa
government is urgent and, shall we say, we are
happy we went that way.

MR. SCHENENDORF: M. Andrews.

MR. PEDERSEN: Thank you.

MR. ANDREWS: Thank you. We believe that
it's going to be inevitable when you | ook at
the magni tude of the investment which is
required. One of the reasons that we're
advocating for this national nodel, if you
like, on the infrastructure is that we have
concerns about, well, how nuch is the tota
bill going to be? And we suspect it's going to
have a lot of Ts in it rather than Bs and Ms.
And, you know, the other challenge that we
believe is it's going to be a noving target; no
pun intended. And if you | ook at denopgraphic
shifts that are going to occur, if you | ook at
t he denographics of industry, they're al
shifting. Soneone happens to believe that the
rural sector is going to be everywhere in

bet ween t he east coast and the west coast and
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everyone is going to live on the coast.

Well, imagine what that will do to the
transportation infrastructure. So we're
advocating for public/private. 1It's
consultation, and simlarly in business we know
that there are many nultiple forns of funding
avai |l abl e and that both domestic and of fshore
entities would probably be very interested in
i nvesting in this.

MR, SCHENENDORF: Do you see the private
tolling and privatization as a tool in the
solution or the whole solution, do you think?

MR. ANDREWS: | would -- first of all
it's not ny area of expertise, but what |'ve
read on this, it is one of the tools that can
be used. Sonme of the negatives that |'ve read
on this is that it is difficult to admnister
and one of the issues that we would have as a
shipper is it potentially slows down the
nmovenent of the products through rura
transportation infrastructure.

MR. SCHENENDORF: M. Massie, did you
have sonething you wanted to add?

MR, MASSIE: If | may, please.
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One of the things with the
public/private, there is a huge infatuation
with it right now And | think that's the
proper word to describe it because what you get
is you get a lot of publicity going on, and |I'm
going to just give you an exanple of nmy state.

Ri ght now we have been debating what to
do with our gas tax for about eight years, and
we haven't done a thing. But with the
public/private jobs that are going on they are
finishing on schedule; they are finishing on
budget; and with no change orders unless the
owner nmekes a change in the scope of the work
And that's part of how this process works.

If you go the other route where you have
a design/build bid job, well, then the owner
has the risk and whatever you run into the cost
will escalate on that project.

So within the press what you get is you
have the two conpeting ideas and the results,
but really what it boils down to is who assunes
the risk.

In the public/private part, | assune the

risk. So in ny price |'mgoing to have that
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risk in there. |1'mgoing to know exactly
what's within that corridor, what |'mgoing to
run into and I'mgoing to price it out prior to
going to work and prior to turning that bid in.

In the other part in the original method
of design, bid and build, well, the state has
done that. They've taken ownership of that
risk and that's how you end up with that price.
But again, it's howit's reported on the TV
news at night. |It's howit's reported in the
paper during the day. And the public is now
seeing all of the good part, all of the part of
this public/private thing;, seeing it canme in on
budget, no overruns, and on tine. And it's not
-- it's not that, you know, those itenms weren't
in there; they were. [It's just we knew it
before we bid it and we put it in there. Okay.

So what's being publicized isn't the
conplete story. Okay. It's -- we did the sane
thing. W just took the risk on ourselves
versus the state keeping it during the origina
met hod.

So what happens when you do all of this

and then politicians start running for
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reel ection the public is saying well, why are
you sticking with the old? You should go with
this new.

So the politicians have the politica
pressure of the public who reads these
newspaper articles and hears it on TV and they
think this is the greatest thing since sliced
bread. But again, it is a tool for a certain
project. It is not the panacea for everything.

MR. SCHENENDORF: The talk of all the
panel s yesterday and this panel here today is
basically saying that we need to, as a nation
invest nore in our transportation systens to
nmeet the chall enges that are coming forward and
many of the panelists have argued for a bold
federal vision in this which would nean
addi ti onal federal investnent in order to neet
t hese needs.

A yes or no question: Do you support, if
the federal governnent is going to do that,

i ncreasing the revenues into the Hi ghway Trust
Fund, either through increased gas tax or sone
sort of alternative nmechanism vehicle niles

travel tax, or whatever, in order to acconplish
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this bold vision?

MR. MASSIE: Yes, sir.

MR. COOGAN:. It's not me. It's another
pl anet .

I cannot think of a nore equitable way to
col |l ect revenues than a gas-based revenue
system

MR. PEDERSEN: You asked for a yes or no
answer but then gave us an either/or question.
So |l will say --

MR. SCHENENDORF: Cone to a fork in the
road, take it.

MR. PEDERSEN: | would say yes, there
clearly needs to be additional revenues. 1In ny
paper, and | nake reference to the nmeeting |-95
Corridor Coalition held earlier this nonth
trying to address this issue of |ooking at
these |l arge nega projects that have nmulti-state
benefits and how to try to address them

Secretary Flanagan, during that neeting,
proposed a concept of sonmething simlar to the
val ue added tax that Europe has but rather than
it being value added on the total val ue

commodity or good or product, the value that is
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added as a result of the transportation of that
good, product, or commodity fromlocation Ato
| ocati on B, and havi ng assessnent on that.
It's just a concept but | think, to that extent
that we probably have not had enough of the
di scussion thus far, we're really tal ki ng about
goods novenent and the inportance of freight
novenent to the econony of the country. And
that really being the basis for what we have to
be thinking about froma revenue perspective,
think it's the concept that I would recomend
is that if the comm ssion is interested, the
I-95 Corridor Coalition is interested in trying
to do sone nore thinking about that concept and
seeing if that's a direction we mght want to
be headed. | do think we need to be broadening
the base of our revenue beyond the traditiona
and historic; primarily beyond tax-based
revenue sources.

To the extent that the politica
di scussion tends to be nore on passenger trave
and on freight travel, when you think about it
fromthe econony standpoint, | think we need to

have nore of that discussion really be oriented
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towards freight, goods nmovenent and think about
revenue fromthat perspective as well. And
think that this rather bold proposal of my boss
-- you know, | don't have to suck up to him
anynore because he's not going to be ny boss
much | onger, but | thought it was brilliant. |
say to himall the time that, you know, when he
comes up with these ideas, | wish | was smart
enough to think of these ideas.

I think it is something that really is
worth putting a | ot nore thought into.

MR. SCHENENDORF: | guess the answer is
yes, sonme sort of increase at the federa
I evel .

M. Andrews.

MR. ANDREWS:  Yes.

MR. SCHENENDORF: Just to follow up, one
addi tional question. There's sone discussion
about the notion that really the federa
government isn't going to be able to provide
nore noney because this is just politically
difficult at the federal level to get the
i ncreased funding, so that as we go forward in

the future the state should | ook for |ess from
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the federal governnent and the state should
| ook nore fromtolling, private tolling, other
sour ces.

VWhat are the inplications of that? |
nmean we're all in agreement we need significant
i ncreased revenues, increased investnent, and
if the federal governnent is actually reducing
its involvenent fromwhere it is today, what --
how do you nmake that up? Because at the end of
the day we all agree we have to have a certain
I evel of investnent. Just through tolling,
which we're saying is really only a piece, a
tool; where is the noney going to come fron?
Is it going to be the states raising the gas
tax?

How do you distribute the I-95 issue, the
Wbodrow W I son Bridge cost; are we going to
toll the entire interstate to try to conme up
with this revenue? | mean what are the
i mplications of |less federal investnent.

MR. PEDERSEN: |'d like to go first, if |
could. | think the inplications of it will be
a mpjor failure sonewhere in the system And

unfortunately, ny experience nowin 30 years in
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this profession is that it usually has to be a
crisis before we really address the problem
And mmy fear is if that is the prevailing
attitude that ultimately prevails, we will have
a failure somewhere in the systemthat wll
cause the nation to wake up and say, and
probably too late, that there is a mgjor

federal responsibility here and that we do need
to be raising the funds.

I think the CSX bridge, for exanple, that
| just tal ked about or if Congress hadn't cone
t hrough in the Woodrow W1 son Bridge and we had
to post 1-95. Sonme nore exanples of that type
of failure, | think, is ultimtely what's going
to cause the country to conclude that there has
to be a federal role.

MR. SCHENENDORF: Hopefully we won't have
to reach that point.

Commi ssi oner MArdl e.

MR. McARDLE: |'ve got a couple of
guestions and perhaps an observation to begin
with and that is perhaps it's not Secretary
Fl anagan's idea alone. It appears to ne as an

| -95 user that your neighboring State of
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Del aware with its toll on 95 and the congestion
it creates has, in fact, had the origina

val ue- added tax on transportation. Anybody
who's used it on a Sunday night, it boggles the
m nd that not even EZ Pass sorts it out.

But a question for M. Andrews which is:
You're a | ogistics manager for a nmjor
mul ti-plan operator; you know where the
bott| enecks and choke points are within your
| ogi stics network; how do you communi cate that
to the public agencies that, in fact, are
engaged in the investnment process?

I'"'m not sure you have any role formally
in that process. How does it happen for you in
the states where you have plant |ocations and
transportation? |Is it the end of the day if
they resolve your bottlenecks, they, in fact,
| ower your product cost and create val ue for
everybody? Do you do that now? |s there a way
you formally make your needs known in the
pl anni ng process?

MR. ANDREWS: | think it's an excellent
guestion. It is ad hoc at best today and that

is an opportunity area that we want to rectify.
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Where we're largely represented, say, in
the State of Texas, Freeport, we have very
cl ose connections with the public officials and
so on like that, which is built around, you
know, that it's a |large manufacturing base.

We are | ooking for vehicles to, as part
of this public/private partnership to, as |
say, rectify that situation. Wrking with our
col | eagues at the Chanber of Commerce, to see
how t hat can be a vehicle to address these
i ssues and so on, but yeah, ad hoc at best.

MR. McARDLE: Do you have any forma
processes in the State of Maryland to engage
the shippers and the freight fol ks and the
retail distributors in your planning processes?

MR. PEDERSEN: We have a state
st akehol ders group. Quite frankly it probably
is not as active or as conprehensive as it
needs to be. This whole issue of how we reach
out to our custoners and better involve our
customers in the process is sonething we've
been doing a fair amount of thinking about,
particularly in the last year. Interestingly,

I've been asked to speak about that at the TRB
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annual neeting this year, and it is an area we
need to be doing a ot nore work in.

MR. SCHENENDORF: Commi ssi oner Hemi nger

MR. HEM NGER: M. Andrews, this may be
anot her one that's not quite up to the sweet
spot for you, but you did nention in your
testi mony about Honel and Security questions,
and it's an issue that | don't think we touched
on yet in any of our field hearings. | just
wondered i f you had any inpressions about how
that departnent is going about dealing with our
transportation infrastructure.

You know, we've heard a | ot about port
security and the lack thereof. The Anerican
Public Transportation Associ ati on nakes the
poi nt that we spend about nine bucks per
passenger on air travel and like a penny per
passenger on public transit.

Do you have a sense if we're barking up
the wong trees in terns of Homel and Security
and transportation, or are we generally headed
in the right direction?

MR. ANDREWS: | think it's headed in the

right direction. | nmean it's the realities of
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the world that we live in today that we have to
put a stronger enphasis on security, not only
our sites but the nmovenent of products through
the transportation infrastructure.

I f your question addresses, you know, how
does DHS align with DOT and other things |ike
that, |I'm not conpetent to comrent on that.
I'"mnot that close to the workings of that, but
I think, again, the realities are that there is
an increasing need to be nore aware of the
anti-terrorismneasures that are affecting us
and, as a conpany, we're very actively engaged
with all of the key parties who are working in
that space and we expect to continue to do so.

MR. HEM NGER: M. Pedersen, | don't know
if you have a view on that. | know the State
of Maryland has a pretty big transit portfolio
and, look, | think you can tell fromthe tenor
of the question that I'mnot quite sure we got
it right, but |1'd appreciate your views.

MR, PEDERSEN: | think it goes back to
what | said earlier; we tend to react to
crisis; we tend to react to events. CObviously,

the [uncl ear] events of Septenber 11 focused on
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the aviation system | suspect if al-Qaeda had
chosen United States instead of Madrid or
London for the events that we'd be seeing a | ot
nore noney going into public transit.

| think froma Honel and Security
perspective, first of all, | still don't think
transportation is as much a focus at DHS as it
needs to be and clearly they are not thinking
of it froma conprehensive system perspective
in terms of where are the greatest risks and
al l ocati ng noney based on a risk assessnent. |
think that's really what needs to be done.

MR. HEM NGER: | nean it does strike nme
that there's an anal ogy there for everything
el se we' ve been tal king about at this point and
that is we've got a national programthat's
really lost focus in transportation and it's
ear mar ked out the wazoo, and we have security
spending that | think, to many observers, is
spread |i ke peanut butter around the country,
irrespective of where the risks are.

MR. PEDERSEN: | would agree with that.

MR, McARDLE: Could | follow up on that,

and again go back to your freight tunnel and
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freight, you know, the bridge, but the tunnels
in particular. As you know, Washi ngton DC
doesn't want anything that renotely resenbl es
hazar dous passing through it and yet there are
no effective alternative routes.

When you have a shipper |ike Dow, when
you have your tunnels, shouldn't DHS be, in
fact, making available to you as well as the
railroad in concert and for the benefit of
everybody, the kinds of equipnent, instal
systens and the |ike, that can make sure those
tunnel s can continue to function or that you
don't have four day fires.

You know, in fact, if there's an
i ncident, and we've had a nunber with, you
know, chem cals noving in trains wherever open
area is not, but DHS does not seem in those
ki nd of cl ose spaces and confined spaces, to
really be nmeking the noney available to you to
do the retrofits you do if you were doing an
i deal i zed desi gn.

MR. PEDERSEN: Since | didn't give the
chairman the one word answer the last tinme |

will this tinme. Yes.
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No, but to elaborate, clearly on this
type of issue, to the extent that there can be
nati onal expertise that can be made avail abl e
and shared to the owners, again, regardless of
whet her public or private in these type of
facilities | think it's just the nost efficient
use of resources.

MR. SCHENENDORF: Commi ssi oner
Busal acchi

MR, BUSALACCHI: M. Andrews, you had
said in your testinony, your transportation
costs globally are about $2 billion; is that
correct? Donestically what are you | ooking at?

MR, ANDREWS: Donestically in the U S
it's just under half that volunme, half that
anmount .

MR. BUSALACCHI : Ckay, so obviously a big
part of your operation, you know, is
transportation, and |I know of a conpany of your
si ze, when these costs are increasing, they
i ncrease dramatically.

Are you seeing that trend because of sone
of the issues that we're going through? A

| arge part of your transportation costs are
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trucki ng?

MR. ANDREWS: Correct.

MR. BUSALACCHI: And what we've been
hearing -- we heard a little bit of testinony
yesterday that in the trucking industry there
are sonme real critical situations that we're
getting to. We're not there yet but we're
getting there and I want to hear your
perspective, fromyour conpany, because you
know | think we tend to forget, you know, what
happens with the transportation of the
products. You know, obviously we need to talk
about the infrastructure but the transportation
of these products, whether it's rail or whether
it's trucks, is facing this increasing -- these
i ncreasing regul ations. And what we're worried
about and what we heard a little bit about from
our friends at the Port Authority yesterday
were that unless we do sonething, especially
with some of these new | aws that are coming
that the pool is going to go down for people
that transport these products. Not up, but
down and that -- whether you got roads or not,

if you don't have any people to nove the
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product is really going to be a problem So
just -- | want to hear your perspective on
t hat .

MR. ANDREWS: Sure. You've hit on major
concern areas for us. | nean just to give you
a perspective, the |argest npde cost-w se that
we ship via is truck, then followed by rail
Those are the two predom nant nodes.

The issues in trucking, sounds |like have
been addressed in the session yesterday but the
way we characterize that is that the inpact of
congestion, the inpact of driver shortages, the
i mpact of rising costs in operating a trucking
conpany, you know, with |ow sul fur fuel and
i ncreased driver training, increased
requirenents; it all translates to increased
freight costs for us. And, simlarly, it
af fects our performance in ternms of |ead tines,
frequency of delivery and so on. That is a
concern.

We're seeing the sane capacity issues, if
you like, in the rail industry, and | alluded
-- referenced in my testinony about the growth

of intermodal. There is significant product
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mx shift in rail transportation, which is
conpeting along with the other comodities for
an increasingly limted capacity, in that
regard.

So the issue as we see it is that we
recogni ze that to neet increased security and
safety requirenents there's going to be a cost
associated with that and we are very active, in
fact, we're a leader in that regard. W just
announced yesterday a joint project |ook at the
next generation rail tank car programand we're
going to continue to be a |eader in those -- in
t hose aspects.

But the issues we see in the U S are
ones of capacity, performance reliability, and
escal ating cost, and that's why we're very
active in wanting to be a part of a nationa
debate to say, well, the solutions are going to
have many conponents to them and we woul d argue
it'"s not just a local, state or a federal issue
we' re tal king about, so --

MR. BUSALACCHI : But and again, so do you
see this as being sonething that could affect

our econony, our global econony, if we don't
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get this under control

MR, ANDREWS: Definitely, very much so

MR. BUSALACCHI : Thank you.

MR. SCHENENDORF: CQur final question for
this panel will cone fromour host here today,
Commi ssi oner MArdl e.

MR. McARDLE: It's kind of an anal ogous
guestion for M. Massie.

One of the responses of public agencies
to Honmel and Security demands and, in fact, nany
busi nesses as well, has been to increase the
security clearances required of construction
workers. And, in fact, if you work on the air
side of airports now there was extensive
background checking. But equally, if you work
in a federal courthouse, there's a list of 29
things that can get you thrown off the job
i ncludi ng you know, an assault charge ten years
old is a case that occurred here.

Has the AGC | ooked at the inplications
for manpower availability and cost of the
i nposition of security checks on the
construction work force and what that's going

to do to our transportation costs if you, in
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fact, had requirenents that required only
conpl etely validated individuals, working on
job sites, whether that's with respect to their
own citizenship status, training, background
and the like.

MR. MASSIE: No, sir, we have not. \hat
I can tell you though fromthe B and B, the
contractor, we've run into the same thing today
in a school site. Really the school site isn't
any different in that with the things that have
happened in the areas of schools we are
restricted. They give us a list of this is the
person that is eligible to work on this schoo
site and this is the person that's not. And we
have to go through that and, quite frankly, in
the end you narrow down your pool of avail able
enpl oyees to do the work. So therefore you're
conpeting for |ess people; therefore you end up
paying nore to get this person versus that
person. So therefore the costs go up

We do the same thing in our area when we
get on a naval base. W have Arny, Navy, Air
Force, CIA. W have Coast Guard. W have

every branch of the service in our area that we
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work in, and it's tough to get in. You go down
to the navel weapons station where they store
particul ar weapons and they | oad the ships

com ng out of Norfol k naval base. W have to
go through the process there. |If we gointo
Canp Perry, that's a CIA base. It's the sane
process there. |f you go down to Langley air
force base in Hanpton, sanme process there.

So checking the people is sonething that
is not uncommon to us, and it's a process that
we have lived with; but does it narrow your
potential pool of people that can go to work?
The answer is yes.

If it went to that extent on every
hi ghway project, for us it's already a common
practice, you know, in our case, and it wll
just becone a comon practice nationwi de. And
it just beconmes a way of business but yeah, you
narrow t he pool of eligible people that can
work for you so therefore you end up paying
nore noney for the ones that do work for you
so, therefore, the prices go up

MR, McARDLE: |f that's sonething you

could look at and, again, it gets back to the
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i ssue that Secretary Busal acchi raised which is
the availability of drivers, the availability
of construction workers under these
circunstances it's going to be substantially
limted and any observations that you can nake
to hel p us understand what inplications that
has for our costing of the future would be very
i mportant to us.

MR MASSIE: It's not a problemto |ook
into it.

MR. McARDLE: Thank you.

MR, MASSIE: And we will when we get
back, we'll get hold of the people in the
agency office, we'll gather up the information
and try to get it to you.

MR. McARDLE: Thank you.

MR. PEDERSEN: M. Chairman, if | could
just add one thing, our just-in-tinme delivery
did not work this norning. | have two graphics
over here I'd like to state for the record that
| wanted to refer to during my testinony; it's
both major truck freight bottl enecks and maj or
freight choke points in the 1-95 Corridor

Coalition region.
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| understand yesterday that Conm ssioner
Hem nger asked for analysis of bottlenecks and
choke points coming out of ports along the east
coast. 1-95 Corridor Coalition has a |ot of
information on that, and | would offer us, our
services to work with your staff in hel ping you
out on that so you can take advantage of the
i nformati on we have.

MR. HEM NGER: M. Chairman, if | could,
what ever you have in witing if you could
submit it now, and then we can evaluate it and
then see what gaps remain, that would be very
hel pful . Thank you.

MR. SCHENENDORF: Any of the panelists
have anything they want to add?

MR, COOGAN: | would like to know why
it's raining on your table.

MR, SCHENENDORF: Apparently going to be
taken care of during the break.

MR. COOGAN: Then | have nothing to say.

MR, SCHENENDORF: |'d like to thank you
all. This has been extraordinarily helpful to
the commi ssion, and | hope that you'll be

avail able as we go forward for consultation and
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t hank you very mnuch.

We are going to take a 15-m nute break so
that means, let's try to cone back around
10: 30, and we'll have our second panel of the

norni ng. Thank you.

(Recess taken.)

MR. SCHENENDORF: We have sol ved our own
infrastructure needs crisis here and ready to
start.

I'"d like to introduce our second panel
We have Dr. M chael Walton, who is chairmn of
the American Road and Transportation Buil ders
Associ ation and a Professor at the University
of Texas; Janmes Tayl or, who's the Principal of
the Mercator Advisors LLC, Thomas Madi son
Commi ssi oner of New York State Departnent of
Transportation; and Ross Pepe, President of the
Construction Industry Council of Wstchester
and Hudson Valley. Let's start with M. -- Dr.
Wl t on.

DR. WALTON: M. Chairman, nmenbers of the

conmi ssi on, thank you for the opportunity.
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Webster's New World Dictionary defines
"holistic" as an organic or integrated whole
that has a reality independent of and greater
than the sumof its parts. W heard that
referred to in the | ast panel as well

This definition is enbodied in the
enbodi ment of the national transportation
system Only the federal government can
coordinate all parts of the U S. surface
transportation systemto inplement a holistic
approach to the nation's transportation
chal |l enges. The val ue of one state's roadway
network or one city's public transportation
systemis greatly deluded if it is not viewed
-- if it is viewed in isolation.

Integrating these facilities into a
nati onal transportation network, however, can
facilitate economc growh for a region and a
nation and provide citizens with enhanced
mobi ity and address national objectives such
as reducing the nunber of fatalities we
experience each year.

This reality is quantified by the 2002

commodity flow study which concl udes that of
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the 6.2 trillion dollars of product shipnents
by truck, 3.5 trillion, or approximtely 56
percent, are shipped to destinations in other
states.

Therefore, one can observe that for the
average state shippers depend nore on hi ghways
in other states than in their own.

Accordingly, the federal governnment should play
a key role in devel oping both short and

| ong-term solutions to the nation surface
transportation chall enges.

In the short termthe federal Hi ghway
Trust Fund is facing a severe cash crisis and
mai nt ai ni ng surface transportation investnent
levels in the future is in serious doubt.

Annual federal highway and transit investnent
is also well below current docunmented system
needs. To address these short terns needs,
ARTBA bel i eves that the federal motor fuels tax
shoul d be increased to restore | ost purchasing
power and generate revenues necessary to begin
addressing the nation's highway and transit
infrastructure needs. W also believe that the

federal motor fuels tax should be linked to a
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consuner price index to maintain future
pur chasi ng power.

ARTBA al so recomrends elininating al
current Hi ghway Trust Fund exenptions, and
action of this recommendation, for exanple,
woul d generate over a billion dollars a year
Furthernore, ARTBA believes federal policy
shoul d promote increased use of toll financing
and nmanaged |l anes to help nmitigate grow ng
traffic congestion. W should al so encourage
private sector capital to further enter the
U.S. transportation construction market.

These al ternatives, however, nust be
vi ewed as supplement to the core federa
hi ghway and transit investnment.

In the long-term the projected growth of
freight shipments has the potential to gridlock
our hi ghways and our econony. There is no
exi sting national strategy to facilitate the
ef ficient and secure novenent of freight and
the scope of this challenge is beyond the
ability of an individual state or |oca
pl anning authority to address. As such, ARTBA

believes that reviewing the structure of the
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federal surface transportation programto
consi st of two separate but equally inportant
conmponents.

First, the current highway and transit
progranms nust be significantly better funded
through the existing user fee structure and
reformed to address future safety and nobility
priorities.

Second, the federal governnent must
initiate a new programthat would greatly
expand the capacity of the nation's internopda
transportati on network. The exclusive purpose
of this critical commerce corridors, or 3C
program would be to facilitate the novenent of
freight and energency response capabilities.

The 3C program woul d be directed at
i mprovi ng roadways and ot her surface
transportation facilities that are inpedi nents
to freight novenent. 3C program should be
funded separately and differently than the
current federal aide highway program It
shoul d be a user fee funded, that it should
draw financial support from a conbi nati on of

new fire-wall ed user fees inposed on the
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shi pment of freight. The result of this
initiative would be a national strategy
directed at the growing dilenma of efficiently
novi ng freight.

This challenge is about nore than
congestion, bottlenecks or del ayed deliveries.
It is about securing America's place in the
gl obal econony. We nust realize and utilize
all avail able options to neet these needs and
we nust do so in a holistic manner that
capitalizes on the synergy and pieces of the
surface transportation infrastructure network

As such the federal governnment is
uni quely positioned to play a | eadership role,
not only in pronoting alternatives but in
delivering tangible resources and directions to
nmeet the nation's surface transportati on needs.

Thank you for the opportunity to be here.

MR, SCHENENDORF: Thank you. M. Tayl or

MR. TAYLOR: Thank you, nenbers of the
conmi ssion. M name is JimTaylor. |I'ma
consultant with a firmcalled Mercator
Advi sers. Mercator works with project sponsors

to help them map out strategies to [unclear]
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[l everage] both public and private resources to
get mmjor projects done in major [unclear]
prograns.

Prior to joining Mercator, | was an
i nvest ment banker for 19 years and had the
opportunity to work on many public/private
partnership programs and successfully conpl eted
several start-up toll roads and had the
opportunity to work on the international air
term nal project at Kennedy Internationa
Airport.

I"d also like to note that | served as a
menber of the TRB committee that prepared the
report that's nentioned in [unclear]
| egi slation regarding a fuel tax and
alternatives for transportation funding.

"' m npst excited today about
participating in a dialogue with you, but |
wi |l take advantage to nmke a short opening
statement just so you get an idea of where |I'm
coming from The issue | want to focus on out
of the many that you posed this panel is the
one of what's the appropriate federal role for

the federal governnent.
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You' ve heard ad nauseam and |'m sure
many of you are getting tired about the endless
needs that we face, and | think many people are
argui ng that, because of the magnitude of those
needs, in the short termat |least, there really
is no alternative to an increase or at |least a
conti nuous federal role.

The alternative that some peopl e propose
devolving into state, regional and |oca
governnments poses a situation where you would
be asking state legislators to cone to a
consensus to, not only raise notor fuel taxes
on their own or cone up with sonme other source
of funding, but then to rise to the occasion
and dedi cate those resources to numintaining and
reconstructing existing federal aid
infrastructure versus dedicating it to projects
where they can cut ribbons and get nore of a
bang for their buck

Even if we ignore the issue of how do you
practically nmeet the needs without federa
support, | think there's a rational argunment to
be made that the federal governnment should

continue to play a role in preserving and
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enhancing the capital assets that you've

al ready helped to create, nanely the
interstates and the other roads in the nationa
hi ghway system

I was very inpressed with the gentleman
from Maryl and today. | think he nade an
ef fective argunent for system preservation and
enhancenent. |It's hard to come up with a bold
new vi sion that says fix what you have, but |
think he did a good job at that.

The problemis that with federal budget
deficits and the fierce conpetition for linmted
federal resources even that prem se, that you
fix what you have, is in question. So, as a
result, | think you've been hearing over and
over again that the strategy, the way to get
these resources, is to cone up with a bold new
vision for the federal surface transportation
programin the hopes that that vision wll
sonmehow bring about the political support
that's needed to generate the type of
enthusiasmthat the interstate highway system
vi si on produced 50 years ago.

I think establishing a new m ssion
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statement for federal agency is appropriate.
Today you nentioned other exanples. The one
that comes to ny mind is NASA; after the |oss
of the space shuttle Col unbia people
guestioned, well, now you have the space
shuttle, what's next?

So that's a natural inclination to say we
need new bol d vision but, for nme, the fata
flaw, and one that the comm ssion needs to
wat ch out for is that when it cones to the
surface transportation network the federal

government doesn't inplenent the game plan

The state, regional, |local, governnents decide
when, where and how the inprovenents will be
made.

And so if you follow concepts like

unl eashing the private sector or using the

mar ket pl ace to reduce traffic congestion those
become enpty rhetoric, if at the end those who
actually have to carry it out either do not
support the federal objectives or they |ack the
resources to carry them out

| think any vision for Anerica's

transportation future has to be built on a
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realistic assessnent of where we are today, not
just idealistic view of where we want to be 25
or 50 years fromnow, and that neans

acknow edging that the federal aid concept that
was adopted in 1916 and the Hi ghway Trust Fund
approach inplemented in 1956 are not broken and
that they have, in fact, served us well

In order to make significant progress on
devel oping alternative funding structures and
mai nstream ng i nnovative finance strategies, |
think we need to fix what we have first. As an
i nvest ment banker, | have to tell numerous
clients that their projects were not
financially viable. In many of those cases it
was because of deficiencies in the existing
transportati on network.

Express toll lanes don't work if all they
do is rush you to the next bottl eneck
Simlarly, if the express toll lanes that the
gentl eman from Maryl and nenti oned have to cover
t he mai ntenance and i nprovenent of the genera
purpose | anes they're not financially viable
ei ther.

By inmproving existing infrastructure we
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can al so strengthen | ocal econom es and build
| ocal confidence in governnent and those are

two very inportant conmponents of any project

financing initiative of public/private

part nership.

There are several other areas related to
financing and project devel opnent and the task,
the questions you' ve laid out for this panel
I'"d like to talk about. But in the interest of
time and clarity I'mgoing to conclude with

this: Everyone understands how difficult it

will be to convince Congress to increase fue
taxes. | don't think we can abandon that
effort and let people think it will be possible

to address critical nmobility needs if we don't
protect our investnment in existing
infrastructure

Strengt hening the federal/state
partnershi p and providing a dedicated
predi ctabl e source of funding for the federa
share of baseline investment needs is the best
way to foster an environnent where
public/private partnerships and innovative

finance can truly bl ossom
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1 Thank you for your tine.

2 MR, SCHENENDORF: Thank you.

3 Secretary Madi son

4 MR. MADI SON:  Thank you, M. Chairman.
5 I'd like to thank the conmm ssion for hol ding
6 this hearing in New York and in the northeast
7 where the need for an integrated nultinoda

8 transportati on systemis so apparent.

9 The northeast has the nation's ol dest
10 transportation network, a network that is

11 conplex, interrelated and heavily utilized by
12 bot h passengers and freight. Accordingly we
13 must have a federal policy that hel ps us

14 operate, mamintain, build and integrate the

15 transportation infrastructure that our

16 custoners demand and that our state, region and
17 nati on need in order to remain conmpetitive in
18 an ever-expandi ng gl obal narketpl ace.

19 The tinme is now to inplenent a bold new
20 mul ti modal transportation policy and you have a
21 once in a generation opportunity to nake
22 recommendati ons that will guide the
23 transportation policy and pl anning throughout

24 the next half of the 21st century.
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1 | urge this distinguished commission to

2 chanpi on a new national policy to pronote

3 seanl ess integration across all nodes of

4 transportation and call for increased federa

5 investments in those parts of the systemthat

6 support the nation's econony.

7 As you know, prompoting equity has been

8 the hallmark of the |ast two federal surface

9 transportation bills. In fact, the 22.3

10 percent, the equity bonus program has grown

11 into the largest funding category in the entire
12 federal highway program surpassing even the

13 nati onal highway system and the interstate

14 mai nt enance and bridge prograns.

15 This practice of the distributing federa
16 fuel tax as based on where they're collected is
17 not a visionary policy. It no |onger serves

18 the needs of this country and it penalizes

19 states here in the northeast that invest
20 heavily in transit and fuel conservation
21 Real i zing a new vision for transportation
22 is going to require stronger federa
23 partnership with the states in order to devel op

24 a coordinated marketing and education effort to
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i nform our custonmers and our stakehol ders about
the dramatic inpact the transportation
infrastructure has on their daily lives. W
must go beyond the traditional federal/state
relationship that is primarily limted to
hi ghways and transit and col | aborate nore
closely on all forns of transportation that
make up our conplex system Keepi ng our
exi sting system safe, reliable and operating
efficiently is paramount, and this will require
a renewed effort, both locally and in
Washi ngton, to enpl oy the best practices and
the [ atest technol ogi es before a significant
capacity expansi on program can be undertaken.
We can't build our way out of congestion
especially here in the northeast and the system
we have in place will actually continue to neet
the majority of our transportation demands. So
to ensure that our nost inportant highway
facilities are appropriately maintained | urge
you to recomend a new federal interstate
hi ghway reconstruction programthat will nake
rehabilitating our existing interstate systema

joint priority with all states.
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1 Fundi ng for such a program could be

2 provided in a manner simlar to the origina

3 i nterstate hi ghway constructi on program and be
4 based on the cost to conplete the necessary

5 wor k.

6 The federal role should also focus on

7 i mprovi ng transportation access at critica

8 ports of entry, including our major border

9 crossings, airports and seaports which provide
10 our nation with essential gateways to that

11 gl obal econony.

12 We all know the traditional governnment
13 fundi ng sources for transportation prograns are
14 severely constrained. And the gasoline based
15 taxes, the hall mark of the highway funding

16 program for the last 50 years are no |onger

17 sufficient to neet our growi ng needs. That's
18 why the federal governnent nust find new ways
19 to encourage, or even require, states to
20 expl ore innovative financing tools by
21 public/private partnerships. W desperately
22 need to stop thinking one dinmensionally about
23 how we fund transportation

24 States nust have greater flexibility to
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use federal funds in ways that increase

mobi lity of passengers and goods. That neans
giving us the ability to nake investnents that
hel p us operate this systemnore efficiently,

as an alternative, in sone cases, to capita

i mprovenents.

It's clear that new sources of revenue
for construction and operations nust be tapped
to stinmulate greater investnent in public and
private transportation facilities. Qur system
provi des substantial benefits to the nation's
economy and we should identify and aggressively
pursue innovative new nethods that capture and
rei nvest sone portions of those benefits.

If we were to successfully neet the
chal l enges of the 21st century, we nust invest
smarter, think bigger, be nore creative, and
enbrace new fundi ng paradi gns that enable to us
to accelerate the delivery of large, conplex
projects and free up traditional governnent
funding streans for other transportation
i nvest ments.

If we are to remain economcally

conpetitive with the rest of the world we nust



0107

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

enbrace the concept that infrastructure

i nvestments are assets, not liabilities. Just
as other countries have recognized

[i naudi bl e] --

| again respectfully urge this conm ssion
to seize the unique opportunity it has and
recommend dynami ¢ new strategies for nationa
transportation policy that will serve Anerica
wel |l for the next 50 years and beyond.

Thank you very nmuch for the opportunity
to testify today.

MR. SCHENENDORF: Thank you. M. Pepe.
Did | pronounce that properly?

MR. PEPE: Pepe.

MR, SCHENENDORF: Pepe.

MR. PEPE: Thank you for the opportunity
to testify this norning on behalf of New York
Roadway | nprovenent Coalition, which consists
of trade associations and unions representing
the heavy and transportati on construction
i ndustry of New York State.

As others have testified, | also believe
in a strong federal role in planning,

execution, and funding of the nation's
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1 transportation system W believe your 50 year
2 transportation horizon report should establish
3 a significant framework for the federa
4 government to create a conprehensive agenda
5 linking the nation's econom c growh and
6 devel opnent with prioritized transportation
7 pl anni ng and stable funding. These goals will
8 hel p create the foundation of a new nationa
9 plan for this century's great public works
10 proj ects. In our view, protecting or
11 enhancing the prosperity of the day, largely
12 defines the current federal agenda. The
13 | ong-term agenda you have set forth
14 acknow edges that our nation's progress grew
15 fromthe ability to easily transport good
16 services and people within regiona
17 conmunities, coast to coast, and
18 internationally with maxi num efficiency. The
19 great transportation projects of the |ast
20 century were conceived and built for
21 generations of growth that has and will
22 continue to occur
23 However, now the challenge before us is

24 to assess the best use of avail able federal and



0109

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

state revenues and apply themto the next
generation of worthy inprovenents. W believe
it is essential for you to evaluate and
recommend | ong-term and financially secure
fundi ng nechanisns for these needs as well as
mai ntai ni ng and i nproving systens already in
servi ce.

A conprehensi ve and successful nationa
policy nmust include a secure financial plan to
encourage the building of a stronger, better
econony with [ong-termgains, not sinply the
short terminprovenents of a five- or six-year
program

As you have nost certainly heard
t hroughout your hearings the nationa
transportati on agenda's success demands secure
financing at the highest -- as the highest
priority. Qur representatives nust al so be
convi nced that national prosperity and security
depend on inproved nobility.

The nost recent volatility in fuel prices
indicate there is an opportunity to index the
federal fuel tax based on a fairly noderate

target w thout unduly burdening the econony.
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We need al so | ook to user fees and responsible
congestion pricing. Those financial structures
of fer users a price signal system encouraging
efficient use of our roads.

At a mninmumthe highway trust fund nust
be fully secured and funded.

The federal governnent's role in
coordi nati ng and funding the transportation
agenda nust al so begin with recognizing the
nati onal econony is often driven by certain
factors and transportati on networks, while
appearing local or regional, are in fact vita
to the national prosperity and nobility. This
can only be achieved by taking care of
congestion and other needs where they best
serve the national agenda.

For this reason, we believe your report
to Congress nust recognize the northeast with
both its popul ati on and economic strength that
the nation draws upon. It is vital in setting
the long-termgoals of rnultinodal mobility.

If this region's economy is choked with
congestion, then the national econonmy will also

stall. When the commi ssion |ooks to this
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region, there are four transportati on networks
to be addressed: Highways, mass transit,
freight, and international ports, both aviation
and maritime.

As our nation's history has nmde the
nort heast so inportant to our econony, it has
also left these networks ol d and constrai ned.
As an exanple, an inportant |ocal discussion
now underway is the future of the Tappan Zee
Bridge in the northern suburbs to New York
City. Once considered a secondary part of the
network commuter |ink, also providing access to
upstate New York, it has evolved into a nmjor
connecter froma growing nulti-state regi ona
econony from Boston to Buffalo and the M dwest.

St at e agenci es revi ewi hg vari ous
repl acenent options have found none are cheap
dependi ng on the extent from $4- to $12
billion. Even though state agencies say a new
bri dge shoul d be operating by 2015 the question
of how to pay for the project has yet to be
tackl ed. Innovative financing through PPPs may
be a solution. However, federal |eadership

will likely be needed to ensure the nost



0112

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

beneficial and cost effective return.

Upstate New York faces a simlar problem
with the Buffal o Peace Bridge linking the
Canadi an econony to the northwest New York and
ot her northeast and nid Atlantic states.

We al so believe the commi ssion's report
shoul d provi de guidance to states for expandi ng
suburban comunities as work destinations and
for their work force commuter needs. In terns
of mass transit no system nobves as nmany people
as the New York netropolitan authority --
transportation authority and the benefits to
both the environment and the econony are
unmat ched. Today this transit systemis on the
verge of a nost inportant expansion. The
federal governnent nust participate.

Frei ght distribution is a vexing
chal l enge that al so needs to be addressed.
Congestion of regional roads, rail systens and
truck routes need to be inproved and expanded.

Finally, the train freight tunnel is a
possi bl e sol ution

Thank you for the opportunity to address

t hese concerns.
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MR, SCHENENDORF: Thank you, and thank
you all. W'IIl start the questioning with
Conmi ssi oner Heni nger

MR. HEM NGER: M. Chairman, thank you.
| appreciate the testinony of all the
panelists. |1'd like to begin by asking a joint
question perhaps of Dr. Walton and Comnri ssi oner
Madi son, trying to read your testinony
t oget her.

Dr. Walton, you called for an increase in
the fuel tax of sone, | suspect, substantia
anount; and Comni ssi oner Madi son, you tal ked
about the federal role, and it's sonething
we' ve been tal king about for the past day and a
hal f, and in particular you identified in your
testimony four areas. One, pronoting the
i nportance of the system supporting nultinodal
system ensuring nmai ntenance and operation
fundi ng needs at ports of entry. There nmay be
others as well; safety has been suggested and
so on and so forth.

So let's just say we go forward a year or
so and we persuaded the policy makers to

consi der a whopping increase in fuel tax. How
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do we go about expressing the federal interest
inahbill?

I'"d like to suggest at |east three
possibilities. One of themis we could use
categorical prograns which has been done in the
past. | nean, Dr. Walton, you suggest a 3C
program for freight that will target noney for
freight. That's one way of expressing the
federal increase in goods novenent.

A second one that we've been talking
about with the commr ssion is the notion of some
ki nd of performance-based approach where you
m ght provide the states a nore flexible poo
of funding, a block grant, but then establish
some performance targets that they would have
to meet to continue to be eligible to receive
it, whether it's in fatalities reduced or
congestion alleviated or whatever.

A third, | suppose, might be the
interstate nodel, you could call it, where you
target specific facilities whether it's you
know bottl enecks here or there.

You know, M. Pedersen's CSX rail bridge

i n Washi ngton, and you target those facilities
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1 for a higher match or exclusive federa

2 participation. |'msure that's not the range

3 of them but | think it does, at |east to me,

4 suggest that we do have a range of possible

5 ways of expressing the federal vision that |

6 think we've all been tal king about without

7 being specific. So l'd like to try to get a

8 little nore specific and get your sense of,

9 anong those options or another you'd like to

10 suggest, which one should we pursue.

11 DR. WALTON: | yield to Comn ssioner

12 Madi son to start with.

13 MR. MADI SON: Thank you, Doctor; that was
14 very generous of you. | appreciate that.

15 Well, let ne depart fromthe three

16 categories that you nentioned, Comr ssioner

17 and go back to the testinmony that | subnmitted
18 that you referenced.

19 I think there's a fundamental need to
20 expand the federal role in places |ike the
21 northeast and across Anerica. At the outset we
22 need to figure out better and different ways to
23 mar ket the inportance of our infrastructure.

24 You know, one of the things |I've learned in the
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position I'min now and working in
transportation for some years is that, at the
state | evel and even during the federa
reaut hori zation process, it's usually the |ast
thing that's considered and it's a painstaking
process because there are other areas of public
policy that tend to be nore interesting or
garner nore public support or are sexier

per haps, than transportation.

However, as panelists had nentioned
earlier today, when there's a problemon the
system somewhere, that's when attention becones
i medi ately focused. So one of the things |
think we need at the outset, in terns of a
stronger federal role of partnership that wll
get us to the kinds of funding questions that
you tal k about is meking our custoners and
st akehol ders understand the inportance of
infrastructure investnents be it in transit or
hi ghway or other approaches across the noda
spectrum And in order to do that | think we
need to have a conprehensive national marketing
strategy. We try and do it at the state |eve

and at the county or local levels in different
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ways, but it's very inportant that we figure
out a way to better communicate, not just the
needs, but the inmportance of funding issues and
considering nmaking it nore pal atable to get
public support for a decision |like increasing
not or fuel taxes or changing the categorical or
formul a based fundi ng areas.

So | think that's first and forenost. |
li ke the second suggestion that you had about
havi ng a perfornmance-based system because
think that we need to depart fromthat equity
bonus programthat | nentioned in the remarks
today and focus nore on where the real needs
and priorities are of our national system And
I"'moften in a position to talk about that in
t he context of New York State and how we
conpare to other states in our region across
the country, but froma federal standpoint we
need to come together as a nation and | ook at
how our econonmic conpetitiveness will suffer as
it relates to other countries around the gl obe
if we don't fund our program all of our
progranms, in a nore robust way.

DR. WALTON: Having been a student of
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this all my career, |I'mrem nded of how it
wor ks and how we got to where we are today.
Your question is an excellent one.

Based on the history that we have,
think you -- we're to the point where the
exi sting prograns, categorical programs have to
continue in its fashion. There is so nuch
nmonment um behi nd those programs. Coupled with
that your notion of a performance-based
objective is right on target.

But it's interesting froma nationa
perspective that that has to be set in context
and, truly, what are the national needs? What
are the national priorities?

So to put all of these in perspective, we
nmust have, not the vision, but we nust have a
road map of exactly where we want to go and
what we would like to acconplish both in the
short termwith a | ong-term perspective of what
needs to occur. Then | think we can begin to
put these in perspective sonewhat and recogni ze
t hat based on di scussion that you've had in
ot her sessions as well as sonething today that

there are so many variations fromlocality to
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locality and the needs are urgent and in nmany
ways sonme of those are of nationa
signi ficance.

You tal k about the ports, for exanple,
just to nmention the L. A Long Beach, which
know you'l | be addressing, or the port here or
the ports in Houston and so forth. Those are
critical conponents and that's why we felt that
the 3C programis a newinitiative recognizing
the new frontier of freight novement and
i nternational and gl obal conpetitiveness. W
think that is a programthat sort of fits the
i nterstate nodel perhaps where we need a new
funding initiative to support that activity.

So, better funded and | |ike your
assunption and we're behind that a hundred
percent, you know, 12 to 13 cents per gallon
woul d be wonderful. | think we could structure
a plan that continues the categories since
they're desperately needed and then | ook at the
overarchi ng performnce based and new prograns
such as the 3C program

MR, HEM NGER: Dr. Walton, the 3C program

you reconmend, do you contenplate that program
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funding i nprovenents to the rail freight
syst enf?

DR. WALTON: | think it's across the
board. We're tal king about critical corridors.
So, in essence, it is an internodal
mul ti-nmobile program So we're tal king about
transportation, we're talking about a nationa
network; we're tal ki ng about connectivity and
i ntegrated systens. So, in essence, it has to
be in the best interests.

MR. HEM NGER: And to the extent that
some of those will also benefit the rail in our
urban areas you don't mnd that.

DR. WALTON: Personally, having spent
quite a bit of time in that arena too, | know
there are issues there, but again, it cones
back to what is the national interest and where
do we need to hit and how do we get there? So
| come back to the view of what is in the
nati onal interest.

And recognize -- 30 years ago | was in
the office of the secretary of DOT when it was
just getting started and | remenber how nany

cl ass one railroads we had at that tine.
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remenber that they were al so passenger
oriented. | did sonme calculations that led to
Amtrak. | must have missed a decimal point
here or there somewhere along the way, but in
essence that was an integrated network at the
time. We have to have a national perspective.

MR. HEM NGER: M. Taylor, | think we're
probably many of us, 1'Il start, are going to
t ake advantage of the fact that you're an
i nvest ment banker and we have been hearing a
ot in our |ast couple of neetings about these
asset |lease deals in Mdwest with the Indiana
Turnpi ke and the Chicago Skyway; that -- it
rai ses several questions. Let nme just begin
with a couple, if you could entertain them

But, you know, the first is if we put
together a big picture of what the nation needs
and, you know, we heard this norning that we're
going to be off by a factor of two or three but
let's say it's a hundred billion a year that
we're short.

First question is how nmuch can private
capital take out of that need? You know, given

the fact that, | think as M. Pedersen said
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earlier, it's unlikely that our naintenance
backl og is sonething that the private sector is
going to be all that interested in financing.
So how nuch of that need could they take down
interms of if we are focused on congested
urban areas and the like?

The second question is one that | raised
at our last neeting in Washington and that is
the econom sts often tal k about these deals
sort of releasing, you know, stranded capita
or dead capital and it strikes ne that in a
couple of these instances it's not so nuch dead
capital, it's nmurdered capital. Because the
publ i c agenci es just have negl ected the assets,
they haven't raised tolls in many years, and
then they throw up their hands and say, ny
goodness, we better |et sonebody else do this
i nstead of us.

So your thoughts in the second question
on the issue of private versus public tol
financing and to the extent that we have and
we've got a lot of themhere in New York
public toll facilities, whether that's a nodel

that could be deployed perhaps to better effect
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1 in sone of these areas as opposed to relying

2 upon the private sector

3 MR. TAYLOR: One of the things that |

4 di scovered, |'ve been doing public/private

5 partnershi ps so nuch of ny whole career, is

6 that there's a natural tendency for the

7 rhetoric to dissolve into public versus

8 private. And one of the things that |leads to
9 that problemis this concept of public/private
10 partnershi ps being a generic source of revenue
11 And so you get the question of well, is it

12 five percent or 20 percent? And in reality,
13 public/private partnerships are not a revenue
14 source; they're a neans of getting other

15 peopl e's noney, but it's a tool

16 And so, to nme, debating whether or not it
17 is you know a minor part of the solution or a
18 bi gger part of the solution msses really what
19 the contribution is.

20 And so a different analogy -- it may not
21 wor k, but | would nmove you away fromthe too
22 and the tool box and how powerful is it, to a
23 basebal | team and whether or not it nakes

24 sense to debate whether or not it's hitting or
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pitching. I'mnot a big baseball fan, but if
you |ive around here you get to appreciate the
Yankees and one of the things that they do is
they figure out what their needs are on their
teamand try to bal ance those.

In my mind, and fromwhat |'ve seen,
there are situations where a public/private
partnership, the private sector, can be the
home run hitter. WII a home run win the ganme?
No. You need a |lot of singles, you need a |ot
of fielding people, but it can be a critica
tool if applied correctly.

One of the things that gets dismissed in
the Indiana transaction is that before they
made the run to try to get the legislature to
get on board for that, they went to every
comunity, every county and said,
hypot hetically, if you had all the noney you
needed what would you prioritize? Wat would
be the projects you woul d need and they forced
people to rank them figure out what nade
sense. So that before this cash windfall cane
there was di scussion fromthe ground up about

where to apply this noney; what makes sense?
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One of the strengths of our system our
denocracy, is that we do things fromthe bottom
up. We have these MIGCs, we have ways to plan

A lot of what we do in infrastructure
produces wi nners and | osers. Public/private
partnerships are a way, are a tool to help
comunities figure out how they' re going to
resol ve those issues.

To nme, the point of Indiana was not so
much unl ocki ng unspent capital but really
focusi ng people on, you know, does it meke
sense to keep toll rates at the same |evel for
20 years. Should toll rates be set at a |l eve
that you can at |east maintain the asset that
you have?

If you can manage an asset better,
through the private sector; why don't you go
ahead and do that? |It's not sonething that you
then take and nake a rule that all assets
shoul d be managed by the private sector
Harris County, Pennsylvania Turnpike; there are
a nunber of strong public turnpike authorities
who, really, the increnental benefit from

privatization would be nil. But in Indiana, |
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think there was an argunment that the concession
was a neans to an end.

MR. HEM NGER: If | could press on that.

MR. TAYLOR:  Sure.

MR. HEM NGER: Wiy is it in sone cases
that the benefit would be nil or nargina
whereas in the case of Indiana, in Chicago, it
at | east appeared to those decision nakers that
it was nuch greater?

You know, one thing that appears to ne is
that the public agency was unwilling to adjust
the toll rate and they preferred sonebody el se
to doit. |If they had been willing to adjust
the toll rate and had done so, a lot of that
capital woul d have been unl eashed in projects

and facilities not only in that corridor but

el sewhere
MR. TAYLOR: Yes, it's not that, | mean,
there isn't a generic public sector. |Indiana

went through several different administrations
that missed the opportunity to do that, so you
can't lay the blame on any public sector that
didn"t. Part of what happened in Indiana was

you are taking tolls collected by people
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passi ng through the state and those in the
northern part of the state and using themto
produce benefits in the southern part of the
state.

If the legislature debated, let's raise
tolls, and issued 3.8 billion of debt and then
used the proceeds in the southern part of the
state, it would have been a non-starter, but as
a vehicle of using that asset that they had to
produce benefits throughout the state, that
public policy debate took place in the
| egi sl ature.

So, to ne, the tool that was used wasn't
as inportant as what was the outcone they
wanted to achi eve and that was to make an
i medi ate i npact on the backl og of needs.

And so, did they debate? Should we issue
3.8 billion of debt versus getting a paynent
fromprivate sector? No. But in effect that's
what they did, was they figured out how to
| everage this asset to get other needs.

And the thing | applaud themfor, even
t hough | have concerns about the transaction

is that they laid the ground work first by
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saying let's do a rational analysis of what our
needs are. Not let's do what normal |y happens
which is every state legislature gets to pick a
favorite project and we make sure that a little
goes to the south and a little goes to the
north. Hopefully the nmoney in Indiana will be
spent and directed to real needs.

MR. HEM NGER: What are the concerns you
have about the transaction?

MR, TAYLOR: | think that in both Chicago
and | ndiana, you're taking advantage of a
situation where the user base, the fees are
bei ng coll ected from peopl e who don't
necessarily have a say in where that npney
goes.

| mean, the residents of |ndiana who
comut e into Chicago don't vote for the mayor
of Chicago. But Chicago, it was an accident of
hi story, really, that they had control of part
of the interstate system so | don't fault them
for saying we shouldn't be in the business of
mai ntai ning this and running this, we'll |eave
it away but the inpact on the regiona

transportation network didn't really go through
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the denocratic process.

Simlarly, with the Main Street of
America, the Indiana toll road, there will be
implications for M chigan, for people doing
cross country travel, and their ability to
i nfluence that, they had no say in the process.

And so, to ne, there are certain assets
where the externalities need to be dealt with,
ot herwi se you have a situation where it's every
person for thenselves. And, to ne, it's a
symptom of the fact that there isn't a stable
federal funding source that you have people
saying I'mgoing to sell assets or I'"'mgoing to
get every earmark | can while ny Congress
person is there so that | take care of nyself.
So it's that | ooking out for nyself sense that
I think, in the long run, we nmight regret.

MR, HEM NGER: M. Chairman, just one
| ast question on this point, if I could. Do
you think it would be an appropriate role for
the Congress or for the federal programto set
some sort of paranmeters in this field in terns
of how these deals are done?

You know, sone | know have raised
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concerns about the Chicago deal, taking noney
out of a transportation asset and spending it
on general fund purposes. Ohers have talked
about the length of the | eases which are quite
Il ong-term You've raised the i ssue about
externalities. Should it be hands off or
shoul d there be sone general set of paranmeters?

MR. TAYLOR: M personal opinion is hands
off. That the way the federal state
rel ati onship works is you really want |oca
deci sion nakers deciding it. | think the feds
need to recogni ze that those types of
opportunities gain momentum when there is a
| ack of resources and that there should be
resources devoted to strengthening regiona
pl anni ng and MPGCs, so that people aren't
tenpted to take the short term But in the
end, the federal governnent risked too nuch by
openi ng the door to determ ning how noney
should flow at the regional and |ocal |evel.

I don't think the feds shoul d decide on
the Tappan Zee Bridge; should there be a rai
conponent or not, or should it go all the way

over to 95 and Connecticut. That should be a
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regional, |ocal decision. They can provide the
fundi ng, but the decision nmaki ng needs to cone
fromthe bottomup, not the top down, otherw se
you have people gaining the systemand that's
not the way it really should work.

MR, SCHENENDORF: |If | could just take a
second and follow up on this. The Indiana
Turnpi ke, to me, is a good exanmple and 1'd I|ike
to really understand it better

We have been tal king about the nationa
needs that we have out there; the need for
national vision and a freight strategy, the
i nportance of interstate transportation, yet
here we're taking a facility and we're
essentially increasing the tolls dramatically
over tinme. They're allowed to increase by two
percent or inflation or GDP, whichever is
hi gher, and that revenue streamwas | ost to the
State of Indiana for 75 years, and what they
got fromit was 3.8 billion dollars that
they' re spending on, essentially, |oca
proj ects.

So you're asking these interstate

travelers to pick up the tab for all of these
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| ocal projects which may not be used -- of use
to them or even part of the national system
and the people who will actually be using those
projects won't be paying anything for them
because they're being paid for by the people
that are traveling al ong.

It seens to me we're taking a | ot of
money out of the system so to speak, of the
nati onal system and diverting it to other
ki nds of projects, and as this is being -- as
this is being done, and these rates are allowed
to go up and the private sector is basically,
at that point, benefiting fromthat, it seens
to me to be a huge |l oss of revenue that could
be used for inproving the nationa
transportati on system

And when people in Indiana are asked
about this, they respond, this was a
no- brai ner; over half the traffic is interstate
nature. These aren't Indianans that are paying
for this.

MR. TAYLOR: Right, but, sir, that's the
point, is that to the extent that you don't

have a stable federal funding source, you have
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an environment where everyone | ooks out for
t hemsel ves.

If you are an Indiana resident,
particularly in the south, you never drive the
I ndiana toll road, are you going to conplain
that all of a sudden a local project is getting
funded?

The issue of are you taking away a source
of revenue fromthe state is noot. They had
not raised the toll in several years. It was
unlikely that they would, and so the fact that
you are taking away an option that somebody
doesn't use; in the financial world that
happens all the tine.

I f sonebody thinks they can use an asset
better they'll pay you for it and then they
turn around and try to make nore noney.

So | don't think the issue is really was
the public not really served or should they
have gotten five billion for it. That's basic
mat h, and present value. That is a financia
transaction that you protect yourself through
the conpetitive process. The question is every

state has issues about whether or not the npney
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they collect in the urban areas shoul d be going
to the rural areas or not and there's always
questions of distribution. That's what the
whol e fight about the bonus equity programis
The federal gas taxes. Should they really just
go back to the people who you collected them
fromor is there a federal interest in spreading
it around?

I ndi ana had an interest in spreading
noney throughout the rest of the state. The
asset happened to be located in the northern
part and it happened to be travel ed by people
who weren't residents but the goal really was,
let's fund investnent capital to the rest of
the state and invest in real projects, not pet
earmar ked projects, and that's a nobl e goal

So you can question the neans but if that
was the only thing open to the governor and he
got the legislature to cone on board as wel |
I"'mnot sure they're the culprit but rather the
environnent in which there was no ot her
recourse for themto do. They couldn't go and
get nore federal noney. They tried -- not only

t hem but previous adninistrations had tried to
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i ncrease revenues, but again, if you had gone
to the legislature and said we want to increase
toll rates on the Indiana toll road and use al
the noney in the south that would have ignited
a big political fire storm

So, | think the point is to recognize the
political reality that noney is not spread out
equally here and that there will need to be
sone redistribution. W do that through the
Hi ghway Trust Fund, concessions are another way
to doit. They're a way to get increases --
user fee increased and they're a way to
redi stribute noney in resources as well

MR. SCHENENDORF: Between the concession
nodel and an increased federal program which
is better froma public policy perspective in
your Vview?

MR, TAYLOR: That depends on who the
actor is. There will be certain states that
because of the congestion that they have --
Texas, for exanple, had several opportunities
where they could really take advantage and
| ever age whatever noney they get fromthe feds

and local and really do well with a concession
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program Would | recomend that to Montana or
| owa? No.

And so to ne the question is not
concession versus federal highway. It's
really, are we providing the states with the
full resources they need so that, at a regiona
| ocal level, they can apply whatever tool neakes
sense?

There is a need in certain areas, because
the needs are so great, to bring in concessions
in the private sector but only if you've done
the basic block and tackling that you could
only get those resources fromthe federa
gover nment .

So to allow your research to devolve into
a debate as to are public/private partnerships
just hype, are they real or not, ignores the
reality that sonme of that stuff will occur
regardl ess of what you do.

MR, HEM NGER: M. Chairman, can | get
back in this because, |look, that's a fair
point, and | think you' ve given us a pretty
good di agnosis of the politics of these

transactions, but it is also the fact that |
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think there is a school of thought that
public/private partnershi ps represent an
alternative to an increase in the fuel tax.

And you' re suggesting that we shoul dn't
view it as a, you know, a piece of the
solution. It's just one of the tools or it's
one of the players on the team but there are a
bunch of fol ks who are positing this as an
alternative.

And the question | think we're trying to
pose to you, and |'d be happy for other
panelists to junp in here, is: |Is it robust
enough to be an alternative? And, given the
fact that it won't address nmi ntenance needs,
and given the fact that it doesn't appear al
that applicable to public transit, and given
the fact that -- it seems to nme what's really
happening there is, as you say, you're taking
noney out of a federal facility, a facility
that's part of a federal interstate system and
spending it off that system Now we do that in
the Bay area and they do it in New York here
all the tinme, but, arguably, those investnents

hel p that federal facility operate better
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because you can't wi den the Triborough Bridge.

What' s happening here is you're taking
the noney off the interstate system and instead
of that noney or revenue generated by that
system benefiting the interstate system it's
benefiting sonme non-interstate purpose.

And if it were still there it could
arguably benefit some national purpose in |Iowa
or Montana.

So | think that's why you're getting
these questions and | do apol ogi ze that you're
sort of the first guy we've had to talk to
who's not an advocate. You know, given the
fact that this idea is being posited, | think,
in large respect by a bunch of fol ks who don't
want to raise taxes; can it be a true
alternative to raising taxes?

MR, TAYLOR: The other panelists want to
speak to -- | think that all the hype about
this comm ssion has the chance to set the new
vision for the next 50 years, those proponents
of value pricing and public/private
partnershi ps have to cone and push you hard

because this is their opening to do it.
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Do they truly believe that it is the
alternative, and are they anti Hi ghway Trust
Fund? | don't think so. But | think that the
nature of the political process says they need
to make that push.

The reality of it is in northern Virginia
they mght |everage Dulles toll road revenues
to build transit. The reality of it is that
the Indiana toll road is really nore of a state
asset than a federal asset. Most of the
preexisting toll roads are, so did they really
do a disservice by -- to the nation by taking
their own asset and |l everaging it to benefit
their owmn state? Those are legitimte public
policy questions and | think your challenge is

nterests in

to recogni ze that there are self
this debate because everybody needs to --
nobody wants to miss out on influencing the
next 50 years. But getting through that snpke
and mrrors and say what's the reality today;
how can we nmake an inpact today on what's
happeni ng? That's how you get some of the

i deol ogues out of the debate. You focus on

this panel, what are the real needs; what do
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you need to get them addressed?

MR, MADISON. Can | junmp in for a second?
| agree with a lot of what Jimsaid and he's
the finance expert, but let me step back a
little bit and tal k about the power of these
ki nds of public/private partnerships or
rel ati onships to accel erate project delivery.

You know, it's not all about the
fundanental el enments of a concession agreenent
or a deal. Here in New York we have dozens of
projects on the drawi ng board that the
politicians have been tal king about for years,
and in sone cases decades, but we don't have
the capability to finance them or deliver them
wi t hout | ooking to sone other alternative
sour ce.

This, in ny view, is certainly not a
replacenent for the Hi ghway Trust Fund, the
fuel -- or fuel taxes. It is another tool as
it's comonly referred to. But there are a | ot
of other benefits beyond just |ooking at the
financial structure of a given deal

Back to your question, Conm ssioner

Hem nger, about the federal role in this
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process. That's where | disagree with Jima
little bit in that | think there should be a
stronger federal role with respect to

conmuni cating to states or incentivising states
to at | east have the statutory ability to
entertain proposals.

That doesn't nean that the feds shoul d
dictate how the transit option gets di sposed of
on the Tappan Zee Bridge. What that neans is
give the states incentives or perhaps give them
some sort of requirenents to | ook at the
potential of these kinds of deals and have the
option of utilizing themif that's in the
locality's interest or the state's interest
once they debate a particular project.

And right now, you know, there are only,

I think, 20 states in Anerica that have the
statutory capability to do this. New York not
bei ng one of them and we've been trying very
hard to get the statutory allowance to do it in
New York because there are al so ot her

advant ages that we see froma public sector

st andpoi nt fromthese kinds of investnent.

When you take the Tappan Zee Bridge
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exanpl e, which is often referred to as the
poster child here in New York, that's part of
the New York Thruway Authority and its system
back to the political points that were well --
that were well defined here, the Thruway

Aut hority had not had a toll adjustnment in

al nost 18 years. They just raised their toll

I think, two years ago to -- in order to fund a
capital plan going forward for six years.

That was because there was not the
political will to make the necessary tolling
adjustrments to link the value and the need
along that systemto the actual life cycle of
t he asset.

You don't have that, when you have a
public/private partnership and a private sector
is maintaining a segment of highway or bridge
or another asset. It's in the private sector
interests to nake investnents; not just to
mai ntai n the highway or bridge in a fundanenta
state of good repair but to infuse new kinds of
i nvestments |like cutting edge technol ogi es and
el ectronic tolling and other things. Because

the nmore through put and the nore nobile and
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reliable you nake that asset the better it is
for the bottomline of those investors.

So the investors make out well but if
it's ny job to make our systemin New York
State nore nobile and reliable for our
custoners and freight haulers then | think
that's a good thing for the public in ternms of
benefits as well

MR, McARDLE: |If | mght, Comm ssioner

MR. MADI SON: Sir

MR. McARDLE: You're here in New York
City with the Triborough Bridge and Tunne
Conmi ssion or the MIA bridges, as they like to
be called, quite able to raise their tolls to
do exactly what needs to be done to rebuild
their facilities. They were the pioneer in EZ
Pass, a great public agency able to execute.

You' ve sat in the governor's office. Wy
is the public will here and it was not there to
rai se the revenues on the thruway?

At the end of the day it seens what
you're asking is for authority to shift a
deci sion so you don't have to nake it. Okay.

So you don't have to take the blanme to raise
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the tolls. And that seens to be very bad
public policy.

I nean |'d rather have you explain to ne,
if you could, why doing a public/private
partnership on the TZ makes economi c sense as
opposed to political avoid the decision making
sense.

Presumably for you to do a public/private
partnership on the TZ, you have to deliver a
| awsui t-proof project that's fully permtted.
Okay? |If you've done that, what's the
advant age? Can they get you cheaper noney? Do
they get you faster project execution? How
does that really bring you bottomline benefit
as opposed to sinply avoiding the politica
deci sion which this state has avoi ded, as you
poi nt out, for 18 years of irritating
not ori sts?

VR, MADI SON: Well, | would yield to ny
fell ow panelist on the econom c or financia
benefits but I would just say that that
political avoidance that you characterize isn't
the central objective in ny thinking of these

partnerships; it's a by product. |[It's just one
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of the by-products that nakes these
arrangenents pal atable or pragmatically it
hel ps you infuse the capital that's necessary
to get the job done.

Ironically, | work at the Departnent of
Transportation where it's unlikely that we
woul d have a P three (ph.) project. However, a
couple of the projects that M. Pepe nentioned,
the Tappan Zee and in western New York, the
Peace Bridge Authority; those are projects
that, ultimtely, one way or another have sone
state funding and if you have sonme ot her
revenue source to supplant that state funding,
that enables us to reinvest in our state of
good repair projects; the bread and butter, DOT
projects all across the state.

So |l don't -- it's not about politica
avoi dance; that -- that -- | guess you could
characterize that as one of the favorable
by- products, but, you know, if you're a private
sector operator like the Bridge and Tunne
Aut hority, it's a quas- -- it's nore of a quas
private.

MR, McARDLE: It's in exactly sanme status
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as the thruway. It's a public benefit
corporation created by the State of New York.
And you' ve had the Thruway had the ability to
recogni ze these needs for how many years?
Okay, you've not been accunul ating noney to
deal with this, and now you'd |ike to kind of,
it seenms, meke this a public/private
partnership so soneone else will raise the
nmotoring costs and you can point to them and
say they're responsible.

MR, MADISON:. | think it's you know,
agai n about being responsive to our customners
and stakeholders; it's about a nultinodal
system of transportation investnents that will
strengthen New York, that will strengthen our
connectivity, not just to other states but to
ot her countries. W are a mjor player here in
the northeast in the gl obal marketplace that --

MR, McARDLE: Absol utely.

MR, MADI SON: -- everyone tal ks about.

So it's nmy job and the responsibility of all of
the state transportation entities, whether it's
the thruway or others, to figure out ways to

maxi m ze investnments in our facilities.
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And if this is a way, if this is one of
the tools that we could have at our disposal to
do that to becone nore interconnected, it helps
our econom c conpetitiveness in New York
That's why | stepped back to the federal
hoping that there will be a stronger federa
di al ogue in this issue rather than saying in
SAFETEA LU we've got private activity bonds or
we' ve got sone flexibility in TIFIA and | oans.

Let's have a real concerted effort to
tal k about this thing and vet the kind of
i ssues that this conmission is trying to get at
the root of right now. Let's have a broader
nor e conprehensive di al ogue about it.

DR. WALTON: Can | have this before you.

Leave New York for a nonment and go into
the broader issue again to coment on
public/private partnerships and being from
Texas and the experience that we've had,
contributed to some of the background that I'|
say.

But first of all, put in context, ARTBA
has had public/private venture division for 18

years. In fact, today, we're having a
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public/private venture conference in

Washi ngton. In fact, the commi ssioner and

were tal king; we'd both be there except for the
i nportance of this initiative. But that tells
you that, at least in our organizationa
structure, we've had nembers who've had a | ot
of experience and a | ot of background in this
whol e area.

There are tremendous benefits and gains
under certain circunstances, but it's not the
panacea. It is just a tool that's been tal ked
about. It needs to be in the tool box, it
needs to be avail abl e, absolutely not a
repl acenent for the traditional approach to
funding the transportation system

You know, if you go back and | ook at
hi ghway statistics, you'll see that they talk
about tolling as 4.1 percent of the revenue.
Okay, let's say that in the future it mght be
ten, as | think Neil Pedersen nentioned or
others. It's not going to get us where we need
to go.

So it needs to be there; it needs to be

available to us. | mght suggest that -- a
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coupl e of considerations for you. As the
conmmi ssi on continues to go through and devel op
your data and your fact-gathering, you m ght
want to look into two particul ar aspects that
may help in sone ways.

Nunber one, a number of states have
statutory provisions against tolls. Conm ssion
m ght want to develop a full list of those
states and the types of laws to get an idea of
what the potential mght be for nore initiative
in that area.

The second is that perhaps you want to
initiate a look at the cost per mle of tol
roads versus a per nmle cost for using the
traditional neans. | think that may provide
sonme |ight as well

But et me stress again, at |least from
our perspective, it is one of the tools, it's
been around for a long tinme, and | think it
adds tremendous benefit.

Now, in Texas, just as an aside, and
know you had a hearing there and you heard a
| ot about that at the BTTA. There was an

i nteresting discussion going on about whether
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-- how nuch of a policy change this represents.
And this is, in fact, good public policy.

And one of the questions that was asked
of me is that -- recently was: Can you wite
an article about what the state should be
doi ng, state DOT should be doing to protect the
private interests?

O course, | turned that right around. |
sai d, you know, don't you want to focus on what
shoul d be done to protect the public interest?

Do we real ly understand enough of what's
taki ng place in the concessions, in the
activities that are going on in that arena?
What are the long-terminplications? And
think that's a valid public policy.

MR. McARDLE: | nean, it would seemto ne
that's one of the nore critical issues that has
to be addressed and you go back to the Indiana
circunstance. It surprised ne that in this
whol e package they did not allow the counties
and the local governnents who actually inpose
property taxes on the facility so they, too,
coul d take advantage of nore revenue yield

extracted from sonmebody el se, which is always a
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favorite technique of comunities and the way
you can di sgui se those things.

But | go to the TZ, you know, you'd |ike
to have a minimal federal role, but then the
guestion cones, how far down do you get?
Because, as M. Pepe knows, and we knew each
other a long time and |I've had this discussion
with him one of the real concerns about the
Tappan Zee Bridge is that the beneficiaries of
the reinvestnent are kind of somewhat indirect.

That, given the nature of real estate in
West chester and New York, the |argest flows of
people in the norning com ng across the TZ west
to east are basically public enpl oyees; police
and fire early, teachers, nurses, the four
categories that make up the flows of people.
But the cost to those people is hidden in the
wages that they're paid so you raise the tol
and it ends up in sone school board's budget
sonmepl ace el se

But one of the things that concerns ne is
that, as | understand it from M. Pepe, there's
been little discussion or comrtnent by the

communities along the 287 corridor, which, by
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the way one of the first public/private
partnerships in which the State of New York in
the '80s sold a segnment of interstate to the
thruway. Very interesting early deal, know
where that noney went.

But in any case of getting the localities
engaged so that the additional capacities that
are there are matched by | and use deci sions, so
that you can see the kind of benefits that are
so obvious. Wen you look at the light rail
for exanple, in New Jersey, where you see the
benefit on the Jersey waterfront, instantly,
fromthat facility and where they can track it,
here we have a set of comunities in
West chester that have not yet engaged on the
| and use deci sion making that rationalize
capacity additions that everybody woul d see as
one of the things that helps pay for this
proj ect one way or another.

How do we get that; and how does the
federal role there to just see that we do not
end up with communities at the local |eve
basically sinply killing projects?

And Conmi ssi oner Madi son knows there are
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a nunber of projects in, again, New York State
down here, where single conmunity's
unwi I I i ngness to change sonething basically
stalls out our capacity additions, and that's
true on the rail systemand it's true on the
hi ghway system

Just seens to ne there's got to be sone
way we bring those localities out of their
ability to shell and stop a project.

DR. WALTON: Very difficult.

MR. McARDLE: Any of you want to coment
on it?

MR. SCHENENDORF: Just -- does anybody
want to conment ?

Just one | ast question on this before
turning it over to Commi ssioner Busal acchi on
these public/private partnerships, and | think
I"'min the same canp as Commi ssi oner Heni nger
It's -- one of the issues is: 1Is this really
an alternative to the H ghway Trust Fund and a
br oad- based tax or user fee? That's one set of
i ssues.

But even looking at is as a tool, for the

tool box, for a given project, take the Tappan
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Zee Bridge, if the choice is -- let ne just
start. W've all agreed there's a huge

i nvestment need that's out there on a nationa
basis and it seems to ne we're all saying al so
there's limted resources and we've got to
basically increase those resources.

So it seens to nme that we would be trying
to inprove the systemin a way that's going to
be the cheapest because at the end of the day
we want to spread out whatever resources we do
have. And for a given project |like the Tappan
Zee Bridge a decision was nmade to do that
through tolling. Wy wouldn't we do it through
a public tolling authority as opposed to a
private tolling authority? Because the 15 to
25 percent rate of return that they are | ooking
for is going to increase cost. People are
goi ng to be paying nore for having done it
through a private tolling than through public
tolling.

So why wouldn't we just, froman economc
perspective, the overall systemgo the public
tolling route as opposed to the private

tolling?



0155

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

MR, TAYLOR: | think that, again, there's
a danger in reducing it to who has the | owest
cost to capital. In the current market there
are people who can make effective argunents,
and there are exanples, that the comercia
bank market is so aggressive today that their
cost of borrowing is conpetitive if not |ower
than the tax exenpt cost of borrow ng.

Part of that has to do with the nature of
how you approach the market. On the tax exenpt
si de you need to have coverage, you need to
have a bunch of other protections, because of
t he way those bondhol ders work, and it's hard
to go out past 45 or 50 years.

On sonething like the Tappan Zee,
sonmebody woul d be able to | everage flows out 75
or 99 years to get a project of that magnitude
done.

Coul d the public sector issue hundred
yield debt? The Port Authority of New York New
Jersey could but maybe not a new public entity
just for the Tappan Zee or the Thruway
Aut hority.

It's a question of how you want to access
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the market and how you want to anortize it.
The real question is on sonething |like the
Tappan Zee there may be chal | enges associ at
with that that sonebody internationally has
some experience with. One of the things th
found very interesting on the private tol
roads |I've worked on is that all the privat
entities automatically went out and got
international toll operators and they cane
and had sonme interesting perspectives.
Autostrade in Virginia had a different way
doi ng snow removal than had ever been done
before in that area

Was that going to make or break it?
But on the private nmanagenment side they're
going to blink if they need to pay their
executive director $600,000. |If she or he
worth it, they'|ll pay that. But could you
a thruway director nmeking nore than the
governor? It's nuch harder to do.

So it's -- you can't -- | really don'
think you can cone down and say the public
| osi ng out because you're going to a privat

sector nodel .
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The framework that, sonehow, al
i nfrastructures should be built at the | owest
cost to the user, ignores the fact that what
the user really is buying is not a certain
nunber of mles of roadway but really a
service. How nuch tinme are they saving?

And, in ny mnd, when you get right down
toit, the public and the private will charge
t he sane.

If you look at the 91 express lanes; it
was privately owned and they set the tol
| evels at rates so that there would be --
maintain traffic flow

The Orange County Transportation
Aut hority bought it. Politically what they had
to do was set up a formula that say tolls that
rise automatically if we get a certain anount
of congestion. Tolls have risen nmuch higher
under the public authorities than they were
under the private, because the private guys got
slammed every tine they raised tolls. You're
just making nore noney for yourselves. But in
the public sector, what they were able to do

was cone up with a framework where drivers
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understand the tolls are not set to raise
noney; they're set to maintain through flow of
traffic.

I[t's not -- you can't reduce it to cost
of capital or who has nobre expertise. It
really is given the challenge, and that
i ncludes the political challenge, what's the
best way to approach getting sonething done.

MR, MADI SON: If | could briefly add to
that if |I could. | think, again, doing the
proper valuation of the deal is different than
| ooki ng at the broader public benefit of
getting a nore reliable, consistent trip
whet her you're a commuter or whether you're a
frei ght hauler.

So you have to | ook, in the Tappan Zee
exanple, | think, again, | yield to M. Taylor
on the financing piece, but I think you have to
| ook at the prol onged period of neglect on that
facility. The fact there have been hundreds of
mllions of dollars in tenporary, you know,
patch work capital projects, to let it linp
along until there's sone agreenent on | and use

and ot her issues and the type of facility
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that's ultimately going to be selected in the
alternative.

So what is the cost or the |ost
opportunity to all the years that that
particul ar project has been discussed?
Meanwhil e, a facility that was designed for
70,000 cars a day averages 130-, and on sone
days, 170,000 cars a day.

What is the cost of people waiting an
hour rather than 15 minutes to get across that
bridge and get to their jobs? You have to | ook
nor e conprehensively at the public costs and
benefits.

MR. PEPE: | don't want to bel abor this,
but allow nme to give you a brief overview of
the industries look at this, and ny persona
view of it as well.

I happen to live in Rockland County.
work in Westchester County. |'ve crossed the
bri dge nearly every day, except for the three
years | spent in the service, for the past 45
years. So | know well what has taken place on
the bridge when it conmes to the deterioration

the lack of initiative on the part of the
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| eaders of the authority to get the job done,
and it takes years and years to get things
acconpl i shed.

We're in the mdst, today, of a
di scussi on about the Tappan Zee Bridge. This
di scussi on has been going on for the past 12
years and we're still not all that far advanced
into the process. Hopefully, we're getting
close to it but not there yet. Probably
| ooki ng at another two or three years before a
deci sion is made.

Wth regard to the tolling, as a conmuter
it was wonderful. Up until last year with EZ
pass | commuted every day for a dollar, round
trip, on the Tappan Zee Bri dge when every other
structure in Downstate area of New York is 4,
5, and $6 a trip

So, you know, they just hadn't addressed
the issue as they should have. There were the
attenpts to get it done but the political side
of the equation pulled it back and didn't allow
for the increases in the tolls to occur

So on re-looking at the private/ public

partnershi ps, we are concerned about the how,
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when and where of themtaking hold or grasp of
a facility like this and the type of contracts
that woul d go out.

We represent |abor. Labor has sone very
i nteresting concerns about how the contracts
woul d be let and what effect it would have on
the work force comunity in their area.

All of that said, your threshold question
about guidance, | think the federal governnent
needs to provide guidance in New York State and
ot hers across the country. If nothing el se
than just to give them information about what
ot her states -- arguing what the successes have
been, what the failures may have been, and how
to proceed in this environment to use a PPP as
an incremental source of funds for the overal
transportation programin the state.

MR, SCHENENDORF: Thank you, and
apol ogi ze for the three of us, | think, hogged
all the time. Conmi ssioner Busal acchi

MR. BUSALACCHI :  You want to have |unch?

I just have a couple of questions just on
this PPP thing, and I'Il get into a different

type of transportation. But you know, when
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took this conm ssion, under penalty of death,
said | had to | eave ny agenda at the door, but
unfortunately | can't do that.

Politics is so a part of this thing it's
amazing. And | don't know what anybody el se
does but | can tell you what ny governor does.
He gets up in the norning, he says hello to his
wi fe and then he goes and | ooks at the polls.
That's what he does; and that's what all these
guys do and woren do.

| nean, quite honestly that's the
political reality of it. You have tolling out
here in the east and people are used to it.
Well, you get back in our neck of the woods and
you start tal king about tolling and your polls
go in the tank; and all you got to do is |ook
at I ndiana and see where he's at. And that's
the political reality of this.

' mconcerned that taking the federa
government or giving thema tool, which is what
we' re using, and say you know we coul d kind of
fix some of these problems just by going to
PPPs.

It scares nme to death. Because a | ot of
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the states don't have tolling, they don't like
tolling, and they don't want tolling. And they
don't trust this stuff fromwhere | cone from
And that's the concern that | have with this.

You know, you brought up a good point
about |abor. They should be concerned. They
better be concerned. A lot of themaren't even
here and Frank and | have tal ked about this.
How are they going to let these projects? |Is
there going to be the right wages on these
jobs? That's sonething that they need to be
concer ned about.

But from ny standpoint, and when | | ook
at this, | get very concerned that we're going
to dinmnish the federal role, particularly in
these areas where tolling just isn't going to
happen. And really, it's not. |'mjust
telling you that. 1It's not going to happen.

My boss has been on the record as saying
they'Il never be tolls as long as he's
governor. Mnnesota's there. Believe it or
not, Illinois's there and that guy just got
reel ected and that was one of his platform

t hi ngs, was tolling.
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And you can comment on this but this is
just the political reality of it. And I
understand there's a whol e gamut of problens
out here in the east and | understand that. W
have themin the Mdwest and everybody's got
them across the country. But the real fear
that | have with this, is that once we kind of
open this door that we're going to, you know,
we're going to dimnish the federal role.

I think what | have heard here this
nor ni ng, and what |'ve been hearing everywhere
we' ve gone, is that there needs to be a | arger
federal role, not less, and that's the thing
that really -- that really concerns ne.

So | just thought -- | just thought |
woul d say that. You can conment then | have
anot her question for Tom

MR, TAYLOR: Just a quick coment.
Sonebody nentioned earlier the Myni han quote,
the feds are the investors not the ones who do
it; and I think that that's sonething that
shoul d be preserved.

You had Illinois and M ssouri fighting

whet her or not their tolls should be used to do



0165

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

a project; both agree it's very inportant. But
yet you have historical presence |ike the
Woodrow W1 son Bridge, where the only thing
everybody coul d agree on was, well, let's not
toll it. Let's join forces and get as nuch
federal nobney as we can.

That may be the solution for Tappan Zee:
Let's get as nuch federal nobney as we can

But, to nme the critical issue for your
commission is really strengthening the federa
role in providing funding, so that those
debates can continue to happen at the Il ocal and
federal level. Taking a side on that issue,
and did Indiana do the right thing by its
citizens or the national taxpayers, distracts
you fromthe real question/issue which is the
basel i ne, the fundamental platformon which al
t hese other things can take place. |[If you
all ow yourself to be distracted with the
t heoretical debate over tolling and
public/private partnerships, | think you mss
an opportunity here.

DR. WALTON: Just to support what was

said: Essentially in Texas, which is not a
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state that's got a lot of tolling, we've had
some goi ng way back, but for the nobst part it's
very limted in application, and there is a |ot
of concern. And there are areas in Texas that
will never have tolling. 1'Il say never and
underscore it and probably eat it one of these
days.

But the other issue that we're fighting
t hough, is we have officials who are stating,
| ook, we're only getting back 30 cents on the
dol lar that we send to Washi ngton, and the rest
of that is being taken up by earnmarks.

So | suspect when we tal k about a
stronger federal role and a stronger conm tnent
to the traditional programs and | ooking at the
nati onal vision of where we would want to go,
you have to put all that in context. So |
didn't want to | eave out the opportunity to
under score here.

MR. MADI SON: Can | just nmake one comment
to that, Frank? On the politics |I couldn't
agree nore and |'ve spent sone tinme in the
political realmhere in New York and |I'm stil

alive, but | think one of the ways that you can
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fundamental |y change the way those polls | ook
goes back to nmy initial coment about marketing
the inmportance of infrastructure investnents in
our country and in this state.

And if we can get our custoners, the
peopl e that drive across the Tappan Zee Bri dge,
to understand, you know, the vital inportance
to our econony. The fact if we have a nore
seam ess, reliable, safe, secure systemwe' re
going to stinmulate econonic devel opnent, we're
going to create jobs for organized | abor. For
every one billion dollars we invest in our
infrastructure it creates or sustains 42,000
jobs. And these are jobs that are going to be
going to people in the Hudson Vall ey, whether
it's the folks that M. Pepe represents or
ot her construction interests. That's the
concrete suppliers, the steel fabricators, et
cetera

So | think that's a pretty conpelling
pol |l question. | don't know how that woul d
stack up against raising tolls versus creating
jobs, having a nore reliable trip, stinulating

interest in states |ike New York where we woul d
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have | ogi stic conpanies nmove in here if we had
a better and nore efficient way to nove
freights, freight and goods fromthe port of
New York or fromthe Canadi an border or from
other entries -- ports of entry in this state
out across our country.

And the better job that we can do and the
nore investments that we can nake to nmake our
system nore seam ess and reliable, | think,
ultimately, it's going to take a while but that
will translate to some political benefits as
wel | .

MR. BUSALACCHI: Okay. The one follow up
question | had, Tom and we've tal ked about
this. Changing gears here now but the
intercity passenger rail: Wat do you think
the federal role should be in intercity
passenger rail ?

And | know we've had this conversation
and you' ve got sonme great people here in the
state, by the way, that are very supportive
but, I nmean, do you think the federal role
right nowis fine? Do you think it should

change and if so, how?
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MR, MADI SON:. Thank you for saying that
about our people. | couldn't agree nore and
t hey' ve given ne a good education over the past
several years.

| think, again, in this instance the

federal role can be strengthened with respect
to intercity passenger rail. It's such a
critical thing here in the northeast. It's
actual ly, apart from being a redundant system
to our airlines and other things that we
critically need in this area, intercity
passenger rail is a vital |ink between the
maj or cities in the eastern corridor here;
bet ween Boston, New York and Washi ngton. And
we believe that there should be a stronger
federal role or even a specific federal program
i ke a highway programthat would fund these
projects on the 80/20 basis |ike the federa
hi ghway program

When we | ook at the dynamics here in the
New York netropolitan area and | ook at the
three major netropolitan airports that the Port
Aut hority manages, this year there will be a

hundred m I lion passengers on those airlines.
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Looki ng out to 2015, there will be 130
mllion passengers. And that's inportant
because when it gets to 130 mllion goes
through airports, that's the maxi num capacity
that they will be able to handle. So we have
to even increase our already heavy reliance on
transit systens here in the northeast. And
t hose kinds of investnents aren't |local to New
York or New Jersey or regional even but
investments in transit are another exanple of
smart investnents for our national econony to
nmove freight and passengers and goods in a
different way. So | think we need to have a
federal programthat puts nore noney in.

MR, BUSALACCHI: Thank you. That's it.

MR. SCHENENDORF: 1'd like to ask a
question and just to kind of clarify the record
after all that we have been tal king about with
respect to the alternative financing
t echni ques.

If we are going, as a nation, to nmeet the
transportati on needs going out into the 21st
century and provide for transportation system

that provides for the quality of |ife that our
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peopl e want and for the econom c growth that we
all want, do you believe that just |ooking at
the federal investnent aspect of this, that the
federal investnent needs to be greater than it
is today, about the same as it is today or |less
than it is today?

DR. WALTON: Greater.

MR, TAYLOR: G eater.

MR, MADI SON:  Greater.

MR, McARDLE: Thank you. One inportant
point. M. Pepe kind of nade the point but
it's particularly gernane here to things that
M. Madi son said as well, and it m ght be
worth, if you could, sone analysis.

One of the issues here is the cost of
projects. Because they are so mmssive, sinply
accumul ating the fund to do sone projects,
particularly the renovation projects has proved
particularly difficult; and one of the things
that it m ght be worth the com ssion
understanding i s how nuch noney is being spent.

Tappan Zee is a good exanpl e but the
Gowanus Expressway is the best | know. Sinply

to hold structures up in the air, so to speak,
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while you are trying to figure out what the
rebuild is or where you sinply don't have the
capital to do the rebuild that you know you
would Iike to do at the end of the day.
Because on the question of the Gowanus
Expressway, which is approximtely four nmles
I ong, before they get to the full renovation
suspect you will have probably and sinply

maei nt enance to keep it functioni ng noney
probably spent close to a billion dollars,
literally, just to hold it up

MR. MADISON: | think you're in the right
order of magnitude, Frank. | don't know
exactly the nunbers but that's sonmething we
could provide for you with respect to Tappan
Zee and Gowanus and ot her mmjor assets that
need renovation in New York, or replacenment,
but the nunbers are staggering.

Here in the New York netropolitan area it
costs a trenendous anount of noney to do
projects that anywhere else in the country
woul d be done for a fraction of the cost.

DOT is just conpleting a project up on

t he upper east side, the Qutboard H ghway on
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the FDR Drive. It was are -- a
reconfiguration and a refurbi shnment of about
ten city blocks. W had to build a tenporary
road out onto the East River for the past year
and a half that's now bei ng deconstructed.

When you try and go to Washi ngton and
explain to a congressional staffer that ten
city block project was $150 mllion, 50 mllion
of which was to put a tenporary -- the
tenporary roadway out on the river just to
maintain flow of traffic while that project was
bei ng done; it's mind boggling.

So there's trenmendous conplexity in the
nature of projects that we do here, and that's
why things like public/private partnerships or
some other alternative, and | wish that there
were other options or alternatives that are in
t he di al ogue right now because we need an
i ncreased i nfusion of capital in order to get
these projects delivered nore quickly, to
accel erate the delivery of these projects.

Every year we go by and don't do the
Gowanus and don't do the Tappan Zee, not only

are we investing hundreds of mllions of
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dollars in Band-aids, but the cost of
construction continues to escal ate.

And t hese projects, as Ross nentioned, it
was 12 years ago when we started tal ki ng about
Tappan Zee. So |'msure the bottom end of that
5 to 14 billion dollar range that we're | ooking
at now was significantly |ower 12 years ago.

MR. SCHENENDORF: Any ot her questions?
Once again, we want to thank you very, very
much. This has been very hel pful, and | hope
that you will all agree to kind of be a
resource to the commission as we go forward.
And | want to also thank all of the people in
your organi zations that we've worked with quite
a bit and they've been very, very hel pful in
this process. Thank you.

For everybody the afternoon session wll

commence at 2 p.m

(Recess taken.)

MR. SCHENENDORF: COkay, if we could get

started now for our afternoon session and we

have anot her distingui shed panel here.
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We have Richard Larrabee, who's the
Director, Port Conmerce Departnent of the Port
Aut hority of New York and New Jersey; Sam
Crane, Senior Vice President External Affairs
for Maher Terminals; WIIliam Goetz, Resident
Vice President, CSX Transportation; Anthony
Hat ch, consultant on finance and railroads; and
G en Weisbrod, the President of Transportation
Energy and Econom c Practice, the Econonic
Devel opnent Research Group, so we wel cone you
to the conm ssion hearing.

And we'll start with M. Larrabee. Again
we're trying to hold the oral statenents to
five mnutes. Your witten statement will
appear in the record, but we'd like to be able
to have a good dial ogue with you after your
statenents.

MR, LARRABEE: Commi ssioners, good
afternoon. | want to thank you for the
opportunity to discuss with you sone thoughts
on trade and frei ght gateways both here in the
northeast and in our nation. | also want to
thank you for taking the tine yesterday to go

out and visit the port. | think that's
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probably the best way to see it and get a sense
of it.

Today the port faces significant
chal l enges in keeping up with transportation
infrastructure demands required to maintain
both regional and U. S. conpetitive positions in
the world econonmy. My comrents today are
specifically focused on a view fromthe port of
New York and New Jersey, but | think they apply
to an awful |ot of large ports around our
country.

World trade is a domi nant driver in
today's freight transportation needs. As you
wel | know, we've gone from a nanufacturing
society to a service society, and as a result
of that we've seen trade become nore and nore
dom nant part of our GDP

This growth is, in turn, putting a
tremendous strain on the nation's |ogistics
systenms. Myre than 90 percent of the cargo
that comes and goes fromthis country by vol unme
enters our nations through its ports. However,
having an effective international gateway is no

| onger sinply a matter of having a strong port.



0177

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

International freight novenent is happening
within a logistics framework where the port is
just one elenment of that total delivery system

Cargo novenment is now planned and
organi zed as a |l ogistic system where each nove
is part of a supply chain and those |inks are
seamn ess. The conpetition for business from
i nternational shippers between entire freight
and | ogi stics systens, not just ports, and
novenment is viewed, obviously, from point of
origin to point of destination.

Qur port has an interesting advantage in
the fact that we serve one of the nost -- one
of the largest, nobst affluent consumer markets
in the world. W share that position with not
only our own capabilities but also cargo which
is comng into southern California and com ng
across the [unclear].

Today 48 percent of our cargo is inported
from Asia. Asia surpassed Europe as our
| argest trading region and China is our nunber
one trading partner. Prior to 2001 the
majority of Asian products that were bound for

the northeast noved primarily through southern
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California ports. But after Septenber 11th and
after the port disruption in 2002, shippers in
our country began to rethink their supply
chains and all water services using both the
Panama Canal and the Suez Canal have now grown
significantly over that period of tinme. Today
there are region and there are new services with
| arger shi ps being planned every day. Shippers
are finding these services nore reliable, |ower
cost, and nearly matching transit tinmes these
days fromour west -- to our west coast ports.

The port is an econonic engine. The port
handl es about 132 billion dollars' worth of
cargo each year, creates today about 233, 000
j obs and about 25 billion dollars' worth of
economi c activity in our region.

The port's container traffic has an
average annual growth of about seven percent
per year over the |last decade. |It's nore than
doubl ed from 1996 to today, and it will double
agai n before 2016. W believe that by the year
2056 we could see as many as 11 mllion
containers entering this port.

Most of that cargo, about 80 percent of
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it, stays within the region, stays within about
150 mles of the port, but a good deal of it
today is finding its way into the M dwest and
today approximately 13 percent of our cargo is
being noved by rail. And I'Il talk sone nore
about rail later on in our remarks but
primarily we're noving towards a nodel where
about 25 percent of that cargo in the future
will be noved by rail

| nmentioned that seaports are part of a
| ogi stic systemthat nust provide shippers with
| ow cost reliability and cargo velocity to be
effective. And | can't stress enough that, for
us, we are in a very conpetitive world. W
conpete every day with, not only the ports of
Los Angel es and Long Beach, but we're conpeting
with Norfolk, and Halifax and other ports on
t he east coast and so the conpetitive nature of
not only our port but our logistics chainis
very inportant to us.

One of the factors that clearly is taking
place in our world today is that ships are
getting larger and the dynam cs of that

particular factor are really driving the rest
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of that supply chain. 1In the 90s where we were
handl i ng shi ps of about 2,500 TDUs; today we're
| ooking at ships like the [unclear][Ella Merse]
whi ch can handle in excess of 13,000 TDUs; an
enor nous change in the system which is causing
the rest of the systemto have to rethink its
capacity in the way it handles |arge vol unes of
car go.

The savings that are offered by these
ships are significant. The per unit cost we
calculated to be somewhere in the range of
savi ngs of about 15 to 20 percent and that's
really what's driving the system As a result
of us -- as a result of that the rest of us are
havi ng to adj ust.

Yest erday you had a chance to see sone of
the things that we're doing in our port in
order to be able to accommpdate not only the
growth in cargo but the change in the size of
the ships and the vol une which we're having to
deal with. And | won't spend too much tine on
sort of the past five years but | want to just
briefly talk about our strategy in terns of

accommodating this cargo. Because five years
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ago there was no way that this port was going
to be able to handle either the change in the
size of the ships or the volune of cargo that
we were going to be dealing wth.

Dredgi ng becane a very inportant first
step in our program and between the federa
government and the Port Authority and the State
of New Jersey we will spend in excess of $2
billion to deepen our channels to 50 feet.

We' ve conpl eted our 45 foot channel; we
actually conpleted it five years early and $300
mllion |l ess than was anticipated. W're wel
into the 50 foot channel and expect to have
that conpl eted by 2012.

Wth the channel s deepened we now believe
we can begin to handl e post-Panamax ships and
| arger volumes but terminals have to be
reconfigured in order to do that and today
we' re spending an additional one billion
dollars on container termnals in this port.

It's a partnership between ourselves and
our term nal operators and basically what we're
doing is reconfiguring all those termnals, the

one you saw yesterday, to handle these | arger
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shi ps; deeper berths, | arger cranes; better
yard handling equi pnent, better software to
handl e and manage the cargo, better gate
syst ens.

Sam Crane is going to talk next and we'l
talk a little bit about what Maher's doing
today to i nprove their system

The real challenge for us in the future
is inland access. If we bring twice as nuch
cargo in here in the next ten years as we now
handl e, how do we get it out efficiently. And
the key to this is velocity and, from our
perspective, we're focusing nore today on that
| and side transportation system

I can talk later on nore about the rai
system and about trucks and what we're having
to do with roadways, but the thing I would Iike
you to take away from the fact is that as we
make our investnent in our port, we're limted
in terms of how far out we can go into that
system We're limted to a 25 nile radius
around the Statue of Liberty and when we begin
to |l ook at that systemwe begin to realize that

there are a nunber of choke points in that
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system outside the port that really have to be
dealt with.

We're going to spend nearly $650 mllion
on on-dock rail facilities in the port. We']|
tal k about how we finance that but one of the
critical issues for us, and you'll hear from
M. Goetz later, is matching our capacity with
the capacity that CSX in north and southern
bring to the port and are assisting us in terns
of noving that additional cargo.

There are two factors that I1'd like to
just nention that | think we need to conme back
to in our discussion. One is security and the
other is the environnent because both of those
factors today are not only increasing the
chal l enges that we have in terns of designing
systems that neet both areas of requirenents
but al so they add consi derable cost to the
equation. We've increased our security costs
since 9/11 by about 900 percent; we're spending
literally millions of dollars in environmenta
programs today that have to be offset in our
busi ness nodel .

Just to conclude, when | tal k about these
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investments, I'd |ike you to keep in the back
of your mind two nodels. One is that the Port
Authority is a financially self-sufficient
organi zation. Wth the exception of dredging,
all of the funding that I'mtal king about has
to come fromour revenue stream W finance
nost of our capital progranms through borrow ng
in the market which nmeans that we've not only
got to cover our operating expenses but the
cost of capital, and so each time | |ook at a
new capital investnent in the port, |'ve got to
answer the question: How do | pay for this?
And that's a discussion that | know you've been
havi ng over the last couple of days.

When you | ook at that financial nodel, |
think there are any nunber of ways to answer
t hat question, but one of the issues that |'d
like to be able to talk about later on is the
notion that ports and water-borne
transportation in general add public benefit to
our transportation system air quality,
congestion, are all issues that | think we can
find solutions to when we | ook at noving cargo

by water. How do we capture those benefits,
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who pays for those benefits is one of the
i ssues.

Funding for us is going to be a critica
factor going forward. When you tal k about
i mprovi ng roadway systens, there is no direct
revenue sources associated with that; where
does that cone fron? And one of the
observations | would meke is that | | ook at mny
counterparts in other nodes; | ook at aviation
where they have PFCs, and | would like to have
probably a nore reliable source of funding for
some of the projects that we can't attach a
revenue streamto. So that may be one of the
i ssues we want to talk about. Finally | think
fromour perspective one of the issues that
clearly -- |1 know is on your agenda today, is
this notion of national policy when it cones
to particularly freight novenent.

Recogni zing that freight today is not
about individual projects or nodes if you wll,
it needs to be viewed as a system How does
t he federal governnment begin to think about
gateways such as New York and perhaps Los

Angel es and Long Beach or Houston or Chicago,
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how does it begin to think about that systemin
terms of a system in ternms of what needs to be
done to inprove it and ultimately how do you
pay for that.

Al of that, |"'msure, is part of our
di scussion and I'll stop ny conments at this
poi nt. Thanks.

MR. SCHENENDORF: Thank you. M. Crane.

MR, CRANE: Thank you. Wbuld you go to
the second slide, please.

I want to talk a little bit and |I'm goi ng
to tal k about containerized cargo today. Not
that there aren't inportant |ogistics issues
with the borders of Mexico and Canada, or the
inland waterway, with grain and other bul k
products but containers is what | know.

| think on the slide you see that 78
percent of all the containerized cargo is
nmovi ng through ten points. |'mgoing to cone
back to that thenme over and over again. Wuld
you go to the next slide, please.

The traditional view of this -- and this
is a slide of those ten points, if you wll,

showi ng their volune in 2005. These ten points
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are our gateways to international trade but
they are also the gateways into the donestic
frei ght novenent systemin this country, and

ri ght now we are counting on these ten gateways
to nove our products in and out of this
country. Next slide, please.

We spent sone time altering that slide
for two reasons. One if you will notice that
at a ten percent growth rate assum ng that none
of those ten points could handl e any nore cargo
we woul d have to add the port of Sea-Tac every
year. That's a new port of the size of
Seattl e/ Tacoma every year. That's inpossible.
It will never get done so we're going to have
to push nore through

And to support what Director Larrabee has
said, the largest port in the United States is
not on the coast, it's on Chicago. And it
doesn't have a gantry crane and doesn't unl oad
ships but it noves nore containers through the
port of Chicago via this nation's rail system
than -- so it is our |argest nmover of
cont ai ners.

Next slide, please. This thing faces
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sonme real challenges, and I'mnot going to talk
about each one of these, but | want to focus on
the third one.

VWhen you | ook at -- you assune that these
are the ten points of connection. There are
ten regions attached to that; regions close to
the port and regions nore di stant, but they
are, if -- they are the points on which this
systemwi || succeed or fail.

As Director Larrabee has pointed out, our
bi ggest fear at Maher Terminals is not the
ability to get deep water to operate our
terminal. Our fear is for the road and rail on
the other side of the fence. Next slide
pl ease.

So we think there's sone sol utions that
need to be addressed and we can di scuss each of
these individually or whatever. But | think
one of the questions that was raised yesterday
during the tour is: |Is there a nationa
interest? |s there a national role? |Is there
a federal role in the freight novement systenf
And the answer, fromny point of view and the

poi nt of view of the organi zations that |'ve
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been working with in Washi ngton and el sewhere,
is that, clearly, this is of national interest;
this is a national system

Next slide, please.

So let ne tal k about a regional approach
for the federal governnent.

We believe, many of us, that if these are
the ten points then we have to start to focus
on those and we're going to have to build
partnerships that is not a federal system
This is not a state system it's not a Port
Aut hority system or a railroad or a port
termnal system It is the collection of those
interests that need to devise and develop a
pl an and execute it. Next slide please.

Let's tal k about the conponents.

Everyone tal ks about funding. Sonme offer the
easy solution: W're going to privatize
everything. Some say we should have everything
publicly funded. Sone people have -- these
regi onal plans will be the purest expression of
m xed revenue sources, mxed responsibilities.

Let me give you sone exanples. W

invested 400 mllion in our termnal as |
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outlined on the tour yesterday. Right next to
us -- that's 400 nmillion in private noney in a
transportation facility that sone call a
termnal. Next to us private railroads |ike
our friends at CSX are investing hundreds of
mllions of dollars to increase that.

You saw all the Port Authority
i nvestments in on-dock rail. They are putting
up the noney to fund that $650 million
i nvestment that Director Larrabee tal ked about.
It's being repaid with a per Iift charge on
the containers that go through there. That's a
m xed public/private.

And then we can tal k about Portway which
is a road conplex to connect the port to our
maj or rail heads. That is a purely public
i nvestment with huge public benefits.

And finally, ny favorite topic, is that
the governnent controls and regulates a | ot of
what we do, including where trucks can nove at
night. So if you want to nove freight in the
m ddl e of the night sonebody's going to have to
| et those trucks go through those conmunities

to those distribution centers where there's
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restrictions today.

Next slide, please. 1've submitted the
full MISNAC report, Maritinme Transportation
System National Advisory Committee. When we
sat down to do this, this was an interesting
group around the table, and one of the things
we fashioned, and | think this gives you an
exanpl e of how the issues rate between the
public and private sectors, and what it shows
that if you put those two sides together, you
get nore efficiency out of existing systens,
you can change busi ness practices, you can
change the anmount, you know, |uring nore
enpl oyees into this business. At the same tine
the public does sone things to conpl enent
those, and that is the regional plan

I'mout of time, thank you, and | | ook
forward to the bal ance of the discussion.

MR, SCHENENDORF: Thank you. M. GCoetz.

MR, GOETZ: Thank you very nuch. Good
afternoon and wel come to New York

I"mgoing to begin with a distinctly New
York story and finish with national policy,

hopefully in five mnutes or |ess.
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To introduce nyself ny nane is WIlliam

Goetz; | ama career railroader and have worked
in the industry for 29 years. |'m enployed by
CSX.

Next slide, please.

And just briefly CSX is an $8.6 billion
corporation. |Its core holding is a 21,000 mle
railroad. It is the largest freight railroad
in the eastern United States.

Next slide, please.

From the perspective of operating a
freight railroad franchise in this part of the
nation, and I'mgoing to limt ny coments to
this New York/New Jersey region, this is very
much a consuner econony and our freight
activity is pulled by consunption of the 19
mllion people who live in this region

On arailroad map this is an end point,
this is a place that trains cone to and finish
t heir business here. There isn't nuch
i nterchange between railroads here. This isn't
Chi cago, Menphis or New Orleans, but what there
is here, and it's very, very critical, is an

enor nous i nterchange of frei ght between nodes;
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fromrail to truck and fromrail to water.

Next slide, please.

I'"m prepared to speak to two subjects,
one being the challenge of mainline route
capacity and the second be the conplications of
serving the very highly successful port that we
have here. To honor your time |I'monly going
to address the first one in my opening
statenment but if you' d like to dive into the
second subject we can certainly do that.

Next slide, please.

Let's talk a little bit about mainline
route capacity. Route capacity is basically
the ability to put a train across a track at a
gi ven speed at a given tinme; that's what it's
all about. And under nornmal operating
conditions the freight network in this region
can do that; under normal operating conditions.

Quite frankly, this industry does not
knowi ngly sign up for nore than we think that
we can do. However, the network is vul nerable
to what | would call abnormal events. There is
not a | ot of redundancy, there is not a |ot of

backup in this system so abnornmal events I|ike
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weat her, mechanical failures, track
mai nt enance, or any of the other things that
can happen in a highly popul ated area can have
a direct inpact on the quality of rail service
that we provide.

So | want to use this tine with you this

afternoon to talk a little bit about these

ki nds of issues. | don't think | need to prove
that this is a congested area. | see the
charts in the back of the room | think you've

probably heard that from other fol ks who have
come before you. But what I'd like to do is
di scuss, first of all, how we got from where we
were to where we are now. Discuss a rea
project that we have done in this area, to do
sonmet hing about it, and offer you a critique of
that effort and then describe sone | essons
| earned that m ght be useful for the formation
of federal policy. Next slide, please.

Look out the window if you will, this is
a great roomfor this speech. This region
this city, nore than anything el se derives its
identity fromits fabul ous waterway system It

is probably unparalleled of any other city in
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the United States.

The port was and is -- was New York's
first industry and as industry and
manuf acturing came to this region it |ocated on
the waterway. The Manhattan, Brooklyn and the
New Jersey waterfront was just |oaded with
i ndustrial activity.

And when the railroad industry canme into
its own in the md 19th century the waterfront
was where it wanted to be, getting to New York
meant getting in -- getting to and on the
water. And if you had | ooked out this w ndow
in the year 1900, it would have | ooked |ike an
enornous railroad switching yard.

There woul d be railroad cars being
floated all throughout the harbor because al
the custoners were there and all the other
railroads were there. But as you know, and as
you can see here, if you look out there you
will not see one railroad car out there, and
you' |l have to look pretty hard to see any
waterfront industry either. That's al
changed. It didn't happen overnight but it did

happen. Next slide, please.
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What happened was the custoners noved to
ot her locations, waterfront property becane
prized for other devel opment and the railroads
had to react and respond to that. Custoners
increasingly wanted to be on the interstate
hi ghway grid. Not only were they not on the
Hudson River, they were not on the railroad;
they were on the highway network. And so we
had to reach them and so we had to build
facilities to transfer between rail cars and
trucks to get to our custoners.

And we did that by building a whole
series of trans-loading facilities that are
shown here on the map; facilities to transport
aut onobi |l es, containers, trailers, even bulk
materials. Next slide.

But you know at the heart of this, this
whol e activity was really a retrofit because
the system was being used in a manner different
than it was originally designed. Also the rai
network became increasingly specialized. This
list shows that there were ten railroads that
were built to serve this region, but as tine

devel oped, as tinme passed, and the industry had
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its challenges in the 1970s, practically al
these railroads were bankrupt and anxious to
shed passenger operations. WIling, also, to
shed title to a lot of the routes. Next slide
pl ease.

So what happened was the nmain npst robust
rail plans were turned over to rail passenger
operations. For exanple, all the first six are
now al nost exclusively rail operations or --
are rail passenger operations. Wat was |eft
on the freight side were, at best, | would cal
the second tier railroads, and we continue to
struggle with that today. Next slide, please.

And so to do sonething about this, when
CSX and Norfol k Southern acquired and divi ded
the commn | aw franchise, they i mediately
began to | ook to what problens they were going
to encounter in this North Jersey area, and
this horribly conplex slide here shows all of
the projects that were needed, but at its heart
was an objective to neet -- to reach the port
and also to reach those trans-| oading
terminals. Next slide.

What was devel oped fromthat was a
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structure of a five-party structure, which

i ncl udes CSX and Norfol k Southern, its wholly
owned subsidiary Conrail, and on the public
sector, the Port Authority and the State of New
Jersey.

CSX and NS devel oped a busi ness case and
contributed 25 mllion. The Port Authority and
the New Jersey DOT assessed the projects for
alignment with public policy and al so
aut horized 25 mllion. That conbined 50
mllion went to Conrail to do the engi neering
and ultimately to construct the projects. Next
slide, please

So what do we learn fromall of this?
Well, first of all the effort was a success.
You know, sone projects are already conplete
and in use and nost will be conplete by the end
of next year. And we now have areas of double
track where we had single track. W' ve
elimnated a nunmber of very critical pinch
points in this area

However, we've also | earned these things.
The process was very slow, the tine from

conception to conpletion, 1998 to 2007, just
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about ten years; that's a long tine.

We found that changed nmanagement was very
difficult, issues |ike cost overruns have been
difficult to deal with, and the institutiona
structure is not really portable to other
areas. You can't take this structure and plug
it into Atlanta or San Di ego or another area.
It's a very uniquely New York, New Jersey type
of solution, and also the project pace has made
it vulnerable. Fromconception to conpletion
the State of New Jersey has had five different
governors and the three CEGCs of the railroads
that authorized this, none of themw |l be
around in their position as CEOto cut the
ri bbon when the project is conpleted in 2007.
So when you have a project that takes this |ong
to complete, it becones vulnerable and its very
conpletion is put at risk. Next slide, please.

So | submit to you, respectfully, that
today's policy risk is | ess about doing the
wrong things and nore about doing the right
things too slowy. And | would urge you to
consi der these objectives; first of all, to set

freight capacity growh as a policy objective,
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to acknowl edge a sense of urgency, to push
project identification decisions to the
private sector, and establish private sector
i nvestment incentives.

Now, | could end here and say | hope you
figure this all out and |l et me now how you do
it, about | actually have an idea. Wuld you
go to the next slide, please.

The railroad i ndustry has advocat ed,

i nstead of attacking this problemstrictly from
the grant and program side, but also | ooking at
it fromthe revenue side of federal policy, has
specifically proposed an investnent tax credit
tied very tightly to infrastructure grow h.

A 25 percent investnent tax credit with a
limted five-year life period tied to
investments in a new capacity. This is not
about, you know, a tax benefit for just
repairing or renewing things that are already
there. It has to be new and additiona
capacity, new additional horsepower in the
| oconotive fleet.

It also has to be hard assets. Rea

things; track, |oconotives, not studies, not
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research. And the tax credit concept has sone
very positive benefits associated with it.
Nunber one is it's linmted. You can only
credit as nmuch tax as you pay, so it forces the
private sector to really scrutinize the
projects and pick the best ones.

It's not an unlimted resource, so it
demands careful scrutiny of how funds are
actually allocated. And also it's a perishable
resource. It's a use it or lose it, so it
really encourages the private sector to,

i kewi se, acknow edge that sense of urgency
that we've been tal king about today.

So | thank you very nmuch for the
opportunity to speak to you, and |'I|l be happy
to respond to any of your questions.

MR. SCHENENDORF: Thank you very nuch.
M. Hat ch.

MR, HATCH. Thank you. First of all
t hank you, Conmi ssioner, it's an honor to be
here. |'ve been an equity analyst for 23
years, so I'mgoing to try to give you this
perspective on railroads and returns in the

commi ssi on, next slide, please, and capita



0202

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

capacity and how they're inter-connected from
the perspective of the investnent comunity.
And |'m going to be saying "next slide" a |ot
so | apologize. | thought I'd have this
controlled directly.
What | see going on in the railroad

i ndustry here is they've actually reached a
historic tipping point where demand has
equal ed, or in sone cases, actually exceeded
supply. Rail market share is increasing.
believe it's a secular and not just a cyclica
story, and | think that has real ranifications
for all of us. Next slide.

The key thing here is that, although the
i nvestment conmunity is a critical stakehol der
here, it's also a score board. So | think the
role of an analyst to the people who invest in
this industry is inportant for even those who
don't actually care about this part. The share
price is the indicator over tine, of the health
of the conpany or the industry and return on
i nvestment capital and cash flow are the key
drivers of that. |It's a key driver to whether

we're going to go for the old nodel of
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1 railroads of dis-investment in the industry or
2 a new nodel of investment. Next slide

3 That is really the key thing. To nme the
4 top managenment's nunber one decision is where
5 they spend their noney. Capital expenditure on
6 mai nt enance is obviously critical to maintain
7 t hat enornmous plant out there, but also the

8 opti ons now for sharehol ders on dividends on

9 [unclear] [any] tax policy, direct share

10 buybacks or nergers and acquisitions. O

11 bucket nunber two, [unclear] [cap] extra

12 capacity service and growth which is really

13 critical for solving any of our future needs.
14 Good returns are required for that and that's
15 al so where the investnent tax credit we just
16 heard about can serve a role. Next slide

17 VWhat | see right nowis actually on the
18 verge of being in a virtuous circle this year
19 and that's where better returns on investnent,
20 better stock prices, driven by better revenue
21 prospects, allowed for higher capita
22 expendi ture which allows for nore capacity in
23 return allows for nore business that drives up

24 stock prices, et cetera; you get into this
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virtuous circle. |It's a trenmendous situation
to be in. For many years, both before and
after deregulation, the railroads were in quite
t he opposite. Next slide.

As we approach the virtuous circle we see
the railroad stocks have outperforned the
mar ket over the last -- through this |ast
period of the cycle. Next slide.

But over tinme, dating back to
deregul ati on 1980, they have significantly
under-perfornmed the market. The key question
is, you know, what's changed and what happened
before. Next.

Hi storically, rail earnings have been
subst andard. \When we hear about record profits
and whatnot, the critical thing here is to earn
enough noney in order to justify reinvestnent.

If you look at rail earnings for 2005 and
how they conpare to many other industries, many
of which are either conpetitor industries or
custoners, you see how they are substandard.
Next .

This is really the critical thing: The

cost of capital, the way that average costs of
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capital, versus the return on invested capital
Rai| stocks have done well. They stil
trade at a discount to all stocks in general
They do that because we still see this red
here, the cost of capital, which has cone down
until recent years, tied to the return on
i nvested capital
Now, three of the six, big six railroads
in North Anerica are earning the cost of

capital currently, that is they're doing it in

2006, to ny estimation. | think at some point
in the next several years all of themwll, and
that will be a fundamental change. That wll

be the first tine that's happened since the
Second World War. Next.

It costs a lot of noney to be in this
busi ness. You take a |l ook at capita
expenditures there and you look at it through
several cycles; there is a |lot of nopney being
spent. W think that's a good thing. It's a
sign of belief in your own business. Next
sl i de.

You see where railroad stands here in

terms of they're spending al nost 20 cents on
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the revenue dollar, 18 cents in each revenue
dollar back in -- on their system and conpared
again to other industries. Next.

This is rails since deregul ation.
Clearly it's been a pro-consuner nove, if you
see what price and constant dollars is and what
productivity is. The revenue line is trailed;
we believe that's ticking up at the end and we
think the vol une nunmber will tick in for
reasons of the next slide, please.

The fundanental driver related to what
the first two gentlenen tal ked about is
internmodal. d obalization, world trade, truck
| oad issues, and share recovered fromthe
hi ghway and the general costs of [unclear]
rails are driving this. Next.

But the key question is: |Is this growh
i nportant? Capital expenditures are going to
be up another ten percent in 2007. Fromthe
i nvestment community, we want to know can this
i nternodal nodel be extended to carload? |Is
addi ti onal capacity necessary for Wall Street
to [unclear] [role] change? These are the

critical, key issues we're tal king about.



0207

1 Next .

2 The sources of capital come fromfree

3 cash flow from governments; | want to refer you
4 and direct you to RIF | oans, and we hope this
5 | TC program ends. | think Canada has got a

6 terrific nodel to study in the pacific gateway
7 nodel . Traditional street sources and the new
8 entries private equity noticed is the Rai

9 Anmerica deal announced yesterday.

10 The reason for this, that we see

11 tremendous opportunity here, is because

12 infrastructure and capacity will be at a

13 premumand | think that it will be paid for
14 Next slide.

15 Because there's serious congestion, |

16 think we have a nmmjor governnment opportunity
17 here and major issue for the private and public
18 sectors to work together and that's it for nme.
19 | ook forward to answering any
20 questions. Sorry | was a little late
21 MR, SCHENENDORF: That's fine. M.
22 Wei sbrod.
23 MR. WEI SBROD: | want to thank the

24 conmmi ssion for the opportunity to speak to you.
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I'"'mactually speaking to you as the chairman
of the Transportation Research Board Conmittee
on transportation and econom c devel opnent.
And 1'd Iike to switch gears a little bit and
tal k about a 50 year tinme horizon about our
econonm ¢ conpetitiveness and its relationship
toward i nternational trade corridors in the
Canadi an border.

First thing 1'd like to point out when
we' re tal king about the Canadi an border is,
there are no two countries on our planet that
has as much nmutual trade as United States and
Canada. |It's $500 billion a year. And that
trade is not just between United States and
Canada; it's also a very interesting grow ng
el ement of trans-shipment which is where
Canadi an goods are exported out through U.S.
ports overseas and U.S. goods go through
Canadi an ports. Next.

This is particularly inportant if you
| ook at the map here because there are sone
very interesting changes in the shipping
patterns that have shifted to the northeast.

To talk to people 15 years ago, everyone's
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tal ki ng about China trade and what this is
going to do to the west coast, United States
ports and everyone thought the east coast ports
were, you know, not going to happen nuch. And
since then the ambunt of trade that's noved
through the Suez Canal from south Asia and

t hrough the Panana Canal fromnorth Asia as
well, has really taken off. That's what's been
putting a |lot of pressure on. So, when you

| ook into the com ng decades, we have to | ook
at our capacity on that. Next.

One of the big issues is the
concentration that we have of port traffic.
We've heard from sone of the other speakers
about the anpunt that's concentrated right now
in the New York/New Jersey area; there's sone
efficiencies to that and there's sone cause of
congestion fromthat.

But | ooking to the future, you have
expansion in the port of Boston. You have a
| ot of people in Miine nmaking plans for a ngjor
port expansion as well as in Nova Scotia; not
only Halifax but a major super port at Canso

Bay, Strait of Canso, and in New Brunsw ck, St.
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John.

So these peopl e are banking on the fact
that, |ooking over the next 20, 30 years, there
are going to be further shifts happening in
port activity. Next.

Now, one of the other aspects which we
heard from M. Larrabee was about because of
t he concentration of port activity, the
di stances, they were traveling by truck and
rail to get to the ports, is pretty dramatic.
You have a | ot of freight going several hundred
mles, sometimes even a thousand niles

This chart here shows the mmj or sources,
this is by dollar amunt, U S. trade
informati on, the states that are shipping
through the ports of New York and New Jersey.
You see very nmuch how it tracks through the
exi sting highway and rail network. So that
network's ability to serve | ong distances for
these regions to ship through these ports is
very inportant.

The flip side of this, go to the next
slide, is how any given state has to ship |ong

distances. |If this -- | took the exanpl e of
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Massachusetts. Actually, of products nmade in
Massachusetts, only one-third of them go out of
the airport and seaport in Boston. Two thirds
go out through other states and, in fact, New
York City airports and marine ports have just
nearly as much service to Massachusetts as the
Massachusetts air and seaports. So, you know,
we have a | ot of dependence of Massachusetts
products goi ng down to New YorKk.

The State of Maine would be the sane
thing. If you look at the top ports for
exports of Maine products, after Calais, Mine,
nunmber two Mine export location is JFK
airport, by dollar. So there's just a
tremendous anmount of this reliance on
further-away ports. Next slide.

And this slide shows a forecast for now
and the year 2020 in terms of the congested
corridors. W've heard from ot her speakers
yesterday and today about the congested
corridors, but what's interesting fromthe
poi nt of view of trade, is that it not only
constrains the trade growth, but for the areas

furthest away, it nakes it particularly hard
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for themto get their products to the ports.
Next slide.

And if you focus in now on New England in
particul ar, New Engl and has a very uni que
problem the corridor down to Connecticut.

Now, Connecticut and New Jersey have sone of
the fastest congestion growh so it's very hard
for products, going over the next 10- 20 years,
com ng down from Connecticut into New York.
Unfortunately all the other points west, you
have Lake Chanplain and the Hudson River,
there's very constrai ned bridge crossings
there. Not only for trucks, it's particularly
constrained for rail. So much so that there's
a dramatic reduction in the amunt of freight
on the eastern side conpared to the western

si de.

So, in effect, New England coul d becone a
pri soner of congestion. O as another
col | eague of mine has said, it could becone a
fairly irrelevant cul -de-sac in the gl oba
econony if something isn't done, which is why
the northern New Engl and states are | ooking

very much northward to connections into Canada.
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Next .

And this is to illustrate the fact that
even northern New Engl and states are very much
shi pping to Europe and Asi a.

And ny final slide | want to tal k about
is across the border. Because of these issues
of New Engl and being stuck in terms of its
i nternational trade, New York, the northern New
Engl and states have joined with five Canadi an
provinces to formwhat was originally called
Nor t heast Border Corridor Project, now called
t he Northeast Can- Am Connection Project, to
| ook specifically at the opportunities for
i mprovi ng connections, east-west connections
along this corridor.

If you look at chart you'll see that the
eastern Canadi an border is the only part of the
United States borders anywhere where it folds
back on itself, not once, but twice. So you
have going -- traveling in the U S. going
around Lake Erie and Canadi an travel going up
over Maine, go several hundred mles out of the
way just to avoid border crossings.

In the future, if we could solve our
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border crossing issues, there could be
tremendous econonies to save, and that's why a
I ot of the shippers that have been tal king
about this project are very nuch interested in
the econonies to be had if a trade corridor was
devel oped between the upper G eat Lakes,
northern New Engl and and ports in Miine or the
Atl antic Provinces. They see that not only can
this save noney, it can also relieve the
pressure on the existing ports where the
congestion is getting -- projected to get so
bad in the future. And it can also help
relieve the isolation of that region in terns
of its econom c devel opnent.

But in closing, all of this depends on a
great deal of inter-governnental coordination
between the U. S. and Canadian side, and it also
depends on coordi nati on between those two sides
in ternms of devel oping the surface rail and
hi ghway routes that woul d have to connect to
t hose gateways. Thank you.

MR. SCHENENDORF: Thank you, and again
thank you to all of our panelists.

I would Iike to start the questioning
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wi t h Conmi ssi oner Busal acchi

MR. BUSALACCHI : Thank you, Jack. Well
"Il start with Sam and then any of you others
can junp in here. Thanks again for yesterday,
for the tour of the port. It was very
enl i ght eni ng.

The concern | have, obviously, after
being with the [unclear] [SA] is the trucking
aspect of what's going on here. And | nean, in
talking to you, | think it's serious in that
the port is going to get to the point where
it's going to be at capacity, as | understand
it, and movement of freight in and out of the
port is going to be difficult, especially if
the regul ati ons on these drivers tighten up and
you | ose this pool of drivers at a tinme when
you need nore drivers.

So | guess what 1'd |like you to do and
any of other panelists can junp in here, but
ki nd of just take us through, you know, this
problemfromthe tine the ship comes in to port
and the tinme that, you know, the container
| eaves -- leaves the yard. | nean when we |eft

yesterday we | ooked out on the bridge and al
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we saw were trucks |ined up not noving on the
bridge, so | think this is an issue that --

MR. SCHENENDORF: One thing the turnpike
was right next to us.

MR, BUSALACCHI: That's right. Nobody
was on it.

MR. SCHENENDORF: Nobody was on it. They
were just sitting on this one bridge.

MR, BUSALACCHI: Right. It was kind of
hunbl i ng when you look at it, you know, when
you see all of these poor truck drivers sitting
up on that bridge because they don't pay a tol
there and then there's nobody on the turnpike.

But | think this is really sonmething that
we really need to tal k about because | really
think that this is going to be part of our
charge and when we do this report and how we
face this challenge, which I think is going to
be significant. But 1'll let you experts get
intoit alittle bit nore.

MR, CRANE: Well, | will not hold nyself
out as a trucking expert, Frank, but let nme try
and tell you. The trucking challenge has about

four parts toit. It has, we need nore
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drivers, which raises the econom cs and pay of
those drivers, particularly if they're smal

busi ness; the [unclear] [trades] drivers, or
smal | busi ness people owning one truck in their
backyard. So there is an econom cs issue.

There's also attracting people not just
in trucking, but I would say the whol e freight
nmovenent industry to participate in a career
sense.

The second thing is they face significant
restrictions on hours of operation, but also
restrictions on their environnent -- on the
environnent and that is the com ng of sulfur
fuel but also everyone trying to clean up the
engi nes. None of those drivers wants to
breat he bad air, but the economics tied to the
envi ronnental and how nuch they can drive are
connect ed.

| think the third thing is that we have
really made themthe eneny in this country.
And particularly in New Jersey, | happen to
live in Hopewell Township, New Jersey, snall
little "burb, we got Route 31. W're ground

zero for the anti truck novenent in New Jersey.
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Al'l ny neighbors hate them except for ne.

We al so have a CSX |ine that we |ove as
well. | love, none of ny neighbors |oves. But
the fact of the matter is that we've now made
the truck the bad guy instead of one of the
critical links that allow us to conpete
wor |l dwi de, and |I'mlooking at it fromthe poor
truckies.

And the last point is that the industry,
and that includes marine term nals, |ike Mher
Term nal s and others, have got to start to
figure out a way to help that trucker nove, get
the cargo they need and get out of our
facilities quickly. [It's why we extended our
hours, voluntarily, no regul ations, nobody told
us to do it; we did it as a business decision.
It hasn't fulfilled everything we'd like to
dat e.

So | think those are sone of the things
we need to do to tackle this. Because it is
t he conbi nation of truck and rail that is going
to make this work and they're no | onger
conpetitors in nmy mnd. W've got truck

drivers who support rail inprovenent prograns
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because they are nostly serving the rail 1lines.
The rail lines need the trucker to do the | ast

mle. So what we need to do is to take a nore

bal anced approach, and frankly, | think the
nost -- I'mgoing to go back to this -- they
are not the eneny. |I'mtired of them being

beat up. They're the ones who get the bad rap
along with us [unclear] [who only have a] truck
l'ine.

MR, BUSALACCHI: So Sam let's just
assunme you wake up on Monday and you find out,
whi ch coul d probably happen, that you've |ost
ten percent of the drivers in this area. \What
happens to the ships? Wat happens to the
port?

MR. CRANE: It slows down. And as we
di scussed yesterday this is all about velocity
and if we cannot process it, since we're
largely a truck port, a local regional service
port using truck, it will slow down. And that
means the capacity of the terminals wll
decl i ne, which nmeans we can handl e | ess shi ps,
will take us a longer tine to do it because we

wi |l not have enough places to put containers
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1 because we can't get them out the gate

2 MR, BUSALACCHI: Where will it go then,
3 Sanf

4 MR. CRANE: Well, it will go to ports

5 that are successful in doing that.

6 MR, VEEI SBROD: What if they don't have
7 drivers.

8 MR. CRANE: | think then you' ve got --
9 now you' re going to start tal ki ng about a

10 nati onal economic problem This is when,

11 believe -- | believe you' re from W sconsin?
12 MR. BUSALACCHI :  Yes, sir.

13 MR. CRANE: Pretty good football team
14 not as good as ours. |It's the first time we
15 ever had an undefeated football team You've
16 got to understand in New Jersey this is yeah
17 it will probably end in a couple of weeks.

18 But the people that have a problemw th
19 this probably is not the New York netropolitan
20 area because we will figure out a way to

21 service that local cargo. But it is the people
22 of W sconsin and the people of Wstern

23 Pennsyl vani a and the people of Chio who will

24 have the bi ggest problem
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And that's the point | tried to nake
about these ten points. These ten points are
not -- just because it's located in New York
does not make it a local facility, the port.
Where the truck drivers have lived in the New
York metropolitan area. They are a nationa
service system and that's the way | think it
has to be vi ewed

And that's why we push, to go back on
nmessage, the regional approach because if these
regions fail, and |I'm going to speak for
L. A./Long Beach. | will nmention that place in
the south Norfol k once and only once.

MR. BUSALACCHI: You did it once
yesterday too

MR, CRANE: | know, Brian Maher, | mmy be
| ooking for a job, Rick's going to tell him

But other places if one of those has the
same nature of problem we're not going to have
the capacity to divert to the port of New York
and take that from Norfolk or they're not going
to be able to take our load. W' re kind of al
inthis together. W mght conpete, and that's

good for the nation, but at the end of the day
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we all need each ot her

MR. BUSALACCHI: Richard?

MR. LARRABEE: There's a couple of points
| guess 1'd just like to make. One is that
when you |l ook at this region, less than two
percent of the truck traffic is port-related.
What' s happening i s when that container cones
off the port, we've divided the road up into
what we call three-tiered noves; the first nove
being the cargo coming into the port and sort
of noving to the gate; the second tier is from
the terminal to that first point of rest which
is a warehouse and distribution center

And then the third nove is that nove from
the distribution center to the retail outlet.
And of all those nmoves, as | said, about two
percent of it is truck; port/truck related
activities.

The market, | think, today creates a
tremendous anount of conpetition in the
trucking industry. If we reduce the nunber of
drivers, obviously the cost of that trucking
i ndustry is going to go up. Those drivers that

are left are going to get better salaries and
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think the market factors will begin to adjust
when it comes to that whole issue.

We have 60,000 truck drivers that service
the port of New York and New Jersey. So if we
| ost ten percent of them | would say it would
have an inpact, but | think we could nmake it
up.

The real question for us, | guess, is
what's goi ng to happen when [uncl ear] [quick]
cones in, when we begin to raise standards.

We, like every other port in the United States,
are looking at that whole situation

The other thing we're doing is that we're
thinking froma systens standpoint, thinking
about the notion that our only success is going
to come when we can nove cargo quickly off the
port; where does it go how does it get there
and how do we inprove that systenf

War ehousi ng and distribution and the
| ocati on of that warehousing and distribution
is acritical issue for this port and every
port throughout the nation, because that part
of the systemis really what's going to create

that velocity. Looking at better ways to nove
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that cargo, whether it's short distance or |ong
di stance, is another one of the issues that
we' re | ooking at.

We have a program cal |l ed Portway that Sam
mentioned earlier, creating dedicated truck
routes to clusters of warehouses nakes sense.
Instead of taking trucks all the way to
Pennsyl vania to a warehouse and then bringing
t hose goods all the way back the next day, can
we find a way to bring that warehousing
i ndustry closer to the port.

We have a program called Port Ways [ph.]
which is taking old brownfield sites which
there are about 2,000 acres right around the
port, remediating those sites and converting
them into warehousing. W' ve identified 17
sites in the last year; four of those sites are
under construction, and we'll see about eight
mllion square feet of new warehousing close to
the port, devel oped during this next couple of
years.

So it's those kinds of programs that |
think, if you think systematically, you can

begin to understand where are the bottl enecks,
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where are the critical issues and how to begin
to attack those things.

MR. SCHENENDORF: The rest of us kind of
hogged the questioning on the | ast panel

Do you have any nore, Frank?

MR, BUSALACCHI: No, that's okay. |I'm
okay.

MR. SCHENENDORF: Commi ssi on MArdl e.

MR. McARDLE: It's a very interesting
dil et”ma t hat Conmi ssi oner Busal acchi poses to
you because if you |lose 10 percent of the
drivers nationwide, if the response is anything
as we have seen in construction enploynent, the
drivers across the country flow to where the
nmoney is. And the wages are here, so you'l
get the drivers you want but other places wll
hurt, and then you will get containers here
whose normal flow mi ght have been out of that
ot her port or Baltinore or sonmeplace to
war ehousi ngs that are | ocated adjacent to that
port.

Now the flow is further, so those drivers
you do have are | ess productive which neans

you' ve sucked nore drivers out and you just
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create this vicious circle, as opposed to a
virtuous circle, in this regard. So this whole
i mpact is sonmething really does have to be

t hought through because we've seen that happen
in this area in construction enpl oynment.

When New York City boons they get all the
workers they need. It's a lot of other areas
that see their wages driven up, their access to
| abor being substantially restricted; becones a
real problem

But in that sanme vein, perhaps M. Coetz,
you can, you know, | ooking at your chart, as
you put it up there, showi ng as you did, the
flows and the intent to kind of cross the
borders and avoid the hunps; it presents an
i nteresting option of [unclear] [trading]
northern Maine for southern Ontario.

You m ght get some buyers fromthe
current government in Ontario for that, given
where their opposition cones from But how
well is the CSX able to use its, you know,
cross Ontario |lines under the increased
security issues that you face at the border

Crossi ngs?
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We hear about it in terns of trucking and
the real inpacts that they're now seeing both
in Buffalo and in Detroit. Are you seeing the
same thing on the rail side?

MR. GOETZ: To construct an internationa
route that goes through Canada and reenters the
United States, is probably not sonething that
you woul d see very soon. And the reason, quite
frankly, goes to just who owns the routes. The
routes in Canada are generally owned by
Canadi an rail carriers, the routes in the
United States are generally owned by U. S.
carriers, with some exceptions. So
constructing a route through a different a
country over a different rail carrier is
probably sonething that you just woul dn't
naturally tunble to that.

But while |I'm speaking, | was struck by
the coment here and the sense of potentia
despair in the nmddle of the country and
perhaps | can speak some words of reassurance.
That the further away you get fromthe port the
nore options you have. |[|f you're noving a box

fromPort Newark here, it's going to be
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trucked. That's pretty nuch what's going to
happen, and it will be trucked and the only
question will be what the price will be. W
have a capitalist econonmy here and the price
will adjust and the freight will nove and
people will pay what that price is.

As you nove into the interior of the
country like into Cl evel and, the Col unbus's,
the Chicago's, the Wsconsin's of the world,
you suddenly have not only nodal sel ections but
you al so have sel ecti ons anobngst conpeti ng,
say, for exanple, rail carriers. You can go to
Chi cago on CSX; you can go to Chicago on
Nor f ol k Sout hern, and both fine carriers. So
you have increasing options and conpetitive
outlets to do that.

Consi der these two numbers. The port,
correct nme if I'"'mwong but the port overall --
this port overall grows about 10 percent a
year, but the containers that nove via rai
fromthe port grow about 17 percent a year. So
rail as a viable solution is not only a
solution but it's a growing solution. And that

definitely clicks in with those interior points
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where rail is conpetitive and where custoners
have conpetitive options.

MR. McARDLE: But do you have capacity
i ssues upward so you can get to perhaps six or
seven mllion TEUs out of the port with a
growing rail share, but beyond that you don't
have the capacity on the rail side in this
mar ket pl ace?

MR GOETZ: W thout a doubt, long-term
there are capacity issues. The real question
is the sense of urgency towards addressing
them We have the capacity to handl e the book
of business that we have today, plus the near
termgrowth that we foresee. But when you go
out into the long-term --

MR. McARDLE: You | ook at --

MR, GOETZ: -- 30, clearly we need to do
nore and we need to do nore quickly.

MR, McARDLE: Are you in discussions if
you, in fact, go to the 11 nmillion TEUs, what
your role could be, what it needs to be, to
make this port able to get the velocity to
handle 11 mllion TEUs? Because it seens to ne

in that horizon you have an opportunity to
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identify the additional capacity and
i nvestments that you need to meke.

MR, GOETZ: We nost definitely have those
conversations, and one of the things is that
you can look to this region and this port and
this Port Authority as an area that gets it.
That there really is, and this is coming from
someone who has dealt with a lot of different
ports up and down the east coast, that this
regi on understands the need to use non-truck
non-notor carrier resources better than any
ot her one of which |I'm aware.

And, you know, Rick's coments about the
Port Authority's direct investnment in on-port
rail facilities exceeding what | think would
be, 500- $600 million, clearly shows that
there's a great deal of |eadership there.

MR. SCHENENDORF: Conmi ssi oner
Busal acchi, do have any additional ?

MR. BUSALACCHI : Yes, just a quick
guesti on.

M. Coetz, you touched a little bit on
the capacity issue, and | think we've tal ked

about this before with the freight capacity;
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how does this inpact what's going with the
passenger rail ?

Qbvi ously, you've got issues, we know
that the passenger rail, freight rail got to
get along together to operate on the sane
tracks, but how do you view this going forward
from here?

Because you know | think we've identified
this as a significant need. But how do we, how
do we address this, you know, problem which
think is going to be a serious problenf
Qbviously, if you're going to be at capacity or
are at capacity; we've got passenger increases
t hroughout the country, you know, people are
nore and nore are flocking to riding trains;
how are we going to co-exist?

MR, GOETZ: Well, if I may 1'Il give you
a two-part answer.

MR. BUSALACCHI: Sure.

MR, GOETZ: First of all, speaking to it
regionally, | actually cruised through sonme of
my opening statement just to fit the tinme, but
inthis region -- let's talk first about the

region, then we can talk about, if you wll,
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the rest of the United States.

In this region the problem has generally
been sol ved by isolating the two networks. So,
for exanmple, the Antrak northeast corridor has
very few freight trains operating on it and a
decreased nunber of industrial custoners
located on it. And in the State of New Jersey
there are vast segnents of historical rai
network that are owned outright by New Jersey
Transit and generally support the comuter
train network that -- and it's an excellent
hi gh quality network.

Over here on the east side of the Hudson
you know, nost of the historical mainlines are
all owned by the public sector and al
supporting high-quality passenger service.

So what's happened in this part of the
country is that the passenger agenci es have
taken the routes, not taken, | don't nean to
say they were confiscated, but they are
operating the routes and the freight railroads
are generally using other routes or are using
time slots on that are subsidiary to the

passenger operations and that is working.
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Now, when you nove outside of this region
where you don't have the advantage of a | arge
transit passenger network then you | ook at the
addi ti onal passenger service; those trains have
to run on tracks and the tracks are generally
going to be the freight railroads.

And that is an absorption of capacity and
t hat absorption of capacity may actually be
greater than the one train that it is. For
exanple, if you said | have a freight route and
it has no passenger trains on it and now | just
want one train; that one train may actually
di spl ace two or three freight trains. It's
operating at different speeds; stopping at
di fferent places; doing different things; and
it's operating counter to the flow of freight.

And that capacity, it's just rea
capacity and CSX very nuch struggles with this
up and down our |-95 corridor where Antrak has
a very successful and popul ar passenger train
network that overlays directly on to our 1-95
freight corridor.

We have congestion points between

Washi ngton DC and Baltinore and in the
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1 Phi | adel phi a area where we have passenger

2 trains running on primarily, you know, freight
3 operations, so capacity is -- it's not free,

4 it's not imaginary, and if you put a train

5 there that wasn't there before, it nay take

6 nore than just one train's worth of capacity.
7 MR. SCHENENDORF: Comnmi ssi oner Hemi nger
8 MR. HEM NGER: Thank you. 1've got two
9 questions, and I'd like to ask themto the

10 whol e panel, anyone on the panel who'd like to
11 try to address them

12 The first one is on funding and | think
13 heard a couple of ideas. M. Larrabee talked
14 about the notion of a container fee. You know,
15 passenger facility charges we have at airport
16 and | guess this could be a container facility
17 charge. M. Coetz tal ked about a tax credit
18 which |I'msure fromyour point of view has the
19 advant age that the federal governnment doesn't
20 sort of hold onto the nopney and maybe nonkey
21 with it. On the other hand, it's sort of a

22 draw on the general fund of the United States
23 as opposed to a user fee.

24 In my State of California, our onus is to
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prove a very large infrastructure bond of $20
billion and two billion of it is reserved for
freight inprovement but one of the features of
it is that it requires a 50 percent private
mat ch

So |I'd appreciate your reaction to those
di fferent ideas, some of which you've nentioned
yourself, in terms of trying to make some of
the i nprovenents that we need to make to our
port facilities, to our rail facilities, to the
i nternodal connectors that |ink them and the
rest.

MR. LARRABEE: Let me just -- |'Il start
with a couple of exanples.

I nmentioned earlier that our security
program has caused our budget to go up by about
900 percent since 2001, and we had been
aut hori zed through federal law to charge a
security fee, but it is one of these unilatera
actions that froma conpetitive standpoint puts
you at somewhat --

MR. HEM NGER: When you say we, you nean
ports around the United States?

MR. LARRABEE: Yes.
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MR, HEM NGER: Ckay.

MR, LARRABEE: Right. And some, about 17
ports, have successfully done that. W're
struggling right nowwith trying to sell that
noti on.

Because of the conpetitive nature we are
very expensive port by our very nature and
addi ng another fee, even if it's just for
perception, is sonmething we're all very
sensitive to.

The notion of some sort of a fee
associ ated with contai ners has been debated
over the last couple of years, certainly in
southern California and I know in your hone
area, and | think what we found is that
i ndustry is, across the board, resistant to it
for a couple of reasons. One is they don't
have nmuch control over it and they're afraid
it's going to be just another tax that would
not maeke real inprovenents.

So | think there are sone conditions
under which those kinds of free systems m ght
be structured but | think it's something we

really need to | ook at.
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MR. HEM NGER: If it were in a trust
fund, for exanple, | nmean does that start to --

MR. LARRABEE: Yeah, |ook at the Harbor
Mai nt enance Fund, that's a good exanple, I'm
sure you've heard about that, but that's
anot her exanple of a fund that gets created for
a use but never quite gets used.

MR. HEM NGER: Hi ghway Trust Fund hasn't
done that badly.

MR. LARRABEE: No.

MR, HEM NGER: Not perfect but pretty
good.

MR. LARRABEE: Exactly, so | think from
our perspective, you know, | nentioned the fact
we're going to spend, between our federa
partners and ourselves, $2 billion to deepen
the port. There is no direct revenue source
associated with that activity.

Li kewi se, we're going to nmake drammtic
i mprovenents to our marine highway systens. W
ought to be able to handl e the kind of roadway
capacities that we tal ked about earlier

I mproving that infrastructure is

absolutely critical because we know t hose
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roadways will fail in the next five years if we
don't do sonething. Do we go out and try and
attach that user fee to the truck driver who is
probably the | ast person you want to attach it
to? Where does that revenue come fron? And so
it's that kind of thinking that has | ed us back
to this notion that if we had something like

t he passenger facility fund that mght be at

| east an offset for sone of the things that
we'd have to spend noney for

MR, HEM NGER: But what woul d you charge
it on?

MR. LARRABEE: It would be on cargo, it
woul d be on the container

MR. HEM NGER: So it would be on the
cont ai ner?

MR. LARRABEE: -- the autonobile, the ton
of cargo that's comng in here and there are
ways of doing that. How do you collect it, who
gets it, who nakes deci sions about howit's
spent, how do you denonstrate the sort of the
end result in a quantifiable way? Those are a
| ot of the issues that we've got to deal wth,

but I think it's sonething we have to | ook at.
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MR. HEM NGER: Do you have a concern
about a conpetitive issue as agai nst Canadi an
or Mexican ports, or does the fact that you get
so nmuch investnent out of it sort of outweigh
t hat ?

MR, LARRABEE: Again, | wouldn't speak
for the shipping industry, but | think it's
i nportant that we recognize that and the rai
exanpl e we tal ked about today is a good
exanpl e.

We charge $45 for every container that
gets picked up and put on a rail car. W know,
because we've | ooked at it very carefully, that
we are addi ng business value to that shipper's
| ogi stic system That $45, even though I'm
sure they wouldn't volunteer to pay it, is not
creating a huge burden on the users of our
system and as a result, that huge investnent
which we are nmaking at risk, we believe is a
sound one based on the fact that we have a
reliable revenue stream associated with that.

That's a nodel that works for rail. If
we can find simlar ways to fund ot her

infrastructure in the port, we'll do that, but
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that doesn't apply to an awful |ot of the
projects that we're dealing with off-port.

MR, CRANE: | think -- | don't
necessarily disagree with Rick. | think the
fundamental problemwth this so-called
container fee or the cargo facility charge is,

I think, the private sector really does believe
that the nmoney will go for projects that are
not directly related to noving that cargo.

But | also want to turn the argunent
around. All of a sudden there's a suggestion
that the private sector has put nore noney into
the freight/ goods novenent system M conpany
-- we're a fam|ly owned business in Berkel ey
Hei ghts, New Jersey. W operate one term na
today, and as | disclosed yesterday, we may
open another one in Prince Rupert, British
Col unbi a, to nove M dwestern US product.

But that's $400 million that we put into
a facility to nove cargo. The Port Authority's
put $650 million out of [unclear] [total/toll]
revenue, non-public, non-taxed revenue, at
risk. We don't think it's at risk, at |east as

far as our rail facility because we think we're
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going to nake the nunbers, but with the cargo
pl an paying for that. Okay, so now, just
bet ween our ternminal and themwe're up over a
billion dollars for which there is no public
payment. There is no tax revenue in any of
that noney. Then we go to ny friends over here
in the railroad. They're investing billions of
dollars nationwi de; | don't know how nuch CSX
is investing, to increase capacity on all the
mai n |ines throughout the United States because
we are at capacity.

So the question shouldn't be how are we
going to fund this stuff and who can we put a
fee on. The question has to be, and that's why
I go back to these regional plans, that every
one of themw Il be different. There is no
single solution. At the port of New York we
have a bi-state authority with revenue. That's
very different than sone of the other ports
around the country. And our business practices
and nodels are different than our friends in
southern California. So I think if you want to
start to talk about a cargo fee, | think you

got to start talking about a cargo fee that's
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just not international

We're two percent of the trucking in the
New York area. So, well, let's say we levy a
$300 container fee and we start fixing roads
all over northern New Jersey, for instance.
What about the Frito-Lay truck or the oi
truck; are they going to contribute to that?
You're going to get into these equity
gquesti ons.

| think the private sector, and the
shi ppers particularly, have started to | ook at
this issue and are willing to accept it as |ong
as they can say where the noney's invested and
they can see a return on it in both speed and
reliability of noving their cargo.

| think there's real nervousness about
some of the public nodels that have been put
forward. But | also think everybody's got to
sit down and take a | ook at the fact that,
unli ke the mass transit system very frankly,
except for what's collected off the truckers
and others in the Hi ghway Trust Fund, which
funds sone of this, the freight novenment system

is largely privately funded today, and
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privately invested or through authorities Iike
the Port Authority, and | think it has to be a
little different, treated a little differently.

MR, GOETZ: Rick nentioned the tariff
that's assessed on containers and that that
provi des a cash stream of under paying these
significant investnents that the Port Authority
is making and that's generally working. And
et me just coment how CSX handles this and
what custoners actually see.

When a custoner gets his CSX freight bil
to, say, move a container fromthe port to
Chi cago, there's a CSX charge on there and then
separately broken out is a Port Authority
tariff charge. So it's not buried, it's not
hi dden, it's right there and the custoner sees
it on each and every single shipment. And if
the tariff is increased then it automatically
i ncreases on the pass-through and custoners
generally do that -- accept that. No custoner
i kes any kind of charge, particularly any kind
of new charge, but they generally accept it and
they pay it.

And | think the reason why they do that
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in this instance is because it's assessed by
the Port Authority, it is specialized, it's for
vi si ble assets that they can actually see, and
they consider it valuable. They want to reach
this market, they want to use rail facilities,
and they can nmake a direct connection between
this charge that's appearing on their freight
bills and this infrastructure which they very
much understand and they very much val ue and
want .

When you start to nove away fromthat and
all of a sudden you have a charge for an
anor phous segment that is for something that
may be 500 miles in the interior of the system
and people really don't understand what it is,
then I think you're facing a much tougher
chal | enge. Because then it just |ooks like a
plain old nasty tax; and at that point it's not
somet hi ng where you' re paying for val uable
things that you really want, it's just a tax.

MR, HATCH. Quickly, | just wanted to
echo what the last two gentlenen said about
private sector investnent. | showed you a

slide earlier about rail investnent being close
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to 20 cents on the revenue dollar and rail's

al so, as ny CSX col | eague here, Ken, said
before, can be part of the solution. But |

want to point out, representing ny sector here,
ny group of stakeholders in the investnent
comunity, that they will have the capacity to
nmeet this growth that we tal ked about in 2010,
much | ess 2030, but only if the returns justify
it. And right now, for nost of them they do
justify investnent, not just in the base but in
growt h capacity. And it |ooks like the trend
line suggested it's a good ganble to continue
to invest in it, but that's not always certain.
And for ny stakehol der group to continue to
finance CSX and Norfol k Southern and the rest
of the rail comunities invest enornous

i nvestment, the returns have to justify it.

So | just wanted to point that out but I
do believe that enlightened public policy can
help with this because there are trenendous
public benefits in terms of em ssions and
safety and efficiency towards noving things on
the railroad. So the tax credit M. Coetz

tal ked about is sonething that seens to neke
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sense to nme but if it's, you know, | agree also
that it's -- trust funds and other things wll
not be viewed very favorably by the investnent
conmunity in general

And then just as an aside, what we tal ked
about earlier, you tal ked about Canada and
whatnot. There are a couple of exanples, |
t hi nk, of good policy going on, whose
representatives are not in the room 1In
general we in the investnent comunity view the
Canadi an carriers as equivalent to the
Americans, and certainly there's a | ot of
i nvestment by CN, they bought the IC, they go
all the way down to Kansas City, into New
Oleans; CP is here in the northeast so we
don't viewthe fact that C may be the first
letter of their name, doesn't nean anything to
us.

Certainly nmy coll eague there, two down,
who's investing in Prince Rupert, knows the
advant ages of working with Canadi an Nati onal

And al so an exanpl e of enlightened public
policy, it seens to nme it m ght be working, and

as a native New Yorker, | hate to say this, but
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in Norfolk, Virginia, the Heartland Corridor
which is bringing -- allow ng double stacks to
go all the way to the M dwest, seens to be
sonmet hing that may be working for -- to better
nove freight and sonething that coul d be
replicated el sewhere.

MR, HEM NGER: Could | just press the
poi nt, not necessarily with you, but for you
all to think about. One thing that does strike
me, though, about the tax credit notion; at a
time when our federal government is running
these hellacious deficits, |'d suggest that we
just ought to add to that and pass it on to our
grandki ds, instead of trying to construct sone
sort of user fee systemthat can be
trustworthy, it just seens to nme that's what
we're giving up too early.

MR, HATCH. M quick answer to that is,
right now, given that this is a taxable
ri ght-of-way that the roads have and they're
payi ng taxes on it, your grandkids are getting
tremendous benefits on it right now Mke it
nodal | y even and, you know --

MR. HEM NGER: | think what we're here to
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talk about is they're not getting enough
benefit. That if we could have nore access for
passenger use; if we could have nore freight
novenent we woul d have a better system for
everybody. Right now we're asking the
railroads to do too many things and you know
they're not -- they're not mracle nen. They
can't do it all

MR VEISBROD: If | could just speak for
a nonent about the public cost. You have to
recogni ze the trenendous public cost that we're
payi ng i n excess costs of building highly
capacity and highly congested areas where the
rail capacity is highly limted.

It's no coincidence that in the areas
east of the Hudson, in Connecticut and New
Jersey, where major parts of the rail system
have been turned over to passenger operations,
there are also sone of the mjor highways.
Mention the turnpike or [-95 where there's a
particularly high percent of the traffic is
trucks and that's contributing to the
congestion that both passengers and shippers

feel. And the fact that the reduction, or the
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constraints on the rail capacity lead us to pay
nore and nore noney on hi ghway building in the
particul ar areas where there's very little room
to do it, we're paying really high costs for

t hat .

It may be that the return -- that it
costs less noney, ultimtely, if there could be
nmore in the way of public private partnerships
i nvol vi ng vari ous fees and ot her investnents.
The whol e governnent can cone off better off,
as well as people.

MR. CRANE: Let's turn the public transit
argunment on its ear. The public has paid,
basically, for those rail lines. Wy can't we
nove freight on those public railways when
they're not being used for passenger trains?

It's the same -- | nean, when you really
sit down and start to think about this
argunent, and |'ve had ny discussion with ny
friends at New Jersey Transit, they have quiet
time in the mddle of the night when those
rails -- the sane way we want to nove trucks
down the New Jersey Turnpi ke at 2:00 in the

nor ni ng because there's excess capacity. |If
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we're facing a capacity constraint, it is

i ncunbent upon our friends at CSX to invest,
particularly in double stack north, because
we've got a |l ocal problem here

But the other thing is that maybe we
ought to | ook at some of those public
i nvestments and figure out how are we going to
nmove freight using those public right-of-ways
at tinmes when they're not used for passenger

I think the debate has to be broader when
you're tal king about freight. It's different.
I"ve only been in this business for six years
so what do | know. |'ma forner state
treasurer, a bean counter for the State of New
Jersey, but the thing is it's an interesting
public policy debate because this raises al
those public, those thorny public and private
rel ati onshi ps between governnent and private
sector.

But it also should start to raise how
we're going to make the best use of public
infrastructure. | would argue, even though we
can only do single stack because of the

el ectric overhead, the catenary, maybe at sone
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point we're going need to nove freight on
passenger rail |ines and reintroduce that
noti on.

It changes the way you start to think
about how you're going to allocate the use of
public and private infrastructure and it's
probably a debate we ought to have in the
context of freight novement.

MR. HEM NGER: M. Chairman, in the
interest of tinme, nmy first question took quite
a bit, maybe | could just ask the witnesses to
respond in witing to the second one.

Well, the second one | think you just got
toalittle bit with your question and | think
we asked M. Pedersen this norning fromthe
Maryl and Departnent of Transportation, |'ve had
ny own experience in the Bay area, and that is
I think the public sector has done a fairly
poor job of engaging with you all. And | would
appreci ate especially, M. Crane, M. GCoetz,
your view from private side of how we can
i nprove the capability, the relationship, not
only the port operators but the MPGCs, the

state, the federal role. You know, we've tried
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in our region to engage the freight and goods
nmovenment community and had very limted
success.

One thing | think they all get frustrated
with us because we've got this 20-year planning
hori zon and they're worried about the next
year's annual report. How can we inprove the
public side of that relationship?

MR CRANE: We'Il send you a letter. You
want an answer now or do you want us to send
you - -

MR. HEM NGER: That's up to the chair

MR. SCHENENDORF: Now is fine.

MR, GOETZ: Well, 1I'lIl go down two routes
of this; it's an interesting question.

I think you touched on one. One of the
bi ggest di sconnects between the private and the
public sector is the tinme horizon; that the
private sector does not have the | uxury of,
say, planning things to death. W have a
saying at CSX that perfect is the eneny of good
and that sonetines in pursuing a perfect
solution you wind up with no solution where a

good solution mght be there.
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So, to go back to ny comments, | think
the sense of urgency, pressing the sense of
urgency on both sides, on both the public and
private sector, would certainly be a benefit.

Second thing, totally unrelated to this,
is to depoliticize the process and this is
sonmething that we struggle with all the tinme in
this region.

Freight railroading is a heavy industria
activity and in this area it is directly
overlaid on top of communities. And that
causes constant pressure points and
di ssatisfaction and citizen anger that
frequently gets translated into politica
action. And so we in this region spend an
i nordi nate amount of time trying to disable and
trying to cal mdown this natural tension. And
that's one -- we could use sone help on that
front because it's one that certainly works
counter to the overall picture.

MR. CRANE: | think -- | think one of the
advant ages of trying to deal with the freight
capacity challenge that we have in this country

is that | think it will create new public and
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1 private nodel s because of the nature of the

2 business. And it seens to ne that the way in
3 which this systemgets fixed is -- for

4 i nstance, let me give you an exanple. There's
5 some people in the State of New Jersey who

6 think we can fix all the congestion problemif
7 the marine ternminals are open seven days a

8 week, 24 hours a day. Marine terminal's open
9 congesti on goes away, the turnpike is

10 free-flowing, the air is clean, you know, the
11 fl owers bl oom everything is wonderful

12 We tal ked about the fact that they can't
13 nove it to the distribution center because

14 there's truck restrictions in towns or there
15 aren't enough places for trucks, so | agree

16 that speed's inportant, but the speed is

17 i mportant within a conplex set of relationships
18 in the freight novenent systemthat we' ve got
19 to get over and | think that brings me to ny
20 point. | didn't have a chance to talk about it
21 on the side.

22 It seens to me that if we start to build
23 these regional partnerships, if you will, of

24 shi ppers and terninal operators and truckers
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and state agencies and MPOs; we are lucky in
North Jersey we have a rather enlightened MPO
on freight novement. They do a ot of work in
that area |'mproud to say. But the thing is
that you're going to have to get down at the
tabl e, understand the conplexity, understand
t he busi ness decisions in the sanme way as
sonmebody who canme fromthe public sector to the
private sector that the private sector has to
get sensitive to some of the political forces.
Never going to take politics out of anything,
Bill, God bless, but what you can do is start
to -- under the private sector, start to
understand the conplexities on your side. And
it is the conbination of the two. |f you want
to see one that works, you want to see one
that's succeeded, go to Seattle. Visit the
fast program

When | was first hired Brian Maher bought
me a plane ticket to Seattle and | spent two
days | earning about this kind of anorphous
public/private partnership that got rai
proj ects done around Seattle. They gave birth

to a whole focus on freight novenent,
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export/inmport, in that area, and | strongly
recommend if you get a chance to do it.

The other thing that you m ght want to do
as conm ssioners -- | don't want to say who you
ought to have cone testify. You mght want to
t hi nk about getting a panel of shippers;

Target, Dell, Nike, are three that | know that
are | eaders in thinking these issues through
because, ultimtely, it is the owners of the
cargo that dictate where the trucks go, where
-- how nuch rail they're going to use. And,
frankly, whether they' re going to use our
vessel s, our customers, the vessel owners.

| think it would be inportant to
understand them but it is that getting around
the tabl e, understanding conplexities that both
sides face that will yield, | think, rea
private sector investnents, matched by,
frankly, smaller public sector investnents to
support that private investnent.

For instance, we have to double stack
north. We have a problem W' ve got tunnels
that we can only put a single stack through

What? Well, two high-cubes, but we got to do
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1 it for efficiency, everything is going high-cube;
2 it's the way to the business.

3 The cost of that project is sonmewhere

4 around, let nme just say 35 mllion. That's the
5 cost of one on-ranmp on an interstate hi ghway, a
6 new on-ranp. But in return for that we can

7 doubl e stack freely with high-cube containers

8 north and i ncrease capacity. That's

9 potentially a dam good investnent with a rea
10 return for the public that the private sector
11 probably will fund alnpost all of it but it

12 needs the encouragenent.

13 It's those kinds of conversations that

14 think yield a unique investnent mx for the

15 long-term and we'll send you a letter on it.
16 MR. SCHENENDORF: Good. Thank you.

17 Anybody el se?

18 MR, HATCH. No. | just [unclear] in

19 investment. | nean, we would |love to see

20 better coordination because there's a |ot of

21 opportunity for you all to help these guys nove
22 their freight better, so | look forward to

23 seeing his letter

24 MR. SCHENENDORF: Comm ssioner MArdle



0258

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

has a follow up to this.

MR. McARDLE: We tal k about investnent,
but again, you nade the point about | ooking out
here 50 years ago and you woul d have seen a
conpletely different |evel of activity as you
woul d have seen if you've gone 50 years before
that. And clearly over the |last 50 years we've
had substantial dis-investnent in this
mar ketplace in rail infrastructure.

And ny guess is that across the country,
after staggers we've had the sanme thing, but
here particul arly, because it happened earlier
I"msure if you were | ooking again 50 years
ago and could say, aha, | want to have a system
that works 50 years out, or if you're |ooking
back now, there are clearly facilities that we
don't have anynore, that you'd love to have in
pl ace to nmake the rail work better

And the question | have is: @Gven that
there's really no notivation in the, you know,
private sector to keep a facility that you
don't need, you dis-invest because of
bankruptcy, it's not earning, how do we get the

public involved, so to speak, in preserving
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things that the private sector wants to
off-load in a way that they are available in
sonme fashion for another spin of the wheel that
changes the demand in the port?

I nmean, we had a whole different port
focus, we noved different things 50 years ago.
Now we do things differently but the facilities
that we don't have today, if we have themin
many places, are things we would prize and
restoring themis going to be nuch nore costly
than preserving them even in a nothbal
envi ronnent .

The question is how do we do that in this
environnent ? How do we nmeke the investnent
community feel that we're doing it right and,
in fact, make it possible for new private
sector operations in the future? It seens to
me that that's one of the |essons | ooking back
that we should be | earning because it may turn
again sonetinme in the next 50 years and nore
di s-i nvestment of things that, again, 50 years
fromthen we wi sh we woul d never have gotten
rid of.

MR, HATCH. Well, you make a good poi nt
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and, essentially, what happened in the 20th
century was a giant retrofit and a retrofit of
a network to make it performdifferently than
it was originally designed to do.

And particularly in the latter half of
the 20th century, quite frankly, that retrofit
was done on the cheap because you can't spend
noney that you don't have and all of these
private sector conpanies were very mnuch
struggling financially. So the retrofit has
been done but it certainly is by no neans gold
pl ated. Now, unfortunately many of those
assets that were in place, they have all been
sold. And to tell you the truth, I'mnot sure
that all that waterfront property with all
those waterfront rail heads would really be
val uabl e for sonething el se

But one of the things, one of the | essons
that we can learn is where we do have
facilities today, to not conprom se them to
not build unsynpathetic uses right up agai nst
it. One of the things that we constantly
struggle with is conversion of industria

properties to residential use, right next to
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railroad yards which are heavy industria
operations. That's not sonething that a
private sector conpany can just go out and just
buy every one, buy all of its neighbors out,
but nore sensitive zoning that reflects that
this is valuable infrastructure that we have;
these trans-loading facilities, these port
facilities. That we need to preserve them and
al so preserve the operating environment in

whi ch they do operate.

| think it's too | ate. It's too late to
revive the Hudson waterfront. It's converted
so, and it's beautiful and | love it and | use

it as much as anyone else, so I'mcertainly not
here saying we need to lay rail tracks back
down to the Hudson.

But if you go to an area, the New Jersey,
Meadow ands, the port area in Essex, in Union
County, places |like South Carney, New Jersey,
there is very intense rail activity there, and
we coul d make sure that we preserve that and
that we don't underm ne or conprom se that with
unsynpat hetic | and devel opnent.

MR, VEISBROD: If | could just add to
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that. Fundanentally, the public sector and
private sector have different perspectives;
they have different costs of capital, different
di scount rates, different perspectives and

di fferent pay back requirenents, and | think we
shoul d honor those differences when we talk
about the public/private partnerships.

No one coul d have predicted 50 years ago
any of the global trade we do now, nor are we
going to be able to predict very well 30, 40,
50 years from now either, so the best you could
do is preserving options; that's what we failed
to do before.

To preserve options, including multiple
rail line options, nultiple port options and so
on, then we're hedging our bets in a way that's
probably very productive.

MR, HATCH. Yeah, | agree with that
conpletely. You're tal king about surplus
capacity which is not earning a return now and
it's very hard for the private sector to
justify that and over -- since deregulation you
saw a | ot of dis-investment, creation of lots

of other uses of that land. Well, some of it
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was turned into short line industry which has
been pretty productive, but -- and | think
budgets are tight for public nonies too. But
there are different costs of capitals, so

guess the idea is to try to quantify what would
be the potential future public and private
benefits and how they m ght match up and then
potentially co-invest in keeping surplus
capacity.

It is too late to turn back the clock
but it's useful to potentially save surplus
capacity in areas |like Carney and places that
M. Coetz was just talking about. [It's hard to
predict the future but there may be ways of
bl ending di fferent costs of capital and working
together to try and keep the surplus and to
prevent this from happening in the future.

MR. McARDLE: That's really I think the
poi nt because here it's alnobst as if we threw
things away. |'mthinking of the Bayonne
Bridge to Elizabeth, for exanple, that m ght
today provide a useful alternative. It kind of
just got thrown away w thout anyone having the

mechani sns to preserve it because there was
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little or no discussion of the freight
inmplications for that. And you know, and then
I"'mmndful that with a good devel oper, you
know, we can put up housing right next to the
Maher Term nal and totally shut it down
tomorrow si nply because of a noise factor

You have the Bay Ridge |line prom nently
featured on your little map, and I'Il be right
behi nd you as you tell the comrunities that
you're starting up rail again. You know, as
they throw things at you and scream and yel |

But it seens to me we do have to find
t hat mechanismto preserve those things that
the private sector, we've seen this here, have
a tendency to want to sell off. You know, an
asset [unclear] sees this as sonmething they can
get rid of. And, unfortunately, in many
busi nesses we've seen that pattern, that
someone will cone in, decide they're going to
make their bid to take over, they take it over,
they see the assets as that which they wll
strip and raise the capital to repay their, you
know, their | oans for the shares they've

bought. But the public sector has no quick way
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goi ng back to the 20 year horizon to get in and
stop that at this point and basically keep the
housi ng away from the productive areas.

And |, you know, would have you all go
take a | ook at Richnond Terrace on Staten
I sl and where it could be a working waterfront,
you know, right across the street, townhouses
right up there, and you try to run anything on
Ri chnond Terrace today, you know, they'll be
out there with their baby carriages. And so
you' ve |l ost a substantial portion of that
wat erfront devel opment potential for industria
use that m ght have been there ten years ago.

MR. CRANE: One of the problens that you
have is that when you start this dialogue, it
al so neans that both the public and private
sector have to go out and sell the benefits of
freight novenent to the very citizens who may
have concern about those facilities.

We are the creator of high incone, high
quality U S. jobs, and we're creating nore
every year. The distribution centers, the
railroads, the truckers, and the port

termnals. This, you know, we can't el apse
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into we're noisy and we're dirty and nobody
wants us, but at the end of the day it's what's
i nside the box. That if you unleash the
econom c value; it produces jobs at a tine
which a ot of U S. jobs have gone overseas.
And so part of this conversation, if you wll,
between the public and private sector, is to
recogni ze that the novenent of freight is not a
bad thing. It is a good thing; it is a creator
of jobs, it is a creator of |ow cost goods for
consuners and busi nesses, and al |l ows

manuf acturers and exporters in this country to
conpet e worl dwi de.

It all depends on how both the public and
the private sector want to talk about it. And
that's why | don't want to squeeze the politics
out of it because that is the politica
argunent for why this has a national interest
and why the federal governnent has a role in
the national freight novenment system Because
it is the econonic benefit to the country that
in the end is the payoff, and not whether one
project is public or privately funded.

MR. HEM NGER: If I could, M. Chairnman,
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thanks for letting nme get back in here.

On our way in fromthe port yesterday in
the helicopter we flew over part of Bayonne, |
t hi nk, and sonebody nmentioned it was a forner
mlitary base that is now going to be
redevel oped for non-port purposes, let's just
call it.

Does any of the panel know, | nean, when
you go through the BRAC process with the nava
base, | think | know that there's sone |evel of
priority that is given to former military bases
for certain uses. |s there any priority given
or consideration given to reserving those for
port purposes when they're on the water?

MR. LARRABEE: There's about 150 acres
t hat have been identified as future maritinme
activities. But you can very quickly
understand that if you're trying to devel op
hi gh priced housing you probably don't want to
| ocate a container terminal in that hundred and
50 acres, so one of the debates right nowis:
How does that property get used in a maritine
nat ure?

One of the ways it's being used today is
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for cruise operations and that creates jobs and
maybe fits the bill, but if you're |ooking at
it as a future expansion opportunity it has
been a bit frustrating.

One of the challenges that all ports have
today is finding new |land that's devel opabl e
fromthe standpoint of creating new cargo
operations and that has becone prohibitively
expensive. Qur answer here is we're going to
have to turn to nmuch higher |evels of
productivity and we think on our current
footprint, we can go a ways w thout having to
expand too nuch here. Because today where we
handl e, let's say, 23- to 2400 contai ners per
acre per year, in Hanburg they're handling
twice as nuch as that, and in Asia a different
sort of operation, they' re handling four tines
t hat much.

So there is a trenendous ampunt of room
for increased productivity. Sam suggested at
some point 24/7 operations are going to happen
They're going to happen for business reasons.
They're going to happen because it's the only

sol ution, nmuch as what's going on in the west
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coast today.

MR. HEM NGER:  You know, the reason
asked, a phrase you used of preserving options
I think is really good. And it does strike ne
that when the federal government goes to al
t he expense of building naval bases around the
country and then decides to turn them over and
they just turn into nice little devel opnents,

i nstead of maybe giving sonme priority to
preserving themfor maritinme purposes.

MR, HATCH. | think it's safe to say that
you can carry de-industrialization too far and
that you need to | ook at your core
transportation corridors, port facilities and
that needs to be recognized as val uabl e
i ndustrial infrastructure.

And that's going to be pitted agai nst
comrerci al devel opnment and residentia
devel opnent which, quite frankly, can have
hi gher tax ratables, can | ook prettier, can
| ook better to a voting citizenry than a heavy
i ndustrial transportation-oriented
i nfrastructure.

So again, even though M. Crane disagrees
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with nme, | think you have to |ift yourself out
of that very narrow, provincial, |ocal

what' s-on-ny-bl ock view and take it up to a
regi onal view, otherw se you'll make the wong
deci sion every tine.

MR, SCHENENDORF: | think I'lIl try to ask
our last question which is kind of |ong but
hopefully the answer will be short.

We've heard a |l ot to obviously the
previ ous panels and today, about the need for a
federal role. Cbviously, we've talked here
about trenmendous amount of investnent on the
port, on the rail facilities, but that the
governnment needs to step up to the plate for
the facilities that are off the port property.
And there's been a lot of talk about
public/private partnerships with rail to try to
address sone of the passenger issues, sonme of
the freight-related issues. And so | guess |'d
like to ask as we put in place this
transportation systemor this vision for the
transportati on systemas we go out 40 or 50
years, do you see that the federal investnent

role is one that should grow fromwhere it is
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today; or the level of federal investnent that
we're nmaking today is just about right; or a
nodel that would have the | evel of federa

i nvestment actually going down and letting the
states and the private sector step in to nake
i nvest ment ?

And |'mtal king now about on the public
facilities and whatever public private
arrangenents are made with rail, for exanple,
and which of those three nodels do you think
ought to be the direction that we head in as we
are |l ooking for this vision.

MR. LARRABEE: There are a couple of
aspects of our financial challenges that we
didn't really get into in our discussion today.

One is security and the other is the

envi ronnent, and these are both huge sources of
requi rements for additional funding. And in
both cases | think -- I'Il just give you an
exanpl e.

For every dollar | spend operationally on
security, it's $10 I can't borrow in the
capital market. The unfunded nandates that

have cone along with the maritine
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transportation systemin the | ast couple of
years have put significant burdens on ny
agency, not just froma capital standpoint, but
from an operating standpoint.

When you raise the |evel of security one
notch every tinme you do that it costs ny agency
another mllion dollars a week to handl e
overtinme funding for police and other
requi renments. So | think the federa
governnment needs to begin to think about this
transportati on systemnot only as a system as
we' ve tal ked about it today, with various
conponents, but the other requirenents that
we' re placing on ourselves for both the
envi ronnent and for security.

MR. SCHENENDORF: Do you think the anopunt
of federal investment, the anount of noney that
the federal governnent is spending on inproving
its highways, on entering into partnerships
with rail and doing the other kinds of things
at ports to provide the access at internoda
facilities, that that |evel of funding that
we' re providing should go up in the future;

roughly stay where it is; or be reduced and
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really turn it back over to the states and the
private sector?

MR. LARRABEE: Well, | think ports --

MR. SCHENENDORF: Qur port investnent.

MR, LARRABEE: Ports in the system we
tal ked about today are nore of a federal issue
than they are a state issue and therefore
woul d say that the federal governnent needs to
t hi nk about spending nore noney but in a
smarter way.

MR, CRANE: As far as the freight system
is concerned, | think the federal governnent
probably -- assuming that there's not going to
be vast new anpunts of revenue avail abl e.

MR. SCHENENDORF: Don't mmke that
assunpti on.

MR. CRANE: Okay.

MR, SCHENENDORF: To put in place the
transportation systemthis country needs 30,
40, 50 years down the road; is that going to
take nore investnent?

MR. CRANE: In terns of nore investment,
| don't think there's any way, just in

inflationary costs of asphalt and steel, that
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you can continue to do it unless you find a way
to, you know, deflate those.

But as far as the freight systens
concerned, | think the investnents over the
next ten to 20 years have got to be investnents
in a nultinodal solution that kind of
transcends state borders and transcends noda
bor ders.

That's what makes this such a difficult
probl em because we're tal king about a system --
the problemwith the current, is it is by a
state level, which is wonderful, but in places
i ke New York and New Jersey or even our
friends in Virginia or other places, they're
tal ki ng about investnents that go well beyond
those state borders, and | think that's where
the direct federal investnent is.

Now, do they have to invest in the
frei ght novenent systemat the |level they do in
the hi ghways? No. W're out there spending
noney already on that. Railroads are out there
spendi ng noney. But | think long-term
nothing's free, and we didn't get a nationa

transportati on system for nothing and we're not
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going to maintain it and have it be efficient
for nothing and I think any time M. Sam
Crane's personal point that anybody suggests
that we can continue to do the same thing we
did 25 years ago with the sane anpunt of nopney
and it's going to all be free, | think they're
nm sl eadi ng us all.

MR. SCHENENDORF: Thank you.

M. Coetz.

MR, GOETZ: This is a great question,
Conmi ssioner. W have a national
transportati on network and we're always goi ng
to have one because we don't have stand-al one
state economes. You can't take the State of
New Jersey and say we're just going to have New
Jersey secede fromthe rest of the economc
| andscape and be a stand al one econony. No
state -- no state can do that, and so there is
a need to have that connectivity, and | foresee
that's going to be a federal responsibility for
a good long tine.

So as you westle with do you need nore
and where should that nore go, |'d turn that

guestion around and say are you satisfied with
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the current nodal split.

The economy of the country is going to
grow and so the question is: Do you want
everyone to just kind of stay in their current
positions? Because if they do we'll have nore
trucks and we'll just build a heck of a |ot
nor e hi ghways, probably with federal and state
dol | ars.

But if you challenge that and say naybe
before we go down that road we shoul d | ook at
ot her nodal splits, nore rail nore water, and
t hen nodel that and see how those investnent
requi rements work out. You may find you like
t hose answers better.

MR, SCHENENDORF: Right, but either way,
is it going to take nore investment?

MR. GOETZ: | think if you want the
econony of this country to grow | think you're
going to have to have that. Transportation
supports the econonic growth. People in
comunities say how can | nake these trains go
away? And | answer; stop buying things and
nove out of the state.

Of course that's a silly flip answer but
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it's the correct answer because the
transportati on demands are derived by the
econom c activity and every time you go to the
mal | and buy sonething there's a transportation
demand that conmes fromthat.

Now, if you want to interrupt that and
stop that, then, put a cap on the
transportation system | don't think anyone
woul d sign up for that kind of an econonic
out cone.

MR. SCHENENDORF: M. Hatch.

MR, HATCH. | think the equity markets
have been mystified by the federal response in
the last few years anyway. |If you |look at the
[uncl ear] [CREA] programthat was agreed upon
by various conpeting factors and was
under - funded and conpare that to the Western
Gat eway Programin Canada, ny general response
to that is, yeah, | think federal dollars
should go up. | think there should be a
co-investnent sense | ooking for public/private
partnershi ps.

Agai n, not to keep bringing up one, but

Heartl and Corri dor seens to be one where they



0278

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

were successful and [unclear] corridor
creative, if it ever gets funded.

| just want to leave this with you.
Private capital is really going to be the
det erm nant of success or failure of this in
the future, so creating an environnment where
the private capital continues to invest is,
think, the primary job.

MR VEISBROD: 1'd like to close by
saying nore investnent is needed but not
necessarily just pouring in nore federal noney
the way we've been spending it now

Three quick points: Nunber one; it's a
matter of smarter spending not just on highways
but | ooking at rail solutions that can reduce
congestion as well as [unclear] [force of port]
for outlying ports and alternative corridors
that could al so hel p reduce congesti on.
Because congestion costs are so expensive to
try to address.

Nunmber two, not just public noney but
nore effective | everaging of private noney.
The way it's being done now, the two are not

very well coordinated at all
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And finally, it's not just a matter of
nmoney. It's also a matter of coordination with
ot her governnents |ike Canada for border
crossings as well as with the railroads. Thank
you.

MR, SCHENENDORF: Thank you all. W very
much appreciate your testinony today. It was
very, very hel pful, and we hope we can call on
you as we go forward for help and assi stance.
Thank you. W're going to take a ten mnute

break and cone back and start about five after

4,
(Recess taken.)
MR. SCHENENDORF: Ckay, we'll get
started. Commi ssioner Heminger will be joining

us shortly, just on the phone.

We have our final panel of the day.
Chris Boylan, who's the Deputy Executive
Director Corporate and Conmunity affairs for
the Metropolitan Transit Authority for the
State of New York; and Victoria Cross Kelly,

Director of the Tunnels, Bridges, and Term nals
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departnent of the Port Authority of New Jersey.

Thank you for coming this afternoon, and
Chris, we'll start with you.

MR. BOYLAN:. Thank you. Good afternoon
And on behal f of the 65,000 enpl oyees of the
Metropol i tan Transportation Authority, welcone
to New York, which is, of course, not only a
nati onal capital for finance but also the
transit capital as well. If you wal ked --

MR, McARDLE: M ght | stop you and thank
you for the lend of your space along with
everything el se that you' ve done for us because
this has truly been both the Port Authority and
the MITA a major contribution to the comm ssion
and its work.

MR. BOYLAN: You're very wel come and
there's nothing nore inportant to us, | think
t han havi ng you understand our perspective on
some of the issues you're | ooking at tonight
and we're very happy to be the -- to help host.

Wthin dozens of feet of this building
are many gateways to the western hem sphere's
| argest transit system Qur seven operating

arms, New York City Transit, which operates the
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buses and subways in New York City; Long Island
Rai | road; Metro North Railroad; Long Island
Bus; MTA Bridges and Tunnels; our Capita
Constructi on Conpany. We nove about eight
mllion people in the transit system every day
and on top of that another 900,000 cars which
represents an additional $1.4 mllion

Qur current operating budget is about $9
billion, none of which is federal, and about
four billion dollars a year in capita
expendi tures of which about 25 to 27 percent is
f eder al

Those are big nunbers, but to put themin
a national context when you | ook at our
ridership, our conbined ridership is bigger
than the next ten transit systens conbi ned. W
move roughly one-third of all transit rides in
the country and about two-thirds of all rai
transit passengers in the country.

In three days we nove about as nany
peopl e as Antrak noves all year and in ten
weeks as many as the donestic airlines nove al
year. So that kind of puts it in perspective.

But I'mnot going to talk about size
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today. I'mgoing to talk a little bit nore
about history and the history of the MIA
because it's a very interesting public/private
type history. Like many transit systems around
the country, we were, in many cases, private
conpani es that had owned and operated
railroads.

In the case of the Long Island Railroad
and Metro North railroad, they trace their
hi stories back to 1832 and 1834 to the New York
and Harl em and Hudson rail lines that went
north fromthe city and to the Long |sl and
whi ch went east, and was initially intended to
hook up with a ferry to Boston

And on the transit side of the house we
actually inherited what fol ks largely think was
a private set of transit operators but really
was a set of private operators that operated a
systemthat was largely funded by the City of
New York in terms of its infrastructure back at
the turn of the century.

In fact, it wasn't until 1904 that the
City of New York finally got its act together

after having seven private conpanies try to
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build a subway systemin New York and Mayor
Hewitt at the time said it was evident that
underground rapid transit could not be secured
by the investnent of private capital but in
some way or another its construction was
dependent on the use of the credit of the City
of New York. And the City of New York then
provi ded the capital resources necessary to
build the first subway Iine.

The history after that is not necessarily
positive and by 1940 the |IRT and BMI systens
were no longer financially viable and they were
rolled into the New York City transit system
which is part of our family today. The sane
t hi ng happened on the bus side as many private
bus conpani es were added to the m x of failed
but nonet hel ess econonically necessary systens
that we now run.

So our history has been defined by the
assunption of a whol e host of unprofitable
remmants of private conpanies, and remants
t hey were, having suffered from decades of
deferred maintenance and little or no capita

rei nvest ment.



0284

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Now I'd like to be able to say when the
MIFA t ook them over that we i mediately reversed
the lack of investnent in the system and
unfortunately that wasn't the case. And from
1968 when the MIA was created until 1982 we
suffered the effects of the dis-investnent.
The result was that in the |ate 1970s our
system al nost col l apsed. And we basically were
on the cusp of bringing the financial capita
of the world to its knees. Qur subway suffered
derail ments every 18 days; hundreds of train
runs were abandoned on a typical day; track
fires and graffiti were the normfor our system
But in 1982 we began to rebuild that system and
started with a seven billion dollar capita
i nvestment plan. Dick Ravitch, who was
initially supposed to be part of today's panel
was the chairman of the MIA at the tine and he
rallied support in the business and private
comunities to put the first plan together

I will tell you that sone 50 billion
dollars later we are still working hard to
rebuild the systemthat is probably worth 4- or

500 billion dollars in terns of its replacenent
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value. Maybe I'ma little bit on the | ow side
but it has had a, we have had a tremendous
amount of success in that tine.

Let me just conclude by saying that the
public investnent that we're able to amass has
been very critical and inportant to being able
to revive not only our system but New York and
frankly the financial center of the country,
and we know that as we go forward and our
popul ati on grows and our ridership grows, in
fact, we've seen a nore than 46 percent
ridership growth in the last 12 to 15 years.
We anticipate at |east another 20 percent
ridership growh over the next 20 years. W
need to be prepared for that and we've been
very fortunate to have an enlightened busi ness
conmunity in New York, sone enlightened
political |eadership that had | ooked for new
resources state and local to help fund that.

We wi sh that everyone would | ook at the
i nvestments made in public transit as ones that
could be considered cost effective and that
deliver return on the investnent. The return

on investnent doesn't always show up in the
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bal ance sheets of the conpanies on a |line but
nonet hel ess there is a significant return on
investment in terns of the economc activity
that's generated by people being able to get
around in this region.

So let ne just conclude by saying we know
it's not an easy task to find new resources.
We're concerned that fol ks not give up and say
the federal role in helping us to provide the
service to our riders will have to di m nish
over tine. W're hoping there is an
opportunity to work with you and Congress and
the adm nistration and others to find credible
new r esour ces.

Certainly the discussion about
public/private partnerships is interesting. It
is not the answer to the increasing need going
forward, but it is certainly an inportant
el ement of whatever the solution is. Thank you
very rmuch.

MR. SCHENENDORF: Thank you. Ms. Kelly.

MS. KELLY: Good afternoon, M. Vice
Chai rman and Conmi ssioners. And thank you for

this opportunity to share sonme thoughts on
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future chall enges and the solutions facing the
U S. transportation system

As Director of the Tunnels, Bridges and
Term nal s Departnment for the Port Authority of
New York and New Jersey, | represent an
organi zati on whose mission is to strengthen the
econony of the New York/New Jersey region
t hrough transportation systems that nove people
and goods efficiently. W manage sone of the
nost critical bridges, tunnels, bus termnals,
airports, rapid transit and seaport facilities
in the region and in the nation.

The Port Authority's experiences and the
mandate are highly relevant to work of this
commi ssion. Its focus is regional and
multinmodal. It is a financially self
supporting public agency that receives no tax
revenues fromany state or local jurisdiction
and has no power to tax.

It relies alnpst entirely on revenues
generated by facility users to fund the
operations and mai ntenance of its facilities.

The Port Authority consolidates the

revenues fromits various businesses to finance
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capital projects and to maintain, inmprove and
expand the system W have a strong history of
public/private partnershi ps and | everagi ng
private investnent to advance transportation
and trade.

The Port Authority faces a nunber of
chal l enges that are typical of the northeast
and may very well be a bell-wether for many
ot her areas of the country over the next 50
years. We spend a significant amount of nopney
to keep very old facilities in a state of good
repair but this only naintains the ability of
the infrastructure to neet today's nobility
standards. It often has little inpact on
i mprovi ng the capacity and efficiency of the
system Critical infrastructure replacenent
and new capacity will require new funding
commi tments and regi onal cooperation

In the New York New Jersey region as |
know you' ve heard throughout yesterday and
today we're facing congestion on our roadways,
rail and transit systens and on the freight
network. Congestion affects access to

airports, marine term nals and urban enpl oynent
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1 centers costing billions of dollars annually in
2 | ost productivity.

3 The future challenge is to ensure the

4 hi ghest efficiency fromour existing assets

5 whil e sel ectively expandi ng capacity to address
6 bottl enecks and i nprove corridor-wi de nobility.
7 This region is extrenely densely

8 devel oped and our transportation assets are

9 intensely utilized. There are very limted

10 opportunities to expand capacity on our

11 hi ghways, river crossings and rail systens.

12 The chal | enge of neeting grow ng demand wil |

13 require integrated solutions anong al

14 transportation nodes. |In addition, we nust

15 enbrace new technol ogi es, denand managenent

16 sol utions, and pricing incentives.

17 Li ke no other entity, the Port Authority
18 understands the risks and threats facing the

19 security of our transportation system

20 Ongoi ng progranms addressi ng enpl oyee

21 preparedness, risk assessment and threat

22 eval uation are essential. Equally important is
23 the need for regional approaches to security

24 i ncl udi ng operational protocols, inter-agency



0290

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

coordi nati on, advanced pl anni ng and i ntegrated
conmuni cati ons.

| encourage the comm ssion to think
boldly in defining a vision for the nationa
transportati on system over the next half
century. | offer the follow ng as areas of
critical attention: First, expand the nationa
fundi ng base for transportati on operations and
i nvestnment to both maintain the existing system
and expand it to nmeet new denmands. To address
this need, federal policy should index the
federal gas tax, protect its purchasi ng power,
i ncrease local flexibility for funding of cross
nodes and encourage user fees that generate
revenue to cover the true costs of service and
manage demand to nore effectively use capacity.

Second, encourage new partnerships,
institutions and standards anong transportation
operators, governmental agencies, private
i nvestors and busi ness and conmercial interests
that will be essential for new investnents and
new concepts.

Third, attract nore private investnent.

The challenge to the public sector is to fully
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understand and nake the appropriate trade-offs
bet ween the risks and value of what it's
recei vi ng.

Four, maintain an essential role for the
public sector and transportation because
governnment has a fundanental interest in
ensuring that the nation's transportation
system supports the econom c health of the
country.

Five, recognize that the nation's
econonmic strength is based on a series of
i nter-connected regions rather than individua
states. Federal funding allocations nust be
better aligned with this reality.

Six, allocate security funds according to
ri sk-based criteria and encourage, multi-agency
cooperation.

Seven, support advanced research
devel opnent and denonstrations of new
technologies in the transportation sector with
the multiple goals of enhancing security and
safety and inproving customer service.

And finally, maybe nobst inportantly for

the long-term we need federal |eadership to



0292

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

communi cate the new transportation paradi gm for
the 21st century. One that invests in our
transportation institutions, one that educates
the nation, especially our young people, about
the inportance of transportation in their lives
and encourages themto see the transportation

i ndustry as a career opportunity.

Transportation is the foundation of a
heal t hy, growi ng and driving econony.
Transportation services nust be a resource, not
a problem in addressing |ocal regional and
nati onal needs. Thank you.

MR. SCHENENDORF: Thank you both, and I'd
like to start the questioning with Conm ssioner
McArdl e.

MR. McARDLE: Thank you very much. It's
quite appropriate to have you kind of sum up
for us today.

The commi ssion heard at a neeting earlier
in the year that nmintenance objectives were
best served by private ownership; that sonmehow
private operators were better notivated to
mai ntai n things than were public operators.

And | think some of us on the panel found that
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somewhat difficult to conprehend. And | was
particularly struck at the tinme because | was
t hi nki ng of your agencies. You both operate
major toll facilities. Both of themthrow off
streans of revenues that you use el sewhere
within the agency to cross support other
operations that you have and yet you see both
to have, in fact, set mmintenance objectives,
reconstructi on objectives that, in fact,
preserve the integrity of those structures and
quite frankly, in the case of both of you,
advance the reconstruction of these facilities
so they will be available in the 21st century.

What is it about the way you | ook at
these things, do you think, that gives your
agencies kind of the ability to do that and how
can we kind of translate that thinking across
t he board?

MR, BOYLAN: If | could, you know, I
t hi nk our perspective on nmaintenance is one
that's forged by our history and our history
was not a good history initially. But having
the solid public support that we got back in

1982, and coupling that with a very serious and
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structured nmanagenent plan, has allowed us to
mai ntain our infrastructure very well, | would
say, over the last 25 years.

The public has responded well to that.
The political environment has responded well to
that. They understand that and because of our
success it's only bred nore success. The
initial seven billion dollar capital plan
fol ks weren't sure we were going to get to the
second the third or the fourth plan but when
folks started seeing results, tangible results,
and we held to standards, and we held oursel ves
to a very high standard, it boded well for the
regi on and people knew it.

MR. McARDLE: But you never beggared the
bri dges, as you could, to throw off nobre cash
for other facilities, and that's been sonething
that 1've | ooked at with sone awe because the
tendency and tenptation to do that nust be very
great.

MS. KELLY: | guess | would -- fromny
standpoint | woul d question the prem se of the
statement of the question that you received

that inplied that the private sector would do a
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1 better job at maintaining the facilities

2 because --

3 MR. McARDLE: It was not ny statement,

4 can assure you.

5 MS. KELLY: No, no, | understand that. |
6 knew t hat .

7 W're at a very simlar position as the

8 MIA, although we arrived at it through a

9 different history than what Chris just went

10 t hrough for the MIA

11 One of the hall marks, one of the

12 strengths of the Port Authority, | think, over
13 the 85 years or so of our history has been the
14 quality of the people that we've attracted, the
15 qual ity of people that we've been able to train
16 well and to retain. Many throughout their

17 entire careers and the pride that they' ve taken
18 inthe facilities.

19 So that while we certainly, as you

20 suggest ed, have throughout our history used

21 tolls to fund primarily our transit operations,
22 both PATH and our bus term nal are subsidized
23 by our tolls, we have always focused on the

24 service that we're providing to the region, the
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critical nature of our facilities, and that has
been, along with the quality and conmmit nent of
our people, what drove us to always having very
hi gh standards and being very proud of that,
quite frankly.

I don't think there was ever any sense
that it was appropriate to sort of raid the
coffers, if you will or to under invest in the
facilities. W always felt that, and we do
today, that we're in the business for the
long-term and we did not ever feel it was
appropriate as an organi zation to take what |
woul d describe as a fairly short-sighted view.

MR. McARDLE: Thank you.

MR. SCHENENDORF: Commi ssi oner
Busal acchi ?

MR. BUSALACCHI: 1'Il pass.

MR, SCHENENDORF: Commi ssi oner Heni nger

MR. HEM NGER: Great restraint. | don't
share it, unfortunately.

One question for each of you and |I'Il ask
them both right away so one of you gets a
little bit longer to think about it.

M. Boylan, | think we discussed the
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ot her day along the tour that you're about to
inc the largest full funding grant agreenent in
the history of the federal transit program for
a New Start. And | woul d appreciate your
views, both pro and con about the New Start
Program in brief, and what's working and
what's not.

And Ms. Kelly, as you heard earlier today
we've had a | ot of discussion about asset |ease
and | think you and | tal ked at the break about
the way you're goi ng about thinking about that
question, given its currency, and I'd
appreci ate you sharing that with us for the
record.

MS. KELLY: | think that -- | know
there's been a lot of discussion -- | know
there's been a | ot of discussion both at this
heari ng over the last two days and at your
pri or hearings about various forns of private
investment and | think a ot of tines we speak
of it in our industry a little bit too glibly
and have just one nodel in mnd when we talk
about public/private partnerships.

And | woul d suggest first of all that
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there's a much broader nodel to | ook at and
here, again, | think the Port Authority's

hi story and some of the ways in which we do
busi ness offers sone good exanples. What |
mean by that is, for exanple, on both our

avi ation side and our narine side, as you've
just heard fromthe prior panel the Port

Aut hority's put an awful |ot of investment into
our marine termnals as well as to our airports
and yet there's been a huge anmobunt of nopney put
into those facilities by the private airlines,
by the private marine term nal operators, by
the railroads and others. And so those two
lines of our business, in particular, offer
good exanpl es of |everaging public and private
noney together. Another exanple, albeit
somewhat smaller, is the investnment that we've
made in ferry operations. Because when ferries
were reinstituted into New York harbor, the
Port Authority nade investnents in the ferry
termnals and | ooked to the private sector to
provide the ferry boats and to actually run the
operations. And that's another exanple and

there's actually a nyriad of others in terns of
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initiatives the Port Authority had started but
then were spun off into private nonprofit
corporations. And so | think that we need to
take a step back and | ook at public/private
investments in a broader way.

When we talk or think nore specifically
about deal s such as the Chicago Skyway and the
I ndi ana deal s and that type of either sale or
Il ong-term | ease of the asset, | think that
there's not a one nodel that fits all. | think
in large cases there needs to be a | oca
decision but | think that there are a nunber of
factors that the public sector needs to be
m ndful of as it begins to consider those type
of arrangenents.

And they range fromthings |ike what is
the toll policy because | think clearly to the
extent that the public sector wants to retain
some control over toll increases, it wll
probably realize | ess revenue fromthe deal and
that's a trade-off that has to be made. But it
al so needs to |l ook at what is the inplication
for the rest of the network. You've, | know,

again heard a lot from panelists earlier today
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and yesterday about the fact that we | ook at
the transportation systens in this region as a
network, and the Port Authority I think is one
of the better exanples of knitting the two
states together. And yet we are so congested
that pricing decisions or other operationa

deci sions by the private operator on one
roadway, one bridge, one tunnel, one segnent of
roadway can very easily have spillover effects
on to adjacent roadways, be they toll roads, be
they public free roads, or what have you. So
think that that's sonething that we need to
understand, particularly in an area such as our
region that's so congested. W need to
understand that. Certainly any types of
conditions that go along with the agreenent
that put restrictions on toll increases or
operations on adjacent roadways or to your
roadways al so need to be consi dered.

So, again, | don't think that there's one
nodel that fits all but | think that there's
nunber of public policy decisions that need to
be wei ghed.

Anot her one is the length of the
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agreenent. | think that the private sector
while | don't suggest they go into the dea
| ooking to walk away fromit, clearly we need
to recogni ze that they have the ability to walk
away fromit. They may not be in existence ten
years from now, they may not be in existence 90
years fromnow, if it's a 99 year |ease. And
the responsibility for operating that facility
will then fall back to the public sector. So
again, it doesn't nean that that's a bad thing,
but it's one of the considerations that the
public sector needs to keep in mind as we go
forward.

MR, BOYLAN: Now the easy question.

MR, HEM NGER: M. MArdl e suggests you
m ght want to answer it after, based on the
agreenent then. You know if you prefer that,
you can send nme sonething in witing at that
point but if you'd |like to do it now go right
ahead.

MR. BOYLAN: Let ne just start by saying
that 1'mvery grateful to the federal transit
adm nistration, transportation for having --

MR, McARDLE: For creating this
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opportunity for ne to say that.

MR. BOYLAN: But that being said, and we
are grateful, | don't think it would conme as a
surprise to anyone at FTA or DOT that we, |ike
other transit systenms, are concerned that the
process as it exists today is perhaps a bit
| engthier than we'd liKke.

The average FFGA takes eight years from
begi nning to end of the process and that's
probably far too long. Entire systens were
built in half that time around the turn of the
century. CQur own is a perfect exanple of that.

O course, it was an easier world back then
and we didn't have to deal with alternative
analysis and M Ss and ElI Ss and prelimnary
draft EISs, and so forth. And we also probably
did not have to look at the types of risk
anal yses that we're | ooking at today.

But to put it really in context there's a
reason why FTA and DOT do put fol ks through a
grueling process and sonme of it has to do with
past experience. Although |I like to think that
everyone should not have to pay for the sins of

a few, | can understand why there are sone
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burdensome el enents to the process. That
doesn't mean it doesn't need to be | ooked at
and streamined. | will say to FDA' s credit
they are in the process now of polling many of
the New Start properties to see how the process
can be inproved.

| anticipate that they're going to have
sonmething to show us in the next year or so and
hopefully that will inprove, if not for ne,
because we are at the end of that eight or nine
year process, certainly for others.

I think at the end of the day, and
think it was telling while we were on our tour
at the end of the day it's about getting the
peopl e that we saw on those tours around in a
better fashion and we have to be careful we
don't get bogged down in too nmuch process al ong
the way or we | eave them all behind.

So we're very eager to get -- to get on
with it. And we think we're there and | hope
my remarks don't change that but thank you.

MR. SCHENENDORF: Ms. Kelly, 1'd like to
just go back and get sonme additional thoughts

of yours on this whole issue of |easing of



0304

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

assets, and at |east concession fees that are
being paid up front.

It would seemto ne that if you take a
case |like Indiana where the -- this is a
segnment of the interstate system where
basically tolls can be increased each year by,
| believe it was two percent inflation or GDP
whi chever was higher, that the private sector
that's operating that has al nost a fiduciary
duty to its shareholders to raise the tolls of
that facility, to the extent that they can, and
maxi m ze the revenue that's been generated by
that facility.

There isn't really any oversi ght over
what those | evels would be other than the caps
that were put in place. So if they did that
over tine and did raise those |evels, and
generated a profit streamthat was then going
back as we turn on equity that m ght be rather
| arge, isn't that noney being lost to
transportati on? Those kinds of -- is that
something as a matter of policy, that if you
were to recommend an increased use of private

tolling that we might want to consider as to



0305

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

what happened with that revenue streanf?

MS. KELLY: Well, | think the way | woul d
ook at it and, again, | think this is very
much of a |ocal decision, and so | won't put
nyself in the place of the folks in Indiana,
the governor of Indiana, who felt that was an
appropriate decision to nake at the tine.

I think that there's a question in ny
mnd as to how you really val ue the asset and
think that's sort of the part of the prem se
behi nd your questi on.

There's been a fair anmount witten, nore
so on the Skyway deal than on the |ndiana deal
that indicates that if they raise their tolls
at the mininmumlevel at which they're able to
under that agreenent, that they would be
recovering their investnment with something | ess
t han one percent growth in traffic. And
think that those factors -- there's been a | ot
witten on the converse side in the sense that
per haps growth has been over estimated in sone
cases, but | think that it's an indication as a
country, as a policy, the public sector in this

country is still very new to those types of
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1 decisions, and | think that we're |earning as
2 we go, but | think that how you get the ful

3 val ue out of that asset is sonething that we

4 still need to [earn sone nore about. But,

5 quite frankly, | think at the end of the day it
6 becomes a decision on the part of the |oca

7 state politicians who are making those

8 decisions as to what the value is of having

9 that noney in hand today vis-@vis what their
10 forecasts are of toll growth and their ability
11 to raise tolls and what their projection in

12 ridership are over the length of the |ease

13 MR. SCHENENDCORF: Let's say after the

14 period of tinme, | nmean, basically they receive
15 3.8 billion dollars for that concession that
16 they then spread throughout the state as part
17 of their ten year investnent plan. What

18 happens in year 11, in year 15, when they stil
19 have these high level investnent needs and yet
20 they' ve nortgaged this asset for 75 years?

21 MS. KELLY: That's a consideration

22 Again | can't -- | don't think there's one easy
23 answer. Certainly all of the issues that

24 you're raising are things that | think the
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public sector needs to consider

MR, SCHENENDORF: | guess |'d also like
your views on -- it's easy to kind of |ook at
it and say it's a |ocal decision but this is a
segment of the interstate and if we're
basi cally encouraging states to nake these
ki nds of |ocal decisions, and then | ook at an
interstate route that's 500 mles |ong that
traverses, you know, nine or ten states, and
have all these little |local decisions made and
each one of these private entities is charging
t he maxi mum they can under their agreement,
aren't there significant inplications to the
interstate traffic that's noving al ong there?
That these quite large trucking conpanies are
going to be paying quite a bit to ride on the
interstate through those nine or ten states if
you've got all these little pockets of private
tolling that's going to be going on.

MS. KELLY: | think there are serious
i ssues and consi derations that you raise and
don't pretend to be an expert on public/private
partnerships. | think that that's why we need

to | ook at transportation systens as a region
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because clearly trucks don't start at the
border of the state and go to the other end of
the state and then stop. Particularly when
you' re tal king about interstate system| do
think we have to look at it as an interstate
system as a regional decision. And there may
be an appropriate federal role there to give
some gui dance at a m ni mum

| hesitate to say oversight but | think
that those decisions to the extent that they
are made by a local state entity and have
regional inplications, we don't yet have a way
in this country to raise those to a higher than
a state level for discussion and that's
probably an appropriate federal consideration.

MR. SCHENENDORF: Thank you. | think
"Il ask you both the question |I've been asking
everybody on the panels that as we devel op our
federal vision, as we go forward, it seenms to
me really froma federal investnment how nuch
noney does the federal government need to
i nvest to meet our transportation vision for 50
years out, as to whether you know you think the

federal governnent's going to need to invest
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nore than it does today or about the sane as we
i nvest today or that we can really cut back on
what we invest today and really let the states
and the private sector fill in the gap as to
whi ch you each think is the right way for us to
go.

MS. KELLY: Well, | know from previous
panel s that you want a nore, sane, or |ess
answer so |I'mgoing to say nore. But what |
also want to say is that | think that it's
i ncunbent on federal policy to ensure that
states and regions have the flexibility that we
need to use the assets nost effectively and
nost efficiently. | don't think it's sinply a
matter of nore federal funding. | think it's
federal guidance, federal policies that
encourage tinme of day pricing, that encourage
congestion pricing, that support hot [ anes,
that support a new technol ogy, that allows us
to collect tolls in a non-stop high-tech
environnent. So | think it's nore funding, but
| think that there are a |ot of other policy
consi derations around use of the asset that

come along with that.
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MR, BOYLAN: | would, of course, say that
nore fundi ng needs to be provided. Certainly |
think the transit programas it is today,
there's a pent up demand to do two things. One
to expand systens to neet existing ridership
needs, not only in New York but in other
pl aces.

But al so sonething |I'm worried about on
the horizon, which is we're getting better and
better in the last 10 or 15 years buil ding new
systenms. What we're not getting good at is
figuring out how five, ten, 15 years from now
we maintain those systems. There's a parity
bet ween the anount of nmoney we spend on
bui | di ng new systens and the anount of noney
that we've been spending on maintaining those
syst ens.

At some point, in ny own sense, the
national transit infrastructure will end up
being like New York. They will have built
tremendous new systens but there will not be
enough in the way of resources to maintain
them And | think we'll need to see a shift in

t he bal ance of funds that are invested in, what
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we in New York call, a state of good repair

We've gotten better of doing a state of
good repair. W realize that you can expand
the systemif you want, but if the core is
rotten, you really have nothing but appendages
that don't connect.

The reason why we're able to do the ful
fundi ng grant agreenent with the FTA for our
east side access project, the Second Avenue
subway project, is because we spent the lion's
share of the last 20 or 25 years reclaining the
core of our systemand it is not to a conplete
state of good repair, and we probably woul d
have another ten years or so to go on that, but
it is to the point where we are confortable
enough to be able to expand it.

Certainly the success that our rebuilding
has had in the last couple of years has driven
our ridership and we have to expand it and so
-- but | amconcerned there be a better bal ance
in the federal program and the need is grow ng.

VWhen | first got involved in the business
back in 1990, there were only 12 or so rai

systens in the country and now there are nany
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nore, probably three or four tinmes that nany
who have built new systens since, and yet the
pi e has kind of rermained proportionally the
same in terms of -- not in dollars, they both
growi ng for sure, but the proportion that we
spend on new and on the rehabilitation renain
pretty much the sane.

MR. SCHENENDORF: Wbul d you say that your
goal is, on the maintenance side, is for state
of good repair? One of the things we've been
tal king about is the idea of perfornmance
st andards and having sonme of the federa
i nvestment driven by performance standards.

Do you have a performance standard in the
transit area that represents the state of good
repair, as you measure your investnents?

MR. BOYLAN:. Well, we do in certain
categories. W know what state of good repair
isinternms of the track beds. W know what
state of good repair is in ternms of our cars
and our maintenance facilities and, then when
we get to a state of good repair the issue
really switches to nmintaining an ongoing

mai nt enance so that they stay in that constant
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state of good repair. So yes, we have
standards and we know when we've net them

MR. SCHENENDORF: | f sonebody said to you
what |evel of investment would it take to get
your systemin a state of good repair, and to
keep it in a state of good repair, would you be
able to estimte out what investnment |evel does
it take --

MR. BOYLAN: Yes, we have.

MR. SCHENENDORF: -- to do that?

MR. BOYLAN: Yes, and while |, off the
top of my head, can't give you it category by
category, we have it very nuch laid out. And
the first thing, of course, was nmking sure
that the rolling stock and the tracks were up
to a state of good repair. They were the first
part. There are other elenents in the system
that weren't as urgent a need and they are laid
out very clearly on a schedul e that goes to,
bel i eve 2019.

We also know that it will take between
two or three mllion -- billion dollars, I'm
sorry, two or three billion dollars a year to

not only achieve a state of good repair but
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maintain it.

So before we even get to the fancy stuff
we have to spend between two and three billion
dollars a year here and you can escal ate that
going out, so it's significant. On the other
hand the amount of people that we nove and the
size of the system --

MR. SCHENENDORF: Coul d you share with us
in witing basically a description of your
system how you do the state of good repair and
sone of the estinates?

MR. BOYLAN: We'd be happy to do that,
yes.

MR, SCHENENDORF: Commi ssioners, do you
have any other questions?

MR. McARDLE: | would reserve questions
in witing because --

MR, SCHENENDORF: You're the first pane
he's done that.

MR, McARDLE: One in particular that |
think would |i ke you to perhaps do sone
analysis on. |It's a question you and | have
di scussed before. You built a systemwith no

M Ss, no EISs, no federal funding, no ful
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1 fundi ng grant agreenents, and it does seemto
2 wor k nost days. And one of the questions is

3 whet her or not you could go back and actually
4 track for us the steps that were taken to meke
5 the decisions that created that system up to
6 the point of construction. Because clearly at
7 some poi nt sonebody said go and peopl e went

8 through a set of planning exercises and

9 deci sion making that led to a construction

10 point. And what those were, who was involved
11 and how they nmade the decisions that, again,
12 shape the systemyou're basically operating

13 t oday.

14 MR, BOYLAN: | think we can try to do

15 that. | have to tell you |I've not seen -- |'ve
16 seen witten histories of not so nuch the

17 details of the process and the decision points
18 but what they did. Your point is well taken
19 when we built part of the elevated system we
20 built theminto nowhere, enpty parts of the

21 outer boroughs, if you will, and it was

22 fortunate we did so because it hel ped New York
23 grow and, you know, we were the first transit

24 ori ented devel opnent in the country. Wen we
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put a transit system people flocked to it, so
when people talk to ne about transit-oriented
devel opnent, and the fact that we have focused
nore on transit-oriented devel opment, | can
take themto every one of our stations and say
this was a farmand nowit's not a farm and
people flock to it. But how they nade those
decisions is sonmething I have not seen but we
will look at it.

MR, McARDLE: And | would cl ose by saying
they built the second avenue L seven and a half
mles, start to finish opening day, 18 nonths.

MR. SCHENENDORF: Sounds |ike you al ready
know the answers to these questions.

MR. McARDLE: No, | don't, and one of the
gquestions that's there is we know what they
built but exactly what the public decision
meki ng process was that took themto a
consensus on what they would build, where they
woul d build it, is one that has not been paid
much attention to

MR. SCHENENDORF: Well, we thank you
both, very nmuch appreciate your testinony. W

now have cone into the public part of the
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program where the public can come forward and
submt testinony. And we have two peopl e who
signed up, a John Jordan and Robert Dougan, if
they would come forward. Maybe they've been
scared of f by the questioning.

John Jordan? Robert Dougan?

Well, in that case we are finishing
early, on budget. | would -- we're on budget
and early, so thank you.

MR. BUSALACCHI : Jack

MR. SCHENENDORF:  Yes.

MR. BUSALACCHI :  Ann, thank you.

Voi ce: Thank you for com ng

MR, BUSALACCHI: You've done a great job.

Thank you for allowing us, Chris, to use
your building here and anybody else fromthis
area, you know, we really appreciate everything
that you've done for us. It's really been an
enj oyabl e coupl e of days. Thanks.

MR, SCHENENDORF: | n addition, today we
t hanked Chris and Ann this norning, and |'d
forgotten, we should also thank Janet Cabi nocc
[ph.] who was essential in helping us --

MR, BUSALACCHI: Yes, Janet, |I'msorry, |
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left out, don't be mad.

MR, SCHENENDORF: So, again, thank you
all and thank all of the people of MIA and DOT
who have helped in all sorts of aspects here to
make this hearing a success. Thank you very

much.

(Wher eupon, the hearing was

adj ourned at 4:58 p.m)



