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DEPARTMENTS OF TRANSPORTATION, TREAS-
URY AND GENERAL GOVERNMENT, AND RE-
LATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 2004

WEDNESDAY, APRIL 2, 2003

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.
The subcommittee met at 10:33 a.m., in room SD-124, Dirksen
Seczinate Office Building, Hon. Richard C. Shelby (chairman) pre-
siding.
Present: Senators Shelby, Bennett, Murray, and Dorgan.

DEPARTMENT OF TRANSPORTATION

FEDERAL AVIATION ADMINISTRATION
STATEMENT OF MARION C. BLAKEY, ADMINISTRATOR
OPENING STATEMENT OF SENATOR RICHARD C. SHELBY

Senator SHELBY. Good morning. The hearing is called to order.

Every year when it comes time to hold hearings on the upcoming
fiscal year’s budget request, it is likely that we will cover some of
the same old ground. But, unlike other agencies or departments,
the nature of the industry and facilities that the FAA regulates
seem to be in a constant state of change.

A few years ago we were concerned about hub concentration and
the anti-competitive behavior. More recently, we turned our con-
cern to airline treatment of passengers and system-wide delays.
Now, we wonder where all the passengers have gone, whether the
hubs will survive, and if the traditional airline structure will re-
main intact or if we will see something substantially different
emerge as a result of all the upheaval.

This is a very difficult time for virtually everyone involved in
aviation: the passengers, communities, airports, airlines, aircraft
manufacturers and the FAA. Passengers are anxious about flying
in the aftermath of the September 11th attacks. The terrorist
threat alerts exacerbate people’s fears about the vulnerability of
our air transportation system to terrorism attack, and military op-
erations to free Iraq have further increased the public’s concern
about the safety of flying.

In addition, passengers are facing fewer choices in flight options
as the air transportation market undergoes the first significant
service contraction since deregulation.
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Airports face increased operational and capital costs as they re-
spond to increased security requirements at the same time that
their revenues are declining because of reductions in flights, re-
duced revenues from concessionaires, and fewer passengers.

Communities that were struggling to maintain service levels are
finding that challenge even more daunting as the fixed costs of ini-
tiating or maintaining a marginally justified service continue to
rise.

Airlines not already in bankruptcy or headed into bankruptcy
have little to be optimistic about. As an industry, air carriers did
not have time to recover after the September 11th attacks and the
sluggish economy that we have experienced for the past 3 years
has compounded an already difficult financial situation.

Most carriers are not predicting meaningful growth in traffic or
bookings for several months after the Iraq war is favorably con-
cluded, and many more are not anticipating a firming in the yields
for more than a year. Clearly, this is an industry on the ropes.

Aircraft manufacturers, for their part, are typically the first to
feel the slowdown and the last to recover from it. Neither Boeing
nor Airbus anticipates an upturn in the demand for aircraft until
the middle of 2004 at the earliest. Airbus is struggling with the
challenges of keeping the new A-380 within their revised cost and
weight estimates, and Boeing is undertaking an aggressive new
aircraft program with the 7E7 and is marshalling $10 billion to de-
velop it. Clearly, both manufacturers are feeling the pressure of the
industry downturn, but both are looking to the future.

This brings us to the FAA. Administrator Blakey, you have now
been at the FAA just long enough to start putting your imprint on
that organization and begin shaping your vision of what you want
that agency to achieve under your stewardship.

I feel certain that you have begun turning the programs, budg-
ets, policy, and regulatory processes and directed the career per-
sonnel to your vision of where the agency should head to support
a safe and efficient air transportation system.

I know that this budget was largely completed before you became
administrator, and I know that the budget constraints that we face
make your job even more difficult. But I would like to explore with
you where we are going to take the FAA in the next several years.
The budget request for FAA operations anticipates an 8.1 percent
growth, but it seems to me to be a current services budget with few
new initiatives.

That kind of growth to deliver the same services, I believe, will
be hard to justify or secure in the current environment.

I believe it is important to show what the FAA is doing to foster
a safe and efficient system as we move forward. We need to show
how the FAA is responding to the evolving air transportation sys-
tem. We need to show what works in the FAA. We need to know
where we need to reinvigorate our efforts. And we need to show
where we can save and redirect sources to higher priorities.

More importantly, we need to show how the FAA program is
changing in the aftermath of the 9/11 terrorist attacks. I am told
that the agency’s Operational Evolution Plan (OEP) has not
evolved since that time and that troubles me. None of these things
can be done if we sit passively by and expect that things will just



3

work themselves out. It is imperative that the FAA, that our gov-
ernment, implement innovative and aggressive approaches to deal-
ing with our rapidly changing world.

I want to work with you to help make the FAA responsive to the
needs of the public and the industry it regulates.

Today we are pleased to have Marion Blakey, the Administrator
of the Federal Aviation Administration; Ken Mead, the Department
of Transportation Inspector General; and Jeff Shane, the Under
Secretary for Policy at the Department of Transportation as our
witnesses.

Senator Murray?

STATEMENT OF SENATOR PATTY MURRAY

Senator MURRAY. Thank you, Mr. Chairman, and I want to
thank you for calling this hearing on the aviation industry.

Our airlines, our airports, and our employees are facing an im-
mediate crisis and they need our help. Thousands of hard-working
Americans are being put out on the streets every week by the air-
lines or their suppliers. At home, tens of thousands of my constitu-
ents have lost their jobs because of the downturn in air travel. To-
gether, these companies and their employees have faced the triple
whammy of September 11th, a deteriorating economy, and now the
war with Iraq. It is difficult to overstate the seriousness of the cri-
sis facing this vital part of our Nation’s transportation infrastruc-
ture.

Some carriers are emerging from bankruptcy. Others are enter-
ing it. And still others are desperately trying to avoid it. Some re-
tired airline employees are seeing their monthly pension checks cut
dramatically. And one of our Nation’s largest carriers is facing the
very real possibility of liquidation.

In just a half an hour from now the Senate will begin debating
the war supplemental that we marked up in the Appropriations
Committee yesterday. Yesterday, during markup, I offered an
amendment to increase the size of the aviation relief package from
$2.8 billion to $3.5 billion dollars. I am pleased that that amend-
ment was adopted and that the full bill passed the committee on
a unanimous and bipartisan basis. My amendment expanded the
amount of relief provided to our airlines and addressed two gaping
holes in the original proposal, the absence of assistance for our air-
ports and the absence of help for the workers who have suffered
the most during this crisis.

While our committee was reporting the war supplemental with
$3.5 billion dollars in overall aviation relief, the House Appropria-
tions Committee reported its version of the supplemental with
roughly $3.2 billion in assistance. The House Committee version,
however, did not include any help for workers.

The Administration’s supplemental budget request included abso-
lutely nothing for our airlines, our airports, or our aviation work-
ers. Since then we have heard from the OMB Director and others
that the Administration would not close the door on some form of
aviation relief.

Unfortunately, it has not been clear what, if anything, the Bush
Administration wants to do to address the crisis in our aviation in-
dustry.
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That was until today. Today, we read that senior Bush Adminis-
tration officials think that the packages approved by the House and
Senate committees were too large and wrong-headed. Transpor-
tation Secretary Norm Mineta is quoted in the New York Times
this morning saying that our committee’s actions yesterday—and I
quote—“show that a considerable gulf remains between Congress
and the Administration regarding the amount and structure of this
assistance.”

Commerce Secretary Don Evans was quoted in an Associated
Press (AP) story today saying we will work with the Congress to
ensure that the airlines receive more reasonable assistance.

I fear that the Administration is long on rhetoric but short on de-
tail. Time and again we hear that the Administration has a posi-
tion, but they just do not tell Congress or the American people
what it is.

Workers have lost their jobs. They are trying to figure out how
to pay the mortgage this month. But instead of offering support,
the Administration is failing them.

Mr. Chairman, this morning we are joined by President Bush’s
Under Secretary for Transportation Policy. I hope that this morn-
ing we will find out what the Bush Administration finds unreason-
able in the committees’ assistance package.

I have carefully reviewed the Under Secretary’s formal testimony
and I did not find any answers to those questions. I did find some
nice multicolored charts documenting the problem, and a commit-
ment by the Administration to continue to monitor the situation.

I hope the President does not object to helping thousands of
workers who have lost their jobs through no fault of their own.

I want to put this in context. At a time when the President has
proposed $700 billion more in tax cuts, I would hope he could find
it in his heart to support less than %20 of 1 percent of that amount
for our laid off workers.

And I would remind the Administration that 10,000 aviation in-
dustry workers have gotten pink slips since the start of the Iraq
war.

I hope during our questions this morning we will finally get some
clear answers on precisely where the Bush Administration stands
on Congressional efforts to help this industry and its workers.

Let me close, Mr. Chairman, with another area where the Ad-
ministration can do more, and that is carefully monitoring aviation
safety. Many years ago, as we all know, during the bankruptcy and
liquidation of Eastern Airlines, we learned that air carriers in dif-
ficult financial condition could be tempted to cut corners in the crit-
ical areas of maintenance and safety compliance.

It is the job of Administrator Blakey, who is here with us, to see
that does not happen again. And it is the job of the Inspector Gen-
eral to make sure that Mrs. Blakey is doing her job.

So I look forward to asking both of them whether we should be
concerned that the financial downturn in this industry could im-
pact the overall safety of our aviation system.

Thank you, Mr. Chairman. I look forward to the questions.

Senator SHELBY. Senator Bennett.
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Senator BENNETT. Thank you, Mr. Chairman. I do not have an
opening statement and I look forward to hearing the witnesses and
I will have some questions.

Senator SHELBY. Ms. Blakey, you will be first. Your written
statement will be made part of the record, all of your written state-
ment in its entirety. You can proceed as you wish. We welcome you
to the committee.

STATEMENT OF MARION C. BLAKEY

Ms. BLAKEY. Thank you very much, Chairman Shelby, Senator
Murray, Senator Bennett.

I very much appreciate the opportunity to testify before you
today. And it is a pleasure because this is my first opportunity as
the Administrator of the Federal Aviation Administration.

Before I begin, I have to acknowledge the new Chairman of this
committee, Senator Shelby, who hails from the great State of Ala-
bama. Since that is where I got this accent, you can appreciate the
fact that I am really looking forward to working with you.

Senator SHELBY. I was enjoying your speech.

Ms. BLAKEY. I hope so. I also would like to thank Ken Mead and
our Under Secretary for Policy, Jeff Shane for the enormous
amount of work they put into working with us at the FAA to en-
sure that we are doing the right thing for the aviation system.

REAUTHORIZATION PROPOSAL

On March 25th, Secretary Mineta sent to Congress the Adminis-
tration’s new reauthorization proposal. The Centennial of Flight
Aviation Authorization Act or Flight 100, as we like to call it. Sec-
retary Mineta has challenged the Department and the FAA to be
safer, simpler, and smarter, as he puts it. And I think these guid-
ing principles, you will find, do form the basis for Flight 100, as
we move to provide better performance, more flexibility, and in-
creased accountability.

To that end, we believe the Administration’s proposal will serve
as a strong foundation for the development of the reauthorization
legislation because it builds on AIR-21, which I know you all
worked very hard on. It also provides the kind of funding levels
that will support important infrastructure improvements, safety
initiatives, system efficiencies, and important research in the safety
area. Most importantly, I would stress to you that Flight 100 adds
no additional taxes, no economic demands on the ailing industry,
and no new financial burdens for the American flying public.

FISCAL YEAR 2004 BUDGET REQUEST

Now, let me turn my attention to the purpose of today’s hearing,
or at least in part the purpose, and that is the President’s 2004
budget for the FAA. The President has proposed a budget of $14
billion for the FAA, a lean budget but I believe a generous one,
given these challenging times.

Specifically, his budget requests $7.6 billion for Operations, $2.9
billion for Facilities and Equipment, $3.4 billion for Airport Im-
provement Grants, and $100 million for Research, Engineering and
Development. This represents a 3.7 percent increase from the 2003
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enacted budget and provides funding for the 49,745 employees that
work for the FAA.

SAFETY

Let me turn initially and most importantly to not only my num-
ber one priority, but I firmly believe the number one priority of this
committee, and that is safety. The United States has a remarkable
safety record in aviation. Almost 100 years after the Wright broth-
ers first took to the skies, I am pleased to report that 2002 was one
of the safest years in aviation history. Not a single fatality occurred
on a U.S. commercial airline.

We are all proud of this achievement, but I know that none of
us think we can rest on our laurels on this, either. Every day at
the FAA we help to ensure the safety of an airline industry that
is in serious economic peril. I know we all agree that safety cannot
be shortchanged. No matter how tough the economic circumstances
become, we have got to keep it in front of us.

For this reason, out of a total budget request of $14 billion, $8.7
billion will be used to support the FAA’s safety goals. Full funding
of the President’s budget will provide needed funds for inspecting
aircraft, operating and maintaining the air traffic control system,
including hiring 302 additional air traffic controllers in anticipation
of the retirements that we expect in that workforce.

Funds are also provided for inspecting hazardous materials,
making additional AIP grants for airport safety, capacity, and secu-
rity investments, noise mitigation, safety research, and I could go
on.
But the point here is that specifically in the area of commercial
aviation, we have a number of programs and initiatives that have
been particularly responsible for the remarkable safety record I
was alluding to. The FAA’s Runway Safety Program has helped sig-
nificantly reduce the number of high risk runway incursions, which
of course lowers the risk of collisions. Runway incursions declined
from 407 in 2001 to 339 in fiscal year 2002. The number of high
risk incursions fell from 58 to 37.

The Airport Movement Area Safety System, AMASS, is now oper-
ational in 31 airports. And I am happy to say it has occasioned
saves in San Francisco, Boston, and Detroit.

The Safer Skies Initiative is a joint Government and industry ef-
fort to reduce commercial fatal accidents by 80 percent by 2007. We
have made significant progress on this very aggressive goal, and we
are on track to meet it.

Now, I know no one here can forget the tragedy of TWA 800.
This accident focused national attention on the critical need to im-
prove fuel tank safety. For a number of years my old agency, the
National Transportation Safety Board (NTSB), and others have
been calling for a way to remove flammable oxygen from fuel tanks
and substitute inert gas which would, of course, eliminate the ex-
plosion potential. But the designs were always deemed too heavy,
too complicated, and too expensive to be viable.

Building on previous research on ground-based inerting, the
FAA’s researchers recently developed a relatively simple but effec-
tive way to generate nitrogen enriched air in flight. That is why
I have this in front of me. It is a very, very simple solution, one
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that involves no moving parts, one that is not heavy. Even at full
scale, the inerting system that the FAA’s research has developed
will be less than a single passenger on board a flight, in terms of
weight.

We are going to flight test the system next month. If it goes as
we expect, it is going to be a major improvement in terms of avia-
tion safety. So it is just one example of the kind of things that the
funds that you all appropriate, make a real difference.

CAPACITY

Let me turn to capacity for a moment. I am very fond of the say-
ing that the Aircraft Owner and Pilots Association likes, which is
that a mile of road will get you a mile. A mile of runway will get
you anywhere. It is something I think we have to remember as we
are looking at capacity issues.

Given the current downturn, we do have a unique opportunity
right now to increase capacity before we return to the pre-9/11 traf-
fic levels. Increasing capacity, as you well know, can be accom-
plished in basically three ways: new technology, new operations,
new pavement. That is what it really comes down to. We have to
have all three. If we invest in them wisely, I am convinced that we
are going to have the capacity we need.

Our Operational Evolution Plan calls for a 31 percent increase in
capacity by 2010, and it is yielding results. We have a brand new
version of the plan that I would love an opportunity to brief you
all on, because it has identified choke points in the system and de-
veloped a much more intensive, dynamic communication system
with the airlines that is really yielding a lot of results. We are see-
ing real changes in terms of bottom line efficiencies for the airlines
in a way we never did before.

From the standpoint of new technology, and new procedures, the
User Request Evaluation Tool gives controllers the ability to ap-
prove direct routes and is saving time and saving fuel.

We are also seeing terrific results from our new Traffic Manage-
ment Advisor which gives us a way to control traffic at our busiest
airports, in a way again that is promoting great efficiency.

What about the tough one, which is new pavement? The FAA’s
Operational Evolution Plan is tracking now on 12 airport projects
that are scheduled for completion in the next 10 years. And the ter-
rific news is four of them are going to come online this year—Hous-
ton, Denver, Miami and Orlando. They are all still on track to open
this year. So that is really a major improvement for the system.

Additionally, the President’s Executive Order on Environmental
Streamlining, and the $3.4 billion investment included in the budg-
et for AIP program funding, demonstrates the Administration’s
commitment to expanding capacity. With this level of funding and
with some structural changes in the AIP formulas, the Administra-
tion is going to be better able to target projects of national signifi-
cance while at the same time helping our smaller airports.

FINANCIAL MANAGEMENT AND COSTS CONTROL

Finally, it is clear to all of us at the FAA, that we have to do
a better job managing our finances and controlling our costs. Cer-
tainly, the Inspector General has called this to our attention and,
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as they say, we get it. I am pleased to report that the FAA has re-
cently received another unqualified or clean audit opinion on our
2002 consolidated financial statements. I am also proud to say it
is the second year in a row that this has happened. It gives us a
firm foundation that we need to implement a new financial system
that is coming online this fall, DELPHI, which will continue to help
us implement a cost accounting system that means something.

Just as our safety decisions have to be driven by data, so must
our management decisions as well. We now track 80 percent of our
costs on a monthly basis at the FAA. But we have got to do a bet-
ter job of using the data to manage those costs. As part of the cost
accounting system, we are implementing a labor distribution sys-
1(:_?m as well in the Air Traffic Services line of business. It is called

ru-X.

It is our commitment to also track, control, and look at the issue
of how we are distributing our labor costs. Our air traffic controller
workforce will use this data to assess controllers’ workload and fig-
ure out whether we are hitting the performance measures we want
to.

Recently, the Inspector General noted that the system needs to
be improved. We agree. I am committed to making the changes we
need to ensure the integrity of the cost information. With budget
shortfalls and depleting trust fund revenues, we have to be diligent
stewards of the public funds.

PERFORMANCE-BASED PAY SYSTEM

Furthermore, the FAA has worked hard to implement a perform-
ance-based pay system. You all gave us personnel reform and we
are working very hard to take advantage of the flexibility it pro-
vides. But we have got a ways to go. Approximately 36 percent of
our workforce right now is currently under the performance-based
system. It is intended and will link the organizational goals that
we are developing in the strategic planning process we are under-
taking right now, so that every single individual has a clear line
of sight from their job to what the organization sets out to do. I
pledge you my commitment to implementing this system across the
entire FAA.

PREPARED STATEMENT

With that, I will conclude the prepared statement and look for-
ward to questions. Thank you.
[The statement follows:]

PREPARED STATEMENT OF MARION C. BLAKEY

Chairman Shelby, Senator Murray, Members of the Subcommittee: Thank you for
the opportunity to appear before you today to discuss the Federal Aviation Adminis-
tration (FAA) and our budget request for fiscal year 2004. Before we begin, I would
like to acknowledge the new Chairman of this Subcommittee, Senator Shelby from
the great State of Alabama. I look forward to working closely with you as well as
the other Members of this Subcommittee during my tenure as FAA Administrator.
Finally, I would also like to recognize Kenneth Mead, Inspector General for the De-
partment of Transportation. Thank you, Ken, for your commitment to work jointly
with us to tackle our most pressing financial and performance challenges.

In the seven months I have served as Administrator, I have had the privilege to
lead an agency whose mission is second to none—the safety of our Nation’s aviation
system. Our mission is carried out by thousands of talented, energetic, and dedi-
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cated employees who care about the safety of the American people and our mission.
It is an honor to represent them here today.

We at the FAA operate and maintain the Nation’s complex air traffic control sys-
tem and the facilities and equipment that enable its optimal operation. Our control-
lers control and monitor more than half of the world’s air traffic—up to 5,000 air-
craft in U.S. airspace at any given moment. FAA conducts state-of-the art research
to continually improve safety and efficiency. We help improve the safety and capac-
ity of more than 5,000 public-use airports in the United States. Our inspectors over-
see more than 7,000 operators, including 139 major air carriers. Our maintenance
technicians perform the maintenance, repair and engineering of over 62,000 facili-
ties and pieces of equipment.

REAUTHORIZATION

I am pleased to say that on March 25, Secretary Mineta sent to Congress the Ad-
ministration’s reauthorization proposal—the Centennial of Flight Aviation Author-
ization Act, or Flight-100. I would like to thank Secretary Mineta and Deputy Sec-
retary Jackson for their commitment and dedication to developing and supporting
Flight-100.

I also want to thank them for their tremendous efforts in challenging the Agency
to be Safer, Simpler, and Smarter. These three principles form the basis of Flight-
100, but they also form the cornerstone of the entire Agency’s mission—better per-
formance, more flexibility, and increased accountability. Later in my remarks, I will
address several of the Agency initiatives designed to meet these challenges.

To that end, we believe that the Administration’s proposal will serve as a strong
foundation for the development of reauthorization legislation. It builds upon AIR-
21 in that it maintains our commitment to safety, capacity, and system efficiency.
The funding levels in Flight-100 continue to support important infrastructure im-
provements, safety initiatives, system efficiencies and safety research. It adds no ad-
ditional taxes, no economic demands on an economically troubled industry, and it
provides no new financial burdens on the American people. I thank you for your con-
sideration of Flight-100, and I look forward to continuing the dialogue on this, our
blueprint for aviation in the future.

BUDGET

Let me now turn my attention to the purpose of our meeting today—the 2004
President’s Budget. Our budget supports Flight-100 in that it contributes to our ef-
forts to be Safer, Simpler, and Smarter.

To support our operations and capital investments, the President has proposed a
fiscal year 2004 budget of $14 billion—a lean budget, but generous given these chal-
lenging times. Specifically, his budget requests $7.6 billion for operations, $2.9 bil-
lion for facilities and equipment, $3.4 billion for airport grants, and $100 million for
research and development.

This represents a 3.7 percent increase from the 2003 enacted budget. Funding will
support 49,748 employees.

I want to thank all the members of this Subcommittee for your tireless efforts and
continued dedication to supporting the FAA’s funding needs. Fully enacting the
President’s budget will permit the FAA to hire more controllers to prepare for an
expected surge in retirements, make needed improvements in the National Airspace
System (NAS), and fund safety, capacity, and security improvements at our Nation’s
airports. Your support for these investments will reap benefits for years to come,
as FAA provides a safe and efficient aviation system that contributes to national
security, promotes economic growth, and encourages the recovery of civil aviation.

SAFER, SIMPLER, SMARTER

Safety

First, let me address my number one priority, and that of every FAA employee—
safety, both in the skies and on the ground. Under the superb leadership of Sec-
retary Mineta, the Department’s emphasis on safety has never been greater. The
United States has a remarkable safety record. Almost 100 years after the Wright
Brothers first took to the skies, FAA is proud to report that calendar year 2002 was
one of the safest years in the history of the U.S. airlines, not a single fatal air car-
rier accident, and we continue to make progress in reducing the number of general
aviation fatal accidents. We are proud of this achievement, but we will not rest on
our laurels.

Safety must always be our top priority, especially with the airline industry in seri-
ous economic trouble. As a carrier reduces its schedule, its fleet and its personnel,
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we must evaluate the impacts of these reductions and amend our surveillance plans
as necessary. I recently met with the FAA managers overseeing USAirways and
United Airlines to ensure that we have appropriately expanded our review of these
carriers. The approach we are taking with these carriers is to focus our safety over-
sight on areas that may be more at risk during a financial crisis.

We will support the resurgence of the airline industry with some of our most ef-
fective mechanisms—continuing our investments in building capacity at our Na-
tion’s airports and putting safety first.

Out of a total budget request of $14 billion, $8.7 billion will be used to support
FAA safety goals. Full funding of the President’s Budget will provide needed funds
for inspecting aircraft, expanding safety programs and hiring an additional 20 safety
staff; operating and maintaining the air traffic control system; hiring 302 additional
air traffic controllers (in anticipation of the first wave of controller retirements); re-
turning the Hazardous Materials Program from TSA; purchasing airport surface
movement detection equipment; making AIP grants for airport safety, capacity and
security investments, as well as for noise mitigation and research on aviation safety.

In commercial aviation safety, several programs and initiatives were instrumental
in reaching last year’s high level of aviation safety. The Runway Safety Program
helped reduce the number of high-risk runway incursions significantly, which in
turn lessened the risk of collisions. Runway incursions declined from 407 in fiscal
year 2001 to 339 in fiscal year 2002 due to our aggressive actions to reduce these
incidents, and the number of high risk incursions fell from 53 in fiscal year 2001
to 37. The Airport Movement Area Safety System (AMASS), now operational at 31
gajor airports, has been officially credited with saves at San Francisco, Boston, and

etroit.

Our Safer Skies initiative, a joint government and industry effort to reduce com-
mercial fatal accidents by 80 percent by 2007, made significant progress in address-
ing a number of factors that cause air carrier accidents. I am pleased to say that
we are on track to accomplish this goal.

The Air Transportation Oversight System (ATOS) is another tool to increase air
travel safety and, like Safer Skies, is targeted for increased funding in the Presi-
dent’s Budget. Under ATOS, in addition to comparing carriers’ performance to all
the requirements of our regulations, aviation safety inspectors evaluate air carrier
systems that impact safety. Using ATOS, we have identified weaknesses in air car-
rier programs and made sure that the carrier took corrective actions.

In fiscal year 2002, the FAA research program focused on key areas to reduce the
size, weight and complexity of fuel tank inerting system designs. We developed a
simple system to inert the critical fuel tanks (heated center tanks) in transport air-
planes. The system has virtually no moving parts, resulting in high reliability, low
installation weight, and low operating costs. The FAA’s R&D program and the shar-
ing of the data and system design have helped the industry, including the Boeing
Company pursue inerting systems for the transport airplane fleet. The availability
of a practical inerting system provides for a balanced approach of ignition preven-
tion and flammability reduction. In fiscal year 2004, the research program will focus
on high priority safety projects.

We have also strengthened our international safety focus. We are working with
the International Civil Aviation Organization (ICAO), as well as other members of
the international aviation community, to strengthen and further aviation safety. For
example, ICAO and the Joint Aviation Authorities are both involved in the Commer-
cial Aviation Safety Team (CAST), the commercial aviation side of Safer Skies. FAA
also initiated the Global Aviation Information Network (GAIN), a program that pro-
motes the global collection and sharing of safety information.

Though progress has been made, we agree with the Inspector General that more
can be accomplished. We will continue to build upon our 2002 successes.

Security

Since the events of September 11, the focus of Congress and the American people
has been on security, and understandably so. You and your colleagues should be ap-
plauded, along with TSA, on your joint efforts to improve aviation security. By fed-
eralizing baggage screeners, ensuring that all checked baggage is screened, and ex-
panding the Federal air marshal program, your efforts have made air travel much
more secure.

The FAA has played an important role by providing resources and in successfully
transitioning our former security programs to TSA. And we continue to work closely
with TSA to assure that our safety programs are interrelated and coordinated with
their security programs—without redundancy and complications. We look forward to
the healthy continuation of our partnership to restore the faith of the American peo-
ple in aviation.
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The President’s Budget requests $198 million to secure FAA facilities and elec-
tronic systems. This includes $145 million in Operations to fund internal FAA secu-
rity, including securing our many information systems and background checks of
staff. Internal security is not a new activity, but was temporarily transferred to TSA
in the fiscal year 2003 budget. Fully funding the President’s Budget request would
also provide 26 new controllers to support the North American Air Defense com-
mand and its expanded airspace security programs.

Capacity Building

While safety remains our first concern, we must also remain committed to ex-
panding capacity throughout the aviation system—in the air and on the ground.
While demand for passenger travel is down, it will return. The FAA must be ready
for this recovery. Now is the time to focus on increasing airport capacity, while air
traffic is temporarily reduced. Both the President’s Executive Order on environ-
mental streamlining and the $3.4 billion investment included in the budget for the
AIP program demonstrate the Administration’s commitment to expanding capacity.
With this level of funding, coupled with some structural changes in AIP formulas,
the Administration will be able to better target projects of national significance that
provide the greatest system benefit and, at the same time, provide additional fund-
ing to airports that rely most on Federal assistance.

Even after September 11, FAA’s Operational Evolution Plan (OEP) remains fun-
damentally sound—with a planned 31 percent increase in capacity by 2010. In re-
sponse to the costly, frustrating, and unacceptable delays that plagued the system
in the summers of 1999 and 2000, FAA made needed changes, such as identifying
and addressing choke points in the system and developing and refining regular com-
munications between the airlines and the FAA Command Center to deal with daily
problems in the system.

The User Request Evaluation Tool (URET) gives controllers the ability to approve
more direct routes and is saving airlines time and fuel. With this tool everyone
wins. We're also seeing terrific results from the Traffic Management Adviser (TMA),
which makes more efficient use of our busiest airports.

We believe that new runways added at the right airports are the single most ef-
fective way to increase capacity. Thus, FAA’s OEP tracks 12 runways scheduled for
completion in the next 10 years. During calendar years 2003 and 2004, Denver,
Houston, Miami, and Orlando airports are expected to complete runway projects.

The importance of investing in airport infrastructure cannot be discussed only in
terms of alleviating a congestion problem at a specific location. These investments
provide relief to the entire air system. The economy relies on aviation to move peo-
ple and products, and aviation relies on an efficient NAS to accommodate the capac-
ity demands placed upon it. We must all work together—Congress, Federal, State
and local governments, and industry stakeholders—to ensure that the future does
not catch us unprepared for the return of air traffic to pre-September 11 levels and
higher. Future generations depend upon us.

A SAFER, SIMPLER, SMARTER AND MORE BUSINESS-LIKE FAA

In my tenure as Administrator, it has become apparent that FAA’s operational
costs must be brought under control. Since any future growth must be manageable,
our decisions must be made in an informed manner. Just as our safety decisions
should be driven by data, so should all our management decisions. Consequently,
we must accelerate our efforts to set up our new financial system, DELPHI, and
complete the implementation of our Cost Accounting System (CAS) and Labor Dis-
tribution Reporting (LDR) initiative, and use these tools to drive analysis toward
better decisions.

We will improve our cost accounting and acquisition processes, and we will be-
come a performance-based organization. Currently, FAA has implemented cost ac-
counting in two lines of business and several support organizations. And while we
track 80 percent of our costs on a monthly basis, we still have a lot of work to do.

As part of our cost accounting system, we are implementing a labor distribution
system in air traffic services called Cru-X, to account for and distribute labor costs.
Our air traffic controller workforce will use this data to better assess their workload
and performance. Recently, the Inspector General noted that we have additional
work to do on internal controls related to this system. I am committed to making
this change, and to assuring the integrity of our cost information. With budget
shortfalls and depleting trust fund revenues, we must be diligent stewards of the
public’s funds.

Though we have made great strides, there is still much to be done. FAA received
another unqualified or “clean” audit opinion on our fiscal year 2002 Consolidated
Financial Systems. I am proud to say that this is the second year in a row that the
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Agency has received such an opinion. This gives us the firm foundation that we
need to implement DELPHI effectively and to continue to build our cost accounting
system.

The Agency has worked hard to implement a performance based pay system. Ap-
proximately 36 percent of our employees are currently under the system—a system
that links organizational goals with individual performance goals at every level. We
must fully embrace a new way of thinking: pay equals performance. I pledge to you
my full commitment to implementing such a system FAA-wide.

CONCLUSION

To ensure that FAA moves forward in all these areas, one of my top priorities is
to provide consistency and predictability in the way FAA works with industry. I do
not want any variations in FAA policy or practice in the regions or field offices. I
want our industry partners in the United States and around the world to know
what they can expect and count on when dealing with the FAA. The future of avia-
tion is dependent upon all of us leveraging our reduced resources in support of the
common goal: a safe and efficient aviation system for our children and generations
to follow.

This year marks the centennial of the Wright Brothers’ historic flight at Kitty
Hawk. When you look back on those early days of aviation and compare how dan-
gerous air travel was to its safety record of today, it is easy to congratulate our-
selves and feel content with how far we’ve come. Yet, our pride should not give way
to complacency. We must continue to set and work to achieve goals on safety, capac-
ity and efficiency. Though we will face countless obstacles and difficult decisions, we
must draw upon the strength and courage of great aviation pioneers, such as Lind-
bergh and Earhart, who set difficult goals and attained them. I am proud to take
part in the future of aviation, and I stand ready to work with you, as together we
enter the second century of flight. Thank you.

This concludes my prepared statement. I am happy to answer your questions at
this time.

BIOGRAPHICAL SKETCH OF MARION C. BLAKEY

Marion Clifton Blakey was sworn in September 13, 2002 as the 15th Adminis-
trator of the Federal Aviation Administration. As Administrator, Blakey is respon-
sible for regulating and advancing the safety of the Nation’s airways as well as oper-
ating the world’s largest air traffic control system. Prior to being named FAA Ad-
ministrator, Blakey served as Chairman of the National Transportation Safety
Board.

During her tenure as Chairman, Blakey managed a number of accident investiga-
tions including the crash of American Airlines flight 587. Blakey worked to improve
the Board’s accident reporting process and increased industry and regulatory re-
sponsiveness to NTSB safety recommendations. Additionally, Blakey strengthened
the Board’s advocacy and outreach programs to promote safer travel throughout all
modes of transportation. She also furthered development of the NTSB Academy as
a national and international resource to enhance aviation safety and accident inves-
tigations.

At the FAA, Ms. Blakey, continues a long career of public service. In addition to
NTSB Chairman, Blakey has held four previous Presidential appointments, two of
which required Senate confirmation. From 1992 to 1993, Blakey served as Adminis-
trator of the Department of Transportation’s National Highway Traffic Safety Ad-
ministration (NHTSA). As the Nation’s leading highway safety official, she was
charged with reducing deaths, injuries, and economic losses resulting from motor ve-
hicle crashes. Prior to her service at NHTSA, she held key positions at the Depart-
ment of Commerce, the Department of Education, and the National Endowment for
the Humanities, the White House, and the Department of Transportation.

From 1993 to 2001, Blakey was the principal of Blakey & Associates, a Wash-
ington, DC public affairs consulting firm with a particular focus on transportation
issues and traffic safety.

Ms. Blakey, born in Gadsden, Alabama, received her bachelor’s degree with hon-
ors in international studies from Mary Washington College of the University of Vir-
ginia. She also attended Johns Hopkins University, School of Advanced Inter-
national Studies for graduate work in Middle East Affairs.

Senator SHELBY. Mr. Mead?
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STATEMENT OF KENNETH M. MEAD, INSPECTOR GENERAL

Mr. MEAD. Thank you, Mr. Chairman, Senator Murray, Senator
Dorgan, Senator Bennett.

It is good to be here with Administrator Blakey and Under Sec-
retary Shane, very good people and great to work with.

In your packages you have some slides. It has a blue wheel on
the front. I will refer to those a couple of times.

This hearing is occurring, of course, against the backdrop of an
industry in financial distress. As I was writing my statement, I had
to change it by the hour because it is hard to know who is in bank-
ruptcy and who is out. But as Senator Murray was pointing out,
they are either in or right on the brink of bankruptcy, or just com-
ing out of it.

I think it is important, though, for us all to recognize that this
is due to a confluence of factors that include an unsustainable cost
and fare structures that predate 9/11 by a long time. That pattern
persisted and became more pronounced after 9/11 and now, with
the war in Iraq, we are experiencing an even greater precipitous
decline in bookings, particularly in the international area.

Of course, the airlines also point to increased security related ex-
penditures.

This first chart, I tried to map out on this first chart the yellow
and blue, what has happened with respect to business travel both
before and after 9/11. You can see the steep drop in September,
2001.

But look to the left of that axis and you will note that business
travel was down 20 percent just before 9/11. And in November
2002 compared to November 2000, leisure travel was down 19 per-
cent and business was down 32 percent. What we are seeing, to
some degree, is a continuation of some problems that existed before
9/11.

Even before the war with Iraq, major carriers were projecting
losses of about $6 or 7 billion for 2003. With the war, and their as-
sumption is a 90-day war, major carrier projections are about $10
to $11 billion. And the end is not in sight. We do not think you are
going to see a recovery to the 2000 levels until 2005, 2006, which
is consistent with FAA’s aviation forecast.

Here are some other interesting metrics. In February 2003 actual
flight operations were down 10 percent compared to February 2000.
And an interesting dimension to that is there has been a huge in-
crease in the use of regional jets, a 156 percent increase compared
to a 17 percent decline in larger aircraft and a 46 percent decline
in the use of turboprop aircraft.

Domestic emplanements are down nearly 8 percent in 2003 com-
pared to January 2000. Much of the reduced demand represents
what had been the highest fare business travelers. An interesting
statistic here relates to the network carrier cost structure. About
10 to 20 percent of their passengers, the business travelers, were
providing between 40 and 50 percent of the revenues. So when the
business travel part of the market began to fall out, you can see
why the airlines were hurting so much.
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Another interesting statistic, last year break-even load factors,
that is the average percentage of paying passengers on all flights
that are needed to cover an airline’s costs. For the industry as a
whole it was 87 percent. In other words, 87 percent of that plane
had to be full before an airline would start talking about turning
a profit.

Actual load factors, though, were only averaging about 74 per-
cent. One airline had a break-even load factor of over 100 percent.
And you might say well, how can an airline fill more than 100 per-
cent of its seats? The answer is it cannot. And that is why that air-
line is teetering on the edge of bankruptcy.

I know you are considering some relief packages and you and
your staffs must be exhausted from the last few days. I would say
that great care has got to be taken in framing a relief package. I
think a relief package is warranted. But take care to not provide
a cash subsidy that is going to simply allow the airlines to avoid
making hard calls that many of them are already in the process of
making. We do not want it to be a bailout.

And I might add, I think it has been pretty unseemly for airlines
to come up here to Congress and ask for financial aid from the tax-
payers for not the first, but the second time when the senior execu-
tives are getting very large bonuses. I think the American taxpayer
would wonder what is wrong with this picture.

The second factor is that you require any airline security costs
that Congress judges are eligible be documented. And that the air-
lines have some evidence of that $4 billion that they are claiming
is justifiable. I do not think we want a repeat of what happened
last year when Congress thought it was going to be $1 billion and
it eventually ended up being about $300 million.

Third. That it be a limited duration. This is an important issue,
a limited duration package will allow you to come back to revisit
it if it is necessary.

And finally, I am not sure that the packages consider how we are
going to treat the foreign carriers that come here and pay these
fees. We want to make sure that we do not develop an equity argu-
ment whereof they pay a fee and we reimburse domestic carriers.
I would expect that there would be some expectation that they be
reimbursed as well.

I would like to move to a word on small communities. You hear
a lot of anecdotal evidence that service to small communities is de-
clining. It is not just anecdotal. I have a chart, chart 2 cuts up the
United States into quadrants. And you can see that on the average
you have lost about 19 percent of service to your small, medium
non-hub communities. The Northeast is particularly hard hit—
about 33 percent of their service has been lost. I know an impor-
tant matter on your agenda is the essential air service program.

I now would like to turn to FAA. I think it is very important to
recognize that this agency oversees the largest and safest air trans-
portation system in the world. FAA deserves a lot of credit for that.
I think Ms. Blakey’s safety background is going to serve the Nation
extremely well in that regard.

But this agency urgently needs to get its costs under control.
Why? Well, projected tax receipts to the Aviation Trust Fund for
2004 have dropped from approximately $12.5 billion to around $10
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billion. Over the next 4 years the projected trust fund tax revenues
are down and you are going to have about $10 billion less than you
were counting on.

While these projections have dropped precipitously, FAA’s spend-
ing has not. Budgets increased from about $8 billion in 1996 to $14
billion in 2004. That is about 70 percent. Over half of that, though,
is for increased operations cost, which are mostly payroll costs.

The committee should know that personnel reform was a key ele-
ment of the move to make FAA performance-based. But to date, the
reality has been increasing workforce costs and significantly higher
salaries.

The new compensation system for controllers, FAA’s largest
workforce, was a big cost driver. They have a very good pay pack-
age. The average base salary for fully certified controllers, exclu-
sive of overtime, is now about $106,000. In 1998 it was about
$72,000. That is a 47 or 48 percent increase.

Even though FAA is supposed to be a performance-based organi-
zation, only 36 percent of the employees actually get paid based on
individual performance. The rest is largely automatic.

In terms of acquisitions, for air traffic control, five major acquisi-
tions out of 20 that we tracked have experienced cost growth of
over $3 billion and that cost growth alone is equivalent to 100 per-
cent of a full year’s appropriation for acquisitions. I do not think
continued cost growth of that magnitude is sustainable, especially
given the decline in revenues.

In some ways, it is the same picture the airlines were facing. 1
think FAA, under Ms. Blakey’s leadership, needs to redouble its ef-
forts to be a performance-based organization.

On the safety front, there are a couple of areas I would like to
mention. One is FAA has had some progress in reducing oper-
ational errors and runway incursions, but they are still much too
high. They are experiencing one involving a commercial airliner
every 10 days. That means that once every 10 days a commercial
airliner is coming very close to just barely avoiding a collision, ei-
ther on the ground or in the air. And so more progress is needed
there.

Close attention also is needed with respect to the level of over-
sight being provided to repair stations. Some metrics, in 1996, 36
percent of airline maintenance costs went to repair stations. Now
it is 47 percent, and you can expect it to grow. For some airlines,
64 to 77 percent of their maintenance is being outsourced. So we
should expect a corresponding shift in the FAA’s vigilance and at-
tention to that area.

And finally, a pending wave of controller retirements. There is
some debate about how many controllers will retire and when. And
that is one reason we need this Cru-X cost accounting system or
labor distribution system so we can find out where the controllers
are that are going to retire and how to plan accordingly.

But the number that some are using is that by 2010 you could
lose about 7,000 controllers. This is about half the controller work-
force. It takes about 5 years right now to train a controller to full
proficiency.
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PREPARED STATEMENT

And finally, a security related matter on the airports that I
would encourage the Congress to resolve. Nobody knows who will
pay for the installation of these SUV-sized explosive detection ma-
chines at airports. The airports, I am sure, have visited you. And
when they say this is of concern to them, they have a legitimate
point. This is not an inconsequential cost item, Mr. Chairman. We
peg it at about $3 to $4 billion. So some resolution is needed on
that point.

That concludes my statement, sir.

[The statement follows:]

PREPARED STATEMENT OF KENNETH M. MEAD

Mr. Chairman and Members of the Subcommittee, we appreciate the opportunity
to testify today as the Subcommittee begins deliberations on the fiscal year 2004 ap-
propriation for the Federal Aviation Administration (FAA).

This hearing is occurring against the backdrop of an industry in financial dis-
tress—two airlines representing more than 20 percent of the industry are in bank-
ruptcy, and several others are teetering on the brink. This is due to a confluence
of factors that include unsustainable cost and fare structures that clearly predate
9/11 and, with the advent of the war in Iraq, precipitous declines in travel bookings.
The airlines also point to increased security-related expenditures for passenger
screening, insurance, and Federal security taxes as contributing factors to their fi-
nancial condition.

Great care must be taken to ensure that any relief package provided by Congress
(1) does not provide a cash subsidy that allows a way for airlines to avoid making
the hard calls necessary to become sustainable, including lowering labor costs (in-
cluding management salaries and bonuses) and increasing productivity of capital;
(2) require that any airline security-related costs that Congress judges are eligible
for reimbursement be supported by documentary evidence that clearly demonstrates
that claimed costs were actually incurred; and (3) be of limited duration.

The issue of service to small- and medium-sized communities is related to the fi-
nancial condition of the airline industry. In an effort to stem losses, airlines have
reduced service in the smallest communities by 19 percent in the past 5 years.
Funding levels for the Essential Air Service Program (EAS), which is one vehicle
for restoring access to air service in small communities, will be an important issue
for the Committee’s consideration this year. It should be noted, however, that main-
tenance of service in small communities will be most successful where restructuring
of the cost structures of the network carriers is most successful.

As for FAA, it is important to recognize that the agency oversees the largest and
safest air transport system in the world, but FAA urgently needs to do considerably
more to bring its costs under control. FAA’s budget has increased from $8.2 billion
in 1996 to $14 billion in fiscal year 2004—an increase of $5.8 billion, or over 70 per-
cent. Over half of this increase is attributable to sharply rising costs in FAA’s oper-
ations, which are made up primarily of salaries (about 74 percent of FAA’s fiscal
year 2004 Operations budget). From 1998 (when FAA began implementing new pay
systems), salaries within the agency have increased 41 percent whereas the overall
increase for the Federal workforce in Washington, DC, for example, was about 30
percent.

In terms of acquisitions, 5 major acquisitions out of 20 that we track have experi-
enced substantial cost growth totaling more than $3 billion, which is equivalent to
an entire year’s budget for FAA’s modernization account. These same 5 acquisitions
have also experienced schedule slips of 3 to 5 years.

Continued cost growth of this magnitude is unsustainable given the financial
state of the airline industry, multi-billion dollar declines in projected Aviation Trust
Fund receipts, and greater dependence on the General Fund to pay for FAA’s oper-
ations. We do not believe the answer to cost growth at FAA lies in an increase in
taxes, fees, or other charges, which are already significant. Given the weak demand
environment, any further increases are likely to reduce airline revenues and further
threaten the financial health of the industry. Just as the airlines have had to
rethink the basics of their business, FAA also must re-examine how it does business
and redouble its efforts to become performance based in deed as well as in word.
Administrator Blakey is taking steps to move the agency in that direction.
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In terms of safety, we feel the imperatives for FAA are: (1) further reducing oper-
ational errors (when planes come too close together in the air) and runway incur-
sions (potential collisions on the ground)—in 2002, a commercial aircraft was in-
volved in at least one serious runway incursion or operational error every 10 days;
(2) providing adequate oversight of air carrier maintenance in view of shifts in car-
rier practices from in-house to outsourced (from 1996 to 2001, outsourcing mainte-
nance by major air carriers increased from 37 percent of total maintenance costs to
47 percent); and (3) addressing pending controller retirements.

On the security front, an important issue will be resolving who will pay for the
next phase of explosives detection systems integration into airport baggage systems.
This is a multi-billion dollar item.

STATE OF THE AIRLINE INDUSTRY

Most of the major domestic airlines are in a precarious financial condition. Sev-
eral airlines are in bankruptcy and others are teetering on the brink.! As a group,
the major carriers reported net losses totaling over $11 billion in 2002, which fol-
lowed a year where their combined losses totaled $7.5 billion. For 2003, even before
the United States went to war with Iraq, major carriers were projecting losses of
between $6 billion and $7 billion. Now that the United States is at war, the airlines
have increased their estimated losses to between $10 billion and $11 billion, based
on a 90-day war. And the end is not yet in sight, as current forecasts now extend
the timeframe for recovery from 2004 to 2005 or 2006.

In February 2003, actual flight operations were down 10 percent compared to Feb-
ruary 2000. Overall, domestic enplanements were down nearly 8 percent in January
2003 compared to January 2000. Much of the reduced demand represents what had
once been the higher fare business travelers. By some estimates, business travelers
account for 50 percent of airline revenues although they typically represent only 20
percent of airline travel. As the following figure illustrates, business travel in No-
vember 2002 was nearly one-third less than it was in November 2000.

Percent Change in Business and Leisure Travel Since 2000

OBusiness @ Leisure
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Bank Securities Inc.

-50%

In the third quarter 2002, breakeven load factors2 for the industry as a whole
were 87 percent, while actual load factors averaged only 74 percent. One airline in
that period experienced breakeven load factors of over 100 percent. How can an air-
line fill more than 100 percent of its seats? The answer is it cannot, which is why
that carrier is on the brink of bankruptcy.

In response to the economic downturn and increased costs following 9/11, airlines
have reduced their workforces, modified schedules, eliminated flights, closed offices
and facilities, and retired aircraft. Negotiations are underway to reduce employment
expenses throughout the industry by an additional $10 billion. Several airlines have
used the bankruptcy process to restructure their costs, including renegotiating their

1As of April 1, 2003, the two carriers in bankruptcy were United Airlines and Hawaiian Air-
lines. USAirways emerged from bankruptcy protection on March 31, 2003.
2The average percentage of paying passengers on all flights needed to cover airline costs.
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labor contracts and their debt instruments. Still, financial conditions continue to be
weak, exacerbated now by the ongoing war in Iraq.

Based on a scenario of a 90-day war, the airlines project that their losses will be
$4 billion higher in 2003 than the $6.7 billion they had originally projected. The
losses would be driven by decreased passenger demand, higher fuel prices, and
lower airfares. The airlines attest that they have already incurred over $4 billion
in additional security costs since 9/11, including passenger screening fees, new secu-
rity taxes, increased insurance costs, freight restrictions, cockpit door fortification,
and the Federal Air Marshall program.

A case could be made for providing some form of financial relief to assist airlines
in the short term; such as extending the Federal war risk insurance program and
extending the Air Transportation Stabilization Board loan guarantee program. Loan
guarantees, if prudently incurred, can help to stabilize the financial condition of the
industry. They may also prove a prudent, short-term market intervention if used to
finance a realistically restructured airline’s exit from bankruptcy.

Other forms of potential relief, including reimbursing the airlines for security im-
provements, eliminating or reducing the Passenger Security Tax and Air Carrier Se-
curity Fee, and drawing down the Strategic Petroleum Reserve, should be consid-
ered in the following context.

The airlines are requesting a very large sum of money from the American tax-
payers. In that regard, we are concerned, as are American taxpayers, about the ap-
pearance of large executive pay packages that are still in place for top executives
at some of the airlines with large operating losses. Financial aid is not a substitute
for self-help. This must come in the form of restructuring labor costs and manage-
ment salaries, as well as increasing productivity of capital.

Policy decisions are being made that could affect the competitive balance of the
airline industry, and the implications of providing financial assistance for any rea-
son need to be carefully considered. The airline industry is important to the econ-
omy of the United States and certainly financial assistance at this juncture would
help preserve the industry in the short term. But it should be noted that while all
airlines have had to incur the increased financial burden of operating in a post 9/
11 environment, not all airlines are suffering equally. In fact, two airlines. South-
west and JetBlue, earned profits last year. These airlines were successful because
their cost structures represent a more realistic picture of a post-deregulation com-
petitive airline industry. Care should be taken not to penalize carriers who have
adapted or revised their cost structures to forms that are sustainable, even during
an economic crisis.

Consideration should also be given to how financial assistance to the airline in-
dustry will be viewed by our international counterparts. To the extent possible, any
relief package should be structured to limit the possibility of being criticized as an
unfair airline subsidy.

The airlines are especially vulnerable to the effects of this war and the terrorist
attacks that may accompany it. But it should not be forgotten that during wartime,
many industries suffer financial losses—travel agents, retail outlets, cruise lines, and
hotels—to name a few. Therefore, it is essential that a financial aid package de-
signed to assist just one affected industry—the airlines—include narrowly defined
relief terms and be of limited duration.

If the decision is made to provide some sort of assistance to the airlines, the fol-
lowing guidelines should apply.

—The effects of 9/11 and the war in Iraq have no doubt affected the airlines’ costs
and revenues, but the fact is that many airlines had unsustainable cost struc-
tures long before these events took place. Any financial assistance that is forth-
coming should not result in a bail-out for failures in the competitive market-
place that occurred prior to 9/11. Funding that is not tied specifically and de-
monstrably to direct security-related costs simply postpones the restructuring
that will be necessary in order for the major network carriers to remain viable.
Most of the current financial woes of the industry should be solved by the mar-
ketplace.

—Documentation of which costs are being claimed and in what amount must be
provided by the airlines and verified to ensure that funds provided under a se-
curity relief package are not subsidizing financial losses unrelated to security.
Clarity is needed concerning whether financial assistance will be restricted to
future war-related costs or security-related costs already incurred by the indus-
try. Whichever costs are deemed eligible, the airlines must be held absolutely
accountable for documenting the costs the aid is applied towards.

—PFinancial assistance aimed at providing short-term war relief should be just
that: short term. Aid, if provided, should be of limited duration and should not
come to be expected by the industry on a recurring basis. Given the uncertainty
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of what could happen over the course of the coming year, an aid program should
terminate at the end of a firmly fixed time period with the option to revisit the
terms of the program if conditions warrant.

SERVICE TO SMALL AND MEDIUM SIZED COMMUNITIES

Financial problems for major airlines may ultimately affect the air service to
small- and medium-sized communities. The major network carriers serve these com-
munities through their mainline service and regional affiliates by connecting pas-
sengers from these communities to the major airlines’ hubs. At the current time,
low-cost carriers are not a solution for many small- and medium-sized communities
if their service declines. The low-cost carrier business models focus on serving dense
markets that make it economical to fly multiple frequencies in large-volume jets.
That model would not be sustainable in these small- or medium-sized communities.
Maintenance of service in these markets will be most successful where the restruc-
turing of the network carriers is most successful.

In the smallest communities—those served by non-hub airports—service has been
declining for the past 5 years. Between March 1998 and March 2003, non-hub air-
ports nationwide lost 19 percent of their commercial air service as measured by
available seat miles. Between March 2000 and March 2003, non-hub airports in the
Northeast and Midwest lost approximately one-third of their service.

Capacity Changes By Region at Non-Hub Airports:
March 2003 vs. March 2000 (Available Seat Miles)
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The Essential Air Service Program is a tool that these small communities rely on
for attracting air service to their communities. The funding levels for this program
will be an important matter for the Committee’s consideration this year.

GENERAL STATE OF FAA

As a result of the slow economy and the decline in air travel, there has been a
significant decrease in tax revenues coming into the Aviation Trust Fund. Projected
tax receipts to the Aviation Trust Fund for fiscal year 2004 have dropped from ap-
proximately $12.6 billion estimated in April 2001 to about $10.2 billion estimated
in February 2003. Over the next 4 years, Aviation Trust Fund tax revenues are ex-
pected to be about $10 billion less than projections made in April 2001. Although
Trust Fund projections are down for next year, FAA’s spending request is not; in-
creasing from $13.6 billion this year to $14.0 billion next year. If this $3.8 billion
gap between Trust Fund revenues and FAA’s budget ($10.2 billion to $14.0 billion)
is financed by the General Fund, it would represent a rough doubling of such spend-
ing compared to recent years.
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FAA: Decline in Estimated Trust Fund Revenues
Compared to FAA's Budget
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While there have been suggestions that this gap could be closed by increasing
taxes or fees on airlines and air passengers, we urge extreme caution in this area.
Taxes and fees are already high. For example, a non-stop round-trip ticket costing
$200 may consist of nearly $33 in taxes, fees, and airport passenger facility charges
or 16 percent of the fare. On a connecting flight, the taxes on a $200 ticket could
be up to $51, or nearly 26 percent of the fare. Any further increases are likely to
reduce airline revenues, given the weak demand environment and will further
threaten the financial health of the industry.

Over the past 5 years, FAA has had some notable accomplishments—successfully
managing the Y2K computer problem, obtaining a clean opinion on agency-wide fi-
nancial statements, bringing new Free Flight controller tools on-line, deploying the
Display System Replacement on time and within budget, and expeditiously shutting
the system down safely on 9/11. However, a key focus for FAA now must be effective
cost control. This, in our opinion, is a primary challenge facing FAA for the next
several years.

Operating as a Performance Based Organization.—In 1996, Congress acted to
make FAA a performance-based organization by giving the agency two powerful
tools—personnel reform and acquisition reform. The expectation was that FAA would
operate more like a business—that is, services would be provided to users cost effec-
tively and major acquisitions would be delivered on time and within budget. FAA
was also directed to establish a cost accounting system so that FAA and others
would know where funds were being spent and on what. It is now over 6 years later
and we do not see sufficient progress toward FAA’s becoming performance-based or
toward achieving the outcomes that Congress envisioned.

—Personnel Reform.—Personnel reform was a key element of the move to make
FAA performance-based. But to date, the reality has been increasing workforce
costs and significantly higher salaries. From 1998 (when FAA began imple-
menting new pay systems), salaries within the agency have increased 41 per-
cent whereas the overall increase for the Federal workforce in Washington,
D.C,, for example, was about 30 percent.

The new pay system for controllers (FAA’s largest workforce) was a signifi-
cant cost driver. The average base salary for fully certified controllers is now
over $106,000, which is exclusive of premium pay and overtime. That figure
represents a 47 percent increase over the 1998 average of $72,000, and com-
pares to an average salary increase of about 32 percent for all other FAA em-
ployees during the same period. Although linking pay and performance was a
key tenet of personnel reform, only about 36 percent of FAA employees receive
pay increases based on individual performance. The remaining FAA employees
receive largely automatic pay increases.

In our work, we also found there are between 1,000 and 1,500 side bar agree-
ments or Memorandums of Understanding (MOUs) that are outside the national
collective bargaining agreement with controllers. Many serve very legitimate
purposes, but some can add millions to personnel costs. For example, one MOU
we reviewed allows controllers transferring to larger consolidated facilities to
begin earning the higher salaries associated with their new positions substan-
tially in advance of their transfer or taking on new duties. At one location, con-
trollers received their full salary increases 1 year in advance of their transfer
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(in some cases going from an annual salary of around $54,000 to over $99,000).
During that time, they remained in their old location, controlling the same air
space, and performing the same duties.

We found that controls over MOUs are inadequate. FAA management does
not know the exact number or nature of these agreements, there are no estab-
lished procedures for approving MOUs, and their cost impact on the budget has
not been analyzed. It is important for FAA to get a handle on this process be-
cause many MOUs involve issues pertaining to deploying new equipment. We
briefed Administrator Blakey on our concerns regarding MOUs; FAA is now in
the process of identifying those MOUs that are problematic or costly and has
begun a dialogue with the controller’s union to address them.

—Acquisition Reform.—FAA has learned from past mistakes and its “build a lit-
tle, test a little” approach has clearly avoided failures on the scale of the multi-
billion dollar Advanced Automation System acquisition. But the bottom line is
that significant schedule slips and substantial cost growth for major air traffic
control acquisitions are all too common. The following chart provides cost and
schedule information on 5 of 20 projects we track that were largely managed
since FAA was granted acquisition reform.

Estimated program costs Implementation
Program (dollars in millions) P%rg:tm schedule
Original Current growth Original Current
Wide Area Augmentation System $892.4 | 1$2,922.4 227 | 1998-2001 | 2003-23
Standard Terminal Automation Replacement 940.2 21,690.2 80 | 1998-2005 | 200223
System.
Airport Surveillance Radar—11 .........cccocovvvreerrnnee 752.9 916.2 22 | 2000-2005 | 2003-2008
Weather and Radar Processor ..........coccovvueriunne 126.4 152.7 21 | 1999-2000 | 2002-2003
Operational and Supportability Implementation 174.7 251.0 441 1998-2001 | 2002—-2005
System.

1This includes the cost to acquire geostationary satellites and costs are under review.
2Costs and schedules are under review by FAA.
3To be determined.

These five acquisitions have experienced substantial cost growth totaling
more than $3 billion, which is equivalent to an entire year’s budget for FAA’s
modernization account (Facilities and Equipment). These same five acquisitions
have also experienced schedule slips of 3 to 5 years. Problems with cost growth,
schedule slips, and performance shortfalls have serious consequences. They re-
sult in costly interim systems, a reduction in units procured, postponed benefits
(in terms of safety and efficiency), or “crowding out” other projects. For example,
in fiscal year 2002 alone, FAA reprogrammed over $40 million from other mod-
ernization efforts to pay for cost increases in the Standard Terminal Automa-
tion Replacement System (new controller displays for FAA’s terminal facilities).

FAA needs to set priorities and link the Operational Evolution Plan (OEP)
(FAA’s blue-print for enhancing capacity), with the agency’s budget and address
uncertainties with how quickly airspace users will equip with new technologies
in the Plan (estimated at $11 billion). FAA is retooling the OEP, and both FAA
and industry officials told us that considerable benefits may be obtained
through airspace changes, new procedures, and taking advantage of systems
currently onboard aircraft—all of which do not require major investments by
airlines. According to senior FAA officials, hard decisions about funding OEP
initiatives and related major acquisitions will need to be made. In addition,
FAA needs to develop metrics to assess progress with major acquisitions.

—Cost Accounting System.—To effectively operate as a performance-based organi-
zation, FAA needs an accurate cost accounting system to track agency costs and
provide managers with needed cost data by location. Without a reliable cost ac-
counting system, FAA cannot credibly claim to be, nor can it function as, a per-
formance-based organization.

At the direction of Congress, FAA began developing its cost accounting system
in 1996, which was estimated at that time to cost about $12 million and be com-
pleted in October 1998. Now, after nearly 7 years of development and over $38
million, FAA still does not have an adequate cost accounting system, and it ex-
pects to spend at least another $7 million to deploy the cost accounting system
throughout FAA. Although FAA’s cost accounting system is producing cost data
for two of its lines of business, it still does not report costs for each facility loca-
tion. For example, for the Terminal Service in fiscal year 2001, about $1.3 bil-
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lion of $2.4 billion was reported in lump-sum totals and not by individual facil-
ity locations.

FAA also needs an accurate labor distribution system to track the costs and
productivity of its workforces. Cru-X is the labor distribution system FAA chose
to track hours worked by air traffic employees. As designed, Cru-X could have
provided credible workforce data for addressing controller concerns about staff-
ing shortages, related overtime expenditures, and to help determine how many
controllers are needed and where. That information in turn is especially impor-
tant given projections of pending controller retirements. Unfortunately, Cru-X
has not been implemented as designed. We hope it will be in the coming year.

Aviation Safety.—After several years of continuous increases in operational errors
and runway incursions, FAA has made progress in reducing these incidents. In fis-
cal year 2002, operational errors decreased 11 percent to 1,061 and runway incur-
sions decreased 17 percent to 339 from fiscal year 2001 levels. Despite FAA’s
progress, the number of these incidents is still too high considering the potential
catastrophic results of a midair collision or a runway accident. On average, in fiscal
year 2002, at least one commercial aircraft was involved in a serious runway incur-
sion or operational error (in which a collision was barely avoided) every 10 days.
We will be issuing our report on operational error and runway incursions shortly.

FAA also needs to pay close attention to the level of oversight it provides for re-
pair stations. Since 1996, there has been a significant increase in air carriers’ use
of these facilities. In 1996, major air carriers spent $1.6 billion for outsourced main-
tenance (37 percent of total maintenance costs), whereas in 2001, the major air car-
riers outsourced $2.9 billion (47 percent of total maintenance costs). As of Sep-
tember 2002, four major carriers were outsourcing between 64 and 77 percent of
their maintenance.

In spite of this increase in the use of repair stations, FAA’s surveillance continues
to target more resources on air carriers’ in-house maintenance facilities than repair
stations. In fact, repair stations are required to be inspected by FAA only once an-
nually. In addition, some FAA-certified foreign repair stations are not inspected by
FAA inspectors at all because foreign civil aviation authorities review repair sta-
tions on FAA’s behalf.

This trend in outsourcing maintenance is likely to continue, and FAA needs to
consider the shift in maintenance practices when planning its safety surveillance
work. We will be issuing our report on FAA’s oversight of repair stations shortly.

Another significant issue is the pending wave of controller retirements. In May
2001, FAA estimated almost 7,200 controllers could leave the agency by the end of
fiscal year 2010. In general, the training process to become a certified professional
controller can take up to 5 years. Given that time lag, FAA needs to take actions
now to address when and where new controllers will be needed. The pending retire-
ments underscore the need for an accurate labor distribution system. We will be
starting an audit of controller training in the next several weeks.

Mr. Chairman, let me conclude by discussing a major issue for airports—funding
the next phase of explosives detection systems (EDS) integration. Thus far, nearly
all EDS equipment has been lobby-installed. The planned next step (integrating the
EDS equipment into airport baggage systems) is by far the most costly aspect of full
implementation. We have seen estimates that put the costs of those efforts between
$3 and $5 billion. A key question is who will pay for those costs as well as other
costs still to be determined, such as improving access controls and acquiring new
screening technologies.

MAKING FAA A PERFORMANCE-BASED ORGANIZATION THROUGH CONTROLLING COSTS IN
OPERATIONS AND MAJOR ACQUISITIONS

Controlling Operating Cost Increases.—Although Congress envisioned that per-
sonnel reform would result in more cost-effective operations, this has not occurred.
Since 1996, FAA’s operating costs have increased substantially. As shown in the fol-
lowing graph, FAA’s operations budget has increased from $4.6 billion in fiscal year
1996 to $7.6 billion in fiscal year 2004. Given the decline in Aviation Trust Fund
revenues and the financial situation of the airlines, a continuation of this growth
can no longer be sustained.
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Much of the increase in operations costs has been a result of salary increases from
collective bargaining agreements negotiated under FAA’s personnel reform author-
ity. The 1998 collective bargaining agreement with the National Air Traffic Control-
lers Association (NATCA), which created a new pay system for controllers, was a
significant cost driver. Under the agreement, most controllers’ salaries increased
substantially. For example,

—The average base salary for fully certified controllers has now risen to over
$106,000—a 47 percent increase over the 1998 average of about $72,000 (as
shown in the table below). This compares to an average salary increase for all
other FAA employees during the same period of about 32 percent, and for all
Government employees in the Washington, D.C. area of about 30 percent.

AVERAGE BASE SALARIES FOR FAA EMPLOYEES

Fully certified air Non-controller

Average base salary (including locality) traffic controllers FAR employess

2003 1$106,580 $78,080
1998 $72,580 $59,200
Percentage Increase From 1998 to 2003 46.8 31.9

1 After 4.9 percent increase.

Following the NATCA agreement, other FAA workforces began organizing into
collective bargaining units as well. Today, FAA has 48 collective bargaining units
as compared to 19 collective bargaining units in 1996.

The increase in bargaining units has complicated FAA’s plans for fielding its
agency-wide compensation system (created in April 2000), because FAA’s 1996 reau-
thorization requires that FAA negotiate compensation with each of its unions. This
has also complicated FAA’s plans to create a link between pay and performance. Al-
though linking pay and performance was a key tenet of personnel reform, only about
36 percent of FAA employees receive pay increases based on individual performance.
The remaining FAA employees receive largely automatic pay increases.

We also found, that outside the national collective bargaining agreement with
NATCA, FAA and the union have entered into hundreds of side bar agreements or
MOUs. These agreements can cover a wide range of issues such as implementing
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new technology, changes in working conditions and, as a result of personnel reform
bonuses and awards, all of which are in addition to base pay. We found that FAA’s
controls over MOUs are inadequate. For example, there is:

—no standard guidance for negotiating, implementing, or signing MOUs;

—broad authority among managers to negotiate MOUs and commit the agency;

—no requirement for including labor relations specialists in negotiations; and

—no requirement for estimating potential cost impacts prior to signing the agree-
ment.

In addition, FAA has no system for tracking MOUs, but estimates there may be
between 1,000 and 1,500 MOUs agency-wide. While most MOUs serve very legiti-
mate purposes, we reviewed a number of MOUs that had substantial cost implica-
tions. For example,

—As part of the controller pay system, FAA and NATCA entered into a national
MOU providing controllers with an additional cost of living adjustment. As a
result, at 111 locations, controllers receive between 1 and 10 percent in “Con-
troller Incentive Pay,” which is in addition to Government-wide locality pay. In
fiscal year 2002, the total cost for this additional pay was about $27 million.

—One MOU we reviewed allows controllers transferring to larger consolidated fa-
cilities to begin earning the higher salaries associated with their new positions
substantially in advance of their transfer or taking on new duties. At one loca-
tion, controllers received their full salary increases 1 year in advance of their
transfer (in some cases going from an annual salary of around $54,000 to over
$99,000). During that time, they remained in their old location, controlling the
same air space, and performing the same duties.

Administrator Blakey is aware of our concerns regarding MOUs and has begun

a dialogue with NATCA to address this issue.

Improving Management of Major Acquisitions.—FAA spends almost $3 billion an-
nually on a wide range of new radars, satellite-based navigation systems, and com-
munication networks. Historically, FAA’s modernization initiatives have experienced
cost increases, schedule slips, and shortfalls in performance. While progress has
been made with Free Flight Phase 1, problems persist with other major acquisitions.
In 1996, Congress exempted FAA from Federal procurement rules that the agency
said hindered its ability to modernize the air traffic control system. Now, after near-
ly 7 years, FAA has made progress in reducing the time it takes to award contracts,
but acquisition reform has had little measurable impact on bottom line results—
bringing large-scale projects in on time and within budget. The following chart pro-
vides cost and schedule information on 5 of 20 projects we track that have been
managed since FAA was granted acquisition reform.

Estimated program costs Implementation
Program (dollars in millions) P%rg:tm schedule

Original Current growth Original Current
WAAS $892.4 | 1$2,922.4 227 | 1998-2001 | 2003-23
STARS 940.2 21,690.2 80 | 1998-2005 | 2002-23
ASR-11 752.9 916.2 22 | 2000-2005 | 2003-2008
WARP 126.4 152.7 21 | 1999-2000 | 2002-2003
0ASIS 174.7 251.0 44 | 1998-2001 | 2002-2005

1This includes the cost to acquire geostationary satellites and costs are under review.
2Costs and schedules are under review.
3To be determined.

These five acquisitions have experienced cost growth of over $3 billion and sched-
ule slips of 3 to 5 years. Problems with cost growth, schedule slips, and performance
shortfalls have serious consequences—they result in costly interim systems, a reduc-
tion in units procured, postponed benefits (in terms of safety and efficiency), or
“crowding out” other projects.

For example, STARS, which commenced operations at Philadelphia this past year,
has cost FAA more than $1 billion since 1996. Most of these funds were spent on
developing STARS, not delivering systems. When the STARS development schedule
began slipping, FAA procured an interim system, the Common Automated Radar
Terminal System (Common ARTS) for about $200 million. FAA is now operating
Common ARTS (software and processors) at approximately 140 locations.

Moreover, in fiscal year 2002 alone, FAA reprogrammed over $40 million from
other modernization efforts (data link communications, oceanic modernization, and
instrument landing systems) to pay for cost increases with STARS. As a result of
these cost and schedule problems, in March 2002, FAA officials proposed scaling
back the program from 182 systems for $1.69 billion to a revised estimate of 73 sys-
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tems for $1.33 billion. No final decision has been made, and FAA is currently re-
evaluating how many STARS systems it can afford.

Cost growth of this magnitude must be avoided because only 60 percent of FAA’s
fiscal year 2004 request for Facilities and Equipment is expected to be spent on new
air traffic control systems, whereas the remaining funds are requested for FAA fa-
cilities, mission support (i.e., support contracts), and personnel expenses.

FAA's FY 2004 Budget Submission
(Facilities and Equipment)

Personnel &

Related ATC Systems
Expenses 60%
15%

Mission
Support
11%

Facilities
14%

There are large-scale acquisitions—both old and new—whose cost or schedule
baselines need to be revised because the programs have changed considerably or
benefits have shifted. For example, the Integrated Terminal Weather System
(ITWS) provides air traffic managers with enhanced weather information. FAA

lanned to complete deployment of the new weather system in 2004 at a cost of
5286 million. However, unit production costs have skyrocketed from $360,000 to
over $1 million; FAA cannot execute the program as scheduled and may extend the
deployment by 4 years.

In addition, FAA intended to have the Local Area Augmentation System (Cat-
egory I)—a new precision approach and landing system—in operation in 2004. It is
now clear that this milestone cannot be met because of additional development
work, evolving requirements, and unresolved issues regarding how the system will
be certified as safe for pilots to use. Moreover, the more demanding Category II/III
services (planned for 2005) are now a research and development effort with an un-
certain end state. This means that benefits associated with the new precision ap-
proach and landing system will be postponed.

Our work has also found that FAA has not followed sound business practices for
administering contracts. We have consistently found a lack of basic contract admin-
i?tration at every stage of contract management from contract award to contract
closeout.

For example, we found that Government cost estimates were:

—prepared by FAA engineers, then ignored;

—prepared using unreliable resource and cost data;

—prepared by the contractor (a direct conflict of interest); or

—not prepared at all.

FAA has stated that it will take actions to address these concerns—the key now
is follow through.

In addition to strengthening contract oversight, FAA needs to develop metrics to
assess progress with major acquisitions, make greater use of Defense Contract Audit
Agency audits, and institute cost control mechanisms for software-intensive con-
tracts. FAA needs to obtain these audits from the Defense Contract Audit Agency
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for contract costs billed by private companies for research and development, produc-
tion, and all costs related to system development. FAA should get these audits to
ensure that the amounts billed are reasonable and that the government’s interest
is properly protected. By ensuring that only acceptable costs are paid to contractors,
FAA will be able to stretch its procurement dollars further.

With schedule slips and cost overruns in major acquisitions, it should be noted
that FAA is not getting as much for its $3 billion annual investment as it originally
expected.

Tracking Costs.—An effective cost accounting system is fundamental to measuring
the cost of FAA activities and provides the basis for setting benchmarks and meas-
uring performance. Without a reliable cost accounting system, FAA cannot credibly
claim to be, nor function as, a performance-based organization. It represents the un-
derpinning for FAA’s operation as a performance-based organization through the de-
velopment of good cost information for effective decision-making. At the direction of
Congress, FAA began developing its cost accounting system in 1996, which was esti-
mated at that time to cost about $12 million and be completed in October 1998.
Now, after nearly 7 years of development and spending over $38 million, FAA still
does not have an adequate cost accounting system, and expects to spend at least
another $7 million to deploy the cost accounting system throughout FAA.

Although FAA’s cost accounting system is producing cost data for two of its lines
of business, it still does not report costs for each facility location. For example, for
the Terminal Service in fiscal year 2001, about $1.3 billion of $2.4 billion was re-
ported in lump-sum totals and not by individual facility locations.

FAA also needs an accurate labor distribution system to track the costs and pro-
ductivity of its workforces. Cru-X is the labor distribution system FAA chose to
track hours worked by air traffic employees. As designed, Cru-X could have provided
credible workforce data for addressing controller concerns about staffing shortages,
related overtime expenditures, and to help determine how many controllers are
needed and where. That information in turn is especially important given projec-
tions of pending controller retirements. Unfortunately, Cru-X as designed has not
been implemented. We hope it will be in the coming year.

BUILDING AVIATION SYSTEM CAPACITY AND MORE EFFICIENT USE OF AIRSPACE TO
PREVENT A REPEAT OF THE SUMMER OF 2000

FAA needs to be strategically positioned for when demand returns through a com-
bination of new runways, better air traffic management technology, airspace rede-
sign, and greater use of non-hub airports. It would be shortsighted to do otherwise.
FAA estimates that domestic passenger numbers are expected to return to 2000 lev-
els by 2005, although the recovery in passenger traffic will lag by a year for major
carriers. FAA also reports large increases in the use of regional jets (from 496 in
2000 to over 900 in 2002)—this bears careful watching because of their impact on
FAA operations and modernization efforts.

FAA’s OEP is the general blueprint for increasing capacity. As currently struc-
tured, the plan includes over 100 different initiatives (including airspace redesign
initiatives, new procedures, and new technology) and is expected to cost in the $11.5
to $13 billion range, excluding the costs to build new runways, but the true cost
of implementing the plan is unknown. FAA estimates the plan will provide a 30 per-
cent increase in capacity over the next 10 years assuming all systems are delivered
on time, planned new runways are completed, and airspace users equip with a wide
range of new technologies.

While airspace changes and new automated controller tools will enhance the flow
of air traffic, it is generally accepted that building new runways provides the largest
increases in capacity. The OEP now tracks 12 runways scheduled for completion in
the next 10 years. Four of the runway projects are expected to be completed in 2003
at Denver, Houston, Miami, and Orlando airports. However, construction on several
other airports has been delayed from 3 months to 2 years. There are other new run-
way projects not in the plan but important for increasing capacity, such as Chicago
O’Hare. These runway projects are not in the plan because airport sponsors have
not finalized plans or developed firm completion dates. FAA needs to continue to
closely monitor all new runway projects.

Progress has been made with OEP initiatives, but much uncertainty exists about
how to move forward with systems that require airlines to make investment in new
technologies. FAA and the Mitre Corporation estimate the OEP would cost airspace
users $11 billion to equip with new technologies. For example, FAA and Mitre esti-
mate the cost to equip a single aircraft with Automatic Dependent Surveillance-
Broadcast ranges from $165,000 to almost $500,000, and the cost for Controller-Pilot
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Data Link Communications ranges from $30,000 to $100,000 excluding the cost to
take the aircraft out of revenue service.

FAA is working to retool the OEP. With the slow down in the demand for air trav-
el, FAA has an opportunity to synchronize the OEP with FAA’s budget and set pri-
orities, and address uncertainties with respect to how quickly airspace users will
equip with new technologies in the plan. Senior FAA officials noted that hard deci-
sions will need to be made. Further, some large-scale, billion-dollar acquisitions are
not in the Plan but critical for its success. For example, the Enroute Automation
Replacement Modernization project (new software and hardware for facilities that
manage high altitude traffic with an estimate cost of $1.9 billion) is not an OEP
initiative but needs to be fully integrated with the Plan and considered when setting
priorities.

It is a good time to rethink what reasonably can be accomplished over the next
3 to 5 years, and what will be needed by FAA and industry given the decline in
Trust Fund revenue and the financial condition of the airlines. According to the As-
sociate Administrator for Research and Acquisition, it is likely that the OEP will
shift from a plan that relied heavily on airspace users to equip their aircraft to one
that places greater emphasis on airspace changes and procedural changes that take
advantage of equipment already onboard aircraft.

STRIKING A BALANCE BETWEEN HOW AIRPORT FUNDS WILL PAY FOR CAPACITY AND
SECURITY INITIATIVES

A major issue for airports is funding the next phase of EDS integration. Thus far,
nearly all EDS equipment has been lobby-installed. TSA’s planned next step (inte-
grating the EDS equipment into airport baggage systems) is by far the most costly
aspect of full implementation. The task will not be to simply move the machines
from lobbies to baggage handling facilities but will require major facility modifica-
tions. We have seen estimates that put the costs of those efforts at over $5 billion,
and this is an almost immediate issue facing the airports.

A key question is who will pay for those costs and how. While the current Airport
Improvement Plan (AIP) has provided some funding in the past for aviation secu-
rity, we urge caution in tapping this program until we have a firm handle on airport
safety and capacity requirements.

In fiscal year 2002, airports used over $561 million of AIP funds for security-re-
lated projects. In contrast, only about $56 million in AIP funds were used for secu-
rity in fiscal year 2001. Continuing to use a significant portion of AIP funds on secu-
rity projects will have an impact on airports’ abilities to fund capacity projects. The
following chart shows how AIP funds were used and for what type of project in fiscal

What Were FY 2002 AIP Grants
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ATP funds as well as passenger facility charges (PFCs) are eligible sources for
funding this work. However, according to FAA, PFCs are generally committed for
many outlying years and it would be difficult, requiring considerable coordination
among stakeholders (i.e. airports and airlines), to make adjustments for security
modifications at this point. The following chart shows how PFC funds have been
used since 1992.

What Have PFCs Been Used For
Since 19927

New Denver
Airport 8%
Noise 6%
Roadways
10%

Landside 31%

Airfield 17%

— Interest 28%

Source: FAA

There have also been proposals to raise the cap on PFCs; however, we urge cau-
tion before adding additional fees or taxes for air travel. Consumers already pay a
significant amount in aviation taxes and fees. For example, a non-stop round-trip
ticket costing $200 may consist of nearly $33 in taxes and fees, or 16 percent of the
fare. On a connecting flight, the taxes on this ticket could be up to $51, or nearly
26 percent of the fare. Any further increases are likely to reduce airline revenues,
given the weak demand environment and will further threaten the financial health
of the industry.

AVIATION SAFETY

The U.S. air transport system is the safest in the world and safety remains the
number one priority for FAA. Until the recent Air Midwest crash in Charlotte, there
had not been a fatal commercial aviation accident in the United States in 14
months.

Progress has been made this past year in reducing the risk of aviation accidents
due to operational errors and runway incursions. Operational errors (when planes
come too close together in the air) and runway incursions (potential collisions on the
ground) decreased by 11 percent and 17 percent, respectively, in fiscal year 2002.
Notwithstanding these improvements, operational errors and runway incursions
should remain an area of emphasis for FAA because at least three serious oper-
ational errors and one serious runway incursion (in which collisions were narrowly
averted) occur, on average, every 10 days.

In the current financially-strapped aviation environment, FAA must remain vigi-
lant in its oversight to sustain a high level of aviation safety. FAA has recognized
this need and has taken steps to heighten surveillance during times when airlines
are in financial distress. For example, FAA has increased the number of inspections
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planned for distressed air carriers’ internal aircraft maintenance operations. We are
beginning an audit of this issue in the next several weeks.

FAA also needs to pay close attention to the level of oversight it provides for re-
pair stations. In the past 5 years, there has been a significant increase in air car-
riers’ use of these facilities. In 1996, major air carriers spent $1.6 billion for
outsourced maintenance (37 percent of total maintenance costs), whereas in 2001,
the major air carriers outsourced $2.9 billion (47 percent of total maintenance costs).

Percentage Increase in Maintenance Qutsourcing
for Major Air Carriers from 1996 to 2001

B Outsourcing Cost

$7.0 q
I O Total Cost

$6.0

$5.0
w
g
= 45%

1996 1997 1998 1999 2000 2001
Source: U.S. DOT Form 41 Reports Years

Even as air carriers currently outsource close to half of their maintenance work,
FAA has continued to focus its surveillance on air carriers’ in-house maintenance
operations with no comparable shift toward increased oversight of repair stations.
For example, FAA assigns a team of as many as 27 inspectors to continuously mon-
itor air carriers’ internal maintenance operations, while typically, only one to two
inspectors that have other collateral duties are assigned to monitor work performed
at aircraft repair stations. Because use of repair stations represents a less costly
way of getting maintenance work completed, the trend in outsourcing maintenance
is likely to continue. FAA needs to consider this shift in maintenance practices when
planning its safety surveillance work.

Another significant issue is the pending wave of controller retirements. In May
2001, FAA estimated a total of 7,195 controllers could leave the agency by the end
of fiscal year 2010. In general, the training process to become a certified professional
controller can take up to 5 years. Given that time lag, FAA needs to take actions
now to address when and where new controllers will be needed. The pending retire-
ments underscore the need for an accurate labor distribution system. We will be
starting an audit of controller training in the next several weeks.

That concludes my statement, Mr. Chairman. I would be pleased to address any
questions you or other members of the Subcommittee might have.

Senator SHELBY. Secretary Shane, welcome to the committee.

OFFICE OF THE SECRETARY

STATEMENT OF JEFFREY N. SHANE, UNDER SECRETARY FOR POLICY

Mr. SHANE. Thank you, Mr. Chairman, and ranking member
Murray, Senators Bennett and Dorgan. It is always a pleasure to
appear before you, and it is today. We appreciate very much your
holding this hearing.

I believe I can summarize my prepared remarks referred to by
Senator Murray earlier, and do them fairly briefly. I will skip the
part where I talk about how closely the Administration is moni-
toring industry developments. And I think Ken Mead has also cov-
ered a little bit of the ground, so I can be quick.

Almost 3 months ago, in testimony before another Senate com-
mittee, I outlined the challenges facing the industry and pointed at
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the record losses that had occurred during calendar year 2001 and
that were continuing into 2002.

Wall Street analysts, even before the war in Iraq, were pre-
dicting about $6.5 billion dollars in additional industry losses for
2003. We now know that these losses could be even higher if the
conflict results in an extended period of reduced demand for air
travel.

The airline industry has proven over the years to be remarkably
resilient, however, and it is important to note that the news even
now is not all bad. Despite heavy losses for the industry overall,
for example a number of low fare airlines have remained profitable,
and have been expanding their operations despite the downturn in
demand.

At the same time, our largest network airlines are making
progress in controlling their costs. USAirways, as we all read the
other day, emerged from bankruptcy 2 days ago. And American, de-
spite a lot of concern in the market, has been able to avoid bank-
ruptcy. That is because both carriers have found ways to reduce
their cost structures dramatically and to retool their business
plans. Other airlines are making similar progress.

I have appended to my prepared statement some charts that il-
lustrate the current state of the industry and the challenges that
it is facing, particularly since the start of the war in Iraq. What
I would like to do is summarize those charts very, very quickly.

I apologize, I did not bring blow ups of the charts. I believe that
we have made sufficient copies available so that everybody has cop-
ies. If that is not the case, please let us know and we will supply
them right now.

Chart 1 really covers ground that Inspector General Mead cov-
ered. It really just demonstrates how, in fact, the long period of
record profits during the 1990s was transformed into a period that
we now know to be record losses beginning in late 2000 and early
2001.

Chart 2 shows system operating profits or losses over the last 3
calendar years. But it is important because the airlines are divided,
in that chart, into three different groups. The first group includes
our largest network carriers. And the third group are low fare car-
riers.

I apologize for the airline codes that we used to identify the air-
lines. We actually have a legend. They are not all self-evident. So
we can supply you that to make clear who the airlines are that we
are talking about.

The important message from this chart is that while the industry
as a whole has sustained operating losses approaching $10 billion
for each of the past 2 years, the low fare carriers, as I indicated
earlier, have indeed continued to earn profits.

Chart 3 shows system-wide operating margins. Note the contrast
between the double-digit negative operating margins for the large
network airlines and the low fare carriers’ positive operating mar-
gins during this time.

Our review of recent information suggests that the financial
trends observed in the quarterly data throughout 2002 are con-
tinuing into 2003.
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Chart 4 compares weekly traffic levels, beginning in mid-Decem-
ber 2002, for those Air Transport Association member carriers that
have international routes with traffic levels from a year earlier. It
shows that from mid-December of last year to the end of January,
traffic was up slightly over a year before. A pronounced downward
trend begins in February, however, and accelerates after the start
of the conflict in Iraq, especially for trans-Atlantic traffic.

Finally, chart 5 compares daily traffic for the same carriers be-
ginning March 12th of this year with traffic a year earlier. Initially
the trend is up slightly but then declines sharply at the start of the
hostilities. By March 26th, traffic was down about 20 to 25 percent
for each of the regions shown on the chart.

So where does this leave us? Many airlines have suffered large
losses for more than 2 years, are heavily leveraged, and are now
dealing with steep declines in demand. Does this mean that the
airline industry is doomed to fail? Certainly not. But there will be
change. Airlines are working hard to do what they must do to sur-
vive and to eventually return as viable competitors.

We are going to get through this. My personal conviction is when
we do, the industry will look a lot like the industry we have today
except that it will be more cost-effective, more competitive, and
more robust.

Let me just say one thing particularly in response to Ranking
Member Murray’s comments about Secretary Mineta’s statement
for the press last night. Secretary Mineta, I hope everybody knows,
has been a consistent champion of some limited temporary assist-
ance to the airline industry. There has never been any question
about that. My testimony was prepared at a time that productive
negotiations were already underway between the Administration
and Congressional leadership. Those negotiations, I hope, are con-
tinuing.

There is, as the secretary said, a considerable gulf between
where the Administration believes we should come out and where
the House and the Senate votes yesterday set the numbers.

We should continue to negotiate. I think the biggest difference,
if I can just comment on this briefly, and I know we will have a
colloquy about it afterwards, is that it is important to recognize
that USAirways came out of bankruptcy on Monday. It is impor-
tant to recognize that through heroic efforts American Airlines has
been able to reduce its cost structure such that it did not have to
g}(l) into bankruptcy. Other airlines are doing exactly the same
thing.

The question for the Congress and for the Administration must
be what measure of assistance is appropriate given the absolute
duress the industry is in without compromising or interfering with
a process that this industry has to go through. Otherwise, if it does
not go through this process now, if it does not retool itself, if it does
not fix itself for the future, we will face this issue every time there
is another crisis and it will be a perennial albatross for every ad-
ministration and for every Congress that succeeds us.

PREPARED STATEMENT

That is really the discussion that we should be having. We be-
lieve that some assistance is appropriate. The level of that assist-
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ance is the only thing that separates the Administration and Con-
gress right now.

Let me stop right there and I do look forward to any questions
you may have. Thank you.

[The statement follows:]

PREPARED STATEMENT OF JEFFREY N. SHANE

Chairman Shelby, Ranking Member Murray, and Members of the Subcommittee,
I fappreciate the opportunity to appear here today to discuss the state of the airline
industry.

As you are well aware, these are extraordinary times for the airline industry. Sig-
nificant challenges are occurring virtually every day. The Administration is working
hard to keep up with these developments and to assess their near-term and longer-
term implications.

Almost three months ago, on January 9, in testimony before the Senate Com-
mittee on Commerce, Science, and Transportation about the future of the airline in-
dustry, I pointed to record losses during calendar year 2001, continuing heavy losses
during 2002, and into 2003.

We now know that the predictions for large losses during 2002 were correct, and
Wall Street analysts, even before the war in Iraq, had changed their loss predictions
for 2003 from the range of $2.5 to $3.0 billion to about $6.5 billion. The large net-
work airlines that today account for a major part of our domestic passenger air
transportation system account for most of these losses. The war in Iraq may both
reduce their revenue and increase their losses in 2003.

In my testimony three months ago I also pointed to the fact that the airline indus-
try has proven to be remarkably resilient over the years, and that not all news was
bad. Despite the overall heavy losses for the industry, and in stark contrast to the
experience of the large network airlines, a cadre of low-fare airlines had remained
profitable and was rapidly expanding. This trend has continued as well.

In addition, we now see individual large network airlines making progress in get-
ting their costs under control. For example, USAirways has emerged from bank-
ruptcy, and American has thus far avoided it, in part because they have been suc-
cessful in reducing their costs by restructuring labor costs and overhauling their
business plans. Other large network carriers have also progressed with their cost
control efforts.

Many issues are now at play—structural issues that emerged before September
11, the aftermath of the September 11 terrorist attacks, the sluggishness of the re-
turn of air travel demand, and the war in Iraq. How all of this is resolved will have
major consequences for the airline industry and related industries, and, indeed, our
economy for many years to come.

To provide context, before getting into more specific details about what is driving
the financial plight of much of the industry, an important deregulation development
must be briefly discussed. Specifically, two very different types of carriers have
evolved—large network carriers and low-cost carriers. Generally speaking the
former are pre-deregulation carriers and the latter are new airlines that evolved
after deregulation. To a certain extent these two types of airlines serve different
types of markets, have different business strategies, and focus on different cus-
tomers, even when they operate in the same geographic regions.

A basic reason for the emergence of the low-fare airlines is that this was the only
effective response to the powerful networks that were quickly built by the pre-de-
regulation airlines. Low costs allowed the new carriers to charge such low fares that
they could profitably serve a demand sector that was mostly unserved by the large
network airlines. While these airlines, other than Southwest, struggled for years to
establish a competitive toehold, several have now done so. Almost ironically, while
the low-cost strategy was initially pursued as a vehicle for coexisting with the larg-
er, dominant network airlines, the success of this strategy now poses a challenge
to the continuing viability of the larger airlines unless they too are successful in
their own efforts to control costs.

But both types of operation are vital components of our Nation’s air transpor-
tation system. Low-cost airlines are an increasingly important element of our com-
mercial air travel system. Their substantially lower costs enable them to provide ca-
pacity for price sensitive passengers, and to price compete for time sensitive pas-
sengers who are otherwise faced with substantially higher prices. But the tradi-
tional “major” airlines, through their feeder systems, serve an unmatched variety
of markets—including a great many smaller communities that would not be on the
aviation map without them. Over the course of many decades our largest airlines
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have established critical international franchises as well—links to foreign markets
that are essential to trade and economic growth.

The simple truth is that the markets for air travel are best served by airlines pur-
suing diverse strategies, and just one category or the other is unlikely to adequately
and efficiently serve demand. That is why we cannot be cavalier about any part of
the industry, and why the Administration is watching developments so closely.

With this background I will now briefly address the various changes and events
that have contributed to the situation facing our major airlines today by directing
your attention to a series of charts. Chart 1 shows why a long period of record prof-
its for the airline industry abruptly came to an end well before the September 11
terrorist attacks. This chart shows trends both in unit revenues, or operating reve-
nues per available seat mile, known as RASM, and in unit costs, or operating ex-
penses per available seat mile, known CASM. Note that for several years CASM in-
creased very slightly, compared with much larger increases in RASM. These trends
portray a period of solid revenue growth and cost control underpinning continual
profitable operations, indeed several years of record profits. But the combination of
increasing costs beginning in 1999, and declining demand starting in early 2001,
turned record profits into losses. Indeed, the decline in industry profitability for the
year ended June 30, 2001, compared with a year earlier, was the largest year-over-
year decline ever, before September 11. The losses for the year ended June 30, 2001,
were not record losses, but that too changed abruptly with the terrorist attacks.

Chart 2 shows system operating profits or losses by quarter for the last 3 calendar
years for the large network carriers, and a number of other airlines including a
group of low-cost carriers. These carriers account for over 90 percent of the pas-
senger industry. Note first, that these carriers collectively have sustained operating
losses approaching $10 billion for each of the past 2 years.l Observe, however, that
the group of low-fare carriers has continued to earn profits during this same time,
and that this is not just attributable to Southwest. Five of the six low-fare carriers
earned profits in 2001, and half of them earned profits in 2002, while two of the
other three were close to break even. Note next, that the last profitable quarter for
the large network carriers was the third quarter of 2000, and also, these carriers
continued to suffer sizeable losses throughout 2002. It is especially important to
note that these carriers’ losses have accelerated since the second quarter, including
the third quarter, which is normally their best quarter of the year. Despite the dis-
astrous losses during the last two quarters of 2001, total losses for calendar 2002
approach the same levels. Indeed, in reality 2002 losses were even greater given
that these six large network carriers’ operations were considerably smaller.

Chart 3 shows systemwide operating margins (operating profit or loss divided by
total revenues), and, as just indicated, the negative operating margins of the large
network carriers were even greater in 2002 than a year earlier. Note also that this
varies greatly from carrier to carrier. During 2001, for every $5 collected by Amer-
ican and United in revenues, they had $6 of costs. You can also see that during the
first three quarters in 2002 for which we have final results these tendencies do not
change much for either carrier. Finally on this chart, note that in contrast to the
double-digit negative operating margins for the large network airlines, the low fare
carriers earned very respectable positive operating margins. Indeed, the margins for
these carriers in 2001 exceeded those for the network carriers for 2000.

In addition to the financial information the airlines file with the Department
every quarter, they also file preliminary data on a monthly basis. While this infor-
mation is subject to change, we believe it can be relied upon to reveal general ten-
dencies. Our review of this information suggests that the financial trends you have
just observed in the quarterly data throughout 2002 are continuing into 2003. In-
deed, the results for the large network carriers in January 2003, or 16 months after
the September 11 terrorist attacks, are no better than a year earlier, despite the
fact that travel demand was still severely depressed.

With this context, please look at Chart 4. This compares weekly traffic, in terms
of revenue passenger miles, for Air Transport Association member carriers that pro-
vide international service, beginning for the week ended December 15, 2002 with
traffic a year earlier. This shows that from mid December 2002, to the end of Janu-
ary 2003, traffic was up slightly over a year earlier. Then note the rather marked
downward trends beginning with early February. Next, note the increased rate of
decline at the time of the first strikes in the war. This information is broken down
into four major traffic categories, and, as would be expected, transatlantic traffic has
suffered the greatest decline.

Chart 5 compares daily traffic for the same carriers beginning March 12, 2003
with traffic a year earlier. Initially the trend is up slightly until the Azores Summit.

1Fourth quarter 2002 data are preliminary and subject to change.
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Traffic then plummets after the 48-hour ultimatum, and again as the war starts.
Note that by March 26, traffic is down from about 20 to 25 percent for each cat-
egory. Subsequently, the year-over-year declines eased up for several days before
worsening again for all but the domestic category.

So where does this leave us? Many airlines, including the large network airlines
that now provide the bulk of airline service in the United States, have consistently
suffered large losses for more than 2 years, they are heavily leveraged, and now,
once again, they see airline demand in steep decline for some unknown period. Does
this mean that the airline industry as we know it today is doomed to fail? No, but
there will be change. Airlines that are in trouble are all working hard at what they
must do to survive and eventually return as viable competitors. How quickly and
to what extent they recover will depend largely on three factors: how much they are
able to reduce their costs, the recovery of travel demand, and the extent to which
carriers reduce capacity in light of the now-diminished level of demand.

While my focus here today is the financial state of the airline industry, this pain-
ful process affects everyone in the aviation industry: aircraft lessors and investors,
aviation vendors, airports and their concessionaries, and—more than anyone else—
airline employees. Since September 11, more than 100,000 airline employees have
lost their jobs. Just in the past 2 weeks airlines have announced an additional
10,000 layoffs. The aircraft industry has also been hard hit. Of the 7,525 jet aircraft
available for service today, 971 are either stored or temporarily inactive.

We are going to get through this. My personal conviction is that when we do, the
industry will look a lot like the industry we have today, except that it will be more
cost-effective, more competitive, and more robust.

As many of you know, the Administration has recently unveiled its proposal, Cen-
tennial of Flight Aviation Authorization Act as a successor of AIR-21, which expires
at the end of this fiscal year. A lot of people at FAA and in the Office of the Sec-
retary have spent a lot of time over the past several months developing those pro-
posals, and we are proud of them. They would promote the industry’s growth and
vitality while retaining safety as our top priority. We plan to reinforce our commit-
ment to safety by making substantial investments in National Airspace System in-
frastructure and ensuring that our highly trained controller workforce is fully capa-
ble of sustaining its high levels of performance over the course of the next reauthor-
ization period and beyond.

Our proposal will also ensure that we are prepared for the demand levels pre-
dicted in the FAA’s recent industry forecast by continuing to fund airport capacity
enhancements at record levels and restructuring Airport Improvement Program for-
mulas and set-asides.

CONCLUSION

Mr. Chairman and members of the Subcommittee, thank you for the opportunity
to testify here today. I look forward to responding to any questions you may have.
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RELIEF TO THE AIRLINE INDUSTRY

Senator SHELBY. Secretary Shane, as you know, the committee
reported a Supplemental Appropriations Act yesterday that in-
cluded provisions to provide some relief and assistance to the avia-
tion industry for relief to the airlines. Do you believe it is better
to lower carrier costs in the form of a temporary suspension of se-
curity fees prospectively for a period of time or to reimburse car-
riers for security fees that they have already paid to the govern-
ment?

Mr. SHANE. Well, either formulation will deliver relief to the in-
dustry and I am not sure the industry itself is of a view about
which is preferable. I would evaluate those two scenarios essen-
tially in terms of ease of administration.

The most important lesson we took from the compensation pro-
gram that Congress enacted immediately after 9/11 was that the
process of evaluating claims, if you are creating a system in which
airlines are required to document costs, document claims in a com-
plicated way, and then the Department of Transportation nec-
essarily has to validate all of those claims, the amount of time that
we simply have to expend in order to validate the claims is such
that it is inconsistent with what we are trying to do with the pro-
gram, which is deliver the relief in real-time.

The reason we have to do it is that my friend, Ken Mead, right
here will have something to say about it if we are not vigilant in
the way we evaluate those claims.

Senator SHELBY. He should have something to say about it.

Mr. SHANE. That is right. That is why I think if we are looking
at various forms of assistance to the industry right now, the De-
partment of Transportation would strongly favor a system in which
we simply either reimburse or forgive fees that the industry incurs.
It does not require subjective evaluation of whether these are really
the amounts that we should be paying. We know what those
amounts are. They are written down someplace. We just write
checks.

REIMBURSEMENT TO THE CARRIERS

Senator SHELBY. Let me follow up on that.

One of my concerns with the reimbursement to the carriers is
that the payment would include the fees that are paid by the pas-
sengers. I do not know why we would levy a fee first on the flying
public and then pass that directly to the airlines.

Mr. SHANE. The airlines, in this environment, maintain that they
are not able to pass that fee along to the carriers, in fact, that
there is no market power whatsoever in this market, and that, in
fact, they are absorbing that fee. It is supposed to be passed along
and in a normal environment you would expect it to be passed
along and tacked onto the ticket.

The fact is the prices in the market right now are what the mar-
ket sets and there is no incremental amount that you could say is,
in fact, passing on a fee to the passengers.
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OPERATIONAL EVOLUTION PLAN

Senator SHELBY. The FAA has a plan for enhancing capacity
called the Operational Evolution Plan or the OEP. Since the OEP
was first published, the aviation industry has been hard-hit by the
economic downturn of 9/11, increased security costs, and rising fuel
prices. I want to address this question to you, Madame Adminis-
trator.

With the industry in such upheaval, what changes are being
made to the OEP to adjust to the new realities in airline operations
and the market environment?

Ms. BLAKEY. It is a good question because certainly there is a dy-
namic there that I think we have to respond to in real-time. For
an organization like the FAA that depends tremendously on con-
sultation with the industry and the research community to con-
struct a solid plan, this is certainly calling us to really step up real-
time on this.

We just issued a new version of OEP, 5.0, which does stay the
course for a 10-year period to get 31 percent additional capacity at
the end of 10 years. It is a good plan. It is one that there is a re-
markable degree of consensus in the industry and in the affected
communities that it makes sense.

That said, what I have asked that we do is develop a very inten-
sive approach. We call it the skunk works, to look at the OEP and
say okay, what could we put on the fast-track here that number
one, will not burden the industry; number two, is develop tech-
nology; and number three, could be implemented in the next 1, 3,
5 years at the outside. Not the 10-year horizon. Let us see what
we can do in terms of really fast-tracking some of this.

So far the staff has come up with some very interesting, and I
think productive, avenues. We are going to vet them in the next
month or 2 with the industry and with others before taking this
out. But I think this is going to yield some more immediate results,
if you will, from that standpoint.

Senator SHELBY. Mr. Shane, the Aerospace Commission rec-
ommended making the transformation of the U.S. Air Traffic Man-
agement System a national priority. What confidence do you have
that the FAA and the OST are making the necessary changes to
the OEP, as warranted by the call to action by the Aerospace Com-
mission?

Mr. SHANE. Thank you, Mr. Chairman.

I have great confidence in that. The reason I have such con-
fidence is that Administrator Blakey and I have talked about that
issue dating back to before the Aerospace Commission actually
issued that report. The Administrator is absolutely committed to
giving life to some of the vision in the report. We have spoken to
Secretary Mineta about it and the Deputy Secretary, Michael Jack-
son, as well.

I think in the not-too-distant future we will probably have a
more concrete announcement for you. But at this point, there is not
any question that we are on a path to realizing that.
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RISING OPERATING COSTS

Senator SHELBY. A major cost driver of FAA’s rising operating
costs has been salary increases from collective bargaining agree-
ments negotiated under FAA’s personnel reform authority. Mr.
Mead’s prepared statement indicates that controller salaries have
increased by 47 percent—47 percent since 1998.

Can you compare the increase in salary for air traffic controllers
from 1998 through 2003 to other work forces inside FAA, as well
as other Federal Agencies?

Also, what can you tell us about overtime costs and other cost
drivers that are due to memorandums and MOUs related to con-
troller contracts?

Ms. BLAKEY. The Inspector General has focused on this issue.
And in fact, is undertaking an audit on just that issue right now.
This goes to the issue of a contract that was negotiated in 1998
which did substantially increase the compensation for controllers.

As time has gone on there have also been a number of additional,
if you will, side agreements, these memoranda of understanding
which, in some cases, do add on costs in terms of the way the sys-
tem is running. There are about 1,500 of these, many of which are
perfectly fine and address operational work rules et cetera.

But there are some that without doubt add to the cost of this
contract substantially, as well as ones that really do infringe on the
rights of management to deal flexibly with the demands in traffic
and in the kind of management that the system needs from an effi-
ciency standpoint.

We are very committed to working with NATCA to address those
issues. This is something that we have already notified the union
that we do have a number of those that have been pointed out by
the Inspector General that fall under the category I just discussed,
that we need to sit down at the table and review and come to a
more efficient way of operating from the standpoint of the tax-
payer’s money.

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

Mr. MEAD. I appreciate Administrator Blakey’s movement to get
their hands around this.

One thing that was pretty alarming to us was that nobody knew
how many of these deals or memoranda understanding existed.
There was no inventory. In fact, as part of our audit effort we prob-
ably started developing the inventory. And they have very large fi-
nancial impacts.

As Administrator Blakey says, a lot of them are legitimate and
aﬁ'e needed, but we really ought to know what the cost impact of
them is.

RELIEF PACKAGE FOR AVIATION INDUSTRY

Senator SHELBY. Senator Murray.

Senator MURRAY. Thank you, very much, Mr. Chairman. Mr.
Shane, thank you for your testimony.

I just want to go back to this again because we are trying to
work through this. The Senate had a $3.5 billion aviation package.
The House has $3.2 billion. And again, as we noted, Secretary Mi-
neta said there is a huge gulf here.
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I just wanted to see if you would help us pin this down a little
better and tell us precisely what the structure of a relief package
the Administration will support and what amount? If you could tell
us, we would really appreciate it.

Mr. SHANE. I really have not been involved personally in the ne-
gotiations that have been taking place. I am aware of them. And
I would simply ask that I be excused from trying to give you an
amount, because I really did not come authorized to talk amount,
and it would be interfering with, I think, a conversation that is
going on that I am not privy to.

The structural issue is, as I said in response to the Chairman’s
questions, that we would emphasize the importance of ease of ad-
ministration. Let us find a set of security fees that we can quantify
easily and that we can either forgive or reimburse on day one, sim-
ply because those numbers are readily available. If we go beyond
that and get into a variety of imponderables and airlines then
begin putting claim documents together—first we have to figure
out a form. They will have to fill out the form, and then we have
to evaluate the form. Weeks and months can go by before they will
see any money from a process like that. And that is inconsistent
with what they need right now in our judgment.

So we would urge whatever the amount, which is going to be the
product of a negotiation, I expect, whatever the amount, it should
be an amount that is delivered in a very transparent and easily ad-
ministered form.

Senator MURRAY. So you have not heard any specific number
mentioned by the Administration whatsoever?

Mr. SHANE. I am not—well, I have heard a lot of numbers but
I really do not know precisely, because honestly it is taking place
way above my pay grade, where the Administration is at the mo-
ment.

Senator MURRAY. Specifically let me ask you, as part of the
amendment we passed yesterday, we put in funding for expanding
unemployment insurance for laid-off workers. Do you find that to
be a reasonable part of the package?

Mr. SHANE. Well, I am an undersecretary of transportation, not
an undersecretary of labor and Department of Labor really would
be the proper agency to comment on that.

I would just say generally that typically we extend unemploy-
ment insurance benefits in times when unemployment across the
country is 10 percent or more. There have been two extensions, as
I understand it, of unemployment benefits thus far in an environ-
ment in which the unemployment rate was in the neighborhood of
5 to 6 percent.

So my guess is the Administration will say it is inappropriate to
extend those unemployment benefits yet again. It would be an ex-
traordinary thing to do.

Senator MURRAY. This is for aviation workers and I understand
they have had the triple whammy. They had September 11th, they
have had the downturn in the economy. And now, with the Iraq
war, we have had 10,000 lay-offs from aviation and related indus-
tries just since the war started. This is not something somebody
did to make this happen. These are country-wide, nationwide,
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worldwide issues that have impacted these employees. Certainly
the Administration would have sympathy for that.

Mr. SHANE. I think the Administration has enormous sympathy
and there is no question that the workers have taken it on the chin
in a way that we have not seen before. There are a whole variety
of programs that are available to the workers including national
emergency grants and training programs and reemployment pro-
grams.

Again, I am way out of my depth in talking about the Labor De-
partment’s programs and I really do not want to get much further
into it. But I have no reason to think that the Administration is
going to be supportive of yet another extension, even for a par-
ticular sector.

There is a fairness element. Industries across the board are suf-
fering as a result of the environment that we are living in today.
A lot of it can be attributed to the same causes that the airline in-
dustry’s problems are attributable to. It is just difficult to explain
to people in another sector why it is that you have chosen this sec-
tor to provide special benefits to.

POST-9/11 IMPACT ON AVIATION INDUSTRY

Senator MURRAY. They have had a huge impact over the past 2%%
years, or 1% since September 11th.

What about the airlines? We put incredible pressure on them in
terms of safety and security since September 11th, and certainly
our airports as well. Massive requirements that we have put on top
of them. Do you not think that has some kind of impact on their
ability to avoid bankruptcy?

Mr. SHANE. There is no question that the Government has picked
up a tremendous amount of the cost of the security that we have
laid on. We have taken over all of the airport security. Those are
all Federal workers now. They used to be airline employees.

There is a tremendous amount that has been done. There has
been the $15 billion from 9/11. The question now is whether or not
we are going to start finding ways of gifting the industry with so
much more assistance that we take them off the track that they
are on, leading to a perpetuation rather than a solution of the prob-
lem. And that is a genuine concern.

Senator MURRAY. But would you not agree that we have required
a lot of our airports and our airlines in terms of security that has
added a burden at a time when they are still struggling because
of the economy?

Mr. SHANE. Yes, and we are also requiring a lot of every other
sector of the transportation industry and I am not aware that we
have picked up any portion of the costs that other transportation
sectors are being required to bear or will be required to bear.

Senator MURRAY. I would just argue that the aviation industry
has, in fact, really been hit because obviously September 11th had
an impact on people’s willingness to travel by air. And certainly
that has not eased in the last months and certainly not since the
war in Iraq started, would you not agree?

Mr. SHANE. It eased and then it went down again. Yes, the war
in Iraq has been obviously a repeat in terms of the actual adverse
impact on demand.



45

But again, without trying to suggest that we are out of the woods
in any way, or to suggest that it is inappropriate to think about
some additional assistance. That is not the position of the Adminis-
tration. What we are saying is that it is important that we cali-
brate that additional assistance in a way that does not compromise
what the industry must do now if we are to have a viable air trans-
portation system going forward.

SUPPLEMENTAL APPROPRIATIONS ACT

Senator MURRAY. Let me just ask you, do you foresee a scenario
where the President would veto the supplemental if we do add $3
plus billion for aviation?

Mr. SHANE. I have not had that conversation with anybody in the
White House. I have no answer for that.

Senator MURRAY. I know you are not going to let me pin you
down, but there is a rumor swirling that the Administration has
drawn a line in the sand at $900 million. That is about a quarter
of the size that the House and Senate versions both have in them.
Have you heard that figure and do you think that figure includes
any help for workers?

Mr. SHANE. Somebody reported to me that that figure was in the
press, but I had not heard it anywhere else. So I have no way of
knowing whether that has any validity whatsoever as a negotiation
position or an Administration position.

Senator MURRAY. So you have heard nothing about what is in
any kind of formal talks from the Administration, whether it in-
cludes work for employees, whether it includes airports, what kind
of structure for the airlines? You have heard nothing?

Mr. SHANE. I have heard that we have circled around the idea
of a very limited, targeted form of assistance, along the lines that
I was suggesting which is related specifically to the security fees
that are paid by passengers now and paid by the industry.

That is as much as I have heard. I do not know more than that.
I do not know what would be acceptable at the end of the day to
the Administration. I do know that it would be substantially less
than the amount voted in either house of Congress yesterday.

Senator MURRAY. I am sorry, it will be substantially less than?

Mr. SHANE. An amount acceptable to the Administration would
have to be substantially less than was voted in either house of Con-
gress yesterday. That was what Secretary Mineta was saying last
night.

Senator MURRAY. Would it include anything for airports?

Mr. SHANE. No, I do not believe that we had anything in mind
for airports. Again, I do not mean to be cute here. I am just getting
a little bit beyond my depth because this negotiation has been tak-
ing place, I believe, between White House staff members and mem-
bers of Congress. And I have not been privy to those personally. In
recent days I am not even sure any of us at the Department have
been privy to them.

Senator MURRAY. I will hold on my other questions and let other
members of the committee respond and then come back to Ms.
Blakey. Senator Bennett?
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STATEMENT OF SENATOR ROBERT F. BENNETT

Senator BENNETT. Thank you. This is an interesting picture that
you have painted for us here this morning. And as I go through it,
I ask myself how much can the Government do about it. Because
many of the things that I see that ought to be done are things that
probably ought to be done by the airlines themselves.

First, let me just make a few comments and then I will engage
in a dialogue here. You referred to Southwest and Jet Blue as the
low-cost carriers. You are aware that Jet Blue’s fares are higher
than their competitions? Were you aware of that?

To fly from New York City to Fort Lauderdale on Jet Blue is $36
more than to fly on their competitor. And the reason is that experi-
ence on Jet Blue is $36 better than the experience on their com-
petitors. People who fly Jet Blue become tremendously loyal, al-
most fierce defenders of the Jet Blue experience and say we want
to fly Jet Blue wherever you go.

I think there is a lesson there that I do not know what Govern-
ment can do about. But when I was in business I focused tremen-
dously on consumer satisfaction.

We now have a circumstance where consumers are almost driven
away from air travel by the experience. Jet Blue goes out of their
way to do everything they can to create a worthwhile experience
and they can charge higher fares, thus saying to us that air travel
is not a commodity. There are alternatives. We think of commod-
ities, we think of competition and commodity, it is solely on the
basis of price. There is competition on the basis of consumer satis-
faction.

Again, if you could think of something the Government could do
to get airlines to try to make the experience more satisfactory, and
thereby people would be willing to pay a little more to have the ex-
perience, instead of going there only when they have no other alter-
native.

One thing we could do which probably does not fall in your de-
partment is to reduce the hassle factor around security. I am as
concerned as anybody about security but if I were running the air-
line industry as a whole as a business, I would certainly do some-
thing about the experience you get with TSA.

Now TSA, to its credit, is a better experience than it used to be
following September 11th in that period when it was still con-
tracted out to others. The TSA people are substantially more pro-
fessional and handle that experience with a better sense of con-
sumer satisfaction than you used to get.

I remember when I was in the Department of Transportation
when hijackings began, we talked about—forbidden word—profiling
as a way to deal with hijacking. Now it is not politically correct to
even use the word unless you are using it in speech to denounce
it.

But airlines know their customers. Do a background check on a
frequent-flier and discover that that frequent-flier is not, nor has
ever been, nor ever will be connected with a terrorist organization.
Cannot that frequent-flier, thus checked out, and not picked on the
basis of so many miles, but checked out with an actual profile, be
given a pass?
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We senators come into the Capitol without having to go through
a security check because the Capitol Police knows who we are. I
am not suggesting that we get to the point where everybody has
to be carefully identified, but would it not help the business flier
to want to get back on the airplane if he or she knew, properly
profiled and in an identity bank and even with biometrics—you put
your hand on a screen, so as you go through they know that is who
you are you get to go by without having to strip all the way down
to tarl)king off all your shoes and the kinds of things we go through
now?

BUSINESS TRAVELERS

We have got to get the business traveler back on the airplane.
If you are making a business decision and you are going to go
downtown from Washington to New York City, you say well I have
got to be at Reagan at least 1 hour before they takeoff. And it is
going to take me 20 minutes to get from my office to Reagan. So
this 1s 1 hour, then a little extra, 172 hours before I get on the air-
plane. And then it takes me 1 hour to fly to LaGuardia, so that is
2% hours. And then, depending on the time of day, it is going to
take me a half hour in good times and 1 hour in bad times to get
from LaGuardia to downtown New York. Very, very strong incen-
tive to be on the Metroliner.

I happen to think that is a good idea. I would like to see more
people on the Metroliner. But that same phenomenon is what is
driving people in other markets to the highways. That is the com-
petition for the airline, not the train. It is the highway. Testimony
shows the highway is less safe, more congested. We have to appro-
priate money for highways to deal with the increased traffic there.

How do we get people back on the airplane? We make it a better
experience and, aside from dealing with that TSA thing, I do not
know quite what Government can do in this area.

I just want you to think about that and see if you can come up
with any.

Now, moving quickly, and I apologize to my colleagues for taking
so much time. But in this morning’s Wall Street Journal, a new
airline policy, kill United. Did any of you read that? If not, read
it and I would be interested in your response.

Again, when I was at the Department of Transportation, we had
to deal with serious problems in the railroad industry, and that is
referred to in this piece, where we dealt with the Penn Central
bankruptcy. I remember all of the ins and outs about the Penn
Central bankruptcy. It was an important part of my tenure there.

Now we are going through bankruptcy in the airline industry
and this is a suggestion based on a railroad experience. When Con-
rail was broken up and Conrail’s routes were given to the two com-
petitors, and they are saying United should be broken up and their
facilities given to competitors to reduce capacity in a way that is
rational.

With that rant on those two areas, do you have any comments
or suggestion as to what we can do, looking at it not from the
standpoint of legislation or budget, but from the standpoint of over-
all approach to this tremendous problem that you have presented
to us here this morning?
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Mr. SHANE. First, Senator, let me just say I remember fondly
your days as an Assistant Secretary of Transportation. You prob-
ably do not remember, but we were colleagues back then.

Senator BENNETT. You stayed in the industry.

Mr. SHANE. I have been in and out more times than I care to re-
mind myself of but I am in at the moment.

TSA

Let me just say, in response to the hassle factor, the most impor-
tant thing you said is that it is much reduced. That TSA, which
is as you noted no longer part of the Department of Transportation
but now part of the Department of Homeland Security, has per-
formed heroically in the course of the last year.

There is no question that there were enormous growing pains
and that the hassle factor became a buzz in the business commu-
nity. Nobody would fly because of all the reasons that you cited.

I do not see that today. I am speaking anecdotally, I know, but
the fact is that my impression is average waits are about what they
were prior to 9/11. TSA and its very professional cadre of screeners
have done an enormous job of bringing that wait time down, so
that you really do not have to plan very differently now for an air-
plane ride than you did prior to 9/11. And enormous credit goes to
the folks at TSA who have made that happen.

There is a profiling system that TSA is working on. It is called
CAPPS-2. You have undoubtedly read about it and it does embrace
much of the vision that you have for making the process easier to
create greater confidence in our knowledge of who, in fact, is board-
ing an airplane. I have no doubt that, as time passes, we will have
a much improved system for looking at passengers and not having
to put everybody through the wringer on a random basis.

AIRLINE INDUSTRY

As to how you get people back on the airplane, I think the Con-
gress should be very proud of what it did in 1978 when it deregu-
lated the industry. We have been to hell and back in this industry
any number of times since that time but Congress has always
stayed the course.

I am old enough to remember in the early 1980s when the indus-
try was here, in Congress, talking about worst ever losses in the
industry since the beginning of time. The same claims were made
in the beginning of the 1990s. And we had meetings with the in-
dustry about what form of assistance might be appropriate. Serious
consideration was given to that. There never was any assistance
back then.

I do not pretend that any of that was anything like what we have
going on today. This is a world apart from even those long dark
nights of the soul that the industry went through.

But we have never veered from the conviction that we have as
a country that the best solution for this industry is to allow the
market to work. When we are prepared to go forward and provide
some assistance in the current environment—and I am repeating
myself here, I realize—we have to be mindful of the importance of
letting the industry make the changes it has to make if, in fact,
it is going to be viable in the long-term.
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When you referred to an article in the Wall Street Journal about
a putative policy of killing United and breaking it up, that to me
is mindless. The first thing that would happen if you actually tried
to kill United is that you would vitiate all the good work that is
happening now. By taking that additional capacity out, you take
the pressure off everybody else to continue to reduce costs the way
they are doing right now.

That is not a good position. United going away is not a good solu-
tion for this industry. And it would be a horrible solution, of course,
for the thousands and thousands of people who work for United
and who are served by United. So that has no place. I know you
did not suggest that it would have any place, but it has no place
in Government policy, as we sit here today.

Senator BENNETT. It gave you the opportunity to give you the
speech you have just given.

Mr. SHANE. Those are some random comments that I would have
on your remarks.

Mr. MEAD. I have two quick comments.

On what you were referring to about doing a background check
on people like the U.S. Senators, you can come in here and you do
not have to go through a big hassle. And you said that was because
they know who you are and know about you.

TSA, which is now at Department of Homeland Security, is work-
ing on what they call a smart card that, I think, is probably about
a year away. And one of the key questions is going to be how much
information do we want to know about you before you get a smart
card? Do we want to know about your income taxes? Do we want
to know about your travel? Do we want to know who your friends
are? And that is very controversial.

As Jeff said, also, the profiling, I forget what they call it, but
Lockheed Martin has a contract right now. It was issued just be-
fore TSA went over to DHS. So I expect there will be movement
on that front.

On the price issue. I would like to come back to that. Probably
in late 2000, early 2001, the bottom was falling out of the business
market on the airlines. And that was because the airlines had
taken things too far in what they were charging the business trav-
eler. And one of the reasons they had taken things too far was be-
cause people could afford it. Dotcoms out on the West Coast, I
think if you spoke to UAL, they would tell you that dotcom trav-
elers provided a lot of their business travel. But dotcoms, the bot-
tom fell out of that market.

So I think what is happening now in the industry is they are try-
ing to reattract business travelers, but they are also trying to do
so at a substantially lower fare. And I suspect, sir, in time that is
going to work.

CAPACITY BUILDING

Ms. BLAKEY. I would like to add one other point, too, because as
Ken is referring to 2000 and what happened there. You asked what
the Government can do. And I think very importantly we have to
remember that part of the phenomena of 2000 were incredible
delays. The summer of 2000 was a horrific time as a business trav-
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eler or as a traveler period. And I think it did put a damper on
things.

What we can do is increase the capacity in the system. And as
I say, staying the course on that right now, in terms of our invest-
ment in this, I think is critically important because it really is an
appropriate role for Government.

Senator BENNETT. Thank you very much. Senator Dorgan?

Senator DORGAN. Thank you very much.

Let me make a couple of observations and then ask a couple of
questions. First of all, Mr. Shane, you indicated that we should let
the market work. Let me say I am not someone who looks at the
airlines and thinks they have done nothing wrong. I am not a big
fan of the pricing schemes. You can pay twice as much to go half
as far if you want to go to North Dakota versus Los Angeles from
D.C. So I have plenty of irritation about a number of things.

But I must say that it is not a market system that works when
an entire industry is shut down from a terrorist attack. Shut down,
every asset ordered to be grounded immediately. And the airplanes
themselves were used as the missiles, loaded with fuel, for the at-
tack itself. And the picture is shown on television and all of those
potential fliers are watching these hijacked airplanes being used to
destroy the passengers, and being used to topple the skyscrapers.

There is no market system with respect to how people and poten-
tial passengers react to that.

In addition, as we went into that September 11th terrorist at-
tack, we had a recession prior to it and a sputtering economy and
the economy still sputters. There is really nothing market oriented
about fuel prices and the airline industry has a heavy burden with
fuel prices and fuel prices have spiked up because of the uncer-
tainty of war over months and months and months and months.
There is certainly nothing market oriented about war and what it
does to people’s interest in flying and concern about flying.

There is a whole series of things that have converged at the
same intersection at the same time. And we can simply say let us
ignore this and let the market system work and behave in that
manner. But the fact is our economy will pay a heavy, heavy price
if those who counsel that while the tent collapses we should just
be interested in watching and observe how interesting it is prevail.
If they win, if that is the mindset, in my judgment this economy
will pay a heavy price.

Mr. Mead, you mentioned rural areas. We are pretty familiar
with the price that is paid for dislocation and for discontinuance of
service. We are pretty familiar with people that talk about the
market system from their enclaves in big cities. But I must say,
this is an industry that is essential to this country’s economy. It
is in bigger trouble than most anybody knows. We may see all of
the major players being in bankruptcy, some of them never coming
out. The question is do we do something or do we do nothing but
observe and talk about how interesting it is?

ADMINISTRATION’S REPRESENTATIVE

Mr. Shane, I voted for you and I said in the Commerce Com-
mittee when you appeared before us, I think you have great cre-
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dentials. I am impressed with your background and was pleased to
vote for your nomination.

But frankly, I do not know why they sent you to this particular
hearing which, I was told, was a hearing to talk about the financial
challenges facing the aviation industry. My colleague, Senator Mur-
ray and certainly I, having been in the discussion yesterday in the
Appropriations Committee about the issue of what we should do,
what kind of financial package we might want to construct.

And you say well, I am not involved in all of that. And I really
cannot respond to it. I do not understand, maybe you were not the
one to come to testify on behalf of the Administration, but some-
body should be here to tell us what the Administration thinks.
What are they prepared to accept? What are they prepared to re-
ject? What do they think we ought to do?

So with that as a prelude, let me just ask the question, Mr.
Shane. And I do not mean this in a personal way to you. But you
were responding repeatedly to Senator Murray, “Look, I am not in-
volved. I do not know.”

Frankly, this hearing, it seems to me, needs to be represented by
someone in the Administration that says here is what we think we
ought to do at this point. And we might disagree with that and we
can have a discussion about it, but we need somebody to say what
the Administration’s plan is and what they will accept? Can you re-
spond to that?

Mr. SHANE. I think you do need somebody who can respond to
those questions. Whether a hearing of this sort is the appropriate
forum for having that discussion, or whether there is some more
effective forum where you can have that discussion is an open
question in my mind.

I was invited to come here and testify and I showed up and the
original billing was that we were going to be talking about the FAA
budget.

Senator DORGAN. Then we have a different understanding be-
cause my heading on this says it was to be a hearing on aviation
safety and security and financial challenges facing the industry.

Mr. SHANE. That is correct, and we did learn that well in ad-
vance of the hearing. I am not faulting the committee for not tell-
ing us what the hearing was going to be about, far be it from me.
But we did not know, when we began planning for the hearing,
that there would be votes in both houses yesterday. We could not
respond that quickly for purposes of this hearing with that sort of
information.

GOVERNMENT INTERVENTION

If T could only add one more point, Senator, what you said about
the market not working when there was a terrorist attack on the
United States, I do not disagree with anything you said. Of course,
the market was not working then and we had a compensation pro-
gram put in place and we created an Air Transportation Stabiliza-
tion Board because of that. And we had a whole program of assist-
ance to the airline industry at that time. And I agree with you that
a war obviously compromises the effectiveness of market forces.

No question about that. We are not arguing about whether there
should or should not be assistance. We are just arguing about how
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much is consistent with the ideal of a restructuring of this industry
for the future. That is the only issue.

Senator DORGAN. But you know, what I observe is folks in the
Administration just watching all of this. I do not see that the Ad-
ministration has developed an aggressive, robust plan.

And frankly, while Senator Murray is trying to apply a patch to
this—and I support that, and I think she did a remarkable job yes-
terday in the Appropriations Committee—I frankly think it is not
enough. I know what she is doing. She is trying to do the best she
can to get something put in this supplemental bill, and she did that
yesterday to add to what was in the bill.

But frankly, I think if we do not think in a bit longer term here
with respect to this industry about the consequences of having a
substantial portion of it just completely collapse, I think we do this
country a great disservice.

And the question is, is that sort of thing going on in the Adminis-
tration? If so, where? Who is involved? And who can we call up
here to talk to about it?

Mr. SHANE. Yes, it is going on in the Administration. If you are
talking about the in extremis situation where we are looking at
what you might even consider to be a disorderly liquidation of a
number of airlines, yes, we are considering the ramifications of
that and attempting to plan for it.

Senator DORGAN. What is the worst case that you see? You talk
about the disorderly dissolution.

Mr. SHANE. Well, a worst case scenario is probably something we
should not discuss in an open hearing, to be quite honest with you.
We are talking about a variety of scenarios that I think none of us
wants to think about out loud. And I would be happy to come and
visit you in your office and talk about that at greater length.

But to suggest that the Administration is not focused on those
issues as a major priority would be a complete injustice. We do not
go into all of that in great detail in public fora like this, but plenty
is going on.

The main point, however, is that there is a process happening
within the industry that does appear to be producing some success.
And the USAirways success story is a prime example. And the Con-
gress can take credit for that. You set up the Air Transportation
Stabilization Board (ATSB). They qualified for a $900 million loan
guarantee but only if they made certain cost savings in the struc-
ture of their company, which they then did.

So the ATSB created the incentive, and the Congress also created
the incentive for USAirways to do what it did. And USAirways now
has probably a very long lease on life. We can all be proud of that.

Those are the kinds of things that we support. There was never
any argument about whether we should do the ATSB program.

Senator DORGAN. Let me just say, in response to my colleague
Senator Bennett, who I have great regard for, I think there are
some examples of successes. In fact, there are a couple of carriers
that are, at the moment, profitable. But in most cases, those suc-
cesses are point-to-point carriers that have picked certain explicit
markets and said those are the markets that we are going to serve,
and only those markets because those are the markets in which we
think we can make some profit.
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Carriers that have a broader reach and serve some smaller areas
react kind of viscerally to this question of the market system. I
think the market system is really, really wonderful, I mean really
terrific. The market system, however, needs a referee from time to
time.

And so, with respect to aviation and commercial airline service
specifically, I am very concerned that we maintain a network of
providers and that we not sit back and say let us allow dissolution
to occur, despite the fact that we have had an intersection of the
most unusual events perhaps in a century, the convergence of se-
vere economic stress, a war, fuel prices ratcheting way up, and a
terrorist attack using airplanes. We have not seen that since we
began flying with a network of air carriers.

That 1s what I think Senator Murray was talking about yester-
day and it is my great concern. I do not think this industry is going
to come out of this whole or in any way in a manner that serves
all of our country, unless we develop a strategy. Some call it indus-
trial policy. Well, maybe it is. But nonetheless, a strategy of some
sort that says this is a very serious, unique problem and we need
to address it.

That is why I believe Senator Murray’s amendment, and Senator
Stevens’ as well, is a start. But I think it is short of perhaps what
we are going to need to do in a very aggressive way in the future.

Let me just conclude by saying I had intended to ask questions
of Administrator Blakey, and thanks for your service down there,
and I will send some questions in writing, if you do not mind.

Ms. BLAKEY. I would be delighted.

Senator DORGAN. Mr. Mead, thanks for your continued work. You
have appeared before not only this committee, but the Commerce
Committee, and I think your work has been extraordinarily helpful
to us.

Mr. Shane, again, I did not mean it in a pejorative way. Thanks
for coming down. But I really think we need to know a lot about
what is being done and what is being considered in the Administra-
tion because there has to be a partnership in terms of how we ad-
dress these issues.

Mr. SHANE. Senator, thank you for your vote.

Senator DORGAN. For confirmation?

Mr. SHANE. Yes.

Senator DORGAN. I would still vote that way.

ADMINISTRATION’S POSITION ON AIRLINE AID

Senator MURRAY. Mr. Chairman, can I just follow up on Senator
Dorgan, just to ask Mr. Shane, and it is frustrating because we
hear Secretary Mineta in the papers say that we are far apart. But
unless you talk to us and tell us what your plan is and what you
think is reasonable, it is hard for us to know where to go.

My question, just following up on Senator Dorgan, is you had
talked about the Administration negotiating. I just want to know
who they are negotiating with. The Senate Democrats added $700
million yesterday. No one is talking to us. Are they talking to
someone representing the unemployed workers? Are they talking to
the airports? Are they just talking to the airlines? Or are they just
talking to themselves?
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Mr. SHANE. I thought they were talking to congressional leader-
ship and I cannot be more specific than that. I thought it was being
d(ﬁle hin White House Legislative Affairs and in the normal way in
whic

Senator MURRAY. So you know, if you could pass it back to them,
we are not hearing from anybody. And I do think they need to talk
to the airports and to the unemployed workers, as well.

Mr. SHANE. Thank you.

Senator SHELBY. Some of these questions I am getting to may
have been asked. I had to go to a press conference, and I apologize.

I hope we will never pursue “an industrial policy” but I under-
stand how important the airlines are to our travel, to our way of
life, and to our commerce. We all do. It is a question of how we
make it work for all of us.

Industrial policy troubles a lot of people, including this senator.

Madame Administrator, if you could focus——

Senator DORGAN. Mr. Chairman, let me amend that. I did say in-
dustrial policy. Let me just say cogent policy.

Senator SHELBY. A well thought out policy.

Senator DORGAN. Yes, well thought out policy.

Senator SHELBY. I am sure we will work on that.

MOST IMPORTANT AIR TRAFFIC CONTROL PROJECTS

Madame Administrator, if you could focus on only three air traf-
fic control modernization projects, which three projects in your
judgment are the most important to the future of the aviation sys-
tem and why?

Ms. BLAKEY. That is a good question. I think the first thing I
would call your attention to, in terms—and we are talking tech-
nology here, rather than procedures; is that correct?

In terms of technology, I would have to tell you that the most
urgent thing is modernizing the Host computer system, if we will,
that really is the heart and brains of the air traffic control system.
This is the En Route System and there is a new procurement, a
research and acquisition program on, called En Route Automation
Modernization (ERAM), which we are at the beginning of. It is a
very expensive one. I certainly would let the committee know that
we understand that we are talking about something that is a major
taxpayer’s investment.

Senator SHELBY. Huge.

Ms. BLAKEY. Yes, huge. The word huge is quite right.

But what we have to realize is we have a 30-year-old system
now—30 years. The language that that system is written in, the
software for it, is called Jovial. Now how many among us know
anyone who even knows what Jovial is, much less can write it? I
am told there are six people in the country at the moment.

So it is not hackable. That is the good news. But it is on life sup-
port. It is still safe, but we are at the very end of the life of this
system. And we can, if we stay on track with this new research and
procurement program. That is number one.

The STARS program. I know again, this committee and others
have had to sweat bullets over STARS because again it is a very
expensive program. It had a lot of inflation in its cost, and was
rebaselined.
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I had the best meeting I have had since I got to the FAA just
the other day on STARS, because I will tell you what we are find-
ing out. We have deployed the system in Philadelphia and not only
is it working, it is working very well for air traffic controllers, the
airlines, and our maintenance workforce. It is going beautifully.

And we believe that what we are seeing is that rather than the
heavy costs that we had expected, in terms of deploying system
after system, a lot of those costs, I think, were absorbed in the
early stages of development. As we roll it out it will not require as
much customization. It will not require as many development dol-
lars, if you will.

?Senator SHELBY. Are you telling us it is going to be under budg-
et?

Ms. BLAKEY. No, I am not.

Senator SHELBY. As appropriators, we have been waiting to hear
some very good news.

Ms. BLAKEY. Well, listen, I will tell you, I am looking for some
really good news in the area you are focusing on. Needless to say,
it is one of the areas that keeps me awake at night. But the fact
of the matter is, I think we are going to have, and I would be de-
lighted to get together with the committee on this, some good news
on that ongoing rollout on STARS as we go forward. So those two
I would call your attention to.

I would also call your attention to the fixed-price contract that
we have for the Oceanic Aerospace. Again, that contract is going
forward and it is staying within the fixed cost that we have antici-
pated. And that is something that is supported.

And may I finally give you one other piece, because we all like
good news. Our WAAS, this is the Wide Area Augmentation Sys-
tem, is providing a lot of support in terms of guidance for smaller
airports in particular. It is important to our general aviation com-
munity for vertical guidance.

That is going to come in early. We are going to turn it on this
summer. And we are discovering again, we got some efficiencies
through computer modeling. Rather than having to fly every ap-
proach for 530-some-odd airports we are going to roll it out for, we
are able to do that on a sampling basis and model the rest of them
and save some real money and get it online quicker. So that is
going well. It costs a lot initially, but I think you are going to see
that it is going to be a great asset in the system.

ATP AND SECURITY RELATED FUNDING

Senator SHELBY. Thank you. More than $560 million in AIP
funding was used for security related expenses in 2002, which was
up from only $57 million the previous year. Recently TSA Under-
secretary James Loy testified that TSA would like to have “one
more bite at the apple” this year to use AIP for high priority secu-
rity purposes.

Is the FAA contemplating spending fiscal year 2003 AIP funds
for installation of explosive detection equipment at airports? And if
so, how much does the Administration propose using?

Ms. BLAKEY. There are massive costs for a lot of our airports in-
volved with installing these van-sized pieces of equipment.

Senator SHELBY. They are not cheap, are they?
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Ms. BLAKEY. They are not cheap at all, I will tell you. In fact,
for some of our airports it is over $200 million. So the short answer
is yes, because I think we have to. What I would caution the com-
mittee about is this, we have said that certainly we can sustain an-
other bite at the apple of about the same size bite as last year.

Senator SHELBY. Not the whole apple, though.

Ms. BLAKEY. Not the whole apple, and over the long run we will
eat it to the core in terms of maintenance, safety, enhancing capac-
ity. So for out years, I think you have to pay attention to that.

Senator SHELBY. What effect would the use of AIP at 2002 levels,
or even higher levels, have on other important safety, service im-
provement, or noise related projects in 2003?

Ms. BLAKEY. AIP is a critical program in terms of both the kinds
of issues you just highlighted and certainly in terms of noise. I am
happy to say that the way the AIP funds work right now, we are
able to substantially mitigate the effect on our citizens, 14,000 of
them every year through AIP on the noise front.

We are also going to use some of those funds for emissions,
issues of air quality. I have to tell you, I am very pleased that the
reauthorization that we are putting before you all is very aggres-
sive on the environmental front, both in terms of using those funds
well and wisely for that, and also in terms of streamlining so we
do not drag these projects out the way we have.

In terms of capacity, I mentioned earlier some of the airports we
are bringing online. One thing I would tell you is this, while these
great big runway projects, Chicago, Denver, pick one of them, but
we are talking, in some cases, over a billion dollars for these run-
ways, are supported significantly through passenger facility
charges.

For the smaller airports AIP money makes all the difference.
And so we would like to see a greater percentage of AIP money
going to smaller airports because they really cannot raise the
money in other ways the way the big airports can.

So [ would say on the capacity and safety front, that is important
and I would urge your attention on that.

Senator SHELBY. Mr. Shane, what would be the long-term impact
on using AIP funding at these levels for security purposes.

Mr. SHANE. As the Administrator hinted, I think we really begin
to take a great big bite out of our ability to grow capacity. And we
have to grow capacity, even in this environment. If we stop growing
capacity, as the Administrator said in her earlier remarks, we will
be losing an enormous opportunity. We will have the summer of
2000 again. We will have it in the summer of 2004 or 2005. And
we will not have a very good excuse for it. It is just terribly impor-
tant to maintain AIP for capacity growth purposes.

CONTROLLER-IN-CHARGE PROGRAM AND OPERATIONAL ERRORS

Senator SHELBY. Mr. Mead, has expanded controller-in-charge
programs had any impact on operational errors?

Mr. MEAD. We cannot say for sure that it has. We can say that
there is a statistical correlation. What you need to watch in this
controller-in-charge program is in order to move out some super-
visors, FAA would designate the elite controllers, the best per-
forming ones as in charge.
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What has evolved at some facilities, in some large facilities, is
the FAA has designated about 100 percent of the controllers as in
charge, controllers-in-charge. I do not think they need that many
sSupervisors.

In some of these facilities we have seen a statistical correlation
between the program and operational errors but I would stop short
of saying it was cause and effect relationship.

AIP SPENDING

May I respond to your question on the AIP? I would put the
brakes on spending AIP money until you had a firm idea of how
much the Administration thought it needed to overhaul, to install
these SUV-sized machines and where. And that you get from FAA
a list with some granularity of what your near-term, big safety ca-
pacity projects are.

Senator SHELBY. Senator Murray.

Senator MURRAY. Thank you, Mr. Chairman.

STARS AND OTHER PROGRAMS’ COST GROWTH

Mr. Mead, you heard Ms. Blakey a few minutes ago talk about
the STARS program, a fairly rosy scenario, which was interesting.
I have heard you be very critical in the past. And I wondered if you
could let us know are you feeling better about where it is moving,
or do you still have concerns?

Mr. MEAD. I am certainly feeling better about Philadelphia. Actu-
ally before Administrator Blakey and I have talked at length about
STARS. I think every one of our concerns, about how it was going
to work, the technical problems and so forth, Administrator Blakey
set forth to address them. And they were addressed in Philadel-
phia. And Philadelphia went online.

That being said, I am very concerned about the cost of this pro-
gram. It has gone from $800 million to $900 million. Now we are
telling people it is about $1.6 billion. I would be surprised if you
can deliver the bacon on that.

I am concerned about when you take the four or five big acquisi-
tions at FAA, which include the WAAS and STARS, when you add
up all that cost growth, I can hand you the equivalent of one full
year’s appropriation. That has a cascading effect on other meri-
torious projects that you cannot undertake. It is going to affect our
ability to achieve the vision that both Administrator Blakey and
Jeff Shane were speaking about.

Ms. BLAKEY. Let me also just mention one thing, if I might, on
the cost growth issue. I think one of the things we have to do, and
I am addressing this at the FAA largely, but I think the industry
and everyone has to accept this approach. And that is that we can-
not keep adding to the requirements. We cannot keep shifting what
these systems are intended to do without accepting the fact that it
then costs a lot more money.

One of the things we are trying to do is develop real discipline,
as well as bring them to the forefront more quickly, so that this
issue of accretion of new and different changing requirements does
not just completely knock a hole in the budget.
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REPAIR STATIONS

Senator MURRAY. Thank you. I know the chairman wants to con-
clude here and I have a question I wanted to come back to because
I heard Mr. Mead talking about repair stations and oversight of re-
pair stations and that air carriers are outsourcing as much as, I
think it is 47 percent of their total maintenance costs.

Ms. Blakey, if you could just tell us whether you think your safe-
ty personnel are providing the same level of scrutiny to contract re-
pair stations as they are providing to air carrier’s in-house mainte-
nance facilities?

Ms. BLAKEY. We are very aware of this phenomena of the in-
crease in contractor repair stations both here and abroad. It is cer-
tainly a subject for our focus. We have a very rigorous regime of
inspections, as well as requirements for the air carriers themselves
to maintain a very diligent oversight. And when it is abroad, for
our corresponding civil aviation authorities to do the same thing.

Senator MURRAY. I think I heard Mr. Mead say that the foreign
repe}?ir stations, some of them are not inspected at all; is that cor-
rect?

Mr. MEAD. Yes, that is correct. It is delegated to the foreign
equivalent of the FAA, in some cases.

Senator MURRAY. Especially when we are in an era of worrying
about terrorist attacks and those kinds of things, are you going to
be increasing the number of inspections for our foreign repair sta-
tions? Or how are you going to deal with that?

Ms. BLAKEY. We have a strong regime right now of inspections
on foreign, and they are required also to have a renewal of their
certificate every 12 months to 24 months.

Senator MURRAY. Does that require an on-site inspection for for-
eign stations?

Ms. BLAKEY. Yes, from the FAA standpoint, we do require that.

Senator MURRAY. So every 12 months, you are inspecting foreign
stations?

Ms. BLAKEY. Every 12 to 24 months. It is in that range. It de-
pends on the level of service and what the specifics are with that
repair station.

Let me assure you of this, though. I realize this is an area of
great concern. This is something again, there is a phenomena of in-
creasing usage of this. And this is certainly something that at the
FAA we are going to pay increased attention to in a number of
ways. So I would be very pleased also to get back with you on some
specifics.

Senator MURRAY. I would really like you to do this, especially in
this era. I think we really need to pay attention to that. And if we
are contracting more out, I think we need to really be watching. I
would like to hear more from you.

[The information follows:]

FAA’S OVERSIGHT OF FOREIGN REPAIR STATIONS

FAA assigns a principal maintenance inspector and, depending on the size of the
facility, additional staff to provide regular oversight and inspection of repair stations
located in the United States or abroad. The standards that repair stations have to
meet remain the same regardless of whether the repair station is a domestic facility
located within the United States or a foreign repair station located outside the
United States.
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The National Flight Standards Work Program requires a facility inspection at
least once a year on all repair stations. Additional inspections may be required for
various reasons, including changes in the internal workforce composition, NTSB rec-
ommendations, or aircraft accidents.

In addition, if a repair station performs maintenance for an airline it must follow
the airline’s approved maintenance program. An FAA principal maintenance inspec-
tor assigned to the airline inspects the repair station to determine that the proper
maintenance procedures are followed.

When an applicant applies for FAA certification as a foreign repair station, the
FAA must first determine if a U.S. repair station certificate is necessary to maintain
or alter U.S.-registered/operated aircraft and/or aeronautical products at the appli-
cant’s proposed location. If the certificate is found to be necessary, and is granted,
the foreign repair station is required to apply for certificate renewal every 12-24
months, as appropriate. If a foreign repair station no longer maintains U.S. aircraft
or components, the certificate may not be renewed or the FAA limits the repair sta-
tion’s capabilities to only those articles used on U.S. aircraft. FAA is not obligated
to renew a foreign repair station certificate.

The regulations do not require FAA to justify or provide cause for not renewing
foreign certificates. Foreign repair stations are well aware of this, which is reflected
in their certificate revocation rates. There were 11 violations filed against foreign
repair stations in 2002 and no violations so far this year. For the last 8 years, the
average number of violations for foreign repair stations (out of the total of enforce-
ment filed for all repair stations) came out to be just 4.7 percent.

Finally, the airline is responsible to conduct audits of any repair stations it uses.
FAA inspectors review the results of the airline’s audits to evaluate the performance
of the repair station.

For repair stations located in France, Germany and Ireland, the FAA has nego-
tiated bilateral agreements that allow the civil aviation authorities in those coun-
tries to provide oversight of 173 foreign repair stations on our behalf. FAA provides
similar oversight to 1,159 of the 4,571 domestic repair stations located in the United
States that have been approved by the Joint Airworthiness Authorities of Europe.

Mr. MEAD. One of the interesting dimensions of this is that when
an air carrier does most of its maintenance in-house, FAA has a
team that is essentially dedicated to that airline. They know that
airline’s maintenance system and so forth. Once the maintenance
is done out-house, though, the jurisdiction, the responsibility for
the oversight is of a different unit.

In other words, the people that are dedicated to United Airlines
inspections by FAA, would not necessarily be the people that check
on how good the maintenance is at the repair station where UAL
planes are being maintained.
hSo I think FAA needs to develop a greater connectivity between
the two.

ADDITIONAL SUBCOMMITTEE QUESTIONS

Senator MURRAY. I appreciate that.

Mr. Chairman, I do have some other questions I will submit for
the record, since we are out of time.

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

QUESTIONS SUBMITTED TO MARION C. BLAKEY

QUESTIONS SUBMITTED BY SENATOR RICHARD C. SHELBY
ENVIRONMENTAL REVIEW PROCESS FOR CAPACITY PROJECTS

Question. The FAA has made a concerted effort in recent years to streamline the
review and approval process for key capacity-related projects. What is the status of
those efforts? How have they affected the time it takes to review key projects? Do
you anticipate further administrative improvements in this area? Do you support ef-
forts in Congress to make further improvements to the process?
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Answer. FAA issued a Report to Congress in May 2001 reporting on Federal envi-
ronmental requirements related to the planning and approval of airport improve-
ment projects together with recommendations for streamlining the environmental
review process associated with those types of projects. Six initiatives for stream-
lining were identified and implemented, as outlined below.

—FAA established Environmental Impact Statement (EIS) Teams for preparing
EISs for major runway projects at large hub primary airports. Since the Report
to Congress in 2001, FAA Teams have been working on the EISs for nine major
runway projects (Atlanta, Boston, Chicago-O’Hare, Chicago South Suburban
Airport (SSA), Cincinnati, Greensboro, Los Angeles, Philadelphia, and San
Francisco). EISs have been completed for five of the projects (Atlanta, Boston,
Greensboro, SSA-Tier I, and Cincinnati) with the other four in various stages
of EIS preparation.

—FAA has reallocated staff to provide for five more environmental specialist posi-
tions in the Office of Airports. With the passage of the fiscal year 2003 Depart-
ment of Transportation and Related Agencies Appropriations Act, funding has
been provided for hiring 18 more airports environmental specialists and 13 en-
vironmental attorneys. These additional personnel will specifically conduct and
expedite the environmental analysis and review of airport and aviation develop-
ment, so as to maximize the capacity benefits to the National Aviation System.
FAA is implementing plans to hire qualified personnel to fill these positions at
various locations around the country.

—FAA continues to maximize the use of consultant resources to perform more EIS
tasks that can be outsourced by the FAA.

—FAA is working with the Council on Environmental Quality (CEQ) to expand
the FAA list of categorical exclusions that will be published in revisions to FAA
environmental orders. Initiatives are being explored to provide for shortened
and streamlined EISs, as well as environmental assessments, that will also in-
volve CEQ and the Environmental Protection Agency (EPA).

—FAA continues to engage other Federal agencies at the beginning and during
preparation of EISs, about their environmental reviews and permit require-
ments in order to avoid unnecessary delays. Also, the FAA, and the National
Association of State Aviation Officials, has undertaken a joint review of Federal
and State environmental processes and coordination. As a result of this partner-
ship, opportunities have been identified for improving ways in which Federal
and individual State requirements can be more effectively and efficiently com-
bined and coordinated.

—FAA has developed, published (on FAA’s web site) and updates (at least twice
a year) a compendium of best practices for EIS preparation and management.
The compendium of best practices addresses practices that are the responsi-
bility of the airport proprietor, the EIS consultant, as well as those of the FAA.

The 2001 Report to Congress noted that the average time for completion of an EIS
(from start of the EIS until EIS approval) was 3 years. The average time to issue
an agency Record of Decision (ROD) was 3 months. Looking at data available for
four of the five runway EISs completed since issuance of the 2001 Report to Con-
gress, and implementation of FAA streamlining initiatives, the Atlanta EIS took 7
months less than the 3-year average; the SSA EIS, 12 months less than the average;
and the Cincinnati EIS, just 2 months more than the average. RODs for Atlanta,
SSA, and Cincinnati were prepared and issued in 1%2, 2, and 3 months respectively.
The Boston project was unique and controversial and, therefore, the EIS process
was lengthy (almost 7 years). Adding to the process was an 18-month delay between
1996 and 1998 because of a change in Massport leadership and priorities, and ex-
traordinary steps taken to engage community groups and the public in the process.
The Boston EIS was not a typical new runway EIS project. In the ongoing EIS
projects, FAA streamlining initiatives are being utilized to ensure that environ-
mental process times are minimized to the maximum extent possible, and hiring
more environmental staff will greatly aid the effort.

FAA hopes that further agency, as well as congressional actions, will lead to ad-
ministrative improvements in streamlining the environmental process for major
runway projects around the country.

Further action taken by the FAA includes our implementation of the environ-
mental streamlining provisions of Presidential Executive Order (E.O.) 13274, Envi-
ronmental Stewardship and Transportation Infrastructure Project Review. Two air-
port EIS projects (Philadelphia and Los Angeles) have recently been designated as
priority projects for oversight under the E.O.

The Administration’s Flight-100 bill proposes a number of streamlining provisions
including:
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—Designating aviation congestion projects and aviation safety projects for high
priority coordinated, concurrent reviews;

—Concurrent reviews will be through newly-established Interagency Environ-
mental Impact Statement (EIS) teams;

—Interagency EIS teams are directed to establish milestones, and responsible
Federal agencies are directed to give these projects the highest priority within
their own agencies;

—Interagency EIS teams will defer to the Secretary on project purpose and need,
and on determining reasonable alternatives, aviation factors, and aviation noise
and emission analyses;

—Noise mitigation for capacity enhancement airport expansion may be funded
from the noise set-aside without an additional Part 150 process requirement,
and FAA may commit in the EIS Record of Decision to changes in flight proce-
dures to minimize noise impacts due to the capacity enhancement project;

—Airport sponsors are permitted to fund additional FAA staff to facilitate timely
processing of the environmental actions for the airport’s capacity enhancement
project.

OCEANIC AIR TRAFFIC

Question. The FAA has a long history of problems in attempting to provide new
air traffic control equipment to manage oceanic air traffic. Since 1995, FAA has
spent more than $290 million but has yet to deliver a new oceanic system.

Answer. Since 1995, the FAA has delivered incremental oceanic air traffic im-
provements and capabilities, required to keep pace with international standards:

—Two way controller/high frequency radio operator “email” automatically updat-
ing the controllers’ flight data processor, followed by high frequency radio oper-
ator voice relay to pilot via conventional radio transmission, 1995.

—Two way controller/pilot direct “email” via satellite data link operational proto-
type, 1995.

—Interim Situation Display which automatically updates and displays tracking
aircraft positions, 1997.

—Reduced Vertical Separation Minima allowing more planes to fly preferred
routes with increased numbers of flights, 1997.

—Conflict probe which provides an automatic or controller initiated conflict pre-
diction tool, 1997.

—Automated “email” transfer of flight data between international flight informa-
tion regions, 1997.

—Two way controller/pilot direct “email” via satellite data link in all Oceanic sec-
tors, 1999.

—Host & Oceanic Computer System Replacement, replaced aging hardware with
Year 2000 compliant computers supporting Oceanic air traffic control commu-
nications, 1999.

—MicroEARTS, as the platform for the Capstone program, provides surveillance
data directly to airlines, allowing them to track aircraft in flight, 2002.

FAA led the way in implementing reduced vertical separation standards in the
Pacific and followed suit with our partners in the Atlantic. Further separation re-
guctions require a fully integrated, modernized system and its accompanying proce-

ures.

In March 2000 the FAA initiated the Advanced Technologies and Oceanic Proce-
dures (ATOP) program to take advantage of technology developed for the inter-
national marketplace. After conducting a robust, global competition, the FAA award-
ed the ATOP contract to Lockheed Martin in June 2001. Program costs are within
the Acquisition Program Baseline budget, approved in May 2001 by FAA’s Joint Re-
sources Council.

Question. The schedule of the current effort, the Advanced Technologies and Oce-
anic Procedures (ATOP) is significantly behind schedule.

Answer. The FAA’s Acquisition Program Baseline schedule for the ATOP program
calls for initial operational capability at Oakland in June 2004. The program is op-
erating within its baseline schedule.

Question. What problems are the FAA experiencing with this acquisition program
and what corrective measures are you taking?

Answer. Lockheed Martin Air Traffic Management (ATM) underestimated the
amount of source lines of code and the amount of modification needed to its existing
commercial system. In March 2003, an independent assessment team concluded that
the job is larger than expected, and will take longer to complete. The fixed price
contract ensures that the cost of developmental delay is borne by the vendor.
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Installation of ATOP hardware is on schedule at the New York, Oakland and An-
chorage centers. The FAA continues to prepare for system test, operational training,
and site acceptance test activities.

Question. When can we expect a new system for oceanic air traffic?

Answer. Initial operational capability at Oakland Air Route Traffic Control Center
(ARTCC) is expected by June 2004.

OPERATIONAL ERRORS AND RUNWAY INCURSIONS

Question. What progress has FAA made in reducing the number of operational er-
rors and runway incursions?

Answer. FAA has achieved an 11 percent reduction in operational errors, fol-
lowing 4 years of steady increases. Operational errors declined from 1,194 in fiscal
year 2001 to 1,061 in fiscal year 2002.

FAA continues to address operational errors within the National Airspace System.
Several initiatives have been developed and implemented in an effort to increase
management focus on operational errors in areas such as communications, position
relief briefings and operational focus. The FAA deployed an enhanced terminal
radar replay tool, updated quality assurance training provided by the FAA Acad-
emy, produced and distributed a training video on communication errors, and con-
ducted more than 30 special evaluations focusing on operational errors. A 3-year
operational error reduction plan has been implemented and represents a collabo-
rative approach to the reduction of operational errors.

Runway incursions have declined from 407 in fiscal year 2001 to 338 in fiscal year
2002, due in part to FAA’s aggressive actions to reduce these incidents. FAA estab-
lished a system to categorize runway incursions by severity risk and has reduced
the number of close calls (those runway incursions in the two highest categories)
from 53 in fiscal year 2001 to 37 in fiscal year 2002 and 18 to date in fiscal year
2003 (through April).

FAA plans to continue its aggressive actions in reducing runway incursions by
continued training of pilots in situational awareness while on the airport surface,
and the use of existing and new technologies to warn pilots and controllers of poten-
tial incidents.

WAKE TURBULENCE RESEARCH

Question. In the last 2 fiscal years, FAA has requested $1 million for the wake
turbulence research program. Congress recognized that the wake turbulence stand-
ards must be reassessed in a data-driven research program to address important ca-
pacity and safety issues, and enacted $4 million in fiscal year 2002 and $8 million
in fiscal year 2003, to accelerate this important research. By proposing to zero-fund
this program in fiscal year 2004, FAA has ignored the need for this research and
has disregarded Congress’ obvious intent to have an adequately funded wake re-
search program. Why has FAA failed to provide funding for this important research
program? What are the specific plans for the FAA to rectify this problem and ac-
cordingly revise its fiscal year 2004 request?

Answer. The FAA will complete the Joint FAA/NASA Wake Turbulence Research
Management Plan and the Investment Package for the near and mid-term wake re-
search activities within the next few months. FAA has no plans to revise its fiscal
year 2004 request, but will reexamine the program in future years.

COST ACCOUNTING SYSTEM

Question. What is the current status of the cost accounting and labor distribution
systems and when can we expect the full implementation of these systems?

Answer. Cost accounting has been implemented in 80 percent of the agency to
date. Managers are beginning to use the Cost Accounting System (CAS) data. For
example, the Air Traffic Services organization has used CAS data to target and
track initiatives to reduce field maintenance by 3.5 percent, reduce overhead costs
by 4 percent, and hold costs in Oceanic and Flight Services constant.

Implementation of the cost accounting/labor distribution reporting system will be
completed in fiscal year 2004. CAS is now in place in Air Traffic Services, Commer-
cial Space Transportation, Financial Services/CFO, Human Resource Management,
Free Flight, and the Academy and Logistics Center at the Mike Monroney Aero-
nautical Center. In fiscal year 2004, CAS will be implemented in Research and Ac-
quisitions, Airports, and Regulation and Certification.
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AEROSPACE COMMISSION

Question. The Commission on the Future of the United States Aerospace Industry
issued a report making a number of recommendations to ensure the competitiveness
of the American industry. One of the Commission’s recommendations called for the
Federal Government to establish a national aerospace policy and promote aerospace
by creating a government-wide management structure. How is the FAA responding?

Answer. FAA formed a Joint Planning Office (JPO) comprised of Federal Aviation
Administration (FAA), Department of Defense, Transportation Security Administra-
tion, Department of Commerce and National Aeronautics and Space Administration,
to focus on development of the next generation air traffic management system. FAA
leads the team. The Agency is also establishing a high-level policy committee to
guide this effort. It will be chaired by the Secretary of Transportation, and will be
established this summer. The next steps are to establish advisory committees for
this activity, to coordinate a framework for the initiative through the five partici-
pating agencies and departments, and begin drafting the national plan.

QUESTIONS SUBMITTED BY SENATOR PATTY MURRAY
CHIEF OPERATING OFFICER

Question. Will the FAA ever have a Chief Operating Officer?

Administrator Blakey, at previous FAA hearings in this subcommittee, it has been
noted that the FAA has yet to appoint a Chief Operating Officer for the agency. This
position, as you well know, was created in AIR-21 and is considered critical to mov-
ing air traffic control into a more performance-based operation. The COO position
has never been filled. Your reauthorization proposal modifies the responsibilities of
the Chief Operating Officer to clarify that the position will focus on the day-to-day
operational functions of the air traffic control organization.

Why do you think these changes will improve your chances of recruiting a Chief
Operating Officer?

Answer. While the changes proposed are modest, the FAA and the executive
search firm believe that clarifying the role of Chief Operating Officer (COO) is key
to the successful recruitment for the position.

Question. What can you tell us about your efforts to recruit a COO so far, specifi-
cally how many serious candidates have you considered?

Answer. With the help of Korn-Ferry International, there was a search conducted
earlier this year. The Administrator and Deputy Administrator have interviewed
several of the top candidates. Discussions are ongoing.

CONTROLLER RETIREMENTS

Question. Ms. Blakey, over 50 percent of the controller workforce will be eligible
to retire by the year 2010 and the General Accounting Office has estimated that
roughly 5,000 controllers plan to leave the FAA by the end of fiscal year 2006. Your
budget requests funding for only 302 additional air traffic controllers. Based on this
request, I'm concerned that the agency isn’t adequately preparing for the surge in
controller retirements.

Given that it takes as much as 5 years to train a new employee to become a fully
certified controller and assuming that the GAQ’s estimates are correct, shouldn’t we
be concerned that safety or the air traffic control system’s operational capabilities
might be compromised?

Answer. Staffing standards have been revised based on recent traffic forecasts.
These standards are an important element, along with projected retirement losses,
to predicting future controller requirements and hiring needs.

With the drop in staffing requirements due to reductions in air traffic, the 302
additional positions in the fiscal year 2004 budget, and the FAA’s hiring plans for
future years, the agency is positioned to meet all of its staffing needs.

The agency is sensitive to the additional hiring needs that are needed to address
the surge in retirements. The FAA’s annual retirement projections have been very
accurate, and the FAA has been meeting its annual hiring goals. Over the last 6
years, the agency has hired more than 3,000 new controllers.

AVIATION TRUST FUND REDUCTIONS

Question. Ms. Blakey, the Inspector General’s testimony states that over the next
4 years, Aviation Trust Fund tax revenues are expected to be about $10 billion less
than projections made in April, 2001. He also stated that the options for compen-
sating for these declines—whether it is increasing excise taxes, limiting investment
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in the aviation system, or relying more heavily on General Funds—are not attrac-
tive.

Ms. Blakey, in order of preference, how do you think we should bridge the gap
between declining trust fund revenues and the FAA’s budgetary needs? Should we
raise excise taxes, defer investments in air traffic control modernization or con-
tribute more General Funds?

Answer. Just as a healthy industry is important to FAA’s mission, FAA is impor-
tant to a healthy industry. By virtue of its mission to regulate and promote the U.S.
aviation industry, the FAA plays a vital role in sustaining the health of this critical
section of the U.S. economy. The recent economic hardships experienced by the in-
dustry have caused the FAA to refocus on how its programs affect the industry, and
particular, on what actions it might take to help improve the serious conditions fac-
ing the industry.

The FAA must continually endeavor to make its own operations more efficient
and responsive to the needs of industry and the public, particularly in a time of
tighter Federal budgets. Areas where the FAA is investigating possible improve-
ments are procurement activities, staffing requirements, organizational structure,
and enhancements to our financial systems—DELPHI, Cost Accounting (CAS), and
Labor Distribution Reporting (LDR). Potential benefits include the ability to respond
more efficiently, quickly, and cost effectively to the needs of industry and the public.

The Airport and Airway Trust Fund is the principal source of funding for FAA
programs, accounting for all capital program funding. In fiscal year 2004 approxi-
mately 79 percent of operations funding will be derived from the Trust Fund. FAA
remains committed to using the Aviation Trust Fund only to fund the Department’s
aviation programs, but in a change from AIR-21, the Agency is proposing to in-
crease the use of balances that have built up in the Trust Fund. In fiscal year 2004,
FAAdwould use $12.4 billion of trust fund dollars and $1.6 billion from the General
Fund.

CARRIER SAFETY OVERSIGHT

Question. What specific measures has your safety inspection workforce taken to
ensure that the air carriers aren’t shortchanging critical maintenance needs? For ex-
ample, how does the frequency and intensity of your on-site inspections of finan-
cially-distressed carriers differ from those conducted on financially stable carriers?

Answer. In addition to monitoring an air carrier’s regulatory compliance, FAA in-
spectors are constantly monitoring their carriers’ financial and labor relations cir-
cumstances so they have a complete picture of the airline’s status. When inspectors
see indicators of financial trouble, the inspectors increase their interaction with the
airline’s management and adjust their surveillance plan to increase their focus on
areas that might be at risk due to financial cutbacks.

Each carrier’s experience is different and requires that the surveillance plan be
tailored to the circumstances. As a carrier reduces its schedule, its fleet, and its em-
ployee ranks, the impacts of these reductions must be constantly evaluated and sur-
veillance plans amended. Areas of adjusted surveillance would include: training to
ensure employees who are reassigned are properly prepared for their assignments;
maintenance to ensure that discrepancies reported by pilots are properly addressed;
and other areas affected by the carrier’s plans.

The carrier’s quality assurance and quality control process are monitored to en-
sure they are being followed and that findings are being addressed. Data and
trends—such as dispatch reliability, on time performance, and minimum equipment
list deferrals—are monitored and surveillance is retargeted if the data indicates a
negative trend.

OVERSIGHT OF FOREIGN AND DOMESTIC REPAIR STATIONS

Question. Please provide us specific detail as to how the FAA intends to increase
its oversight of foreign and domestic repair stations in terms of frequency of inspec-
tions and safety audit requirements?

Answer. Currently, the FAA is looking at a new model for Certificate Manage-
ment Oversight of Part 145 repair stations. The model is designed to mirror that
of a major air carrier Certificate Management Unit, and has already been put in
place to provide oversight for a major repair station in the Seattle area. The FAA
has increased the inspectors assigned to oversee this station from 1 to 5.

Under this model, the Certificate Management Unit is able to identify possible de-
ficiencies in the repair station’s organizational structure, quality control procedures
and repair stations’ manual. This enables the repair station to make needed changes
to the organization and procedures to mitigate and/or eliminate known risks.
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STATUS OF THE ASR—11 RADAR AND STARS

Question. Have all the software problems now been resolved with this radar and
has your testing of the radar uncovered any additional performance concerns that
would delay its implementation or increase its costs further?

Answer. Yes, all software problems associated with the ASR-11 radar have been
resolved. Results of testing have proven the system suitable for operational use, as
iSs Klescase for the Willow Grove ASR-11, which currently feeds the Philadelphia

TARS.

FAA does not foresee any performance issues that would delay implementation of
ASR-11, although some sites may present a challenge to obtain optimum perform-
ance. In these unique situations, as with any radar, additional measures (e.g. extra
adjustments/enhancements) may need to be considered.

ASR-11 is a joint FAA and Department of Defense (DOD) procurement program
intended to replace aging Airport Surveillance Radar Models 7 and 8, which are
nearing the end of their service life and becoming more difficult to maintain. The
ASR-11 system is an integrated system that includes a primary radar system and
associated beacon system. The ASR-11 will provide digital radar input to new auto-
nslatgons systems such as Standard Terminal Automation Replacement System
(STARS).

Question. Since the full deployment of STARS is dependent upon the ASR-11 to
piro;ride the digital radar feed, how confident are you that STARS will stay on sched-
ule?

Answer. FAA has developed a deployment plan and budget for STARS which is
currently being validated by an independent third party. The waterfall schedule has
been coordinated with the ASR-11 team to ensure synchronization as much as pos-
sible. FAA will continue to coordinate both program schedules throughout the de-
ployment of both STARS and ASR-11. In the event of a delay to the ASR-11 sched-
ule, several radar digitizers have been purchased which can be used in place of the
ASR-11 until the two programs line up.

STARS is a joint FAA and Department of Defense (DOD) procurement program
intended to replace the aging Automated Radar Terminal System (ARTS) at FAA
TRACONs and DOD terminal facilities. STARS will work in conjunction with digital
radar systems to allow air traffic controllers to track aircraft within the terminal
area. The new equipment and software will be based on a digital platform and pro-
vide higher-resolution screens with color capabilities and higher system reliability.
STARS can also be expanded to meet increased traffic demands and accommodate
new automation functions.

REVISION OF THE OPERATIONAL EVOLUTION PLAN

Question. Ms. Blakey, the Operational Evolution Plan (OEP) was unveiled just 3
months prior to the tragic events of September 11. The OEP was expected to be the
FAA’s blueprint for how to increase the capacity and safety of our Nation’s air traf-
fic control system by 2010. Your recently released Aviation Forecast predicts an
even slower recovery than what was estimated last year. Given the anticipated
slower recovery, how has the OEP changed—what specific programs have been
modified, deferred or expedited?

Answer. There is no doubt that the timelines for the Operational Evolution Plan
have been impacted by the events of September 11 and by the subsequent downturn
in the airline industry. Airlines have had to deal with their own financial issues as
well as additional costs for security. As a result, they have not been able to main-
tain the level of investment they had hoped for in OEP improvements.

The most recent update to the OEP (Version 5, published in December 2002), re-
flected adjustments made over the past 18 months in response to these forces. Run-
ways at Atlanta and Seattle were delayed and Charlotte’s runway has been deferred
as a result of decisions reached by the local community. We also scaled back activi-
ties in Miami with the Controller Pilot Data Link because of the airlines’ limitations
to voluntarily equip as originally planned. With Version 5, the OEP added a new
runway at Cleveland and Boston, four Traffic Management Advisor (TMA) sites
were added, along with several other capacity enhancing technologies, to include re-
quired navigation performance, collaborative decision-making, and more efficient ap-
proaches to airspace management. Further discussions with industry will occur this
summer, leading to the next update of the OEP.

AIR TRAFFIC CONTROL AS A COMMERCIAL ACTIVITY

Question. Ms. Blakey, in February, the Department of Transportation published
their Federal Activities Inventory Reform or FAIR Act list which changed the status
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of air traffic control from a governmental activity to a commercial activity. As you
well know, the National Air Traffic Controllers Association has expressed concern
that this takes air traffic control one step closer to privatization.

Why was the classification of air traffic control changed?

Answer. On December 18, 2002, the Secretary of Transportation determined that
air traffic control is commercial and not inherently governmental. There are two
reasons: (1) Functions that are inherently governmental involve a sovereign act on
behalf of the Government or bind the Government to a particular course of action.
The separation and control of air traffic does not meet this rigorous definition and
takes into account the FAA’s existing contract tower program. (2) There are 219 con-
tract towers that are safely and efficiently providing air traffic control services by
private contractors. However, this was not a step toward privatizing the air traffic
control system. This is not under consideration.

Question. Ms. Blakey, in February, the Department of Transportation published
their Federal Activities Inventory Reform or FAIR Act list which changed the status
of air traffic control from a governmental activity to a commercial activity. As you
well know, the National Air Traffic Controllers Association has expressed concern
that this takes air traffic control one step closer to privatization.

How can you assure the committee that air traffic control will continue to be a
core mission of the FAA and that it will not be subject to privatization?

Answer. On December 18, 2002, the Secretary of Transportation signed a formal
determination that functions involved in the separation and control of air traffic are
a core capability required for the successful accomplishment of the FAA mission to
ensure the safety and security of the National Airspace System. Based on the Sec-
retary’s determination, these functions are not subject to competition and will not
be contracted out. I fully support the Secretary’s position.

ENVIRONMENTAL REVIEW PROCESS FOR AIRPORT PROJECTS

Question. Ms. Blakey, last October, Secretary Mineta announced a list of seven
transportation construction projects that were selected to receive accelerated envi-
ronmental reviews. The Philadelphia International Airport runway construction
project was the only airport project that was included on that list. Why was only
one airport included in this initial list of projects selected for accelerated environ-
mental review?

Answer. Secretary Mineta chose the initial selection of priority transportation
projects in order to get the accelerated environmental review process underway be-
fore completion of project nominations in December. The Secretary, therefore, asked
for project nominations by the Modal Administrators. He considered several airport
projects before making his selection. Because the initial list of selected projects was
to be small in number, the competition was keen. As a result only one airport
project was selected.

Question. Ms. Blakey, last October, Secretary Mineta announced a list of seven
transportation construction projects that were selected to receive accelerated envi-
ronmental reviews. The Philadelphia International Airport runway construction
project was the only airport project that was included on that list. Since that an-
nouncement, how many other airport projects have been selected for accelerated en-
vironmental review? Which specific airports?

Answer. Since announcing the Philadelphia Airport project, one other airport
project was selected for accelerated environmental review under Executive Order
13274. Secretary Mineta announced the selection of the Los Angeles World Airport
project on February 27, 2003 with five other transportation construction projects.
Five other nominated airport projects remain on the Department’s project review
register for future consideration.

FAA highest priority projects for expediting or streamlining the environmental re-
view process continue to be those major runway projects at large primary airports.
These projects are the types that reduce national congestion the most. FAA will con-
tinue to apply and carry out streamlining initiatives for these projects regardless
of whether such projects are nominated or selected for review under Executive
Order 13274.

AIRPORT IMPROVEMENT PROGRAM

Question. At a time when airports are struggling to pay for the installation of ex-
plosive detection systems, what is your rationale for keeping the Airport Improve-
ment Program (AIP) flat while requesting increases for FAA’s other major pro-
grams?

Answer. AIP was funded at levels up to $1.95 billion prior to the enactment of
AIR-21. Post AIR-21, AIP funding increased in fiscal year 2000 to $3.2 billion, a
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65 percent increase. In fiscal year 2003, AIP funding rose to $3.4 billion. This rep-
resents a dramatic increase in funding that the President’s Budget would retain in
fiscal year 2004. Although airports face high costs associated with the deployment
of explosive detection systems, there is other Federal money available to assist air-
ports, specifically from the Department of Homeland Security (DHS).

GRAPHIC ADVISORIES FOR GENERAL AVIATION PILOTS

Question. Ms. Blakey, the recently-passed 2003 Omnibus Appropriations Bill di-
rected the FAA to publish graphic advisories in addition to the notice-to-airmen
advisories and to make these available to flight service stations and the aviation
community via the Internet. The increased number of special use airspace and tem-
porary flight restrictions subsequent to September 11, 2001, and the recent ele-
vation of the threat to Code Orange make it even more critical to share this infor-
magion with pilots. As yet, the FAA has not done as Congress has directed. Why
not?

Answer. The FAA web page contains a link to graphic depictions of Temporary
Flight Restrictions (TFRs). The site was activated shortly after September 11, 2001.
Except for general notices, each TFR contains corresponding graphics.

The flight service stations (FSS) were heavily impacted by the above event, which
led to the activation of the Flight Service Operation Support Center (FSOSC) team.
The FSOSC creates graphical depictions of TFRs, as well as plain text versions of
the TFR Notice to Airmen (NOTAM) using the TFR Operational Display System
(TODS) special version software developed by Jeppesen for FSS use. This informa-
tion is stored on the Jeppesen server and can be accessed via the Internet. At that
time, most FSSs did not have the connectivity to access this data. The FAA has
since purchased and deployed the hardware and software to support this capability.
This information will be available to the F'SS, pilots, and others on June 15, 2003.

Question. When precisely can we expect these graphics to be available to general
aviation pilots via the Internet?

Answer. Graphical Temporary Flight Restrictions (TFR) information is currently
available to pilots through one of the FAA’s direct user access terminal system
(DUATS) vendors, CSC (formerly Dyncorp, Inc.). The TFR Operational Display Sys-
tem (TODS) products will be made available to the general aviation public on June
15, 2003.

SAN JUAN COUNTY'’S AIRSPACE FREQUENCY

Question. What specific steps are you taking to ensure pilots flying in San Juan
County, without the assistance of any air traffic control, will be aware of and adhere
to the new frequency?

Answer. The FAA process to inform all pilots of new frequency changes is to sub-
mit the change to the National Flight Data Center (NFDC) in the FAA Head-
quarters, Washington, DC. The information is then published in the National Flight
Data Digest (NFDD), which comes out daily. This publication is sent to subscribers
of NFDD, which includes air traffic facilities, chart producers, airlines, computer
database providers, military, etc. General aviation pilots do not normally subscribe
to the NFDD. The NFDD is used as the official authority to incorporate the change
into airmen’s charts and the Airport/Facility Directory (AFD). New charts and the
AFD are published every 56 days. Since pilots are required, under 14 Code of Fed-
eral Regulations, Part 91.103, Preflight Action, to “become familiar with all avail-
able information concerning (their) flight,” they are aware of any changes in the Na-
tional Airspace System, including frequencies, as of the effective date of these publi-
cations. Therefore, frequency changes should coincide with charting cycles so pilots
are aware of these changes when they discard outdated charts and AFDs, and begin
to use new or updated charts and AFDs.

Additionally, many fixed-based operators will post proposed changes to the airport
and the surrounding airspace, including Common Traffic Advisory Frequency and
Unicom frequency as soon as they become aware a change is planned.

Question. Should we hold off relinquishing the CTAF until we are sure that pilots
are educated enough to not create a safety problem?

Answer. In this case, education and notification are interchangeable terms. The
FAA recommends that notification occur via the publication of the Airport/Facility
Directory (AFD), and that the change to the new frequency coincides with the date
the new frequency will be charted. The FAA will provide timely notification to the
pilots by ensuring that CTAF changes do not occur until the AFD and new charts
are published. Pilots are required to be aware of the AFD chart changes and to use
current publications. If the frequency change does not coincide with the charting
cycle, the FAA would then be obligated to notify pilots through other means, such
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as Letter to Airmen or Notice to Airmen. A common practice is to provide pilot noti-
fication of changes through the AFD and charts.

AIR TRAFFIC MODERNIZATION

Question. Administrator Blakey, the Aerospace Commission recommended making
the transformation of the U.S. air transportation system a national priority. The
Commission’s report specifically called for the “rapid deployment of a new, highly
automated Air Traffic Management system, beyond the Federal Aviation Adminis-
tration’s Operational Evolution Plan, so robust that it will efficiently, safely, and se-
curely accommodate an evolving variety and growing number of aerospace vehicles
and civil and military operations.” I am very interested in seeing this recommenda-
tion implemented to ensure the economic security of our country.

Can you tell me what your agency is doing to respond to this recommendation?

Answer. Working with other government agencies, the FAA has initiated an infor-
mal working group to develop a unified national air transportation plan for 2020
and beyond. The key objectives of the plan are to develop a series of unified stra-
tegic goals and actions that will move the industry forward. Critical to this is an
emphasis on aligning the activities and resources of the various government depart-
ments to support the plan.

FAA will continue to follow the blueprint laid out in the Operational Evolution
Plan (OEP) for the capacity goal. To help the Agency in assessing the aviation sys-
tem of the future, FAA had discussions with industry representatives to explore
what they believed will be the changes and challenges to the system. FAA is consid-
ering broadening this goal to better reflect the mobility goal of the Department by
focusing more directly on the passenger experience. In that way, the OEP will be-
come the jumping off point for the longer-term national plan. The scope of the
team’s work will include issues related to air traffic management, aviation safety,
capacity enhancement, airport improvement, security, and homeland security.

Question. When do you expect to have a design and development plan for a next
generation Air Traffic Management (ATM) system in place and when do you envi-
sion starting the implementation of such a plan?

Answer. A draft plan is scheduled to be completed by December 2003. The plan,
which FAA is developing jointly with DOD, NASA, DHS and DOC, will establish
a more formal coordination process for research and implementation activities.

Question. Since this recommendation will require a great deal of interdepart-
mental coordination to meet both our civil, defense and homeland security needs,
what are you doing to ensure the appropriate level of participation from DOD,
NASA, and DHS?

Answer. The FAA has a long and successful working relationship with NASA on
research and development, an excellent relationship with DOD in coordinating air-
space requirements, and a new partnership with DHS/TSA. By continuing to
strengthen the relationships the Agency has with these partners we can develop a
joint approach—and most importantly a greater alignment of resources—that will
enable regular monitoring of the unification of our plans, goals, and objectives.

Question. Administrator Blakey, what is your agency doing to take advantage of
the current slow down in the air travel demand to move forward on Air Traffic Man-
agement (ATM) system modernization to ensure we don’t end up with horrendous
delays like we had during the summers of 1999 and 2000 when traffic returns?

Answer. The goal of the Operational Evolution Plan (OEP) is to increase capacity
and by doing so, improve the efficiency of the National Airspace System and reduce
delays.

It is the FAA’s objective, through the initiatives of the OEP and related Air Traf-
fic Modernization projects, to increase the capacity of the National Airspace System
by 31 percent during the next 10 years. While the events of September 11, and the
subsequent downturn in the industry have impacted various elements of the plan—
particularly those requiring collaborative work with the industry—the FAA is con-
tinuing to put considerable energy into this initiative.

During the past 2 years the FAA has aggressively pursued its OEP related initia-
tives. This includes airspace redesigns throughout the National Airspace System,
the implementation of Required Navigation Performance (RNP), various capacity en-
hancing technologies, collaborative decision making, and new runway construction.

The industry has experienced a reduction in the number of flights and passenger
loads. The market is not expected to reach pre-September 11 levels until 2005. How-
ever, overall capacity of the system, because of the OEP, is continuing to grow by
3 to 5 percent each year. This means, that when the system does recover we will
be far less likely to experience the delays we faced in 1999 and 2000.
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QUESTIONS SUBMITTED BY SENATOR BARBARA A. MIKULSKI
ACE—-IDS

Question. It is my understanding that air traffic controllers are very pleased with
the performance of the new ASOS Controller Equipment-Information Display Sys-
tem (ACE-IDS) systems that is currently provided by a small business. I also un-
derstand that the older SAIDS4 systems in the field use hard to maintain obsolete
software and use computers that have limited extensibility. What is your agency’s
position on the desirability of the acquisition of ACE-IDS for additional towers and
TRACONS to replace the out of date systems?

Answer. Air traffic controllers are pleased with the ASOS Controller Equipment-
Information Display System (ACE-IDS). The Information Display System 4 (IDS4)
does include aging hardware and software that will eventually need to be replaced.
The FAA is developing an acquisition strategy for the next-generation display sys-
tem. However, the agency will consider ACE-IDS as a potential solution for satis-
fying requirements that exist prior to the next-generation display system award.

Question. There are many capable small businesses that provide products, serv-
ices and systems to the FAA, including the current provider of ACE-IDS. To what
extent would the ACE-IDS or FAA Data Display System (FAADDS) program lend
itself to being set aside for small business? Has the FAA examined that possibility?

Answer. The FAA is currently developing the acquisition strategy for the next
generation display system. All available options, to include small business set
asides, will be considered in the course of the acquisition.

QUESTIONS SUBMITTED BY SENATOR RICHARD J. DURBIN
WORKING GROUP ON THE AIRLINE INDUSTRY’S FINANCIAL CRISIS

Question. Does the FAA have a working group to address the financial crisis in
the airline industry?

Answer. The Office of the Secretary (OST), not the FAA, is responsible for over-
sight of the financial condition of the airline industry. OST does not have a formal
working group on this issue, but has undertaken extensive efforts both to monitor
the financial condition of the industry and to evaluate longer-term effects of the in-
dustry’s ongoing financial plight.

The airline industry is in the midst of the most difficult period of financial dis-
tress since it was deregulated almost 25 years ago. This began well before the ter-
rorist attacks of September 11 and reflected a combination of rapidly escalating
costs—a trend that started in 1999—and severely decreased demand beginning in
faarly 2001. With these changes, several years of record profits quickly turned to
osses.

The terrorist attacks greatly exacerbated losses for the passenger carriers and led
to record losses. The industry has suffered operating losses of about $10 billion dur-
ing each of the past 2 years, and is now expected to lose another $7 to $8 billion
this year. A number of smaller carriers have failed, and two major carriers, United
and US Airways, filed for bankruptcy, although the latter carrier has now success-
fully emerged from that process. To compensate for the ongoing losses, airlines have
undertaken large-scale capacity cuts, laid off more than 100,000 employees, made
operational changes designed to enhance efficiency, and engaged in a wide variety
of other efforts to reduce operating costs. These efforts have not yet stopped con-
tinuing losses as the industry has been confronted by a continuing series of events
that have affected demand, such as the Iraq war and SARS.

It is also important to note that not all news is bad. While the large network air-
lines in particular have suffered massive losses throughout this period even while
significantly reducing capacity, in marked contrast several low-fare airlines have
profitably expanded throughout this same period. Now that several low-fare airlines
have gained a critical mass and are expanding, cost control by the large network
carriers is paramount. The structure of the industry that will evolve from this finan-
cial turmoil will depend in large part on how the less stable carriers respond to
their cost cutting and restructuring efforts, but also on how soon and to what extent
the economic recovery brings relief.

OPERATIONAL EFFICIENCY IN THE NAS

Question. What steps are being taken to improve operational efficiency in the na-
tional aviation system? Will they help the airlines operate more efficiently and save
money?
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Answer. The FAA’s work in improving the operational efficiency of the National
Airspace System can be considered both on a short-term and long-term basis. Near-
term operational improvements include such initiatives as continued deployment of
Traffic Management Advisor, enhanced use of collaborative decision making tools to
mitigate the impacts of weather on efficiency, and Reduced Vertical Separation
Minima. Longer-term initiatives include additional runways as well as the mod-
ernization of the en route automation system.

These efforts and systems will provide the airlines and flying public with fuel-effi-
cient routes, predictable schedules, and minimize the disruptions caused by weath-
er.

AIRPORTS WHICH WILL BENEFIT FROM NEW RUNWAYS

Question. Is Chicago O’'Hare one of those airports which will benefit from new
runways?

In your testimony, you state “We believe that new runways added at the right
airports are the single most effective way to increased capacity.” Is Chicago O’'Hare
one of those airports?

Answer. Chicago is one of the 35 airports in the agency’s Capacity Benchmark
Study/Operational Evolution Plan. Since over 70 percent of all scheduled traffic
moves through these 35 airports and 15 of these airports account for 80 percent of
the total delays in the entire National Airspace System (NAS), any project which
increases capacity or reduces delays at these airports has benefits that ripple
through to the entire NAS. O’Hare ranks third in the number of delays over the
past 5 years and had the highest ratio of delays to operations of any of the Oper-
ational Evolution Plan (OEP) airports in 2002 (57.60 per 1,000). Given that O’'Hare
also handled more operations than any other airport last year, these delay ratios
are indicative of a delay problem at O’Hare.

Delays at O’Hare International Airport will continue to grow as demand in-
creases. Delays at O’Hare are having a ripple effect throughout the country and ad-
ditional capacity is needed. The FAA is currently evaluating a draft plan proposed
by the City of Chicago for the modernization of O’Hare Airport that is expected to
significantly increase its capacity. The modernization plan includes the realignment
of existing runways as well as the addition of a new runway.

QUESTIONS SUBMITTED TO JEFFREY N. SHANE

QUESTIONS SUBMITTED BY SENATOR RICHARD C. SHELBY
ROLE OF THE OFFICE OF THE SECRETARY IN FAA MATTERS

Question. Secretary Shane, now that the Coast Guard and TSA have moved to the
Department of Homeland Security, do you see an increased role for the Office of the
Secretary in matters relating to the FAA? Can you give us a few examples?

Answer. There has been no change in the role of the Office of the Secretary (OST)
with relation to the Federal Aviation Administration (FAA) since the transfer of the
Coast Guard and Transportation Security Administration (TSA) to the Department
of Homeland Security. OST coordinates the broad policy goals of the Department
and the administration among all the operating administrations. Its role with re-
gard to the FAA is no different than its role with any other modal administration.
For example, the aviation reauthorization legislation (Flight-100) that was proposed
by the administration was a collaborative effort between the FAA and OST. The
same collaborative process was followed with the various operating administrations
included in the administration’s surface transportation reauthorization proposal
(SAFETEA). We expect this coordination role to continue with regard to all oper-
ating administrations within the Department.

FAA MANAGEMENT OF PROCUREMENT

Question. When you were at the Department in the early 1990’s as the Assistant
Secretary for Policy, the FAA and the Department were struggling with the Ad-
vanced Automation System procurement (AAS) and now, to read the IG’s testimony,
we still seem to be struggling with procurement at the FAA: WAAS, STARS, and
Oceanic to be specific. And, in fact, I believe that STARS and Oceanic are, in part,
?wa-on procurements to the AAS procurement that was such a disaster for the

Do you think that the FAA does a good job in managing procurements?
What should OST do or Congress do to help the FAA improve its ability to deliver
desired capability, reduce schedule slippages, and reduce cost overruns?
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Answer. The FAA remains committed to delivering National Airspace System
(NAS) systems within cost and schedule baselines. FAA has made a number of man-
agement changes that strengthen its ability to develop leading-edge technologies.
For example, about 2 years ago, the agency instituted a more disciplined process to
establish cost, schedule, and performance baselines. This new process acknowledges
that a great deal of planning and analysis must be invested in a program before
clear cost and schedule parameters can be established in an official acquisition pro-
gram baseline. The FAA’s investment review board also reviews major programs on
a regular basis to identify and remove barriers to successful completion. These proc-
esses are producing more accurate cost estimates and better performance vis-a-vis
program baselines. In fact, over the past 2 years, the FAA has stayed within cost
estimates for the vast majority of modernization programs. With respect to the spe-
cific programs mentioned:

The Wide Area Augmentation System (WAAS) program has overcome its technical
challenges and was commissioned on July 10, 2003. The Oceanic program has been
delivering significant, incremental improvements to oceanic controllers since 1995.
The Advanced Technologies and Oceanic Procedures program combines those earlier
oceanic improvements, adds others, and integrates everything into a single con-
troller workstation. The program is on track to meet the deployment milestones in
its official acquisition program baseline.

The Standard Terminal Automation Replacement System (STARS) program is
also on track. Except for a 3-day delay in achieving an early display capability in
Syracuse in June, 2002, STARS has met every single milestone on or ahead of
schedule for the past 3 years. The first full version of the STARS system began op-
erations at an FAA facility on April 30, 2002, in El Paso. It is currently operational
at El Paso; Syracuse; Philadelphia; Portland, Oregon; and Miami.

The FAA has also shown that it is willing to make hard decisions when faced with
significant cost variances. The agency cancelled the Gulf of Mexico buoy program
last year and just recently decided to defer further expansion of the controller-pilot
data link communications program.

The Office of the Secretary of Transportation will continue to work closely with
the FAA—to establish realistic and accurate cost/schedule baselines, improve pro-
gram management, execute according to plan, and cancel or defer programs when
their costs exceed benefit profiles.

THE FUTURE OF THE U.S. AEROSPACE INDUSTRY

Question. The Commission on the Future of the United States Aerospace Industry
issued a report making a number of recommendations to ensure the competitiveness
of the American industry. One of the Commission’s recommendations called for the
Federal Government to establish a national aerospace policy and promote aerospace
by creating a government-wide management structure. How is the Department re-
sponding?

Answer. The Secretary is establishing a joint planning office (JPO) to address the
air transportation portion of the recommendations. The objective of the JPO is to
coordinate with the National Aeronautics and Space Administration, the Depart-
ments of Commerce, Homeland Security and Defense, and outside stakeholders on
a national plan for the transformation of the air transportation system. These joint
activities will unify interagency research and development by aligning our vision,
goals, policies, and resources out to 2025. A second piece of the management struc-
ture will be a policy committee, chaired by the Secretary of Transportation, which
will advise and guide these planning efforts with inputs on the overall national poli-
cies that will promote economic growth through the transformation of air transpor-
tation.

SUBCOMMITTEE RECESS

Senator SHELBY. Thank you.

This concludes today’s hearing. The subcommittee is in recess
subject to the call of the Chair.

We thank all of you for appearing.

[Whereupon, at 12:18 p.m., Wednesday, April 2, the subcom-
mittee was recessed, to reconvene subject to the call of the Chair.]
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OPENING STATEMENT OF SENATOR RICHARD C. SHELBY

Senator SHELBY. The Committee will come to order. With the
April 15th tax filing deadline less than a week away I believe it
is appropriate that we review the Internal Revenue Service’s (IRS)
fiscal year 2004 budget request. Since the newly nominated Com-
missioner of the Internal Revenue Service has not been confirmed
we will hear from Bob Wenzel, the Acting Commissioner of the IRS
today. I would also like to thank you for appearing before the com-
mittee this morning.

Although I am the Chairman of the newly created Transpor-
tation, Treasury and General Government Subcommittee, these are
not necessarily new issues for me. Many of you may recall that I
was the Chairman of the Treasury and General Government Sub-
committee several years ago when the reorganization and mod-
ernization of the IRS was in its infant stage. Since those days, the
IRS has improved its service to the taxpayers, but there’s still a
great deal more to be achieved.

I am relieved to know that today, unlike the last time I chaired
a hearing on these issues, taxpayers are receiving courteous serv-
ice, refunds are being processed in a timely manner, and more indi-
viduals are filing their taxes electronically. The Offer in Com-
promise program is working efficiently to help the taxpayers elimi-
nate tax debts, and the Innocent Spouse program, I am told, is also

(73)
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making progress because only the guilty party is now being as-
sessed the tax liability.

Even with the success of all these programs, the IRS still has a
long way to go to provide the service that taxpayers deserve and
expect. I believe that the IRS should provide top quality service to
America’s taxpayers by helping them to understand and to meet
their tax obligations, and by applying the tax laws with integrity
and fairness. Americans deserve and expect no less from the Serv-
ice.

Turning now to the IRS budget request, I would like to point out
that your fiscal year 2004 request is $10.4 billion, an amount that
comprises over 90 percent of the overall budget for the Department
of the Treasury. The IRS’ ongoing business systems modernization
efforts will require $429 million in the year 2004. The Sub-
committee appreciates the efforts that continue to go into this mas-
sive upgrade that we hope will improve the speed, timeliness, and
accuracy of IRS’ administration of the tax system.

I am aware that last year’s efforts encountered some setbacks
and I am interested to learn how the Service has gotten back on
track and will ensure that such issues will not occur again because
I expect positive results from such an investment.

While the IRS’ traditional role is to implement and enforce our
tax laws, it has also been charged with administering the earned
income tax credit. The earned income tax credit has expanded since
its enactment in 1975 and at the same time has become politically
controversial. This budget proposes a number of changes to that
program because of the high level of fraud associated with the pro-
gram’s administration. Each year the IRS makes approximately $9
billion in erroneous earned income tax credit payments. This is a
direct and permanent cost to the American taxpayer because it is
virtually impossible to recapture these payments once they have
been made.

You are requesting $251.2 million in 2004 for the EITC program,
and of that amount, $100 million is requested to implement the
earned income tax credit task force recommendations to address
the problems associated with current program administration that
results in these overpayments. Eliminating erroneous payments
and ensuring the proper administration of this program are cer-
tainly goals with which I completely agree.

Compliance is a problem and you are requesting an additional
$133 million for staff to strengthen compliance. I am interested in
hearing of the abusive tax schemes you will be targeting and how
you will deal with them.

With the IRS’ progression into the information age, I am keenly
interested in how the electronic filing system is working, who is
using the system, under what conditions, and finally, what kinds
of systemic cost savings are being realized.

The IRS promotes electronic filing as “free” but I have been made
aware that most, if not all, of the programs or services that are re-
quested do charge a fee. I do not know anyone that would agree
that is free. I am interested in exploring this more.

Along those lines, the IRS has initiated a new program called
Free File, which is a public-private partnership between the IRS
and a consortium of tax software companies that offer free filing
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services to qualifying taxpayers. I applaud this effort and the as-
sistance that it provides low income taxpayers. It is my under-
standing that savings identified because of electronic filing and in-
creases in productivity will enable the IRS to close one of its proc-
essing sites. I would think that the closure of this processing site
will realize some savings. Additionally, I am interested in how you
think continued increases in electronic filing will change the nature
of the IRS and its workforce.

Another significant change is this budget proposes to employ pri-
vate collection agencies to track down taxpayers that owe billions
of dollars in delinquent taxes. I do support the effort of collecting
delinquent debt, but this is of serious concern because in addition
to having a responsibility to protect taxpayers’ privacy, I cannot
imagine IRS as having the resources to administer and oversee
such an undertaking.

While this is a fairly straightforward budget, the IRS proposes
a significant number of changes in the way that it does business.
As I mentioned, I am very interested in these changes and look for-
ward to your explanation of the proposal that is included in the
budget.

Senator Murray.

STATEMENT OF SENATOR PATTY MURRAY

Senator MURRAY. Thank you, Mr. Chairman. We are now less
than a week away from tax day, and 2002 was a very rough year
for America’s working families. The economy has continued to de-
cline, hundreds of thousands of Americans were put out of work,
and many of them still have not found jobs. Even those who have
found jobs have had to take big pay cuts. Six days from now many
of those families will be hard-pressed to cover their check to the
IRS. At a time when our national economy is struggling and when
individual families are hurting, the President is pushing for tax
cuts that overwhelmingly favor our wealthiest citizens. That has
got to be pretty disheartening to the many families who are strug-
gling through no fault of their own.

Today I want to shine a light on a similarly, I believe, unfair pro-
posal in the President’s budget that could mean less help for low
income families. An initiative in the President’s 2004 IRS Budget
seems to be targeted at throwing working families off of the rolls
for receiving the earned income tax credit or EITC. This is a tax
credit that is targeted at the working poor. The EITC is probably
the most targeted means-tested tax benefit in the entire Federal
Code. It was started by President Gerald Ford and it was greatly
expanded under President Reagan.

While many working families are eligible to receive it, as many
as 25 percent or more of those families do not even apply for it.
We should be taking steps to allow more eligible families to get the
help they need, but I believe the President’s proposal goes the
other away. It would require many of these working poor families
to basically pre-certify that they are eligible to receive the EITC.
This proposal is designed, we are told, to minimize fraud in the
earned income tax credit program.

Mr. Chairman, you will not find one Senator on this committee
or anywhere in the U.S. Senate that supports citizens perpetuating
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fraud on the IRS. Tax fraud by any taxpayer should never be toler-
ated. It is a disservice to every other family that works hard and
pays its share.

As we work to eliminate fraud we need to be careful that we do
not penalize the families who rely on this credit. As I understand
it, under the Administration’s proposal, within a couple of months,
tens of thousands of families will receive Federal forms requiring
a great deal of documentation in order to qualify them to take the
Earned Income Tax Credit later in the year. Much of this required
documentation will be hard to get, and the Federal tax assistance
centers for the poor will not be up and running during the summer
months. By this time next year more than 2 million families are
expected to be subject to this procedure. The average earned in-
come tax is roughly $1,660. That makes a pretty big difference for
families that are struggling.

I will repeat, I believe each and every case of tax fraud should
be prosecuted. Given the fact that the IRS never has and never will
have enough resources to audit every return, I am mystified by its
decision that $100 million in scarce funds should be committed to
going after the working poor. No amount of fraud should be al-
lowed for any taxpayer at any income level and I think we need
to be very cautious of proposals that could have an adverse effect
on families getting the benefits that they deserve.

The IRS should go after people that are cheating the system to
receive the EITC when they are not eligible. But I believe the IRS
also carries the responsibility to make sure that these enforcement
efforts do not undermine the whole purpose of that the EITC pro-
gram and the families that rely on it.

I hope that we will pursue this critical issue of fairness in our
tax collection system today, Mr. Chairman. Thank you.

Senator SHELBY. Mr. Wenzel, your written statement will be
made part of the record in its entirety. Proceed and sum it up, if
you would.

STATEMENT OF ROBERT E. WENZEL

Mr. WENZEL. Mr. Chairman and distinguished members of the
Subcommittee, thank you for this opportunity to discuss the Presi-
dent’s fiscal year 2004 budget for the IRS. Accompanying me today
is Mr. Todd Grams, the IRS’ chief financial officer.

The President’s overall fiscal year 2004 budget request increases
discretionary spending by 4 percent. Seen in this context, the pro-
posed 5 percent funding increase over the fiscal year 2003 request
for the IRS is greatly appreciated. We will work hard to justify this
confidence and investment.

Mr. Chairman, we also share your commitment to make the most
efficient and productive use of the taxpayers’ dollars. Indeed, begin-
ning with the fiscal year 2004 budget, strategic planning, budg-
eting, resource allocation and performance goals, are much better
aligned at the IRS.

Moreover, we are now integrating the development of our budget
with the establishment of performance measures, a key part of the
President’s management agenda, and we believe we are on the
right track.
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Mr. Chairman, let me briefly discuss the President’s fiscal year
2004 budget request. Simply put, it keeps us on track. The funding
provided will help us to build on the improvements we have made
in enforcement, service, and productivity, while continuing to make
longer term investments in our business systems modernization
program.

The principal strategic focus of the budget is strengthening en-
forcement activities. Last October we realigned our audit resources
to focus on key areas of noncompliance, such as offshore credit card
users and promoters of abusive schemes and scams.

To strengthen enforcement programs across the board, the IRS
budget request includes $133 million to fund numerous initiatives.
For example, new revenue agents and revenue officers will be
added to address offshore credit cards, abusive trusts and shelters,
high risk high income taxpayers, and other priority work. We also
will increase staff devoted to frivolous returns and refund claims
to counteract recent growth and aggressiveness by promoters in
this area.

A legislative proposal is also in the budget that would authorize
us to contract with private sector collection agencies to supplement
current IRS tax collection efforts. By using these private collection
agencies we expect to be able to handle more collection cases at an
earlier stage, before the accounts become stale and uncollectible.
Moreover, we can then concentrate our resources on more complex
cases and issues.

The second focus of the proposed budget is reinvestments.
Through the IRS’ strategic planning and budgeting process, the
agency’s senior managers identified a significant potential for more
effective and efficient use of current resources. A total of $166 mil-
lion and 2,145 FTEs were identified for reallocation within the base
budget for fiscal year 2004. By reinvesting $166 million, primarily
from increased productivity, we will be able to increase perform-
ance in key tax administration areas.

For example, electronic filing success provides a great oppor-
tunity to reduce and reallocate resources from submission proc-
essing. The fiscal year 2004 budget reflects the first-ever closing of
a submissions processing pipeline as paper filings decrease. We can
use these reinvestments to strengthen enforcement and improve
customer service.

The third and final focus is business systems modernization. The
BSM program requests a total of $429 million, an increase of $65
million over the current fiscal year 2003 budget level. Over the
course of the BSM program, these investments will benefit the IRS
and taxpayers by reducing operating costs, increasing cost avoid-
ance, reducing taxpayer burden, and boosting tax receipts.

PREPARED STATEMENT

Mr. Chairman, in conclusion, current trends in customer service
and enforcement are pointing in the right direction. The President’s
budget will help us to maintain this upward course and to succeed
in achieving our mission.

Thank you.

[The statement follows:]



78

PREPARED STATEMENT OF ROBERT E. WENZEL
INTRODUCTION

Mr. Chairman, and distinguished Members of the Subcommittee, thank you for
this opportunity to discuss the President’s proposed fiscal year 2004 budget for the
Internal Revenue Service. Accompanying me today is Mr. Todd Grams, IRS Chief
Financial Officer.

I also want to thank the President and Treasury Secretary Snow for their strong
and visible support of the IRS and our critical mission during these challenging
times. The President’s overall fiscal year 2004 budget request increases discre-
tionary spending by 4 percent. Seen in this context, the proposed 5 percent funding
increase over the fiscal year 2003 request for the IRS is greatly appreciated and we
will work hard to justify their confidence and this investment.

The funding provided in the President’s budget will help us to build on the im-
provements we have made in compliance, service and productivity while continuing
to make longer-term investments in our Business Systems Modernization (BSM)
program.

Mr. Chairman, I also welcome the opportunity to work closely with you and we
share your commitment to make the most efficient and productive use of the tax-
payers’ dollars. Indeed, beginning with the fiscal year 2004 budget, strategic plan-
ning, budgeting, resource allocation and performance goals are better aligned. More-
over, we are now integrating development of our budget with the establishment of
performance measures—a key part of the President’s Management Agenda. We be-
lieve we are on the right track.

BUILDING ON A GOOD FOUNDATION

Mr. Chairman, the IRS continues to make steady progress on the mandates and
new direction set forth by the IRS Restructuring and Reform Act of 1998 (RRA 98).
We continue to make gains on our three strategic goals: top quality service to each
taxpayer in every interaction; top quality service to all taxpayers through fair and
uniform application of the law; and productivity through a quality work environ-
ment.

Although still unacceptable in some areas, service to taxpayers has improved. Re-
turns, payments and refunds are better processed. Taxpayers are getting better
service over the telephone, in person and over the Internet. Most are getting the
right answers to their tax law and account questions. New incentives, such as the
innovative Free File program, are breaking down the last barriers to e-file.

After careful study, we are redirecting our resources to the key areas of non-
compliance, such as offshore tax avoidance schemes. New programs such as the Off-
shore Voluntary Compliance Initiative are producing promising results.

The four customer-focused operating divisions are also meeting the varying needs
of their taxpayer segments. After years of planning, the BSM program is entering
a new, challenging but risky phase: producing the flexible systems, technology and
tools needed to provide service to taxpayers on a par with the best private sector
financial services companies and to administer an increasingly complex tax system.

Clearly, we are doing a better job than when RRA 98 was enacted into law al-
though we are far short of providing the level of service envisaged in the legislation.
We still have a long way to go, but if we stay the course we began almost five years
ago, we can still succeed.

Customer Service

The IRS has made steady gains in better serving America’s taxpayers. Each filing
season and year is appreciably better than the previous one and we are building
on those successes. With only one week left in the filing season, we can detect some
very positive trends.

For the 2002 filing season, the agency processed over 128.7 million individual re-
turns, and issued over 99.5 million refunds totaling $191.2 billion. We believe we
will exceed these numbers by the end of this filing season.

In 2002, web site usage smashed all records with 2.7 billion hits and 336 million
files downloaded. For the 2003 filing season, usage on our newly designed web site
is already running almost 25 percent ahead of last year’s torrid pace.

IRS representatives also answered 25.9 million telephone calls during fiscal year
2002; the automated telephone system handled about 62.4 million calls. For the
2003 filing season, total assistor calls answered are running about level with last
year, with automated calls down dramatically. This drop can be most likely traced
t% t}llie high volume of calls we received last year related to the advance refund
checks.
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The big news is assistor level of service. It is up 20 percent over last year. This
can be attributed to the implementation of new telephone lines, less complicated
scripts and lower demand. Time spent waiting, while still below private sector
standards, improved substantially. Average wait time is down 26 percent from the
previous year.

Quality of service is as important as access to service. Taxpayers expect not only
to get through on our toll-free telephone lines but to get the correct answer to their
tax law or account question. For the 2002 filing season, taxpayers were receiving
correct responses to 82.76 percent of tax law questions and 88.89 percent of account
questions. So far this filing season, the numbers stand at 82.02 percent and 86.42
percent respectively.

In 2002, more than 46.7 million taxpayers (36 percent) filed electronically—a 16.4
percent rise from last year. This filing season, all e-file is up by almost 9.23 percent
and e-filing on line has grown by 29.28 percent. Much of this surge can be attrib-
uted to the Free File program that will help us reach the RRA 98 mandated goal
of 80 percent of individual returns filed electronically by 2007.

On January 16, 2003, the Treasury Department, the Office of Management and
Budget (OMB) and the IRS launched the free online tax preparation and filing serv-
ice called Free File. It was made possible through a partnership agreement between
the IRS and the Free File Alliance, LLC—a private sector consortium of tax soft-
ware companies.

The partnership agreement requires that the Alliance as a whole provide free tax
preparation and filing to at least 60 percent, or approximately 78 million American
taxpayers. The primary candidates for Free File are those taxpayers who prepare
their own taxes and still file paper returns.

Initial Free File reports are most encouraging. As of March 19, Alliance members
have processed and transmitted more than 2.0 million tax returns. This represents
approximately 25 percent of the total 8 million online e-filed returns.

Improved service to taxpayers has not gone unnoticed. On the 2001 American
Customer Satisfaction Index Survey (ACSI), taxpayers gave the IRS an overall score
of 62, an 11 percent increase among individual tax filers over 2000, and a 22 percent
increase over 1999. This was the largest favorable gain of the 30 federal agencies
surveyed by the ACSI. The 2002 annual rating for IRS in the Roper Starch cus-
tomer satisfaction survey was 44 percent—a 38 percent increase over its 32 percent
nadir in 1998. However, it reflects a small decrease from 2001.

Compliance

The IRS does not have the resources to attack every case of noncompliance.
Therefore, it must apply its resources to areas where noncompliance is greatest
while still maintaining adequate coverage in other areas. After careful study, the
IRS identified some of the most serious compliance problem areas. These include:
(1) promoters of tax schemes of all varieties; (2) the misuse of devices such as trusts
and offshore accounts to hide or improperly reduce income; (3) abusive corporate tax
shelters; (4) underreporting of tax by higher-income individuals; (5) accumulation
and failure to file and pay large amounts of employment taxes by some employers;
and (6) the high rate of erroneous earned income tax credit (EITC) payments.

Our goal was to stop the long-term decline in compliance while beginning to focus
effectively and efficiently on the key areas of noncompliance. In most areas, the IRS
achieved this goal. For example, in fiscal year 2002, the IRS closed 140,737 Tax De-
linquent Investigation cases. It also examined 60,894 individual returns for tax-
payers with incomes exceeding $100,000 and 528 Large Cases (corporate). All of
these show gains over the previous fiscal year and the audits of individuals with
incomes over $100,000 represented a 22 percent increase. However, the 724,430 Tax
Delinquent Account closures represent a small drop over the same period last year.

Our new emphasis against promoters of abusive tax devices has also shown re-
sults. As of March 19, 2003, the IRS had 25 promoter injunctions granted, 17 pro-
moter injunctions pending in District Court and 17 pending at the Department of
Justice, 216 promoter exams and information requests underway, and 464 ongoing
criminal investigations of promoters of various tax schemes. The Offshore Voluntary
Compliance Initiative, which ends April 15, is also producing promising leads on
promoters and is bringing back taxpayers into compliance.

In addition, an abusive tax shelter disclosure initiative was launched in 2002. The
IRS processed 1,664 disclosures from 1,206 taxpayers who came forward. The disclo-
sures cover 2,264 tax returns and involved more than $30 billion in claimed losses
or deductions.

Also, key to successfully executing a compliance program is better data. The IRS
failed to detect new areas of noncompliance in part because of a reliance on increas-
ingly obsolete data from the old Taxpayer Compliance Measurement Program.
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(TCMP was last conducted in 1988.) The agency designed and is implementing a
National Research Program that will obtain the essential information with far less
burden on the taxpayer. New scoring models are being developed using 21st century
techniques, with interim models already deployed.

Technology and Modernization

Critical to our success is better managing our massive technology and Business
Systems Modernization program. From 15 separate information systems operations,
we created one MITS (Modernization and Information Technology Services) organi-
zation that has the job of serving all of our operating units and managing our mod-
ernization program.

As part of this major transition, standards were established and largely imple-
mented for hardware and software. We consolidated mainframes from 12 centers to
three and established one standard for desktop and laptop hardware and software.
We implemented nationwide e-mail and voice messaging systems, standard office
automation software, and security certifications and standards. We deployed impor-
tant interim applications systems, including Intelligent Call Routing, Integrated
Case Processing and the Integrated Collection System.

Business Systems Modernization laid the foundation for success of this massive
program. Both the long-term vision and enterprise architecture were established
and embedded as a living blueprint for all business and technology improvement
programs.

BSM has finally begun delivering the first projects with tangible benefits to tax-
payers, such as moving the first set of taxpayers to a modern, reliable database in
2003. This year, taxpayers also began using the new Internet Refund/Fact of Filing
(IR/FoF) application that allows them to check on the status of their return and re-
fund 24 hours a day, 7 days a week. Of paramount importance, we implemented
the first project on our new security system, which provides one standard for ensur-
ing the security of all IRS data and systems. IR/FoF usage has already exceeded
our expectations. So far this filing season, there have been more than 8.7 million
uses of “Where’s My Refund?”; we project that number will rise to 15 million by the
end of the year.

Over the next five years, all individual taxpayers will be moved to the new data-
base, cutting times for refunds on e-filed returns to less than a week and allowing
us to provide taxpayer and employees with up-to-the-minute accuracy on their ac-
counts.

All major management processes, which are needed to manage this program on
a continuing basis, were improved. Indeed, we are only the second agency in the
federal government to obtain Level Two certification in the Software Engineering
Institutions Capability Maturity Model.

FISCAL YEAR 2004 RESOURCE REQUEST

For fiscal year 2004, the IRS is requesting resources totaling $10.437 billion and
100,043 FTE (full time equivalent). This represents an increase of $521 million (5
percent) over the President’s fiscal year 2003 request.

Mr. Chairman, the fiscal year 2004 budget request can be best viewed through
its three strategic drivers that are derived them from the IRS performance-based
budgeting process.

First is Compliance.—The principal strategic focus of the President’s fiscal year
2004 IRS budget is strengthening compliance activities, especially in the area of
high-income, high-risk taxpayers and businesses, and abusive tax avoidance
schemes and offshore trusts. A legislative proposal would also authorize the IRS to
contract with private-sector collection agencies to supplement current IRS tax collec-
tion efforts. The budget further includes a major initiative to reduce erroneous pay-
ments in the Earned Income Tax Credit (EITC) Program.

Second is Reinvestments.—We are committed to better utilizing the resources the
IRS already has by “reinvesting” base resources. By reinvesting $166 million, pri-
marily from increased productivity within the base budget, the IRS will be able to
deliver increases in the performance of key tax administration programs that are
ks)igéliﬁcantly higher than the additional dollar and FTE increases requested in the

udget.

Third is Business Systems Modernization.—Investments in modernization through
the BSM program would continue with a total request of $429 million, an increase
of $65 million above the fiscal year 2003 appropriation. Over the course of the BSM
program, these investments will benefit the IRS and taxpayers by reducing oper-
ating costs, increasing cost avoidance, reducing taxpayer burden and increasing tax
receipts.
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Mr. Chairman, I also want to draw the subcommittee’s attention to a new task
that was added to the IRS’ traditional tax administration duties and operations. In
August 2002, the President signed Public Law 107-210, the Trade Adjustment As-
sistance Act of 2002. Title II of this statute provides a refundable tax credit for the
cost of health insurance for certain individuals who receive a trade readjustment al-
lowance or a benefit from the Pension Benefit Guaranty Corporation (PBGC). The
tax credit is equal to 65 percent of the health insurance premium paid by eligible
persons to cover them and qualifying family members. The IRS must implement the
Health Coverage Tax Credit provisions.

We are requesting $35 million for Health Insurance Tax Credit Administration.
The amount provided in the Consolidated Appropriations Resolution, 2003 ($70 mil-
lion) will be used to provide software, hardware, and contract services to develop
the system mandated by Public Law. The IRS will oversee the contractor’s work.

Let me now provide the highlights of our proposed fiscal year 2004 budget.

COMPLIANCE

Additional Funds Requested to Strengthen Tax Administration Compliance
(+$133M and +1,700 FTE)

The Internal Revenue Service is realigning its audit resources to focus on key
areas of noncompliance with the tax laws. The strategy represents a new direction
for the agency’s compliance effort.

Following months of research and planning, the new approach is focusing on high-
risk areas of noncompliance. Our effort will generally focus first on promoters and
then on participants in these various schemes. The initiative will feature new and
enhanced efforts on the most serious compliance problem areas described earlier in
my testimony.

Our Small Business/Self-Employed (SB/SE) Operating Division will handle the
new effort in these key areas affecting individuals and businesses. Compliance ef-
forts will continue in other parts of the agency, such as the tax shelter initiative
in the Large and Mid-Sized Business (LMSB) Division.

To strengthen compliance programs across the board, the IRS budget request in-
cludes $133 million to fund numerous compliance initiatives. Key examples of these
initiatives are:

Address Complex Enforcement Issues of Small Business/Self Employed Taxpayers
(+856M and 887 FTE).—Additional staff will be provided to all major compliance
programs in SB/SE and new workload selection systems and case building tech-
niques will be employed. New revenue agents (exam work) and revenue officers (col-
lections work) will be applied in the field to address offshore credit cards, abusive
trusts and shelters, high-risk/high-income taxpayers, and other priority work. Addi-
tional staff at call sites will be employed to specialize in out-going calls and offset
levies. Greater resources in the Automated Substitute for Return (ASFR) program
will allow us to focus on high-income taxpayers who do not file returns. Also, staff
devoted to frivolous returns and frivolous refund claims will be increased to counter-
act recent growth and aggressiveness by promoters in this area.

Address Passthrough Entities and Abusive Trusts of Large Business Taxpayers
(+$22M and 258 FTE).—This increase will allow the IRS to apply the most experi-
enced revenue agents to the highly complex and technical issues of passthrough en-
tities—such as partnerships, trusts and S-corporations—and abusive corporate tax
shelters while maintaining minimum coverage of other priority exam work.

Counterterrorism (+$6M and 24 FTE).—The IRS is heavily involved in the fight
against both global and domestic terrorism. Demand for the financial investigative
skills of Criminal Investigation (CI) special agents remains high. After September
11, 2001, over 273 FTE in fiscal year 2002 and 206 FTE projected in fiscal year
2003 were redirected from CI tax enforcement activities to counterterrorism related
activities. CI is working on counterterrorism with the Treasury Executive Office of
Terrorism Financing and Financial Crimes and is an integral part of the nation’s
war on terrorism.

Use of Private Sector Contractors for Collection of Taxes Due

There is a significant and growing backlog of cases involving individual taxpayers
who are aware of their tax liabilities but are not paying them. We believe that many
of these individuals are capable of paying their outstanding tax liabilities. This is
unfair to every hard-working American who pays his or her fair share of taxes. To
address this problem, the President’s budget proposes to support the IRS’ collection
efforts with private collection agencies (PCAs) that will engage in specific, limited
activities, allowing the IRS to concentrate its resources on more complex cases and
issues.
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By eliciting the assistance of PCAs, the IRS expects to be able to address this im-
portant part of the existing backlog of collection cases. Over time, the IRS expects
that PCAs would assist the IRS in handling more collection cases at an earlier stage
in the process—before the accounts become stale and uncollectible. PCAs have prov-
en successful with over 40 states and have been used for many years with other
federal programs. PCAs would hold no enforcement power and their employees
would be subject to the same rules that apply to the IRS governing taxpayer rights
and confidentiality. Consequently, taxpayer protections would be unaffected. The
IRS would be required to closely monitor the activities and performance of the PCAs
to ensure these rules are followed.

Reduce Inappropriate Payments in EITC Program (+$100M and + 650 FTE)

The EITC program benefits millions of low-income workers. The EITC lifts nearly
4 million people, especially single mothers, out of poverty each year. However, the
current error rate for the EITC program is too high. In 1999, between 27 and 32
percent of EITC claims—or between $8.5 billion and $9.9 billion—were paid in
error. EITC has been consistently listed among high-risk federal programs. Con-
gress has recognized this by providing a separate appropriation that has been used
for EITC compliance enforcement.

The Fiscal Year 2004 Budget requests an additional $100 million to begin a new
strategy for improving the EITC program. This approach, suggested by the Depart-
ment of Treasury EITC Task Force, concludes that the IRS must obtain additional
information on certain EITC eligibility criteria before payment of the EITC-portion
of refunds. A major portion of the request will be used to invest in suitable informa-
tion technology and develop business processes.

The IRS will begin to use an integrated approach to address potential erroneous
claims by identifying cases that have the highest likelihood of error before they are
accepted for processing and before any EITC benefits are paid.

A key part of this strategy is to begin certifying taxpayers who claim qualifying
children on the relationship and residency requirements. In addition, the IRS will
use limited additional taxpayer information, in combination with taxpayer-specific
IRS historical data, third party data and error detection systems to detect and
freeze the EITC-portion of refunds that pose a high risk or filing status errors or
income misreporting. The IRS will seek to minimize the burdens on taxpayers by
using existing databases and other sources of information to verify eligibility in ad-
vance. This integrated approach is designed to provide far greater assurance that
EITC payments go to the individuals who qualify for the credit, without sacrificing
the goals of the EITC program.

REINVESTMENTS

Resources Freed-Up Within the Base Budget for Reinvestment (-$166 million and
-2,145 FTE)

The President’s budget submission states, “In fiscal year 2004, the IRS will im-
prove performance primarily through better management and fundamental re-
engineering of business processes, and secondarily by increases in resources.”

Through the IRS’ Strategic Planning and Budget process, the agency’s senior
managers identified significant potential for the more effective and efficient use of
current resources. A total of $166 million and 2,145 FTE were identified for realloca-
tion within the base budget in fiscal year 2004. Examples of sources for reallocations
include:

Submissions Processing [ Electronic Filing (-$13.56M and -366 FTE).—IRS’ contin-
ued success with electronic filing provides a great opportunity to reduce and reallo-
cate resources from submission processing to strengthen compliance and improve
customer service. The fiscal year 2004 budget reflects the first-ever closing of a sub-
missions processing pipeline (Brookhaven, NY) as the labor-intensive processing of
paper filings decreases across the system.

Compliance Support Reengineering (—$26M and -394 FTE).—Reengineering of the
compliance program in SB/SE will improve operational efficiency and workload se-
lection, and reduce taxpayer burden. Business process improvements and centraliza-
tion of the Compliance Support Organization will generate FTE that can be re-
applied in front-line activities.

Remittance Transaction Research (—-$9M and —199 FTE).—Creating a central data
repository (taxpayer payment data and related images) for all individual taxpayer
payment documents will increase efficiency, improve accuracy of posting payments,
and reduce the time it takes to resolve payment issues.
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Information Technology (-$46M and -39 FTE).—Efficiencies through re-
engineering and other efforts will reduce expenditures in end-user support, com-
puting center support, and network operations and maintenance.

Reinvestment of Reallocated Funds within the Base Budget (+$166 million and
+649 FTE)

Resources reallocated within the base budget would be used to improve Customer
Service and strengthen Compliance programs. The specific initiatives include:

Reduce Compliance Staff Support of Filing Season (+$13M and +154 FTE).—
Due to lower-than-needed staff levels in Field Assistance Programs for individual
taxpayers, the IRS must detail compliance staff from SB/SE to field assistance dur-
ing the filing season to meet taxpayer demand. Under this initiative, we would hire
additional staff in field assistance so that the level of service in assistance is main-
tained while the number of compliance details can be reduced, and compliance staff
can devote more time to compliance activities.

Improve Telephone Service to Small Business/Self Employed Taxpayers (+$11M
and + 184 FTE).— Additional resources are needed to assist SB/SE taxpayers in Ac-
counts Management phone services. These staff members assist taxpayers with a
broad range of issues concerning taxpayers’ accounts.

Information Technology (+$33M and 0 FTE).—IT investments will expand web
services to taxpayers, replace aging servers, purchase needed software, and expand
high speed and secure access for revenue agents at remote sites.

CONTINUED INVESTMENT IN BUSINESS SYSTEMS MODERNIZATION (+ 65 MILLION AND 0
FTE)

The BSM program request totals $429 million, an increase of $65 million over the
current fiscal year 2003 level. The BSM account provides for modernizing IRS-wide
business practices and acquiring new technology.

We use a formal methodology to prioritize, approve, fund and evaluate our port-
folio of BSM investments. This methodology enforces a documented, repeatable and
measurable process for managing investments throughout their life cycle. The IRS
Core Business System Executive Steering Committee, chaired by the Commissioner,
approves investment decisions. This executive-level oversight ensures that products
and projects delivered under the BSM program are fully integrated into IRS Busi-
ness Units.

Highlights in BSM for fiscal year 2004 include: (1) modernized e-File will provide
electronic filing for large and small businesses; (2) implementation of the Integrated
Financial System will replace the current antiquated administrative core accounting
system; (3) the first release of the Custodial Accounting Project will put individual
taxpayer data in a data warehouse for easier access and analysis; and (4) the Cus-
tomer Account Data Engine and Internet Refund Fact of Filing will be revised for
tax law changes to support the 2004 filing season. Given the changes in the fiscal
year 2003 and fiscal year 2004 BSM funding totals, we are currently reviewing the
fiscal year 2004 allocation project-by-project to determine the optimum plan. They
are discussed in greater detail below.

Achievements and Benefits

In fiscal year 2002, the BSM Program provided real benefits, including a secure
online system and system management capability and the aforementioned Internet
Refund/Fact of Filing pilot program. In fiscal year 2003 and fiscal year 2004, addi-
tional supporting infrastructure services will be added, and an increasing number
of business and internal applications will be delivered, creating benefits for tax-
payers and practitioners and enabling internal efficiencies.

The fiscal year 2003 delivery plan will move the BSM Program into a wide spec-
trum of critical new areas:

—Customer Account Data Engine (CADE) R1.—In July 2003, CADE will begin
processing single 1040EZ filers (both electronic and paper). Taxpayers covered
under CADE will receive their refunds about 40 percent faster than under Mas-
ter File processing, if they use direct deposit. More importantly, we will have
taken the first of many steps to replace the 40-year old Master Files.

—Custodial Accounting Project (CAP).—We will continue development and testing
of CAP Release 1 scheduled for deployment in the first quarter of fiscal year
2004. CAP will create a repository for modernized Individual Master File data
and will address documented financial material weaknesses.

—Enterprise Architecture (EA) and Tax Administration Vision and Strategy
(TAVS).—TAVS focuses on creating a long-term vision of how the agency should
work in the future. Delivery and acceptance of EA Release 2.0 was a significant
achievement. We also conducted a planning effort called “TAVS Refresh” to
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identify gaps and outdated information in TAVS which we plan to address in
fiscal year 2003.

—e-Services.—e-Services sub-releases will provide: registration of electronic return
originators, Taxpayer Identification Number (TIN) matching, initial partner re-
lationship management capabilities, electronic account resolution, transcript de-
livery, secure e-mail, and bulk TIN matching.

—Infrastructure (STIR and Infrastructure Shared Services [ISS]).—This project
provides the basic secure infrastructure necessary to support the modernization
effort including e-Services R1, IR/FoF, Internet Employer Identification Number
(EIN), and subsequent fiscal year 2003 releases.

—Integrated Tax Administration Business Solutions (ITABS).—Projects to ensure
we understand requirements and select COTS (commercial off-the-shelf) solu-
tions that can effectively integrate business processes in IRS functions.

—Internet EIN.—This application will automate Employer Identification Number
(EIN) requests over the Internet. Currently, the EIN request process is cum-
bersome and people-intensive, often resulting in unacceptable delays for those
starting new businesses.

—Integrated Financial System (IFS).—Although the first release of the new finan-
cial system will not go live until October 1, 2003 (therefore, an fiscal year 2004
delivery project), it is likely to be our most work-intensive project during fiscal
year 2003.

—Modernized e-file.—The Modernized e-file project will be in pre-deployment test-
ing for all of fiscal year 2003, with initial deployment in early calendar year
2004, with Forms 1120 and 990 e-file capabilities.

BSM benefits delivered in fiscal year 2004 will include:

—Modernized e-file will provide electronic filing for large and medium-sized busi-
nesses (Forms 1120 and 990), as well as a new Tax Return Data Base, which
will greatly improve customer service and issue resolution.

—e-Services will provide support for the 2004 Filing Season as well as implement
support structures for modernized e-file planned for implementation later in the
fiscal year.

—IFS will develop the detailed functional requirements to support internal man-
agement requirements for financial and management planning, execution and
reporting.

—CAP will provide an integrated enterprise data warehouse to support organiza-
tional data needs, performance measurement, and tax operations process im-
provements.

—CADE will allow for electronic processing of selected Form 1040 Wage & Invest-
ment returns with additional taxpayer segments that have increasingly more
complex tax returns and/or balance due returns.

—ISS will establish a program whose goal is to deliver a fully integrated shared
information technology infrastructure to include hardware, software, shared ap-
plications and data, telecommunications, security and an enterprise approach to
systems and operations management. This approach results in overall reduc-
tions in time and dollars to develop, deploy, and maintain the infrastructure
and the business applications that use the infrastructure.

IMPACT OF UNFORESEEN COSTS ON STAFFING LEVELS

Although staffing increases were supported in recent budgets, they could not be
realized because of unexpected cost increases. The IRS is labor intensive; salaries
and benefits make up 71 percent of our Operations Budget. Therefore, any unex-
pected major cost that the agency must absorb will have a negative effect on staffing
levels, despite efforts to reduce non-labor costs.

For fiscal year 2003, the President proposed a budget for the IRS that included
98,727 FTE (less EITC). However, the total FTE for fiscal year 2003 (less EITC) is
currently expected to be 96,802, which is 1,925 FTE less than the President’s re-
quest. The following are examples of what drove projected fiscal year 2003 FTE
down below the President’s request by 1,925.

—The unfunded increase in the fiscal year 2002 annual pay raise from the Presi-

dent’s 3.6 percent request to the 4.6 percent enacted level (Cost: $43 million).

—Postage increases above initial budget projections (Cost: $22 million).

—Unfunded increase in security costs after 9/11 (Cost: $20 million).

Let me put the staffing problem in even greater perspective. Over time, the cur-
rent fiscal year 2003 FTE projection is 1,249 FTE less than what was requested in
the President’s fiscal year 2001 Budget. It is also important to note that the fiscal
year 2003 appropriation bill created a $68 million unfunded pay increase and an
across-the-board cut of $64 million. These actions will further reduce our staffing
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levels and directly affect our ability to deliver on performance projections included
in the fiscal year 2003 budget request.

MODIFICATIONS TO THE IRS RESTRUCTURING AND REFORM ACT OF 1998 (RRA 98)

Mr. Chairman, in the fiscal year 2004 budget submission, the Administration pro-
posed modifications to RRA 98. Last year, the House passed legislation that con-
tained five of these proposals; the Senate did not act before adjourning. We com-
mend the House for its actions and believe that these modifications preserve the in-
tent of the Act while allowing us to administer it more efficiently and effectively.
We urge the Congress to take similar action this year.

There are six parts to the Administration’s proposed modifications. The first modi-
fies infractions subject to Section 1203 of RRA 98 and permits a broader range of
available penalties. Our ability to efficiently administer the tax code is currently
hampered by a strong fear among our employees that they will be subject to un-
founded 1203 allegations, and perhaps lose their jobs as a result. This proposal will
reduce employee anxiety resulting from unduly harsh discipline or unfounded alle-
gations.

The second part adopts measures to curb the large number of frivolous submis-
sions and filings that are made to impede or delay tax administration.

The third permits the IRS to enter into installment agreements with taxpayers
that do not guarantee full payment of liability over the life of the agreement. It al-
lows the IRS to enter agreements with taxpayers who desire to resolve their tax ob-
ligations but cannot make payments large enough to satisfy their entire liability and
for whom an offer in compromise is not a viable alternative.

The fourth allows the IRS to terminate installment agreements when taxpayers
fail to make timely tax deposits and file tax returns on current liabilities.

The fifth streamlines jurisdiction over collection due process cases in the Tax
Court, thereby reducing the cycle time for certain collection due process cases.

The sixth and last provision would eliminate the monetary threshold for IRS
Chief Counsel reviews of offers in compromise.

The Administration also has two proposals to improve IRS efficiency and perform-
ance from current resources. The first would modify the way that Financial Manage-
ment Services (FMS) recovers its transaction fees for processing IRS levies by per-
mitting FMS to retain a portion of the amount collected before transmitting the bal-
ance to the IRS, thereby reducing government transaction costs. The offset amount
would be included as part of the 15-percent limit on levies against income and
would also be credited against the taxpayer’s liability.

The second proposal would encourage growth in electronic filing by extending
from April 15 to April 30 the return filing and payment date for the filing of indi-
vidual income tax returns, if the return is filed electronically and any balance due
is paid electronically.

CONCLUSION

Mr. Chairman, in conclusion, the President’s proposed fiscal year 2004 budget for
the IRS keeps us on track and will allow us to provide both the short-term and
longer-term benefits to taxpayers, which has been the hallmark of our moderniza-
tion program from its inception. Once again, I thank the President and his Adminis-
tration for their continued support of our program and their confidence that we can
get the job done, and at the least cost to America’s taxpayers.

ELECTRONIC FILING

Senator SHELBY. I want to talk to you a little about electronic fil-
ing. This process clearly makes your job easier and maximizes effi-
ciency within the Service, but there are serious concerns about the
inability of the average American to fill out his or her own tax re-
turn and press a button on the IRS’s web site and file their return
electronically. I understand that there are a number of reasons
floating out there but I would like to hear from you, why can’t I
or somebody else go to the IRS’ web site, fill out my tax return and
file it unless, of course, I print it out and put it in the mail?

Mr. WENZEL. This year, for the first time, we do offer the oppor-
tunity to have individuals come into the IRS.gov site and avail
themselves of a program we refer to as Free File. There are 17
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commercial software firms that make up the consortium. I need to
back up and explain that a little bit.

The electronic filing program started from very humble begin-
nings in 1996 at the IRS. The first year we had 26,000 returns
filed. This year we expect about 53 million returns filed electroni-
cally of the 132 million individual income tax returns that will be
filed this calendar year. So there is a significant increase.

As you are aware, the Congress in 1998, as a result of the Re-
structuring and Reform Act of the Internal Revenue Service set a
goal for the IRS that by the year 2007, 80 percent of individual and
business tax returns will be filed electronically. While we have had,
as I mentioned, some significant success, attracting 53 million elec-
tronically filed individual returns this year, we still have quite a
ways to go for not only individual returns, but also business re-
turns, to reach that goal in 2007.

FREE FILE INITIATIVE

Senator SHELBY. Can you file an electronic return from your
home if you had the software?

Mr. WENZEL. You can file, beginning this year, with the consor-
tium that we entered into, this agreement with the private sector.
One of the efforts that we are—as I mentioned, it is the first year—
trying to increase the number of returns filed electronically. We
have a long-standing position at the IRS, that we were not going
to compete with the private sector software vendors, to offer free
software. That was a position that the IRS took, Treasury took.

As a result of that position we contacted the private sector to
form this consortium. As a result of it, this Free File initiative has
come up on the IRS.gov web site. Over 68 percent of individuals re-
quired to file a return are able to use that right now, at no cost
to them. Because all they have to do is pick one of the 17 sites,
go into it and have the opportunity to file a return at no cost.

Senator SHELBY. They would have to have the proper software to
do this, would they not?

Mr. WENZEL. No, it is there. It is on our system. So far this year
over 2.1 million individuals have opted to use one of those 17 soft-
ware products. Since it is still a week to go——

Senator SHELBY. How much does that cost?

Mr. WENZEL. There is no cost.

Senator SHELBY. No cost to it?

Mr. WENZEL. No cost.

Senator SHELBY. Free?

Mr. WENZEL. Maybe the confusion here

Senator SHELBY. There is some confusion.

Mr. WENZEL [continuing]. Because you can go in and use the pro-
grams at no cost, but what we agreed to with these 17 vendors is
they would have the opportunity to use what is called pop-up
screens. So if an individual went in, there is a screen that pops up
and says, “Would you be interested in getting some additional in-
formation, some products and services that we offer?” If you said
no, the pop-up screen would go away and you can continue to file
your return. But if you said yes, that screen will open up and there
are other products and services there.
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That is where the confusion may be, Mr. Chairman, because
some individuals have availed themselves to take advantage of the
additional services offered where there is a cost. But to file a re-
turn, there is no charge for that.

Senator SHELBY. The system that I understand is currently in
place requires, for example, me to seek an IRS-approved e-file part-
ner to file my return electronically; is that right? Do you want me
to repeat that?

In other words, the system I understand that is currently in
place would require me to seek an IRS-approved e-file partner to
file my tax return electronically. Is that what you were talking
about?

Mr. WENZEL. Yes, the partner——

Senator SHELBY. That is what I thought.

Mr. WENZEL [continuing]. Would be one of these 17—

Senator SHELBY. Seventeen of them?

Mr. WENZEL. Yes, for this first-year effort.

Senator SHELBY. Now that costs some money, does it not? It cost
something. I do not know how much.

Mr. WENZEL. Not for the taxpayer to go in and file their return.

Senator SHELBY. But as I understand, my staff did a quick
search on your web site and found a few examples I want to share
with you. There is a $6.95 senior special, the number one tax forms
for beginners is $9.95, and finally, there is the complete tax pack-
age for $24.95 and when you are finished you can e-file them for
free. In other words, you have got to do that first, is my under-
standing. Am I wrong?

Mr. WENZEL. Mr. Chairman, I have received e-mail, I have re-
ceived correspondence——

Senator SHELBY. I do not know if I am wrong or not. I am just
asking the question.

Mr. WENZEL [continuing]. From individuals of the 2-million-plus
that have used this that have said, this is great because it has
been free. It was no cost to me in terms of filing.

Senator SHELBY. In other words, they did not have to pay that
other money?

Mr. WENZEL. No. I need to check on the examples given here
because——

Senator SHELBY. We will furnish those for you, because we would
be interested

Mr. WENZEL [continuing]. I would really need to look into that
immediately.

BUSINESS SYSTEMS MODERNIZATION

Senator SHELBY. Business systems modernization, something we
have been working with a long time. The Service has informed the
staff that the IRS’ current IT infrastructure is not equipped to re-
ceive and process electronic transactions directly from individual
taxpayers. Given our discussion here, I am interested to know if,
in fact, the Service’s massive business systems modernization
project includes an upgraded capability to receive and process elec-
tronic transactions directly from individual taxpayers. And if not,
why not.
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Mr. WENZEL. One of our initiatives and programs in the future,
as it relates to the business systems modernization, is to make that
a reality in terms of account information.

Senator SHELBY. Would that not help a lot and move a lot of peo-
ple into electronic filing?

Mr. WENZEL. Absolutely.

Senator SHELBY. And that is what you really want.

Mr. WENZEL. That is one of our e-services that we have been try-
ing to make a reality because it is done so much already in the pri-
vate sector. The timeliness improves significantly, less cost.

PRIVATE COLLECTION AGENCIES

Senator SHELBY. I want to move into debt collection. It is my un-
derstanding you are planning to use private collection agencies to
collect some of the $280 billion owed in taxes. I remember Senator
Kerry and I were involved in this committee at one time and we
tried that. But actually it did not work very well at that time.
Maybe it will work now.

But what will IRS do to ensure that this will be a worthwhile
project and cost effective this time?

Mr. WENZEL. As you mentioned, there was a pilot in 1996-1997.
We learned from that experience, in terms of benefiting from that
limited pilot. We also, in getting ready for this proposal, in terms
of the budget request, included three private sector companies; a
large organization, medium-size, and a small business organization
to get their input.

You are right in the sense that the total number of accounts re-
ceivable, what we call now potentially collectible inventory, is well
over $200 billion. A lot of that, as you know, is corporations out of
business or deceased taxpayers. The reality is that we know for a
fact there are at least $13 billion right now just waiting for a con-
tact to be made that has an opportunity to potentially be collect-
ible. The reality is that the best we can do at the present time is,
once a year, send out a notice to remind that taxpayer they still
owe that money.

There is a 10-year statute period which we have to collect the po-
tentially collectible inventory. Every year there is a significant
amount of money dropping off because we have not attempted a
telephone call, for example.

Senator SHELBY. How do you plan to ensure the protection of
taxpayers’ rights and the confidentiality of taxpayers to taxpayer
information when you contract this out to private contractors?

Mr. WENZEL. This is a very important area for us, Mr. Chairman,
in terms of-

Senator SHELBY. Very sensitive too.

Mr. WENZEL. Absolutely. We expect the private sector collection
agencies, when they go out and hire people, the people they are hir-
ing will have to meet the same kind of requirements that we expect
of IRS employees in terms of background checks and so forth.

We have included our National Taxpayer Advocate in the devel-
opment of this whole proposal for this very—for obvious reasons,
but particularly for this reason, to ensure that taxpayer rights are
not violated.

Senator SHELBY. It is very important.
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What will be the cost of these contracts compared to the cost of
collecting the same debts using IRS employees? Have you done any
comparisons there?

Mr. WENZEL. Mr. Chairman, we are finalizing what the projected
cost would be. This is not the first time this kind of effort has been
done. Forty-two States currently use collection agencies as do the
Department of Education and also Financial Management Services,
which is part of the Treasury Department. We are having discus-
sions with them about the cost for this, but our proposal is basi-
cally that the costs would be recaptured in the proceeds that are
collected by these agencies or companies.

Senator SHELBY. So that leads me to the compensation of the
contractors, the people you contract out with. Is their compensation
a percentage of what they collect?

Mr. WENZEL. Yes, that is generally what the States and the two
Federal agencies that I mentioned that have entered into these
kinds of agreements do, and there is a certain percentage of the re-
ceipts that are collected.

Senator SHELBY. Okay.

Senator Murray?

EARNED INCOME TAX CREDIT

Senator MURRAY. Thank you, Mr. Chairman. In the fiscal year
2004 President’s budget, the IRS is proposing a so-called pre-certifi-
cation initiative for the EITC program, and while you are asking
for the money for this in the next fiscal year, you are planning to
send verification documents as soon as this July, I understand, to
about 45,000 individuals requiring them to provide additional docu-
ments to ensure their EITC eligibility. These taxpayers, I under-
stand, will have until this December to submit verification docu-
ments and your agency intends to delay the EITC portion of their
refund until IRS can review that documentation.

Can you tell me how quickly IRS expects to review that docu-
mentation?

Mr. WENZEL. The proposal, in terms of the $100 million, is that
we would send out letters to 45,000 taxpayers to ask them to pre-
certify things like what we call a “qualifying child.” The intent is
not to put more burden on the taxpayers as it relates to how we
are doing business today. As you are aware, the EITC program for
some time has been determined to be a high risk program because
it is a tax credit. For a number of years now we have been funded
additional monies, not only to do the outreach, the informing and
educating to make sure that individuals who are eligible for EITC
are in the program, but also there was certain direction given to
us to make sure we minimized the amount of fraud that goes into
the program.

Senator MURRAY. I was not actually asking about your rationale.
I was asking, because you are sending 45,000 questionnaires out
and you are telling taxpayers that it may delay their refund, how
long can we tell these people that it is going be, that it will take
you to review this documentation?

Mr. WENZEL. We would try to make sure that we keep that time
span to the absolute minimum. Right now, Senator, we are still
talking with some interest groups on the outside. We have not even
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finalized the form that would be used. We have had two meetings
that have been coordinated by our National Taxpayer Advocate to
make sure that the form and what we are requiring for the docu-
mentation is kept to the absolute minimum, so that once the infor-
mation comes in to us, we can immediately review it, turn it
around and issue the refund.

Senator MURRAY. Do you expect a lot of EITC payments to be de-
layed this year?

Mr. WENZEL. Delayed in the sense of, in the past that—yes, that
would be a correct statement. There would be a delay and we hope
to keep it to an absolute minimum.

Senator MURRAY. Can you give us any kind of time line on that?

Mr. WENZEL. I think what is key here, Senator, is to really final-
ize—as I mentioned, we are still finalizing some of those decisions,
working with considered outside stakeholders. That would be key.
I would be happy, once we get that—it should be done

Senator MURRAY. If you could let us know. We will be hearing
from our constituents and we need to give them a response on that.

Then I understand that you expect to expand this project next
year and require pre-certification by two million EITC recipients.
I am curious if before you expand it from the 45,000 to the two mil-
lion, are you going to do any kind of evaluation?

Mr. WENZEL. Absolutely. That is why we are starting out with
a much smaller number; that is correct.

Senator MURRAY. And you will have the results of that evalua-
tion before you send out pre-certification documents to two million
people?

Mr. WENZEL. We will carefully track that and make sure that we
completely analyze what has occurred here, and then make a deci-
sion in terms of what is the correct number. We think the two mil-
lion is a fair estimate, but that does not mean that that would not
be modified based on what we see.

Senator MURRAY. But you are going to take a look at what hap-
pens with the 45,000, and if we are seeing tons of delay and a lot
of problems then you will relook at that?

Mr. WENZEL. We will try to make sure that we do this right the
first time, and not incur any delay, even with the 45,000. But if
that is the case, we will make sure we modify our process and
carry that into the next year and the year after that.

Senator MURRAY. GAO estimates that in 1999 25 percent of eligi-
ble households, or about 4.3 million households, did not know even
how to claim this credit. The Government Performance and Results
Act requires you to set quantifiable goals for your agency’s objec-
tive. Does your fiscal year 2004 performance plan set a numerical
goal to increase the participation rate for EITC?

Mr. WENZEL. We have not quite finalized that goal yet, but it is
important, based on the feedback we received from GAO, to make
sure that we have an appropriate performance measurement in
that area.

Senator MURRAY. Why has it not been done yet?

Mr. WENZEL. We are still working through what the right per-
centage should be in terms of first time effort and setting the right
goal.
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Senator MURRAY. So you have not set a numerical goal. When do
you expect to do that?

Mr. WENZEL. We should be able to do that within, probably with-
in the next 45 days.

Senator MURRAY. The IRS has identified other high risk compli-
ance areas such as promoters of tax schemes, misusers of trusts
and offshore accounts, and under-reporting of tax by higher income
individuals. The average EITC credit is estimated to be only $1,660
while the average dollar-level fraud by those upper income indi-
vidual is obviously much higher. Do you really believe that focusing
$100 million on EITC is how the taxpayer gets the biggest bang for
their buck?

Mr. WENZEL. Our intent is to make sure that we continue to de-
vote a significant amount of our resources, as I mentioned in our
budget proposal for 2004, to address the other areas that you just
mentioned. But I also would say that we feel that the $100 million
is appropriate because almost one-third of the program right now,
$9 billion, is going out to individuals that are not entitled to the
EITC. Based on trending, that percent may continue to increase
unless we try to do something like the pre-certification. That is a
real concern on our part as far as how a significant tax credit pro-
gram like the EITC where already a large proportion, the money
is going to the wrong individuals.

Senator MURRAY. You have estimated that almost one-third of
the EITC claims in tax year 1999 should not have been paid due
to taxpayer errors. But that percentage does not take into account
the changes that were made in the 2001 tax act. Shouldn’t that fig-
ure be lower now?

Mr. WENZEL. We have not been able to validate that. We should,
based on this national research program that we just recently have
gone out and done, a random audit, receive information to verify
what you just mentioned; however, the information will not be
available until next year, about this time, to see what the results
were.

Senator MURRAY. So we will not know whether it is still that
high until a year from now?

Mr. WENZEL. It is true, we are

Senator MURRAY. We made changes in the 2001 tax act that
should have reduced that. But you are basing what you want to do
now back on what happened before we did that act.

Mr. WENZEL. That is correct. That is the latest information that
we have that we cited. And despite our efforts in terms of how we
approached this in the past, we have not been successful to reverse
this trend.

Senator MURRAY. But shouldn’t we wait until we get a more ac-
curate estimate of what occurred with the 2001 tax act before im-
plementing this kind of regime that could cause a lot of disruption
among many taxpayers?

Mr. WENZEL. Senator, our assessment of this is that we really
need it—we could not wait any longer. We needed to go ahead and
try this pre-certification as a better way to identify and stop the
30 percent and reduce it significantly.

Senator MURRAY. Your documentation actually indicates that one
reason that we have a high error rate is because taxpayers are con-
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fused about many of the complex EITC rules. What steps have you
take;1 to simplify these rules so that we can avoid taxpayer confu-
sion?

Mr. WENZEL. We continue to get the input from our National
Taxpayer Advocate and her advocates around the country. We our-
selves at the IRS are always trying to learn from interested outside
groups that give us input, to try to make sure that—the example
I gave, in terms of this current effort, is to come up with a form
that is easily understood, simplified, as much as possible, including
the instructions, so people are not confused.

Senator MURRAY. Mr. Chairman, I would just say that if we do
pre-certification and confuse people even more, then we are doing
a real disservice to people who actually should be getting the EITC
for very good reasons that we have set out before. So I think we
have to be very careful. If we have confusing rules now and we add
more confusing rules, I do not think it is very fair to low income
taxpayers.

Mr. WENZEL. Senator, just in terms of the $100 million I just—
and I am sure you are aware of this, but I just wanted to point out
that of the $100 million, we asked for about 650 FTEs. About 20
percent of the 650 FTEs will be spent on educating and informing
again, trying to reach out and make sure that people know they
are entitled to the EITC and trying to clarify for them any mis-
understanding. So it is not all totally devoted towards the enforce-
ment side.

Senator MURRAY. Thank you, Mr. Chairman.

IRS FREE FILE INITIATIVE

Senator SHELBY. I want to go back to the free filing and so forth.
Are there two separate systems here? One, the free file alliance is
free for qualifying taxpayers.

Mr. WENZEL. Yes.

Senator SHELBY. And by that, do you have to have a certain in-
come to qualify?

Mr. WENZEL. Yes, what is referred to as the adjusted gross in-
come,er. Chairman. But what these different sites offer in the
way of——

Senator SHELBY. What would that be before they could——

Mr. WENZEL. It varies by site. But when you add them all up,
at least 68 percent of all taxpayers that would want to avail them-
selves of one of the 17 sites will have the opportunity to free file.
It is not 100 percent.

Senator SHELBY. In other words, you have to have a certain in-
come before you can go to these sites. So it is not for all taxpayers.

Mr. WENZEL. Not right now.

Senator SHELBY. Do you expect it to be for all taxpayers?

Mr. WENZEL. This is a first-year effort.

Senator SHELBY. So you are trying.

Mr. WENZEL. We are trying. It is truly a pilot. The response has
been tremendous; 2.1 million people to date have used this option
that would not have otherwise. They have had the opportunity to
come in and file a return at no cost.

Senator SHELBY. Now the e-file partners are the only entities
that the IRS allows to file tax returns; is that correct?
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Mr. WENZEL. Through that site, yes. Through IRS.gov, yes.
Senator SHELBY. I wanted to clear that up.

CUSTOMER SERVICE

The IRS’ budget request proposes to reduce the individual call
service workforce. Some of us are concerned about the implications
of the workforce reduction in the individual call service area. The
IRS has come a long way in terms of customer service in the years
since I chaired this committee last, and we are concerned that a
reduction of this size will have a negative impact on the provision
of customer service to individual taxpayers.

Mr. WENZEL. We fully agree with you in that regard, Mr. Chair-
man. We do not want to step back and reduce the service, what we
have been able to achieve. Just to give you one measurement

Senator SHELBY. Because, in a sense, if you reduce the service
it will reduce your efficiency, will it not?

Mr. WENZEL. We have a responsibility to provide the best prod-
ucts and services to citizens of the United States, and one of the
ways we do that is through our telephone call centers. We want to
make sure we maintain and continue to improve the way we do
business. We have been successful in improving the efficiency of
the telephone operations, particularly in the last 12 months, but
our performance goals, as you would review them, would continue
to show that we want to improve in all areas, including the quality
of the responses we give and also the level of service that we offer
on our telephones. We do not intend to step back.

CAMPUS CONSOLIDATION

Senator SHELBY. Electronic filing again. We do not want to get
away from that, I think. As more returns are filed electronically,
what is the impact on IRS staffing in facilities? It has to go down.

Mr. WENZEL. Absolutely. Because of the 53 million that I men-
tioned earlier, as a result of that, we are closing one of what we
call our submission processing centers.

Senator SHELBY. Brookhaven service center?

Mr. WENZEL. That is the Brookhaven service center, yes. We
have eight, what we call individual tax return submission proc-
essing centers, and two for just business returns. As of September
30th of this year, not too many months from now, the submission
processing operation in Brookhaven will shut down completely and
we will go to seven, with plans as electronic filing continue

1Selrl?ator SHELBY. What savings will you realize by closing this fa-
cility?

Mr. WENZEL. Significant savings.

Senator SHELBY. How will the savings be used?

Mr. WENZEL. We hope in terms of reinvesting back into the IRS
to put the savings into our customer service, into enforcement.

Senator SHELBY. What formula or criteria did you use to deter-
min‘e?z which centers to close and the order in which to close the cen-
ters?

Mr. WENZEL. I would be happy to share that with you and your
staff, Mr. Chairman, but things like labor and rent savings, the im-
pact on:

Senator SHELBY. Just management positions basically?
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Mr. WENZEL. Yes. A whole list of criteria that we came up with.

Senator SHELBY. Okay, we would be interested in seeing it.

Since all taxpayers are still not filing their taxes electronically,
are there plans to upgrade the paper returns processing system?

Mr. WENZEL. We are always looking for ways to continue to im-
prove every part of the IRS operation. The submission processing
paper side has been in business for a long time, and even though
it has been around for a long time, we have made substantial im-
provements, and we continue to realize efficiency savings. We will
continue to look for additional efficiency savings.

BUSINESS SYSTEMS MODERNIZATION

Senator SHELBY. The IRS has developed an expenditure plan for
Congressional approval detailing how funds are to be spent before
the funds can be released. The key component of systems mod-
ernization is the customer account data engine (CADE), and it is
scheduled to be released in June or July of this year. It has experi-
enced numerous delays. Will CADE be rolled out as scheduled, and
will it offer improved service to taxpayers?

Mr. WENZEL. This is, of any major business systems moderniza-
tion project that we have, the most significant project because what
it does 1s completely overhaul our master file. Right now we expect
that the first iteration of CADE will be available to us later this
year, around July and August. What that is, basically as I men-
tioned, is the first phase of-

Senator SHELBY. Master file, tell me what you mean.

Mr. WENZEL. Master file is every individual, business, exempt or-
ganization, employee plans

Senator SHELBY. The whole matrix?

Mr. WENZEL. Everything, in terms of individuals and businesses
that are housed, currently, on a very outdated system. So it is very
sophisticated, very difficult. The PRIME contractors that we have,
some of the best companies in the world, realize the challenges
here. They are the ones that are doing this work for us, as you
know. Right now we have regular meetings and the goal is to stay
with the schedule of July or August to have the first version of
CADE delivered.

Senator SHELBY. What steps are you taking at IRS to ensure
that the business operating divisions are adequately prepared to
accept and operate and support these modernize systems?

Mr. WENZEL. That is a very essential part because all of this
modernization, when you talk about modernization——

Senator SHELBY. It means nothing without that, doesn’t it?

Mr. WENZEL. It means nothing without having your people come
along and understand what the new systems offer. So there is a
training part, awareness part, all of that is so important, and it is
integral to this whole effort.

Senator SHELBY. You do not want to purchase software and no
one knows how to operate it.

Mr. WENZEL. That is exactly right. We have seen that happen in
some other agencies, and we are not going to let that happen here
at the IRS.

Senator SHELBY. GAO has reported that IRS has made progress
in implementing modernization management controls and capabili-
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ties, certain BSM management capabilities have not been fully im-
plemented they say. GAO reiterated prior recommendations that
the IRS correct modernization management weaknesses. We know
you have made progress from when I used to benchmark it.

What is IRS’s plan and schedule for addressing the GAO’s rec-
ommendations, including implementing effective procedures for
validating contractor development, cost and schedule estimates?

Mr. WENZEL. We have done a number of things based on the
input from the GAQO’s oversight of the IRS, and also our inspector
general’s oversight of the BSM program. One of the things that we
have done is this year, fiscal year 2003, we have slowed down or
eliminated some of the projects that we thought we were going to
undertake, and really focused on CADE and some of the other crit-
ical programs, which has helped us immeasurably.

We have also met with the PRIME contractor and entered into
an understanding that a lot of the programs in the future will be
cost performance-based type of compensation, rather than just con-
tinuing to write a check. That’s the expectation; the work will be
based on a set cost price or possibly a performance-based price, so
there is accountability going back to the PRIME contractor.

The third thing that the PRIME contractor has done, based on
their further awareness of the challenges that these efforts offer,
is beefed up their experts, their expertise, particularly their senior
leadership of the contract, and have brought in some individuals
that really understand this better and know how to manage it bet-
ter, and to work with the IRS leadership in terms of making sure
we deliver on BSM this time.

OFFERS IN COMPROMISE

Senator SHELBY. The Offer in Compromise, this initiative has al-
lowed the IRS to reduce the backlog of cases and all new cases are
to be processed at one of two centralized sites, and only those offers
that cannot be completed there are sent to field offices for resolu-
tion. Concerns exist because the program has been costly to operate
in comparison to the return on the investment. Have the new ini-
tiatives enabled IRS to make the program more cost efficient?
What measures are used to make your assessment?

Mr. WENZEL. What we have done is, in two sites, as you mention,
one in Brookhaven and one in Memphis, added a total of 600 em-
ployees, roughly 300 in each of the locations. They are lower-graded
employees. Obviously, to start this up we had to go through an ex-
tensive training program for the 600 employees. Now their skill
level has really reached the point where they have become quite
productive, and we are able to screen out and work in those sites
some of the real easy offer in compromises where we do not have
to make a one-on-one contact with a revenue officer who is much
higher-graded, where there is travel time involved and so forth.

So our key measurement is what you might expect in terms of
the quality of the work performed, the efficiency of the work per-
formed. We feel, at this point in time, that now that we have gone
through this learning curve, that our decision to go to that kind of
an operation is going to really pay the overall benefits that we ini-
tially expected.
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SECURITY

Senator SHELBY. Information security. News reports that the IRS
has not done a good job in making sure that contractors receive ap-
propriate background checks. There have been problems with lock
box employee guards and even bomb-sniffing dogs that really could
not detect explosives. What is the IRS doing to address these prob-
lems? Can these problems have an impact on the safety of IRS em-
ployees as well as on the security of the taxpayer data? It is impor-
tant to have a safe place to work.

Mr. WENZEL. Mr. Chairman, if there is a number one priority at
the Internal Revenue Service, it is to ensure the safety of our
100,000 employees around the country. We take seriously and wel-
come the reviews that have been conducted by the GAO and the
inspector general for the IRS, who has also provided us ongoing
feedback on things like you just mentioned, in terms of the contract
employees. We have responded to those and taken the necessary
actions to correct that problem, so that the background checks are
done of contract employees, and do the follow-up reviews and make
sure it does not recur again.

Ever since September 11th of 2001, we have an ongoing site here
in Washington, D.C. with the Inspector General, where coopera-
tively we are looking at every aspect of physical security in every
one of our 795 offices around the country to try to ensure the safety
of our employees.

ADDITIONAL COMMITTEE QUESTIONS

Senator SHELBY. That is good to hear.

We appreciate your appearance here today. We will continue to
work with you and we believe that we have to measure the expend-
itures of the taxpayer and you are in a position to set the ground
rules.

Mr. WENZEL. Mr. Chairman, thank you for your oversight and
support that you provide to the Internal Revenue Service.

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

QUESTIONS SUBMITTED BY SENATOR RICHARD C. SHELBY
GENERAL

Question. Why is IRS requesting additional staffing in fiscal year 2004, when the
positions granted in fiscal year 2003 have not been filled?

Answer. The IRS requested additional funding in fiscal year 2003 for 1,179 FTE
to improve customer service and compliance and meet workload increases. However,
before we published the fiscal year 2004 budget, a number of unfunded and unan-
ticipated costs arose that reduced the funding available for hiring these additional
staff. Since over 70 percent of the IRS Operating budget consists of salaries and
benefits, any unanticipated costs we must pay requires the reduction of labor costs
(i.e., FTE).

For example, the fiscal year 2002 annual pay raise of 4.6 percent cost an addi-
tional $43 million above the 3.6 percent budgeted amount. The IRS had also ex-
pected savings resulting from legislative proposals for postage and the Financial
Management Service (FMS) levy that Congress did not pass that required us to fund
an additional $23 million. The unfunded postage increase raised our postage costs
by $22 million. Moreover, an unfunded increase in security costs resulting from the
9/11 tragedy cost the agency an additional $20 million. These changes and others
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amounted to $170 million in unexpected, unfunded costs mandatory to meet our
mission.

In addition, the extended Continuing Resolution for fiscal year 2003 limited our
funding to the fiscal year 2002 level until the appropriation was passed in early
2003. That restriction forced the IRS to concentrate available funds on ensuring a
good filing season and prevented the execution of hiring plans. Despite these set-
backs, the IRS needs the additional funding in fiscal year 2004 to continue to build
the staff necessary to address the enforcement problems that ensure that all tax-
payers pay their fair share of taxes.

Question. What formula did IRS use to determine which Service Center to close
and what cost savings if any, are derived from this action?

Answer. In the past, all ten IRS submissions processing centers processed returns
from both the Individual Taxpayers (IMF) and Business Taxpayers (BMF). Prior to
our reorganization the ten centers were identical to each other. Each center proc-
essed IMF and BMF returns. Each center also handled Taxpayer Accounts (cor-
respondence/telephones) and Compliance programs for both IMF and BMF. While
this was successful, we felt we could improve our Business results, and be more re-
sponsive to the Customer/Taxpayers by specializing our organization structure
based on our customers. We based the initial IMF Consolidation Strategy of these
centers around Wage and Investment (W&I), Small Business/Self Employed (SB/
SE), Large and Mid-Size Business (LMSB) and Tax Exempt and Government Enti-
ties (TE/GE) customer segments. As a result of this reorganization, we reorganized
the ten Processing Campuses into eight W&I and two SB/SE Submission (Return)
Processing Centers.

With the increased emphasis on Electronic Filing we have designed a detailed
business plan to reduce the number of Processing Centers from eight W&I sites to,
eventually, two. This is several years in the future, but this plan will reduce the
number of centers every couple of years, providing the public continues to switch
from filing paper to electronic returns.

We used economies of scale, labor market factors and real estate costs, as well
as the criteria listed below, to determine the order of consolidation of the sites:

—A Program Optimization Model using site specific volumetric and production

rates,

—Campus specific Return on Investment for real estate expenditures associated

with Submission Processing,

—Detailed potential severance costs associated with a Submission Processing con-

solidation,

—Qualitative factors such as, operational feasibility, infrastructure and work force

impacts.

As Electronic Filing increases and paper returns decrease, consolidation of Sub-
mission Processing campuses will result in savings. The IRS’ intent is to reinvest
these savings to maximize program opportunities in other areas. While there is not
a final figure for the Brookhaven Submission Processing consolidation, the initial
cost savings projection was approximately $50 million. The projected savings at the
Memphis Service Center consist of both Real Estate and Salary costs and are cur-
rently projected to be $12.5 million dollars for the period 2004 through 2006. We
project an annual cost avoidance of $9.5 million dollars a year starting in 2007. It
is too soon to project the cost savings for each center beyond Memphis at this time.

ELECTRONIC FILING

Question. Reports state that the 2002 filing season has been successful with the
implementation of e-filing. There should be some cost savings from this program,;
can you identify savings generated because of this initiative?

Answer. During fiscal year 2002, IRS estimates that the savings generated from
e-file were $9.995 million. Savings for fiscal year 2003 are estimated to be $10.369
million. Savings are computed as the costs that would have been incurred for proc-
essing the decreased number of paper returns, reduced by the costs of processing
them as e-file returns.

Question. The IRS contracted with the Free File Alliance, to provide free online
tax preparation and filing services for at least 60 percent of all taxpayers through
the IRS Website. Since the 2002 filing date has passed, do you think the Free File
Alliance was a success? What changes if any, would you make to this process for
the next filing season?

Answer. We did not contract, but rather established and are executing a public-
private partnership agreement with the Free File Alliance, LLC.

As of May 31, 2003, the IRS has received over 2.77 million returns through the
17 companies participating with the Free File Alliance. This figure represents over
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23 percent of all returns filed online with the IRS (11.7 million). These free tax
preparation and e-filing services will continue to be available to taxpayers through
October 15, 2003 on the irs.gov web site. Deemed a tremendous success by Treasury,
OMB and IRS, the Free File initiative exceeded expectations for the program. Based
on the volume of returns received through Alliance members and the relatively
small number of comments/concerns sent to the IRS, the Free File initiative was
very well received by taxpayers.

The IRS and the Free File Alliance are assessing all feedback and impact of the
program on both industry and the IRS. Completion of this process will determine
appropriate refinements for the 2004 filing season.

Question. Electronic filing has a number of discrepancies pertaining to e-filing.
Explain how free e-filing works? How can an individual qualify for free e-filing?

Answer. In November of 2001, the Office of Management Budget’s (OMB) Quick-
silver Task Force established 24 e-government initiatives as part of the President’s
Management Agenda. The task force designed these initiatives to improve govern-
ment to government, government to business, and government to citizen electronic
capabilities. One initiative, EZ Tax Filing (now known as Free File) instructed the
IRS to provide free online tax return preparation and electronic filing services to
taxpayers. To accomplish this objective, the IRS began working in partnership with
the tax software industry to develop a solution. The result was a precedent-setting
agreement between the government (IRS) and private sector (Free File Alliance,
LLC, a group of tax software companies, managed by the Council for the Electronic
Revenue Communication Advancement (CERCA)), that requires tax software compa-
nies to provide free online tax preparation and electronic filing services to eligible
taxpayers. This agreement requires Alliance members to provide free tax return
preparation and electronic filing services to a significant portion of the taxpaying
population (at least 60 percent or 78 million taxpayers) through April 15, 2003.
Many of these free services will be available for taxpayers with extensions through
October 15, 2003. These free services were launched to the public on January 16,
2003 and are being promoted by the IRS and are accessible at www.irs.gov.

The following describes how a taxpayer can participate with Free File:

Determine eligibility.—Upon arrival to the Free File page within irs.gov, the tax-
payer must determine his or her eligibility for using a particular company’s free
service. This eligibility can be determined by two methods: the taxpayer may browse
the complete listing of Alliance members and their free services; or the taxpayer can
use a “questionnaire” application (i.e., Free File Wizard) designed to help identify
those free services for which they may qualify. Each Alliance member’s company
name is identified and a simple description of the criteria for using their free service
is provided. For interested taxpayers, each Alliance member’s company or product
name is linked to additional information about the company and/or services.

Link to free services.—Upon determining eligibility, the taxpayer can link directly
to that Alliance member’s free service by clicking on the Alliance member’s “Start
Now” link. Upon doing so, taxpayers are notified they are leaving the irs.gov web
site and are entering the Alliance member’s web site.

Prepare and File Income Tax Return.—At the Alliance member’s web site, the tax-
payer can use the member’s online software to prepare and e-file his or her income
tax return using proprietary processes and systems. Once complete, the member
transmits the taxpayer’s return information to the IRS through the established e-
file system. Upon receipt, IRS computers check the return information for errors or
missing information and send the taxpayer notification of return acceptance or rejec-
tion through the Alliance member. Taxpayers will receive notification from the Alli-
ance member.

[NOoTE.—Each Alliance member has specific qualifying criteria for its free service.
For the 2003 filing season, the members based these requirements on factors such
as age, adjusted gross income, State residency, military status, or eligibility to file
a Form 1040EZ or claim the Earned Income Tax Credit. Taxpayers who met these
requirements can use that member’s online software to prepare and e-file their Fed-
eral tax return for free. An Alliance member’s qualifying criteria may change for the
2004 filing season.]

Question. When the business system modernization of IRS is complete, will all
taxpayers be able to file their taxes by e-filing or file on-line from the privacy of
one’s own home? If not, why not?

Answer. Currently, over 99 percent of all tax returns can be e-filed from home
computers or by using an authorized provider. The IRS is systematically removing
the last few barriers to e-file to open eligibility to the remaining taxpaying popu-
lation. However, IRS’ Business Systems Modernization program does not have plans
to offer direct on-line filing. RRA 98 directed the IRS to work cooperatively with the
industry to promote electronic filing. Additionally, the IRS believes that private in-
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dustry, given its established expertise and experience in electronic tax preparation,
has a proven track record in providing the best technology and services available.
As such, the IRS entered into an agreement with the private industry (Free File
Alliance), to provide free online tax filing and preparation services to at least 60 per-
cent of the taxpaying population. These free services were offered, during the 2003
filing season, by 17 different companies and were accessible through IRS’ web site
(irs.gov). The IRS is continuing to work with industry partners to provide opportuni-
tieﬁ and solutions that will encourage taxpayers to file their tax returns electroni-
cally.

MODERNIZATION

Question. What contributed to the delays in the projects in the Business Systems
Modernization spending plan submitted to Congress?

Answer. The IRS is modernizing one of the largest and most complex information
systems in the world. Since the creation of the IRS in its current form in the 1950s,
our mission has evolved, and the volume and complexity of our operations have
mushroomed. Our tax system modernization initiative faces several challenges:

—Complex, ever-changing tax laws,

—Extremely high volumes,

—Over 130 million individual taxpayers,

—Over 6 million business taxpayers,

—200 million returns,

—$2.1 trillion in receipts, $1.5 trillion in electronic payments,
—Tax refunds totaling over $190 billion,

—1.5 billion information documents,

—>52 million electronically filed returns,

—19.2 million combined Federal/State returns,

—Inputs with wide-variation in content ranging from few to many fields of var-

ious lengths,

—Seasonal processing with extreme variations in processing loads,

—Hundreds of legacy applications,

—Transaction rates on the order of billions per year and storage measured in the

tens of terabytes (trillions of bytes).

Since the Business System Modernization (BSM) effort began, the BSM program
office and PRIME contractor have struggled to implement defined and repeatable
processes that are necessary for effective and efficient systems development. Due to
the complexity of the BSM projects, these management processes have required time
to become established. Once all management processes are in place, and as they ma-
ture, the program will run closer to cost and schedule estimates and our capacity
to initiate additional deliverables will also increase. Also, we have addressed many
of the recommendations made by GAO, such as prudently slowing some projects and
deferring new ones when management capacity is inadequate, to proceed with an
acceptable risk level.

The IRS’ systems are woefully obsolete and inefficient for an organization so criti-
cally dependent on technology. We are saddled with a collection of computer systems
developed over a 35-year period. The most important systems that maintain all tax-
payer records were developed in the 1960s. Additional cost and schedule delays
arise from the challenge of programming interfaces with these historical systems,
which cannot easily share information with the modernized systems.

Initial project budgets and delivery timelines are based on long term plans and
strategy and may be developed years before the project start date. As the projects
move through the lifecycle and as requirements become fully understood, we have
adjusted most project estimates and schedules to reflect the enormous complexity
of the systems. Legislative changes in the tax code also impact costs and schedules.

Both the IRS and the PRIME contractor have underestimated the enormous size
and complexity of the BSM effort. We are engaged in a comprehensive process im-
provement initiative to enhance our effectiveness in validating cost and schedule es-
timates. This includes working with the PRIME contractor to develop and deploy
best practice estimating capabilities consistent with Carnegie Mellon University’s
Software Engineering Institute (SEI), as recommended by GAO. Once all manage-
ment processes are in place and as they mature, the program will run closer to cost
and schedule estimates and our capacity to initiate additional deliverables will also
increase.

In addition, given the important juncture we’ve reached with the first important
deliverable for CADE, we have decided to have an outside group of experts take an
independent look at the program and report back to us by the end of this summer.
We have not yet identified who will conduct this study but expect to do so in the
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next few weeks. No work will stop while the review is underway, but this is a good
time to assess progress, project risk and whether any midcourse corrections are
needed.

Question. Customer Account Data Engine (CADE) is the most critical of the com-
ponents in the modernization process. When CADE goes live this year will it be able
to process all individual and business accounts?

Answer. The first release of CADE will go live later this summer. CADE will
begin to process individual returns this year. The system will not, however, process
business returns this year. The individual tax returns that CADE will begin to proc-
ess will only be 1040EZ returns, paper and electronic, for single filers who either
fully paid or have a refund due. CADE’s first release will not include EITC filers
and filers with prior issues. The number of returns included in this first release will
be approximately 6 million. Although this is a relatively modest beginning, this first
re%ease of CADE contains much of the highly complex infrastructure to support later
releases.

CADE will be deployed over 6 years in five releases, each related to a specific tax-
payer segment. Each release will deliver functionality to support increasingly com-
plex filing scenarios. At the conclusion of Release 5, CADE will have replaced the
Individual Master Files. Subsequent releases of CADE will eventually replace the
Business Master Files and Non-Master Files.

Because CADE is one of the most complex projects in the world, we are moving
forward carefully based upon positive results from the rigorous testing process, as
well as cost and capacity considerations.

PRIVATE COLLECTION AGENCIES

Question. What guidelines does the IRS have in place to protect taxpayer’s pri-
vac;{z}, when and if the tax collection process is contracted to private collection agen-
cies?

Answer. Under the Administration’s proposal, taxpayer protections provided by
the Internal Revenue Code (Code), IRS procedures, and other applicable laws, in-
cluding those relating to taxpayer privacy, would be fully applicable to private col-
lection agencies (PCAs). The taxpayer protections incorporated in the Administra-
tion’s proposal have been reviewed thoroughly, including consultations with the Na-
tional Taxpayer Advocate. The National Taxpayer Advocate would have a con-
tinuing role 1n ensuring that taxpayer protections are maintained under this pro-

gram.

Sections 6103(n) and 7431(a)(2) of the Internal Revenue Code currently permit a
taxpayer to pursue legal action against any person who is permitted to receive tax
returns and return information for purposes of assisting in tax administration, but
who unlawfully inspects or discloses that information. Criminal penalties also may
be imposed under L.R.C. §§ 7213, 7213A. These provisions would apply to PCAs. The
Administration’s proposal would require annual reports outlining the safeguards in
place at the PCAs to protect taxpayer confidentiality and PCA compliance with the
taxpayer confidentiality provisions.

PCA employees would receive extensive training on taxpayer rights and privacy
protections. The IRS’ oversight processes, which would include an on-site presence,
live and tape monitoring of communications with taxpayers, periodic audits, and
performance evaluations, would ensure that taxpayer rights and privacy are fully
protected.

PCAs would be required to maintain a dedicated secure physical space with ap-
proved access controls to ensure protection of taxpayer data. The IRS would evalu-
ate the integrity of a PCA’s computer system to ensure that appropriate access con-
trols are in place to protect taxpayer data. To protect against browsing of taxpayer
information, PCAs’ systems would be required to maintain a log of accesses to tax-
payer information, which would be audited periodically by the IRS. On-site security
reviews would be performed to ensure that PCAs implement appropriate access con-
trols to segregated areas where IRS work would be performed. Periodic security au-
dits would be performed to ensure the PCAs maintain ongoing data and physical
security.

Question. A pilot project was tried previously, using private collection agencies
and it was not a success; what new information do you have that would indicate
that this process will work now?

Answer. The Administration’s proposal reflects the lessons learned from the pilot
program. The primary issues affecting the success of the pilot program, and the
manner in which those issues are addressed by this proposal, are set out below.

—Implementation Period.—The IRS was required to implement, almost from

scratch, the pilot program within the year of the appropriation legislation—i.e.,
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within 10 months of enactment. In contrast, planning for this proposal was
begun well over a year ago and has involved discussions between the IRS, the
Treasury Department, the Office of the National Taxpayer Advocate, the De-
partment of Justice, and prospective contractors. Moreover, even once author-
izing legislation is enacted, this proposal contemplates that additional time
would be required before the PCA program could begin. This additional time al-
lows the IRS to ensure that the business processes, security and oversight
measures, and taxpayer protections are brought on-line and fully tested before
the program begins.

—Funding.—The pilot program effectively was funded out of IRS appropriations
and involved the assignment to PCAs of a range of cases. IRS employees can
exercise discretion and enforcement authority which cannot be delegated to a
PCA. IRS employees, therefore, should be more effective, compared to a PCA
employee, at collecting a range of outstanding tax obligations. Thus, PCAs in
the pilot program were destined to be judged as inferior to IRS employees over
such a range of cases. In contrast, however, this proposal would involve the
careful screening of cases to ensure that only the most appropriate ones are as-
signed to PCAs so that PCAs can act effectively and efficiently with respect to
these liabilities. The Administration’s proposal also involves PCAs
supplementing, and not displacing, existing IRS resources. Accordingly, the pro-
gram would add to the net revenue collected.

—Processing and Communications.—At the time of the pilot program, IRS com-
puter and communication systems were not adequate for the processing, deliv-
ery, and updating of liabilities being handled by the PCAs. These processing
and communications issues already are being addressed to ensure that all func-
tions are performed timely in support of the program.

—Selection of Accounts.—The pilot program required the IRS to place accounts
where the IRS had previously made attempts to collect the monies owed. Con-
sequently, the pilot program involved the referral of many outstanding liabil-
ities to PCAs that did not have realistic collection potential. This resulted in
wasted effort by both the PCA and the IRS. Under the Administration’s pro-
posal, the IRS would focus on ensuring that the outstanding liabilities that are
referred to PCAs are those that not only are within the authority of the PCA
to resolve but also represent cases with a sufficient likelihood of payment if a
PCA, in fact, were to handle the liability.

—Taxpayer Information.—The pilot program overly restricted the amount of infor-
mation that could be provided to PCAs for purposes of collecting outstanding
liabilities. As a result, many cases had to be returned by the PCAs to the IRS
due to the PCAS’ inability to respond to often straightforward questions about
a taxpayer’s liability. Under the Administration’s proposal, PCAs would have
access to specific information regarding an outstanding tax liability (e.g., type
of tax, tax years affected, dates of assessment, whether the assessment is based
on a taxpayer’s own balance due return or an IRS notice, prior payments, and
application of prior payments) in order to answer basic, but important, ques-
tions that a taxpayer may have regarding the liability. The taxpayer informa-
tion that would be provided to PCAs would be strictly limited to the information
required for the collection of the specific tax liability at issue. PCAs would not
receive, for instance, information regarding a taxpayer’s total or adjusted in-
come, sources of income, results of IRS examinations, delinquency history for
liabilities not being handled by the PCA, or employer information. All existing
restrictions imposed by section 6103 of the Code would apply to the PCAs, and
taxpayers would have the right to assert a claim against PCA employees who
violate those protections.

—~Contract Structure.—The pilot program involved a fixed-price contract with in-
centive payments. The Administration’s proposal would involve a competitive,
fee-for-service, performance-based, incentive contract structure. The perform-
ance evaluation would be based on a balanced scorecard that would look to
quality of service, taxpayer satisfaction, and case resolution, in addition to col-
lection results. The allocation of accounts among the PCAs participating in the
program would be based on this performance evaluation, thereby providing a
further incentive for PCAs to respect all taxpayer rights and protections. This
compensation structure is modeled on the successful FMS and Department of
Education contracts.

—OQpversight.—The Administration’s proposal would involve extensive oversight of
the PCAs participating in the program, including direct, on-site monitoring.
This oversight would ensure that procedures are followed, and that any issues
are identified and resolved early.
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QUESTIONS SUBMITTED BY SENATOR TED STEVENS
PUBLIC EMPLOYEES RETIREMENT SYSTEMS RULING

Question. In 2001, the Alaska State legislature passed a bill sponsored by Senator
Rick Halsford (S.B. 145) which created the Village Public Safety Officer Program.
The bill mandates Village Public Safety Officers are eligible to become a member
of the Public Employees’ Retirement Systems (PERS) under as 39.35. The IRS is
considering the inclusion of Village Public Safety Officers in PERS, however they
have not yet rendered a decision. Until the IRS makes a decision, S.B. 145 can’t
be implemented. In March, I wrote a letter to the IRS requesting a response regard-
ing the status of the IRS’ ruling on the inclusion of Village Public Safety Officers
in PERS. No response has been received to this date. When can I expect to receive
a written response regarding the inclusion of Village Public Safety Officers in PERS,
or can you address this question right now?

Answer. The ruling request is under active consideration. Because positions taken
by the Pension Benefit Guaranty Corporation and the Department of Labor can be
affected by IRS rulings concerning the status of a plan as a governmental plan, we
informally coordinate these rulings with those agencies on a taxpayer anonymous
basis. We cannot disclose or otherwise make a draft taxpayer ruling available while
we are deliberating on a ruling, whether redacted or not. Once the ruling is issued,
with the taxpayer’s permission we can make a redacted copy available to you.

We plan to forward a redacted copy of our ruling to the aforementioned agencies
for their comments in mid-June. We expect their response within 30 days, and, as-
suming they concur with our proposed ruling or have no concerns or comments that
require follow-up, we will issue our decision within a week of receipt.

EXCISE TAX CALCULATION

Question. You have stated one of the goals of the IRS is to ensure that top quality
service is provided to each taxpayer through fair and uniform application of the law.
It has come to my attention that an Alaskan company called Hawaiian Vacation has
been using a handbook published by the Airlines Reporting Corporation to calculate
its excise tax for flights from Alaska to Hawaii. According to the handbook, the
route from Anchorage to Honolulu is subject to a 4.9 percent tax. The tax table has
been used in the airline industry for over 30 years, and during this time, the IRS
has not taken issue with the ARC handbook tables.

Recently, the IRS has disputes the use of the ARC handbook and has proposed
the tax calculation for the flight between Anchorage and Honolulu is 10.45 percent.
Obviously, the IRS’ calculation affects Alaskans because this is a tax paid by pas-
sengers. In the past, has the IRS rejected the use of the ARC handbook to determine
tax rates? If so, name the circumstances in which the use of the ARC handbook was
rejected. Will you provide the code section that prohibits the use of the ARC hand-
book when computing excise taxes?

Answer. Industry tables are useful tools in the calculation of the taxable and ex-
cludable mileage for air transportation and are normally published by an entity hav-
ing no Form 720 filing requirement. Neither the Internal Revenue Code nor Treas-
ury Regulations prohibit or authorize the specific use of industry tables when calcu-
lating the excise tax due on taxable air transportation to or from Alaska or Hawaii.
However, the underlying formulas and calculations to generate these industry tables
must be in compliance with IRC section 4262(b) and applicable regulations.

The Airline Reporting Corporation (ARC) has published tables used in the airline
reservation industry for over 30 years. Based on historical files, it appears that the
IRS had reviewed tables revised by the Air Transport Association of America (ATA)
in 1969. The tables concerned tax rate ratios for 29 TRANSPAC gateway cities. Al-
though the specific mileages were not authenticated, the IRS stated the formula ap-
peared reasonable, with an understanding that the computations were made using
the method set forth in Reg, Sec. 49.4262(b)-1(c).

Recently, we determined that the airline reservation industry tables currently in-
clude tax rate ratios for over 700 cities to Alaska and Hawaii. It appears they may
not conform to the method set forth in the regulations and revenue rulings. For ex-
ample, all cities in Alaska have the same rate to Hawaii, as well as all cities in
an area east from Vermont to Nova Scotia, regardless of the miles involved. In addi-
tion, established flight patterns over Kodiak Island in Alaska and Catalina Island
in southern California, which are within the United States and taxable, are possibly
not considered in the rate tables.

Although IRC Sec. 6103 prevents the discussion of specific taxpayers and their re-
turns, we are able to provide general tax information in response to these questions.
The industry table calculates the taxable mileage portion of a trip from Anchorage
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to Hawaii to be 4.9 percent of the total miles. The 7.5 percent Federal Excise Tax
rate would then be applicable to 4.9 percent of the amount paid for the ticket. Com-
puting the specific mileage when normal flight patterns to Hawaii are over Kodiak
Island, the taxable portion of the mileage is more closely reflected at 10.45 percent
of the total mileage, because the flight passes over a point that is U.S. territory.

This is a broad-based issue that impacts airlines, charter companies, and travel
agencies who have a Form 720 filing requirement, as well as all taxpayers who trav-
el to and from Alaska and Hawaii. In an effort to treat all taxpayers fairly and
equally, we hope to resolve the issue with a uniform application of the law. We have
agreed to meet with the industry and determine whether this issue can be ad-
dressed on a broad scale. We will be including excise, industry and Counsel special-
ists in this matter to come to a final determination as to the Service’s position.
There are several options open to pursue this, including Industry Issue Resolution,
Tax Advisory Memorandum, or Field Technical Guidance. We will determine the ap-
propriate format and a path of resolution after a review of the underlying informa-
tion and a discussion with industry.

QUESTIONS SUBMITTED BY SENATOR PATTY MURRAY
WILL THE IRS TRY TO INCREASE EARNED INCOME TAX CREDIT (EITC) PARTICIPATION?

Question. Mr. Wenzel, you stated that you intend to develop your numerical per-
formance goal in no more than 45 days.

Please forward to me your goal and an accompanying detailed description of how
you intend to achieve this goal no later than May 26th.

Answer. We are currently developing a methodology to identify the EITC partici-
pation rate to allow us to establish a targeted goal. We will provide this goal and
accompanying detail by the end of June, as we discussed with your staff.

Question. Some Federal agencies have used paid television advertising in English
and Spanish as a method of publicizing their message. For example, the National
Highway Traffic Safety Administration spent $10 million to buy primetime adver-
tising utilizing volunteer celebrities to get out its enforcement message on seat belts
with great success.

How much does the IRS plan to spend on paid advertising on radio and television
in order to boost participation in the EITC program?

Answer. The IRS does not normally use paid advertising for EITC. EITC is pro-
moted primarily through free Public Service Announcements (PSA). In 2003, IRS
spent approximately $1.5 million for development and distribution of PSAs (TV,
radio, and print media) in both Spanish and English and other related outreach ma-
terials. For 2004, we are beginning to plan an EITC awareness and understanding
promotion strategy that will focus on encouraging workers eligible for EITC to claim
it, while reducing erroneous payments. We have budgeted approximately $1.5 mil-
lion for this effort.

Question. Will you be using volunteer celebrities to get people’s attention?

Answer. In years past, celebrities have appeared in IRS PSAs from time to time.
However, we do not actively seek celebrity participation. Celebrities can pose a pub-
lic relations risk if the celebrity’s positive image changes in the future.

Question. You are asking for an additional $100 million for the EITC program.
We are told that this funding will go both for your pre-certification effort and to en-
hance participation.

Precisely what percentage of the $100 million will go toward pre-certification
versus outreach efforts?

Answer. Of the $100.2 million:

—$16.2 million is allocated to the Qualifying Child Verification initiative,

—$13.0 million is allocated for Communications and Outreach,

—$11.1 million is allocated to the Filing Status and Income Misreporting initia-

tives,

—$7.1 million is for operations management,

—$9.9 million is allocated to phone support, and

—$4.5 million is allocated for support from a variety of areas, including Field As-

sistance, Taxpayer Advocate Service and Appeals.

The vast majority of the remainder ($38.4 million) is allocated to developing busi-
ness and technological infrastructure. A description of the technology infrastructure
that we are developing or acquiring is provided in Appendix I.
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SHOULD THE IRS BE ALLOWED TO USE PRIVATE COLLECTION AGENCIES (PCAS) TO HELP
COLLECT DELINQUENT TAX DEBTS?

Question. Mr. Wenzel, your agency is seeking legislative authority to use private
collection agencies to help collect delinquent tax debts. IRS documentation states
that the IRS would be required to closely monitor private collection agencies’ activi-
ties and performance, including the protection of taxpayer rights. This is particu-
larly important because PCAs would be compensated out of the revenue collected
through their activities.

Please explain in detail the precise steps that would be in place to ensure that
vigilant oversight would be conducted on PCA activities?

Answer. The IRS would establish an oversight group with responsibility for man-
aging case referrals, monitoring and evaluating PCA performance, monitoring inter-
actions with taxpayers, and reviewing and approving PCA invoices. The oversight
group would be required to monitor a statistically valid number of taxpayer contacts
by each PCA to evaluate taxpayer treatment and adherence to IRS approved proce-
dures. A manual review of PCA activity on taxpayer accounts would be performed
to ensure compliance with approved IRS procedures and overall quality of case han-
dling. A full on-site audit of each PCA by the IRS oversight group would be per-
formed on a regular basis and would be in addition to ongoing quality-control and
taxpayer protection monitoring.

The PCA would be responsible for ensuring that each employee who has access
to taxpayer account information has completed the appropriate background inves-
tigation and non-disclosure forms. The PCA would be required to submit verification
of the required background investigation and copies of the non-disclosure forms to
the IRS at least 20 days before the employee is permitted to access taxpayer infor-
mation. In addition, the IRS would adopt tracking procedures developed during the
1996-97 pilot program to ensure that no PCA employee would be granted access to
the IRS work site or taxpayer data until he/she successfully completed a satisfactory
background determination. These procedures were very successful during the pilot.

The IRS’ oversight of PCAs would be similar in many respects to the IRS’ over-
sight of its own employees. For example, the IRS audit system logs for indications
of improper accesses to taxpayer information. The IRS also performs oversight of
employee work for quality and appropriateness of taxpayer interactions.

PCAs would be required to provide a large amount of information to the IRS, as
well as access to various systems, to facilitate IRS oversight. This would include:

—detailed Operational Management Information Systems (MIS) reports,

—telephone Service Level reports,

—audits of employee access to IRS taxpayer data,

—access to PCA collection system for auditing purposes,

—remote telephone monitoring access to authorized IRS personnel,

—PCA employee tracking information,

—PCA employee quality review monitoring evaluations,

—PCA Operational Plans, and

—PCA Business Continuation Plans.

To make certain the IRS promptly hears, evaluates and addresses taxpayer com-
plaints, a PCA would be required to provide to taxpayers, orally and in writing, in-
formation on how to report a complaint with the IRS. Any complaint received by
the IRS from a taxpayer would immediately be provided to the PCA. If a PCA were
to receive a complaint directly from the taxpayer, the PCA would be required to im-
mediately forward the complaint to the IRS.

Upon receipt of a complaint from the IRS or directly from a taxpayer, a PCA
would be required to immediately cease collection activity on the account in question
and provide to the IRS, by the close of business on the following business day, a
copy of its records on the account and any other information relevant to the com-
plaint. The PCA would not be permitted to resume collection activity on the account
until IRS resolved the problem and provided the PCA written authorization to re-
sume work. Failure by the PCA to cease collection activity on the account would re-
sult in IRS recalling the account from the PCA and, if appropriate, the termination
of the PCA’s contract.

A PCA also would be required to investigate the complaint and provide a complete
report to the IRS within 10 business days of receiving the complaint. The report
would include a description of all actions taken to resolve the situation and steps
put in place to ensure there are no future occurrences of similar situations.

If a complaint is validated, the PCA would be required to remove the offending
employee from the IRS account and take all necessary steps to ensure the employee
no longer has any access to taxpayer information. In addition, the PCA’s bonus and
inventory would be reduced, and the PCA would be subject to a penalty. The IRS
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could choose to suspend all contract activity for the PCA either permanently or until
the IRS has determined, at its discretion, that the PCA had taken appropriate cor-
rective actions to prevent further complaints.! The IRS’ determination that a com-
plaint was valid would not be subject to review.

If a potential statutory violation is identified, the IRS also would notify the Treas-
ury Inspector General for Tax Administration (TIGTA). TIGTA may investigate the
complaint, depending on the circumstances and seriousness of the complaint. If
TIGTA initiates a formal investigation of the complaint, the PCA would be required
to cooperate fully with the investigation and coordinate its own management efforts
with the IRS and TIGTA. TIGTA would provide a report of its investigation to the
IRS Contracting Officer after concluding the investigation.

Question. What mechanisms would be in place to ensure that taxpayer rights are
protected and private data is accurately secured in the use of private collection
agencies?

Answer. Under the Administration’s proposal, taxpayer protections provided by
the Internal Revenue Code (Code), IRS procedures, and other applicable laws, in-
cluding those relating to taxpayer privacy, would be fully applicable to private col-
lection agencies (PCAs). The taxpayer protections incorporated in the Administra-
tion’s proposal have been reviewed thoroughly, including consultations with the Na-
tional Taxpayer Advocate. The National Taxpayer Advocate would have a con-
tinuing role in ensuring that taxpayer protections are maintained under this pro-

gram.

Sections 6103(n) and 7431(a)(2) of the Internal Revenue Code currently permit a
taxpayer to pursue legal action against any person who is permitted to receive tax
returns and return information for purposes of assisting in tax administration, but
who unlawfully inspects or discloses that information. Criminal penalties also may
be imposed under I.R.C. §§ 7213, 7213A. These provisions would apply to PCAs. The
Administration’s proposal would require annual reports outlining the safeguards in
place at the PCAs to protect taxpayer confidentiality and PCA compliance with the
taxpayer confidentiality provisions.

PCA employees would receive extensive training on taxpayer rights and privacy
protections. The IRS’ oversight processes, which would include an on-site presence,
live and tape monitoring of communications with taxpayers, periodic audits, and
performance evaluations, would ensure that taxpayer rights and privacy are fully
protected.

PCAs would be required to maintain a dedicated secure physical space with ap-
proved access controls to ensure protection of taxpayer data. The IRS would evalu-
ate the integrity of a PCA’s computer system to ensure that appropriate access con-
trols are in place to protect taxpayer data. To protect against browsing of taxpayer
information, PCAs’ systems would be required to maintain a log of accesses to tax-
payer information, which would be audited periodically by the IRS. On-site security
reviews would be performed to ensure that PCAs implement appropriate access con-
trols to segregated areas where IRS work would be performed. Periodic security au-
dits would be performed to ensure the PCAs maintain ongoing data and physical
security.

Question. To what degree will the backgrounds of contractor employees be inves-
tigated?

Answer. The IRS, following Internal Revenue Manual (IRM) procedures and using
input from the National Background Investigations Center (NBIC) would determine
the degree of background investigation required in accordance with the risk associ-
ated with the job function performed and the taxpayer information being provided
to the PCAs. We anticipate PCA employees would undergo a moderate level of back-
ground investigation, which includes a criminal activity check, a tax compliance
check and verification of personal references.

Question. The Administration is supporting legislation to allow private collection
agencies to collect tax debt and be paid out of the proceeds of their collection efforts.

Isn’t this in conflict with the 1998 IRS reform legislation that specifically pro-
hibits IRS employees or managers from being evaluated on the amount of taxes they
collect?

Answer. Fully consistent with Section 1204 of the IRS Reform and Restructuring
Act, the IRS’ contracts with PCAs would prohibit a PCA from evaluating a PCA em-
ployee based on quotas or collection results with respect to Federal tax debts serv-
iced for the IRS. Moreover, these contracts would require that PCA employee eval-
uations include taxpayer service as a factor.

1In determining whether to suspend a contract, the IRS would consider the severity and fre-
quency of valid complaints for a PCA (whether related to one or more employees).
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The PCAs themselves would be evaluated based on a balanced measure scorecard
that would reflect quality of service, taxpayer satisfaction, employee satisfaction and
case resolution, in addition to collection results. A PCA therefore will be judged at
its, and its employees’ effectiveness, at resolving outstanding accounts and, where
appropriate, effecting payment of outstanding tax liabilities.

PCAs would have a very strong incentive to fully respect taxpayer rights and pro-
tections, including privacy rights. Validated taxpayer complaints and deficiencies
identified during the IRS’ monitoring and audit of a PCAs would result in signifi-
cant monetary penalties for the PCA. In addition, the PCA’s future allocation of
cases would be significantly impacted. Simply put, a PCA that does not fully respect
taxpayer rights and protections would soon find itself with a small to nonexistent
role in the program.

Question. Congress was concerned that evaluating employees on tax collection suc-
cess could promote overly aggressive collection techniques. Even if the individual
contract employees are not evaluated on how much they bring in, they may be con-
cerned that they won’t have a job unless they are bringing in money.

Doesn’t this conflict with the provisions of the 1998 IRS reform legislation?

Answer. The Administration’s proposal combines carefully restricted PCA activi-
ties, careful and continuous oversight, and significant short and long-term penalties
and incentives to ensure PCAs and their employees will fully respect taxpayer rights
and protections.

PCAs would focus on taxpayers who are likely to pay their outstanding tax liabil-
ities, either in full or in installments, if they were located and contacted. These are
functions that do not require the exercise of discretion and which would not involve
enforcement actions. PCAs may be provided by the IRS with a specific statement
that can either be sent or delivered verbally to taxpayers regarding the benefits of
paying an outstanding tax liability, and the potential consequences of failing to do
so. PCAs would be prohibited from threatening or intimidating taxpayers, or other-
wise suggesting that enforcement action will or may be taken if a taxpayer does not
pay the liability. In no case would a PCA be permitted to take enforcement action
against a taxpayer.

As described in previous responses, PCAs and their employees would be subject
to extensive oversight and audit. A violation by a PCA of a taxpayer protection pro-
vided by the Internal Revenue Code (Code), IRS procedures, or other applicable
laws, including those relating to taxpayer privacy, would have real short-term and
long-term consequences to the PCA and its employee, including, where appropriate,
contract termination.

Question. I understand that under current law, if an IRS employee misuses tax-
payer information, the injured taxpayer can recover damages from the U.S. govern-
ment.

Would that be the case with private contractors?

Answer. The existing protections against unauthorized disclosure of returns or re-
turn information would apply to PCAs and their employees. Sections 6103(n) and
7431(a)(2) of the Internal Revenue Code permit a taxpayer to pursue legal action
against any person who is permitted to receive tax returns and return information
for purposes of assisting with tax administration, but who unlawfully inspects or
discloses that information. Criminal penalties also may be imposed under IL.R.C.
7213 and 7231A.

Question. IRS employees are routinely charged with frivolous claims of misconduct
by noncompliant taxpayers. These charges are investigated by IRS or the Treasury
Inspector General for Tax Administration.

Who would do the investigating and who would pay the cost of investigations of
charges against contract employees?

Answer. The process generally would be similar. The IRS would establish an over-
sight group with responsibility for managing case referrals, monitoring and evalu-
ating PCA performance, monitoring interactions with taxpayers, and reviewing and
approving PCA invoices. The oversight group would be required to monitor a statis-
tically valid number of taxpayer contacts by each PCA to evaluate taxpayer treat-
ment and adherence to IRS approved procedures. A manual review of PCA activity
on taxpayer accounts would be performed to ensure compliance with approved IRS
procedures and overall quality of case handling. A full on-site audit of each PCA
by the IRS oversight group would be performed on a regular basis and would be
in addition to ongoing quality-control and taxpayer protection monitoring.

The PCA would be responsible for ensuring that each employee who has access
to taxpayer account information has completed the appropriate background inves-
tigation and non-disclosure forms. The PCA would be required to submit verification
of the required background investigation and copies of the non-disclosure forms to
the IRS at least 20 days before the employee is permitted to access taxpayer infor-
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mation. In addition, the IRS would adopt tracking procedures developed during the
1996-97 pilot program to ensure that no PCA employee would be granted access to
the IRS work site or taxpayer data until he/she successfully completed a satisfactory
background determination. These procedures were very successful during the pilot.

The IRS’ oversight of PCAs would be similar in many respects to the IRS’ over-
sight of its own employees. For example, the IRS audit system logs for indications
of improper accesses to taxpayer information. The IRS also performs oversight of
employee work for quality and appropriateness of taxpayer interactions.

PCAs would be required to provide a large amount of information to the IRS, as
well as access to various systems, to facilitate IRS oversight. This would include:

—detailed Operational Management Information Systems (MIS) reports,

—telephone Service Level reports,

—audits of employee access to IRS taxpayer data,

—access to PCA collection system for auditing purposes,

—remote telephone monitoring access to authorized IRS personnel,

—PCA employee tracking information,

—PCA employee quality review monitoring evaluations,

—PCA Operational Plans, and

—PCA Business Continuation Plans.

To make certain the IRS promptly hears, evaluates and addresses taxpayer com-
plaints, a PCA would be required to provide to taxpayers, orally and in writing, in-
formation on how to report a complaint with the IRS. Any complaint received by
the IRS from a taxpayer would immediately be provided to the PCA. If a PCA were
to receive a complaint directly from the taxpayer, the PCA would be required to im-
mediately forward the complaint to the IRS.

Upon receipt of a complaint from the IRS or directly from a taxpayer, a PCA
would be required to immediately cease collection activity on the account in question
and provide to the IRS, by the close of business on the following business day, a
copy of its records on the account and any other information relevant to the com-
plaint. The PCA would not be permitted to resume collection activity on the account
until IRS resolved the problem and provided the PCA written authorization to re-
sume work. Failure by the PCA to cease collection activity on the account would re-
sult in IRS recalling the account from the PCA and, if appropriate, the termination
of the PCA’s contract.

A PCA also would be required to investigate the complaint and provide a complete
report to the IRS within 10 business days of receiving the complaint. The report
would include a description of all actions taken to resolve the situation and steps
put in place to ensure there are no future occurrences of similar situations.

If a complaint is validated, the PCA would be required to remove the offending
employee from the IRS account and take all necessary steps to ensure the employee
no longer has any access to taxpayer information. In addition, the PCA’s bonus and
inventory would be reduced, and the PCA would be subject to a penalty. The IRS
could choose to suspend all contract activity for the PCA either permanently or until
the IRS has determined, at its discretion, that the PCA had taken appropriate cor-
rective actions to prevent further complaints.2 The IRS’ determination that a com-
plaint was valid would not be subject to review.

If a potential statutory violation is identified, the IRS also would notify the Treas-
ury Inspector General for Tax Administration (TIGTA). TIGTA may investigate the
complaint, depending on the circumstances and seriousness of the complaint. If
TIGTA initiates a formal investigation of the complaint, the PCA would be required
to cooperate fully with the investigation and coordinate its own management efforts
with the IRS and TIGTA. TIGTA would provide a report of its investigation to the
IRS Contracting Officer after concluding the investigation.

The IRS would pay for an initial number of the background investigations (75),
and the PCA would bear the cost for any additional background investigations after
the first 75.

Question. How would IRS decide which cases to give to contractors?

Answer. The IRS is currently evaluating the cases that would be referred to
PCAs. In general, the cases the IRS would refer to PCAs are cases where the tax-
payer has a reasonable likelihood of paying the outstanding tax liability if contacted
by telephone. These cases would include situations where a taxpayer has filed a re-
turn indicating an amount of tax due but has not sent in full payment of that
amount (so-called “balance-due” taxpayers). These cases also would include situa-
tions where the taxpayer has made three or more voluntary payments of tax that
the IRS has assessed (e.g., after having failed to file a return or report all income

2In determining whether to suspend a contract, the IRS would consider the severity and fre-
quency of valid complaints for a PCA (whether related to one or more employees).
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received). The IRS would not refer cases for which there is any indication that en-
forcement action would be required to collect the tax liabilities or cases in which
the taxpayer disputes the amount of the liability or the existence of the liability.

The IRS anticipates that it initially would refer only cases relating to the Form
1040 series of returns, i.e., individual taxpayers. These cases also would include tax
liabilities of Small Business/Self-Employed (SB/SE) taxpayers and sole proprietors
who file a Form 1040 with a Schedule C, E, or F. Although the IRS would use PCAs
to help address both new cases as well as those cases that currently are not to be
addressed due to resource and collection priorities, the IRS does not intend to refer
cases that are over 6 years old.

The IRS is currently evaluating the potential inventory of cases that may be ap-
propriate for referral. The IRS is developing more detailed screening criteria to
eliminate cases likely to result in a referral back to the IRS or that otherwise would
have a low probability of collection by the PCA. In addition, the IRS is examining
whether commercially available credit data could assist in identifying and
prioritizing the potential inventory for PCA placement.

Question. Wasn’t funding to analyze which cases could be given to contractors cut
in this year’s budget?

Answer. Collection Contract Support (CCS) was initially part of the Filing & Pay-
ment Compliance (F&PC) Modernization project. Although this project is now on
hold, the IRS has identified fiscal year 2003 funding for critical needs, including
analysis and development of predictive models that will place the appropriate ac-
counts with PCAs should legislation be enacted. We have engaged an industry lead-
er in the credit and risk management scoring process to develop these models for
use with CCS.

While the empirical models that are envisioned for F&PC are ultimately desirable
for the modernized IRS, the commercially available models presently planned for
use in CCS will provide valuable insight to the IRS on which accounts can be best
resolved in the PCA environment.

HAS THE IRS IMPROVED ITS CUSTOMER SERVICE?

Question. For the 2002 filing season and so far in this year’s filing season, tax-
payers have received correct responses to questions approximately 85 percent of the
time.

What is the IRS doing to improve this rate?

Answer. The IRS utilizes several methods to continually address quality issues.

—The IRS monitors error data from the Centralized Quality Review System on
a daily basis and provides ongoing feedback about top errors to frontline em-
ployees. The Centralized Quality Review system is conducting in-depth analysis
of fiscal year 2003 Filing Season data to make recommendations on correcting
problem areas.

—Frontline managers and local review staffs continually listen to the responses
given to customers on the toll free telephone lines to ensure responses are cor-
rect and complete and to provide performance feedback to frontline employees.

—The IRS is working continually to improve tools used by frontline employees to
respond to customer inquiries. These tools include the Service Wide Electronic
Research Program, the Electronic Accounts Resolution Guide, and the Tax Law
Probe and Response Guide.

—Employees responding to tax law inquiries are specialized in their respective
topics and tested before being permitted to take live calls.

The IRS has accumulated data from each toll-free site on challenges faced during
the fiscal year 2003 filing season and actions taken to overcome these challenges.
This information is being used to plan for fiscal year 2004 and beyond to eliminate
barriers to providing world-class customer service.

Field Assistance initiated several actions to improve the accuracy of responses
given to taxpayers who visit Taxpayer Assistance Centers (TAC). Some of the ac-
tions are:

—DMonitor Employee Performance.—TAC managers are monitoring 12 tax law
counter contacts for each technical employee during the year. At least six of the
contacts will be monitored during the filing season. To place the monitoring
commitment into the proper context, Field Assistance had 1521 permanent and
335 seasonal and permanent part time employees as of March 2003. Consid-
ering that tax law represents only 10 percent of the total workload and the geo-
graphic dispersion of our TACs this is a significant number of reviews.

—Employee Counseling.—Counseling is provided when we identify an improper
referral to a publication. We follow up with education and role playing to dem-
onstrate proper use of the Publication Method. The Publication Method is a
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technique to “walk” a taxpayer through a publication to cover all appropriate
probing questions and illustrates the correct answer to his/her question.

—Training Assessment Battery (TAB).—TAB will be administered to all employees
and managers to identify skill levels and training needs. The TAB includes four
modules that align directly with the four-stage training curriculum for Tax Res-
olution Representatives (TRRs).

—Employee Certification Process.—We have completed the first round of employee
certifications. The certification process requires employees to correctly answer
three out of three questions on four tax law topics (social security benefits, edu-
cation credit, earned income tax credit and dependents). Employees will only be
allowed to answer taxpayers’ questions on topics for which they have been cer-
tified.

—Anonymous Managerial Visits—The sample plan requires 30 anonymous visits
monthly per Area. Results of the visits are provided to the employee’s manager
within one business day for follow-up for potential quality improvement.

—Anonymous Headquarters Quality Assurance Visits.—Our Headquarters Quality
Assurance staff is required to make monthly anonymous visits to the TACs. Re-
sults of the visits are also provided to the employees’ managers.

—Error Trend Reports.—Issued by Headquarters Quality Assurance staff when
we identify errors. Areas are required to follow up on the errors identified and
take appropriate actions to improve the accuracy of responses given to tax-
payers who visit the TACs.

Question. How accurate are the answers supplied by employees using the IRS toll-

free help phone lines?

Answer. Using fiscal year 2003 cumulative as of May 23rd, for the 2003 filing sea-
son the accuracy rate for tax law is 82.25 percent and accuracy rate for accounts
is 88.11 percent.

Question. What is the result of reviews of the quality of walk-in service to tax-
payers at IRS Taxpayer Assistance Centers?

Answer. The results of Field Assistance quality reviews and Treasury Inspector
General for Tax Administration (TIGTA) reviews of the quality of walk-in service
at TAC’s during fiscal year 2003 are:

Field Assistance Quality Review Results.—The cumulative accuracy rate through
April 2003 is 87 percent based on 840 questions asked nationwide.

TIGTA Results.—The cumulative accuracy rate through April 2003 is 68 percent
based on 445 questions asked. We disagree with including referrals to publications
and service denied responses in computing the accuracy rate. When recomputed to
reflect only answers that are technically correct or incorrect, the cumulative accu-
racy rate is 73 percent. [NOTE.—The term “service denied” includes situations where
the IRS employee did not answer the taxpayer’s question, did not refer the taxpayer
to a publication, another employee, the toll-free telephone number or offer to pre-
pare a written referral for the question. The IRS employee may have told the tax-
payer that no one was available to answer their question and that they should come
back the next day.]

Question. Is there separate data available regarding the accuracy of information
given in response to inquiries pertaining to EITC?

Answer. Yes. Cumulative through April 2003, IRS has achieved an 81.4 percent
accuracy on Earned Income Tax Credit (Tax Law) for inquiries to our telephone
assistors.

The accuracy results for EITC questions for our walk-in offices are as follows:

Field Assistance Quality Review Results.—The cumulative accuracy rate through
April 2003 for EITC questions is 96 percent based on 69 questions asked nation-
wide.

TIGTA Results.—The cumulative accuracy rate through April 2003 for EITC ques-
tions is 70 percent based on 96 EITC questions asked. As stated above, we disagree
with including referrals to publications and service denied in computing the accu-
racy rate. When recomputed to reflect only answers to EITC questions that are tech-
nically correct or incorrect, the cumulative accuracy rate for EITC questions is 79
percent.

IRS MODERNIZATION

Question. It seems that for more than a decade, IRS has been modernizing its
computer systems. Obviously, this has been a challenge.

Why has it taken so long and why is it not completed? Despite improvements, the
major modernization projects continue to experience significant delays, cost in-
creases, management difficulties, and reductions in deliverables.
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Answer. The IRS is modernizing one of the largest and most complex information
systems in the world. Since the creation of Internal Revenue Service (IRS) in its
current form in the 1950s, our mission has evolved, and the volume and complexity
of our operations have mushroomed. Comparable to no other in the world today, our
tax system modernization initiative faces several challenges:

—Complex, ever-changing tax codes,

—Extremely high volumes,

—Over 130 million individual taxpayers,

—Over 6 million business taxpayers,

—200 million returns,

—$2.1 trillion receipts, $1.5 trillion in electronic payments,
—Tax refunds totaling over $190 billion,

—1.5 billion information documents,

—>52 million electronically filed returns,

—19.2 million combined Federal/State returns,

—{nputh with wide-variation in content ranging from few to many fields of various

engths,

—Seasonal processing with extreme variations in processing loads,

—Hundreds of legacy applications, and

—Transaction rates on the order of billions per year and storage measured in the

tens of terabytes (trillions of bytes).

As you know, past modernization attempts have yielded small improvements, but
have been largely unsuccessful. A critical question moving forward was whether or
not the IRS could learn from these failures to become more successful at managing
modernization. At the direction of Congress and to maximize the likelihood of suc-
cess, the IRS awarded the PRIME contract to provide leadership in the development
of the IRS long-term vision of tax administration including; systems integration and
engineering, best practices in business process reengineering and business solution,
software acquisition/development and program/project management capability.

Notwithstanding the complexity of our modernization effort, we are experiencing
the same challenges faced by private industry in developing and deploying tech-
nology projects. The CHAOS report, published by the Standish Group, evaluated the
causes for success and failure of technology projects. The Standish Group research
shows a staggering 31.1 percent of projects will be canceled before they ever get
completed. Further results indicate 52.7 percent of projects will cost 189 percent of
their original estimates. The Modernization projects are realizing a success rate
equal to or greater than the success rate experienced by private industry.

The Modernization program is delivering real benefits for taxpayers, tax practi-
tioners and the IRS, and we are supporting an aggressive deliverable schedule. In
addition to the accomplishments realized by project releases in fiscal year 2001 and
2002 discussed in the response to question 39d, planned deliverables for fiscal year
2003 include functionality for Internet Employer Identification Number (EIN), Cus-
tomer Account Data Engine (CADE), Human Resources (HR) Connect and e-Serv-
ices.

Initial project budgets and delivery timelines are based upon the long term
visioning and strategy and sometimes developed several years before the project
start date. As the projects move through the lifecycle and requirements become fully
understood, most project estimates and schedules have been adjusted to reflect the
enormous complexity of the systems. Additional costs and schedule delays also arise
from legislative changes and the need for the modernized systems to interface with
the existing legacy systems.

We are engaged in a comprehensive process improvement initiative to enhance
our effectiveness in validating cost and schedule estimates. This includes working
with the PRIME contractor to develop and deploy best practice estimating capabili-
ties consistent with Carnegie Mellon University’s Software Engineering Institute
(SEI), as recommended by GAO. Following the present rollout of cost and schedule
estimating enhancements our focus will transition to ensuring increased accuracy
and reliability of estimates. Once all management processes are in place, and as
these mature, the program will run closer to cost and schedule estimates and our
capacity to initiate additional deliverables will also increase.

The modernization effort is a major challenge. As the GAO noted in its January
assessment, modernization remains a high risk area. It stated, “The scope and com-
plexity of the program are growing—the challenge for the IRS is to make sure the
pace of systems acquisition projects does not exceed the agency’s ability to manage
them effectively.” Given the important juncture we have reached with the first im-
portant deliverable for CADE, and the need to ensure future success of the program,
we have decided to have an outside group of experts take an independent look at
the program and report back to us by the end of this summer. We have not yet iden-
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tified who will conduct this study but expect to do so in the next few weeks. No
work will stop while the review is underway, but this is a good time to assess
progress, project risk and whether any midcourse corrections are needed.

Finally, because of the importance of successfully achieving modernization, the
new Commissioner recently appointed a new position, the Deputy Commissioner for
Operations Support, who will supervise the Chief Financial Officer, Chief Informa-
tion Officer, the Chief Human Capital Officer, Agency Wide Shared Services and the
Service’s IT and physical security operations. The Deputy Commissioner for Oper-
ations Support will own the modernization program and drive productivity across
the organization in order to improve service to taxpayers.

IRS FINANCIAL MANAGEMENT

Question. The Acting Inspector General has found that IRS lacks, on an ongoing
basis, the timely, accurate, and useful information needed to make informed man-
agement decisions.

How do you respond to this charge?

Answer. The IRS is in the process of implementing the Integrated Financial Sys-
tem, a Joint Financial Management Improvement Program (JFMIP)-certified, com-
mercial off-the-shelf software application that addresses the legislative requirements
for the IRS in support of the financial and revenue accounting, property and pro-
curement processes. Release 1 is scheduled for agency-wide deployment in October
1, 2003.

This release will:

—Improve the capability to meet internal/external requirements related to man-

agement controls and financial reporting, including cost accounting;

—Improve the timeliness, quality, and utility of administrative activity data pro-
vided to IRS managers, as well as to central agencies, so they can make effec-
tive business decisions; and

—Address several Remediation Plan action items, and address GAO concerns re-
garding lack of integrated financial management systems at IRS.

With the implementation of IFS Release 1, the IRS expects to dramatically im-

prove the timeliness, accuracy, and usability of the information required to make
informed management decisions.

QUESTIONS SUBMITTED BY SENATOR BARBARA A. MIKULSKI
IRS ON PRIVATIZING TAX COLLECTION

Question. The Administration is supporting legislation to allow private collection
agencies to collect tax debt and be paid out of the proceeds of their collection efforts.
This seems to me to be in conflict with the 1998 IRS reform legislation that specifi-
cally prohibits IRS employees or managers from being evaluated on the amount of
taxes they collect. Congress felt that evaluating employees on tax collection success
promoted overly aggressive collection techniques. Even if the individual contract em-
ployees are not evaluated on how much they bring in, they will know that they
won’t have a job unless they are bringing in money. Isn’t that in conflict with the
provisions of the 1998 IRS reform legislation?

Answer. The Administration’s proposal combines carefully restricted PCA activi-
ties, careful and continuous oversight, and significant short and long-term penalties
to ensure PCAs and their employees will fully respect taxpayer rights and protec-
tions. Fully consistent with Section 1204 of the IRS Reform and Restructuring Act,
the IRS’ contracts with PCAs would prohibit a PCA from evaluating a PCA em-
ployee based on quotas or collection results with respect to Federal tax debts serv-
iced for the IRS. Moreover, these contracts would require that PCA employee eval-
uations include taxpayer service as a factor.

PCAs would focus on taxpayers who are likely to pay their outstanding tax liabil-
ities, either in full or in installments, if they were located and contacted. These are
functions that do not require the exercise of discretion and which would not involve
enforcement actions. PCAs may be provided by the IRS with a specific statement
that can either be sent or delivered verbally to taxpayers regarding the benefits of
paying an outstanding tax liability, and the potential consequences of failing to do
so. PCAs would be prohibited from threatening or intimidating taxpayers, or other-
wise suggesting that enforcement action will or may be taken if a taxpayer does not
pay the liability. In no case would a PCA be permitted to take enforcement action
against a taxpayer.

A violation by a PCA of a taxpayer protection provided by the Internal Revenue
Code (Code), IRS procedures, or other applicable laws, including those relating to
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taxpayer privacy, would have real short-term and long-term consequences to the
PCA and its employee, including, where appropriate, contract termination.

Question. It’'s my understanding that under current law if an IRS employee mis-
uses taxpayer information the injured taxpayer can recover damages from the U.S.
government? Would that be the case with private contractors?

Answer. The existing protections against unauthorized disclosure of returns or re-
turn information in would apply to PCAs and their employees. Sections 6103(n) and
7431(a)(2) of the Internal Revenue Code permit a taxpayer to pursue legal action
against any person who is permitted to receive tax returns and return information
for purposes of assisting with tax administration, but who unlawfully inspects or
discloses that information. Criminal penalties also may be imposed under L.R.C.
7213 and 7231A.

Question. IRS employees are routinely charged with frivolous claims of misconduct
by noncompliant taxpayers. These charges are investigated by IRS or the Treasury
Inspector General for Tax Administration. Who would do the investigating and who
would pay the cost of investigations of charges against contract employees?

Answer. The process generally would be similar. The IRS would establish an over-
sight group with responsibility for managing case referrals, monitoring and evalu-
ating PCA performance, monitoring interactions with taxpayers, and reviewing and
approving PCA invoices. The oversight group would be required to monitor a statis-
tically valid number of taxpayer contacts by each PCA to evaluate taxpayer treat-
ment and adherence to IRS approved procedures. A manual review of PCA activity
on taxpayer accounts would be performed to ensure compliance with approved IRS
procedures and overall quality of case handling. A full on-site audit of each PCA
by the IRS oversight group would be performed on a regular basis and would be
in addition to ongoing quality-control and taxpayer protection monitoring.

The PCA would be responsible for ensuring that each employee who has access
to taxpayer account information has completed the appropriate background inves-
tigation and non-disclosure forms. The PCA would be required to submit verification
of the required background investigation and copies of the non-disclosure forms to
the IRS at least 20 days before the employee is permitted to access taxpayer infor-
mation. In addition, the IRS would adopt tracking procedures developed during the
1996-97 pilot program to ensure that no PCA employee would be granted access to
the IRS work site or taxpayer data, and even then only limited access, until he/she
successfully completed a satisfactory background determination. These procedures
were very successful during the pilot.

The IRS’ oversight of PCAs would be similar in many respects to the IRS’ over-
sight of its own employees. For example, the IRS audit system logs for indications
of improper accesses to taxpayer information. The IRS also performs oversight of
employee work for quality and appropriateness of taxpayer interactions.

PCAs would be required to provide a large amount of information to the IRS, as
well as access to various systems, to facilitate IRS oversight. This would include:

—detailed Operational Management Information Systems (MIS) reports,

—telephone Service Level reports,

—audits of employee access to IRS taxpayer data,

—access to PCA collection system for auditing purposes,

—remote telephone monitoring access to authorized IRS personnel,

—PCA employee tracking information,

—PCA employee quality review monitoring evaluations,

—PCA Operational Plans, and

—PCA Business Continuation Plans.

To make certain the IRS promptly hears, evaluates and addresses taxpayer com-
plaints, a PCA would be required to provide to taxpayers, orally and in writing, in-
formation on how to report a complaint with the IRS. Any complaint received by
the IRS from a taxpayer would immediately be provided to the PCA. If a PCA were
to receive a complaint directly from the taxpayer, the PCA would be required to im-
mediately forward the complaint to the IRS.

Upon receipt of a complaint from the IRS or directly from a taxpayer, a PCA
would be required to immediately cease collection activity on the account in question
and provide to the IRS, by the close of business on the following business day, a
copy of its records on the account and any other information relevant to the com-
plaint. The PCA would not be permitted to resume collection activity on the account
until IRS resolved the problem and provided the PCA written authorization to re-
sume work. Failure by the PCA to cease collection activity on the account would re-
sult in IRS recalling the account from the PCA and, if appropriate, the termination
of the PCAs contract.

A PCA also would be required to investigate the complaint and provide a complete
report to the IRS within 10 business days of receiving the complaint. The report
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would include a description of all actions taken to resolve the situation and steps
put in place to ensure there are no future occurrences of similar situations.

If a complaint is validated, the PCA would be required to remove the offending
employee from the IRS account and take all necessary steps to ensure the employee
no longer has any access to taxpayer information. In addition, the PCA’s bonus and
inventory would be reduced, and the PCA would be subject to a penalty. The IRS
could choose to suspend all contract activity for the PCA either permanently or until
the IRS has determined, at its discretion, that the PCA had taken appropriate cor-
rective actions to prevent further complaints.? The IRS’ determination that a com-
plaint was valid would not be subject to review.

If a potential statutory violation is identified, the IRS also would notify the Treas-
ury Inspector General for Tax Administration (TIGTA). TIGTA may investigate the
complaint, depending on the circumstances and seriousness of the complaint. If
TIGTA initiates a formal investigation of the complaint, the PCA would be required
to cooperate fully with the investigation and coordinate its own management efforts
with the IRS and TIGTA. TIGTA would provide a report of its investigation to the
IRS Contracting Officer after concluding the investigation.

The IRS would pay for an initial number of the background investigations (75),
and the PCA would bear the cost for any additional background investigations after
the first 75.

Question. How would the IRS decide which cases to give to contractors? Wasn’t
fu})lding to analyze which cases could be given to contractors cut in this year’s budg-
et?

Answer. The IRS is currently evaluating the cases that would be referred to
PCAs. In general, the cases the IRS would refer to PCAs are cases where the tax-
payer has a reasonable likelihood of paying the outstanding tax liability if contacted
by telephone. These cases would include situations where a taxpayer has filed a re-
turn indicating an amount of tax due but has not sent in full payment of that
amount (so-called “balance-due” taxpayers). These cases also would include situa-
tions where the taxpayer has made three or more voluntary payments of tax that
the IRS has assessed (e.g., after having failed to file a return or report all income
received). The IRS would not refer cases for which there is any indication that en-
forcement action would be required to collect the tax liabilities or cases in which
the taxpayer disputes the amount of the liability or the existence of the liability.

The IRS anticipates that it initially would refer only cases relating to the Form
1040 series of returns, i.e., individual taxpayers. These cases also would include tax
liabilities of Small Business/Self-Employed (SB/SE) taxpayers and sole proprietors
who file a Form 1040 with a Schedule C, E, or F. Although the IRS would use PCAs
to help address both new cases as well as those cases that currently are not to be
addressed due to resource and collection priorities, the IRS does not intend to refer
cases that are over 6 years old.

Collection Contract Support (CCS) was initially part of the Filing & Payment
Compliance (F&PC) Modernization project. Although this project is now on hold, the
IRS has identified fiscal year 2003 funding for critical needs, including analysis and
development of predictive models that will place the appropriate accounts with
PCAs should legislation be enacted. We have engaged an industry leader in the
credit and risk management scoring process to develop these models for use with
CCS.

While the empirical models that are envisioned for F&PC are ultimately desirable
for the modernized IRS, the commercially available models presently planned for
use in CCS will provide valuable insight to the IRS on which accounts can be best
resolved in the PCA environment.

BUSINESS SYSTEMS MODERNIZATION

Question. I am concerned about the requested funding levels for the IRS business
systems modernization program. The budget request for this year is just $429 mil-
lion, about $21 million or 5 percent below the initial fiscal year 2003 request and
$79 million or 14 percent below the level recommended by the IRS Oversight Board.

a. Are you committed to a robust Federal investment to continue the business sys-
tems modernization program at IRS?

Answer. Yes. We firmly believe we are making progress on our commitments, are
leveraging our precious resources, and are managing the considerable risk inherent
in a program of the enormous size, complexity, and sensitivity. The current BSM
program funding level for fiscal year 2003 is $407 million (including available appro-

3In determining whether to suspend a contract, the IRS would consider the severity and fre-
quency of valid complaints for a PCA (whether related to one or more employees).
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priations from previous years). The President’s Budget proposes an increase to $429
million in fiscal year 2004.

The $429 million enables us to provide a balanced program that builds out essen-
tial infrastructure, delivers taxpayer value, improves internal operations and is
within our ability to manage and implement.

The BSM program has been steadily implementing management processes based
on best practices in cost and scheduling planning, configuration management, risk
management, management progress reporting, acquisition management and others.
We feel the management processes coupled with our governance process will strike
the proper balance between delivering business value, building critical infrastruc-
ture, and ensuring control and effectiveness. As the management processes mature,
the program will run closer to cost and schedule estimates.

In addition, the modernization effort is a major challenge. As the GAO noted in
its January assessment, modernization remains a high risk area. It stated, “The
scope and complexity of the program are growing—the challenge for the IRS is to
make sure the pace of systems acquisition projects does not exceed the agency’s abil-
ity to manage them effectively.”

Given this assessment and the important juncture we have reached with the first
important deliverable for CADE, we have decided to have an outside group of ex-
perts take an independent look at the program and report back to us by the end
of this summer. We have not yet identified who will conduct this study but expect
to do so in the next few weeks. No work will stop while the review is underway.
But this is a good time to assess progress, project risk and whether any midcourse
corrections are needed.

Question. b. What is the Administration’s five-year run out for the business sys-
tems modernization—both in the annual appropriations request and the annual
BSM program (expenditure plan) level?

Answer. In fiscal year 2001 we developed a Tax Administration Vision and Strat-
egy (TAVS) and an Internal Management Vision and Strategy (IMVS) to guide the
BSM program. TAVS and IMVS reflected our priorities (the sequencing plan). Some
critical projects like CADE were already started, but future projects are generally
chartered from the sequencing plan that we developed as part of TAVS and IMVS.
We also developed an Enterprise Architecture (EA) that added significant functional
and technical detail to TAVS and IMVS. The EA includes an Enterprise Transition
Plan that further details the TAVS and IMVS sequencing plan.

The request for $429 million was determined after extensive analysis of: (1) the
requirements for in-progress projects begun prior to fiscal year 2004; (2) the TAVS
and IMVS sequencing plan; (3) funding the Custodial Accounting Project and Inte-
grated Financial System to correct material weaknesses in financial management;
(4) improving IRS e-gov functionality with e-Services and Modernized e-file; (5)
maintaining adequate management reserve; (6) the Business Systems Management
Office (BSMO) capacity to manage the program and projects; and finally, (7) the
ability of the business units to absorb new software vis-a-vis training and implemen-
tation impacts. In requesting the $429 million, we believe we have set a realistic
funding level that will allow us to continue the investments begun prior to fiscal
year 2004 and initiate critically needed systems software and hardware for business
operations.

As the IRS moves forward in its modernization efforts, funding requests will be
developed after careful consideration of our long-term strategy, the sequencing plan
and the priorities in the President’s Management Agenda, as well as our ability to
manage and absorb new functionality and business processes.

Question. c¢. The program’s development growth has generally been sustained
through a combination of annual appropriations and carryover from prior year ap-
propriations so that this year’s (2003) program level is $450 million (the $370 mil-
lion appropriation + carryover from prior years). I am concerned that prior year
carryover funding will pretty much be exhausted after 2003. So how can the BSM
program—as it enters into a critical period next year for a series of major projects—
maintain its momentum if the program level in 2004 actually drops below the an-
ticipated level for 2003?

Answer. The current BSM program funding level for fiscal year 2003 is $407 mil-
lion, including carryover from prior years. The President’s Budget proposes an in-
crease to $429 million in fiscal year 2004. The requested funding level of $429 mil-
lion will allow us to continue the investments begun prior to fiscal year 2004 and
initiate critically needed systems software and hardware for business operations.

Question. d. OMB seems to be pushing expenditure of funds for this program into
more internal IRS information technology applications rather than robustly funding
the development of major activities that benefit the four major IRS business units.
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Can you explain what you are doing to guarantee that the products developed by
the BSM are going to be used by the IRS’ business units?

Answer. Guiding the BSM Program is our Tax Administration Vision and Strat-
egy and Internal Management Vision and Strategy, both of which are reflected in
the BSM Enterprise Architecture. The business units developed these during late
2002 and early 2001 and keep them current.

As we develop products based on the business priorities reflected in our sequenc-
ing plan, we have management processes that deeply invest the business units in
leadership and ownership positions across the life cycle. One example is our Execu-
tive Steering Committees (ESC), which are chaired by the business unit. The Dep-
uty Commissioner for Large and Mid-Size Business LMSB heads the Filing and
Processing Management Sub-ESC and the Deputy CFO heads the Internal Manage-
ment Sub-ESC, for example.

Our integrated project teams have representation from all the relevant affected
business areas, including information technology, and all key designated roles, such
as the Requirements Director, are always from the business units. There are many
other examples of how bonded the systems people and the business people are in
this process, but hopefully the examples above convey the flavor of what we are
doing to ensure deep business engagement and ownership from the outset.

Our programs to date have addressed improved tax administration, internal man-
agement, and building technical infrastructure. Establishing a new secure online in-
frastructure to support tax administration applications like the very popular
“Where’s My Refund?” is one achievement we cite with pride. We have delivered
several other tax administration applications (a new customer communications sys-
tem, a new system for tax computations for use by LMSB revenue agents, and a
new Internet Employer Identification Number system) and one major internal man-
agement system (human resources).

This summer we will implement a new Internet-based system to enable stream-
lined communications with tax practitioners, and the first release of CADE, which
will be the first step in replacing the old master files with a modernized taxpayer
account data system. This fall we will implement two new internal management ap-
plications, a new core financial system, replacing our current financial system, and
a new custodial accounting system. Next January, we will launch electronic filing
for large businesses and tax-exempt organizations.

As you can see, this represents an ambitious, but balanced (across tax administra-
tion and internal management) portfolio.

Question. I am very supportive—as have the House and Senate Appropriations
Committees—of the efforts made to advance Business Systems Modernization (BSM)
by its systems integrator—the PRIME Alliance. In fact, it was this Subcommittee
in the fiscal year 1997 Treasury Appropriations bill that set the whole BSM/PRIME
concept in motion. I am concerned, however, about a couple of items and would like
your review of several matters.

a. Currently, about $50 million are spent each year on Tier B projects that are
designed to be the next generation of applications for certain IRS business units,
yet these funds are not controlled by either BSM or the PRIME. I am concerned
about the failure to make sure that the right hand and the left hand are not only
coordinated, but marching in lock step with each other—something only settled by
putting these funds under the control of BSM and the PRIME. Can you apprise the
Subcommittee of your position on this concept and provide for us a detailed idea of
how we guarantee the kind of program integration on IRS IT activities that are nec-
essary for BSM to succeed?

Answer. The BSM Business Integration Office is responsible for ensuring that
strategically linked Tier B projects are under the BSM governance structure. In this
case the Sub-Executive Steering Committees have oversight responsibility for Stra-
tegic Tier B projects along with Tier A projects, thus insuring project integration.
In addition each modernization project contains a Transition to Support Plan, which
details Operations & Maintenance activities after the modernized system is de-
ployed.

These investments are not as large, dramatic or far reaching as the BSM pro-
gram. They are small-scale investments that provide bridge systems until mod-
ernization arrives or, in some cases, are the modernized end-state solutions. All in-
vestments or projects within this portfolio are selected through the IRS’ integrated
prioritization process. A major component of this prioritization and selection process
is a thorough engineering analysis to ensure that the proposed systems are compli-
ant with the modernized enterprise architecture and do not duplicate what is being
developed by the BSM program. This engineering analysis also ensures that these
projects will run on the modernized or BSM infrastructure. And, finally, the engi-
neering analysis checks for duplication with legacy system enhancements.
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In order to support continuation of modernization efforts the newly appointed
Deputy Commissioner for Operations Support will supervise the CFO, CIO, the
Chief Human Capital Officer, Agency Wide Shared Services and the Service’s IT and
physical security operations. The Deputy Commissioner for Operations Support will
own the modernization program and drive productivity across the organization in
order to improve service to taxpayers.

Question. b. I am also concerned that an increasing amount of the funds appro-
priated for BSM are not flowing through the PRIME Alliance. When Congress di-
rected the IRS to initiate BSM in fiscal year 1997, we were emphatic that a private
sector integrator needed to be brought in to do the job. Yet by bypassing the
PRIME, and splintering BSM funds in multiple directions, it appears the IRS—in
the wake of Commissioner Rossotti’s departure—is trying to return to a position of
itself being the systems integrator. That is at odds with the original Congressional
intent for the program and President Bush’s Management Agenda. What can you
do to make sure that we let the private sector serve as the systems integrator for
this program as was intended?

Answer. The table below was recently prepared for House Congressional testi-
mony. It shows the total amount of obligated funds since we awarded the PRIME
contract. Over the life of the contract the PRIME has received approximately 75 per-
cent of all obligated BSM funds. During the last two full fiscal years, 2001 and 2002,
the PRIME has received approximately 76 percent of the obligations each year. Be-
cause of the long Continuing Resolution and the recent approval of the revised fiscal
year 2003 Business Systems Modernization Expenditure Plan, we do not yet have
comparable fiscal year 2003 numbers available.

We do not believe that the numbers indicate that the share of funds going to
PRIME has decreased significantly. It is not the intention of the IRS to move away
from the Congressional intent of having the private sector serve as systems inte-
grator for the BSM program.

PRIME CONTRACTOR AND OTHER IRS SUPPORT CONTRACTORS

BSM
Obligated Expended
PRIME $771,031,696 $634,725,415
MITRE 52,801,406 49,440,693
Other 202,236,866 171,071,729
Total 1,026,069,968 855,237,837

APPENDIX .—TECHNOLOGY REQUIREMENTS FOR EITC CAN BE CATEGORIZED BY PRE-FILING,
FILING, AND POST-FILING ACTIVITIES 1

System Component Description

PRE-FILING TECHNOLOGY COMPONENTS

CERTIFICATION DATABASE .......cccovvvererennes Database containing certification status (entered during Filing); Database may
contained imaged documents.

AUTOMATED INFORMATION SYSTEM .......... System for taxpayers to check certification status through multiple channels, in-
cluding Internet, Phone (ACD/IVR), E-File terminal, etc.

FILING STATUS SYSTEM ..o System to build taxpayer profiles from historical data to identify Filing Status

errors in post-filing in batch.

System to import and store third-party data (Choicepoint).

System to analyze and access historical AUR information and identify taxpayer
fitting certain criteria (i.e. repeater offenders).

EITC CONTACT CENTER/ACCTS MANAGE- | Complete call center solution that allows CSRs to access all EITC information;
MENT. DSTs; Ability to transfer calls to external contractor; Includes application to

access imaged documents.

CHOICEPOINT SYSTEM
EITC UNDER REPORTER SYSTEM ...

FILING TECHNOLOGY COMPONENTS

EITC E-FILING SYSTEM ....coocevvrrerrrne. System that enables taxpayers to electronically submit certification documenta-
tion.
CERTIFICATION SYSTEM ..o System to capture certification information during processing; Includes OTA-like

Decision Support Tools to aid in decisions; Provides certification status to
end-users; allows for scanning, sending, and viewing of documents (16 M) to
central location.
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APPENDIX |.—TECHNOLOGY REQUIREMENTS FOR EITC CAN BE CATEGORIZED BY PRE-FILING,
FILING, AND POST-FILING ACTIVITIES I—Continued

System Component

Description

FILING STATUS SYSTEM ...
MATCHING SYSTEM

TECHNOLOGY MODIFICATIONS

POST-FILING TECHNOLOGY COMPONENTS

RISK-BASED COMPLIANCE SYSTEM ..........
COMPLIANCE DATA SYSTEM

FILING STATUS COMPLIANCE SYSTEM .......

AUR MODIFICATIONS ...

SUPPORT SYSTEMS
mIS

WORKFORCE/INVENTORY
SYSTEM.

MANAGEMENT

System to capture new Filing Status information at time of processing.

System to match taxpayer reported information against information stored in
databases to determine if filing requirements have been met.

Master File and other systems modifications to separate and freeze only EITC
portion of return (instead of freezing the entire return).

System to analyze and identify trends in non-compliance; This system will aid
in compliance strategies and case selection (can leverage F&PC RBSS).

System that allows Tax Examiners to access multiple databases containing EITC
information.

System to access and analyze filing status information (internal and third-
party) and identify errors in batch at the time of filing; Includes automated
case building and issue-based notice generation; Provides all relevant Filing
Status information to Tax Examiner; Includes OTA-like Decision Support Tools.

Systems changes to AUR that would allow EITC cases to be identified, analyzed,
and worked separately from other AUR cases; Includes changes to AUR to in-
clude the expected change in EITC in the AUR dollar discrepancy.

System that provides all management information requirements, including pre-
filing, filing, and post-filing activities; Includes OTA-like Decision Support
Tools.

System to predict and manage workload and inventory in pre-filing, filing, and
post-filing activities; Includes OTA-like Decision Support Tools.

1System includes applications, database, infrastructure, maintenance, etc.; DST—Decision Support Tools.

SUBCOMMITTEE RECESS

Senator SHELBY. Thank you. Thanks for your appearance.

The subcommittee is in recess.

[Whereupon, at 2:50 p.m., Wednesday, April 9, the subcommittee
was recessed, to reconvene subject to the call of the Chair.]
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TRANSPORTATION FOR BUDGET

OPENING STATEMENT OF SENATOR RICHARD C. SHELBY

Senator SHELBY. The committee will come to order. Welcome, Mr.
Secretary. We are pleased that you are doing better, and as I told
you, we will be walking briskly down the hall together. We are
pleased to see you here today. I know it has been a difficult year
for you and I hope that the remainder of 2003 is better.

I look forward to our discussion this morning on the Department
of Transportation’s 2004 budget request. I hope we will also have
an opportunity to uncover how the budget request relates to your
authorization proposals and your other goals for the Department.

I first want to commend you, Mr. Secretary, for proposing a
budget that does not impose any new user fees. With our economy
struggling to recover, I believe that now would be the worst time
to increase the burden on transportation users. Our goal should be
to do more with less and to relieve unnecessary impediments to ef-
ficiency in the transportation system.

In addition, I look forward to obtaining greater detail about the
proposal to establish a new $1 billion infrastructure performance
and maintenance program for highway projects that can be con-
structed quickly, and how those funds would be allocated to en-
hance transportation systems and relieve congestion.

The budget request for the Federal Transit Administration pro-
poses the most significant changes from previous fiscal years. I am

(119)
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skeptical that consolidation of programs and distribution by for-
mula of transit dollars will improve the delivery of transit services
or capital improvements. Formula fights can be distracting and the
Federal role in transit should be more than simply revenue shar-
ing.
Instead, I believe that we should structure transit funding to im-
prove rural connectivity, eliminate the bias toward rail capital
projects, focus Federal investment on key projects that might not
otherwise get built but have a significant impact, and put in place
oversight procedures for early identification of the risk associated
with project execution.

While funding for the highway program is not what I had hoped
for, and is less than what we provided in the omnibus, it is better
than what the RABA-like mechanism would have provided, and
considerably better than some of the rumors that were circulating
last December. Nevertheless, I believe that the highway obligation
limitation needs to be increased and I look forward to working with
you to further that goal.

Other than that, I view this budget basically as a status quo
budget. I know that the Department has focused almost exclusively
on TSA last year and on transitioning Coast Guard and the TSA
to the Department of Homeland Security. But I did expect a bit
more in this budget proposal on where you wanted to take the re-
mainder of the Department.

I am as concerned about what is missing from the budget request
as I am with what it includes. Highway fatalities are headed in the
wrong direction, increasing for the fourth consecutive year. And
just as troubling, alcohol-related accidents and fatalities increased
again for a third time in as many years.

Yet, there is no new initiative to increase seatbelt use, reduce
drunken driving, or to do anything differently at NHTSA other
than consolidating several existing State grant programs or shift-
ing funds for grant programs from FHWA to NHTSA.

I think that we can do better. Two years ago, Senator Murray
and I provided funding for Click It or Ticket campaigns. After
struggling with NHTSA to get them to use the money, the program
had a positive impact on the national seatbelt usage rate. This
shows why we need to make greater use of targeted, data-driven
programs.

If they work, you will have my support to grow the initiative. If
they do not, we will try something else, even if that means upset-
ting some of NHTSA’s partners. The only thing that is not accept-
able I believe is not trying new things to reduce the carnage on our
highways.

With regard to passenger rail, I must say that I am disappointed
there once again. The Department has failed to provide the leader-
ship, I believe, that is necessary to transform Amtrak. While the
Congress waits for a legislative proposal that embodies the prin-
ciples of reform that you articulated last June, your representative
on the Amtrak board of directors has supported a budget that is
an all-out effort to preserve the current failed system.

Amtrak’s budget assumes a Federal subsidy that is twice as
much as what was included in the President’s budget, but does not
contemplate even minor changes to the current structure. Amtrak’s
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hostility to reform was further demonstrated when Amtrak’s CEO
abandoned his commitment to fully recover the cost of State-sup-
ported lines as soon as private rail companies offered to provide the
service for the States at a much lower cost.

In a similar vein, I have impressed upon both your predecessors
and the FAA administrator that something needs to be done to con-
tain the cost growth of the FAA. Over the past 9 years, the FAA
operations budget has grown 65 percent, including a proposed 8.1
percent growth in the budget request for 2004. By comparison, air-
craft operations, the primary driver for FAA operations activities,
have declined 10 percent since 2000. In a budget constrained envi-
ronment it is unsustainable to have unchecked costs at the FAA.

This is a perennial item on the Inspector General’s top ten man-
agement challenge list, yet nothing ever seems to get done. Like
Amtrak, ignoring the issue of cost growth of the FAA’s operation
budget will not make it go away and is a disservice, I believe, to
the American taxpayer.

Finally, Mr. Secretary, I want to raise what I believe is an
emerging challenge for the Department and the FAA: the economic
trade and regulatory implications of a consolidated European
Union Member States open skies or open aviation area concept.

Whether an open aviation area multilateral agreement is a good
idea or not, I believe that the die is cast and that the European
Union will be working in a much more coordinated manner with
regard to International Civil Aviation Organization regulatory and
safety issues. That presents enormous challenges and potential
risks for the United States given the opportunity for mischief that
can intentionally or unintentionally creep into standards consider-
ation and creation.

This is an important and a very complicated area and I encour-
age you to put some of your best people on it and to provide a clear
and comprehensive statement of where you believe the United
States should head in this regard in order to maintain our pre-
eminence in aviation.

Mr. Secretary, we have an obligation to do better than just deliv-
ering the status quo and I look forward to working with you toward
that end. It is good to see you again.

Senator Murray.

STATEMENT OF SENATOR PATTY MURRAY

Senator MURRAY. Thank you, Mr. Chairman. First let me join
with you in saying how pleased I am to see Secretary Mineta back
before this subcommittee. We all know that Secretary Mineta has
worked far harder than he should have during his recuperation
from surgery. I suspect that his leadership of the Department dur-
ing this period was far more involved than his doctors would have
liked. I want to publicly thank you for all the extra effort during
these last few months.

I know they have been difficult ones but our Nation and our en-
tire transportation enterprise is better off because of your selfless
commitment, Mr. Secretary, and we thank you.

Just a few minutes ago, I had the opportunity to introduce Ms.
Annette Sandberg to the Senate Commerce, Science, and Transpor-
tation Committee. She is Secretary Mineta’s Acting Administrator
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at the Federal Motor Carrier Safety Administration. I think the
President made an excellent choice in asking that she be appointed
as the permanent Administrator of that agency. Ms. Sandberg was
the first woman to serve as the head of a State police force, having
served as chief of the Washington State force for 6 years. I was
really honored to introduce her to the Commerce Committee today
and I have great faith in her ability to advance the cause of truck
safety at that agency.

With the passage of the Homeland Security Act, the reorganiza-
tion of the Department, and the reorganization this committee,
both Secretary Mineta and this subcommittee have an opportunity
to refocus and redouble our efforts on the core missions of the De-
partment of Transportation. For the last 2 years we have been fo-
cused on the urgent security needs in all of the transportation
modes. With that responsibility now vested in another department
and another Appropriations Subcommittee, we can focus on alle-
viating congestion on our runways and our highways, and mini-
mizing the number of transportation-related fatalities.

This morning I would like to focus on four areas of the Presi-
dent’s budget proposal: highway safety, aviation, highway construc-
tion, and Amtrak. Mr. Chairman, as you mentioned in your state-
ment, we have experienced the fourth consecutive year of increased
fatalities on our highways and that unacceptable record must be
reversed. As I look at the President’s budget request for 2004 for
the Department of Transportation, I see a mixed bag. There are in-
creased resources to address highway safety, and this sub-
committee will need to pursue whether the requested levels are
sufficient to really change behavior, especially involving drinking
and driving.

In the area of aviation, increased resources are requested for the
FAA’s operations budget. However, given the financial problems
facing our airlines, the FAA has some major new challenges. The
FAA is charged with inspecting and certifying the safety proce-
dures for all of our airlines. At the same time, the airlines are in-
creasingly contracting out maintenance to entities that have min-
imum Federal oversight. Indeed, the FAA has its own standard re-
quiring increased scrutiny of the safety practices of airlines that
are operating in bankruptcy? It is not yet clear that the FAA even
has enough inspectors on its payroll to fulfill its own standard. It
is also not clear that the President’s 2004 budget provides the kind
of resources that will enable the FAA to meet its standard if air-
lines are still operating in bankruptcy in 2004.

In the area of highways, the President is calling for a cut of $2.3
billion or 7.3 percent. This request is far preferable to the $8.6 bil-
lion cut that the Administration requested last year, but it is still
moving, I believe, very much in the wrong direction. As a Senator
whose home State includes Seattle, a city with the third worst traf-
fic congestion in the Nation, I can tell you that a further retreat
in the Federal investment in our Nation’s highway infrastructure
is not the right way to go.

Finally, let me turn to Amtrak. The Administration has re-
quested $900 million. That is a reduction of 22 percent below the
de facto 2003 appropriations. Last year, the President requested
only $521 million. Further, this Administration never articulated
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precisely how the railroad could avoid bankruptcy at that level of
funding. So this year’s request, at least in dollar terms, is an im-
provement.

With the $900 million request, the Administration may be on its
way to earning a seat at the table when it comes to a meaningful
discussion with Congress as to Amtrak’s future. But for the Admin-
istration to be a meaningful partner with us in that discussion, the
Administration needs to submit a comprehensive reauthorization
proposal for Amtrak. That proposal was due to Congress over a
year ago. We still have not seen it yet, though the Deputy Sec-
retary recently testified to the authorizing committees about some
of the concepts that we can expect to see in the document. But we
will not be able to decide if $900 million is enough until we have
seen the Administration’s actual proposal.

One thing I do know about this legislation is it is not Secretary
Mineta’s fault we have not seen it yet. I can only hope that in his
last 30 days on the job that OMB Director Daniels will take it upon
himself to see to it that this piece of business is taken care of be-
fore he leaves the Government.

So in conclusion, I want to thank Secretary Mineta for being
with us here this morning. I want to thank him as well for the in-
vitation to introduce his soon-to-be-confirmed Federal Motor Car-
rier Safety Administrator. I look forward to having a dialogue with
him this morning about our shared goals of alleviating congestion
and saving lives.

Thank you, Mr. Chairman.

Senator SHELBY. Senator Campbell.

STATEMENT OF SENATOR BEN NIGHTHORSE CAMPBELL

Senator CAMPBELL. Thank you, Mr. Chairman. Welcome to my
friend and former colleague from the House side days, Secretary
Mineta. Our State of Colorado is the third fastest growing State,
Mr. Chairman, behind Nevada and Arizona. Certainly we face the
same problems all fast-growing States do. We have transportation
problems that are huge. We have one great big construction job on
1-25 between Denver and Colorado Springs that we call T-Rex for
an appropriate reason; because the thing is a monster if you try to
drive through there with the ground tore up and the old bridges
coming down, new ones going up, and so on.

I have to associate myself with the comments of Senator Murray
and say that the President’s budget I think is inadequate. I worry
that a lot of these contracts that have been let are going to just
leave the States hanging with their projects half done and without
enough money to finish them.

But I do want to thank you for your past support, Mr. Secretary,
for that particular project in Colorado because it is a very unique
project. It uses what is called a design-built process which com-
bines light rail, highway, bike, pedestrian, and other transit op-
tions all into one. I think that when it is finally done it is going
to really become a model for the country. So I want to thank you
for that, and also for the help you have given us with the sixth run-
way at DIA that is under construction, as you know, and will be
done shortly.
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One concern I do have that really carries over from last year, Mr.
Chairman, is the hours of service that the Federal Motor Carriers
Safety Administration has implemented. I went to the hearings be-
fore we delayed that for a year last year. I had my staff go to two
of them; I just went to one. I was convinced then that the Adminis-
tration had already made a decision and they were just doing per-
functory things of listening to people complain. But they are imple-
menting that, and requiring the truckers to stay off the road two
more hours, which sounds good on the surface.

But I have a CDL, as you probably know, Mr. Chairman. Still
have a couple of Class A trucks and go to those a lot, and I think
that there are some real downsides to it. The truckers themselves,
as you know in any kind of cold climate, they do not shut those
things off. That means they sit in truck stops or on off-ramps and
on-ramps, which are becoming more crowded all the time, or in rest
stops, highway rest stops that are run by the States usually. They
have to keep them on to stay warm. I do not know how we say that
we are going to save fuel by not putting it to productive use and
just keeping them running while they are sitting there.

Secondly to that, most of the truckers that I know, they get bored
silly, so they just spend most of their time and most of their money
running the video games and doing the things that now you can
do at these big RV truck stop combinations.

We talk about safety. It is my understanding that if you do im-
plement these hours and you have the same amount of shipping of
merchandise, that means you are going to have more trucks on the
road to offset the ones that are just sitting idle for those extra
hours. For the life of me, I cannot understand how that is an in-
creased safety feature when you say there are going to be more 18-
wheelers on the roads instead of less.

I am going to ask the Secretary, if I can stay long enough, to give
me his opinion about the present state of that when we get into
questions and answers. But it is certainly one of my big concerns.

Thank you, Mr. Chairman.

PREPARED STATEMENT OF SENATOR SAM BROWNBACK

Senator SHELBY. Senator Brownback has submitted a written
statement he would like to have included for the record.
[The statement follows:]

PREPARED STATEMENT OF SENATOR SAM BROWNBACK

Mr. Chairman, I would like to thank you for holding this hearing today and invit-
ing The Honorable Secretary Mineta to testify before us. There are two issues of
particular importance to the State of Kansas that I hope the Secretary will address
today. First, is that of the aviation industry and the need to bolster aviation and
aeronautics research and development. In particular, I would like to highlight a bill
I recently introduced with Senator Hollings, S.788, the Second Century of Flight
Act. Second, I would like to address the issues of short line railroads and the needs
there for track rehabilitation and preservation.

Just last week in the Committee on Commerce, Science, and Transportation we
marked-up the Federal Aviation Administration (FAA) Reauthorization bill. S.788,
The Second Century of Flight Act addresses many of the concerns currently facing
the aviation sector. And I was extremely pleased that my Colleagues on the Com-
merce Committee agreed to include three out of the four titles of that bill in the
FAA Reauthorization.

This bill would create a national office to coordinate aviation and aerospace re-
search activities within the U.S. Government and encouraging public-private co-



125

operation. Additionally, this bill creates a national office to focus on a next genera-
tion air traffic management system and establishes a new educational program to
train the next generation of aeronautics engineers and mechanics.

I am sure it is a goal of all of ours to ensure that the United States continues
to lead the world in aeronautics and aviation safety, technology, and efficiency.

Additionally, an issue that should be of importance to all of us in the room is the
future of “short line” local freight railroads. These short lines account for roughly
half the rail miles in Kansas. These lines gather tens of thousands of carloads of
grain and start them on their way across the country and for export abroad. How-
ever, government disincentives forced the prior owners of these light density lines
to neglect investment in the infrastructure, and now the weight of loaded railroad
cars are growing ever heavier. This has forced many of these light density lines to
abandon operations.

Last year, the Senate addressed these issues through Senate Bill 1220. That bill
would have established a capital grant program for rehabilitation and improvement
of tracks and related structures on small railroads to being the infrastructure up
to a level permitting safe and efficient operation. Unfortunately, that bill never saw
action on the Senate floor during the 107th Session of Congress. The Members in
this room should make a commitment to this issue, realizing the important and im-
pact short line operations have on highway miles.

Again, Secretary Mineta, thank you for being here today. I look forward to hear-
ing your responses to some of the questions I have for you.

Senator SHELBY. Mr. Secretary, your written statement will be
made part of the record in its entirety. You may proceed as you
wish.

STATEMENT OF NORMAN Y. MINETA

Secretary MINETA. Mr. Chairman, thank you very much, to the
members of the subcommittee as well, for this opportunity to ap-
pear before you today. Before I begin, let me offer my congratula-
tions to you, Mr. Chairman, for taking the helm of this very impor-
tant subcommittee.

Senator SHELBY. We swap it back and forth. But let’s do not do
it soon.

Secretary MINETA. Again, I appreciate this opportunity to be be-
fore you, and all the members of the subcommittee, who have ex-
tended to me a very warm welcome. I have enjoyed the opportunity
to work with all of you in terms of advancing the cause of transpor-
tation in our great country. I want to thank you, Senator Murray,
for taking the time to introduce Annette Sandberg at the Com-
merce hearing on her nomination. As the acting administrator of
the Federal Motor Carrier Safety Administration she has already
been subjected to a great deal of work in the short time she has
been there.

Mr. Chairman, I would also like to introduce our Assistant Sec-
retary of Transportation for Budget, Donna McLean, who, with
your permission will be sitting at my side to assist me with any
details on questions that come up.

I am pleased to share with you the Department of Transpor-
tation’s 2004 budget. President Bush is requesting $54.3 billion for
the Department, including more than $14 billion, or 27 percent,
that is being targeted to support my number one priority, safety.
As you have indicated, highway traffic deaths are starting to go up.
For the last 15 months, my senior management team has spent a
great deal of time focused on the security threats that face trans-
portation. But this year I have challenged my team to bring that
same passion, that same innovation and what I hope will be the
same outstanding success on a simple but important goal: improv-
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ing safety and saving lives while continuing to improve America’s
transportation system.

REAUTHORIZATION OF SURFACE AND AVIATION PROGRAMS

As you all are very well aware, the current laws authorizing vital
surface and air transportation programs expire in the next few
months. Accordingly, our 2004 budget includes the foundation for
proposed legislation addressing our Nation’s future transportation
needs. President Bush recently presented to the Congress his avia-
tion reauthorization legislation, the Centennial of Flight Aviation
Authorization Act, or Flight-100. Consistent with this proposal, the
President’s 2004 budget requests $14 billion for the FAA. We are
currently finalizing our proposed surface transportation reauthor-
ization legislation and anticipate its delivery to you shortly.

Although a few details are still under discussion within the Ad-
ministration let me simply say this, the Administration’s forth-
coming reauthorization proposal will serve as the largest surface
transportation investment in our Nation’s history. I firmly believe
that the Administration’s proposal, when enacted by the Congress,
will dramatically further our efforts to grow the Nation’s economy
without imposing any new gasoline taxes.

Now as a former member of Congress who spent considerable
time on the other side of this microphone, I know it is important
to determine what the total amount of funding will be. But as all
of you know, what we spend is only part of the challenge in legisla-
tion we will work together on. How we spend it is just as critical.
That is why our proposal will be more than simply a spending
plan. It is a true blueprint for investment.

Our proposal will include a dedicated commitment to saving lives
by consolidating and expanding Federal safety programs, increas-
ing funding flexibility for State and local authorities, encouraging
innovative financing tools, accelerating environmental reviews by
building on President Bush’s executive order on environmental
stewardship, and finally, simplifying transit programs to foster a
seamless transportation network.

Now the President’s 2004 budget supports these principles by re-
questing $30.2 billion for highway programs, $1.2 billion for motor
carrier and highway safety, and $7.2 billion for transit.

AMTRAK

In addition to our proposals to support our highways and air-
ways, President Bush is requesting $900 million for Amtrak. But
this funding comes with a very strong message. Amtrak must un-
dergo significant reform. Last week our Deputy Secretary of Trans-
portation, Michael Jackson, and our Federal Railroad Adminis-
trator, Alan Rutter, testified before your colleagues in the Senate
and in the House on the Administration’s vision for a strong na-
tional intercity passenger rail system. I believe that America de-
serves a national rail system that is driven by sound economics,
fosters competition, and establishes a long-term partnership be-
tween States and the Federal Government.

Mr. Chairman, this vision cannot be achieved without a funda-
mental reform of Amtrak. Simply put, America can no longer afford
the status quo. I am personally committed to working closely with
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all of you, the Congress, the States, industry, and labor leaders to
develop a financially healthy system that provides a viable national
passenger rail service to America.

PREPARED STATEMENT

Let me close by again thanking you for the opportunity to testify
today. I have worked with all of you over the years on these issues
and I look forward to tackling them again with you. I pledge that
we will work closely with this subcommittee, Mr. Chairman, and
with the entire Congress as we consider the 2004 budget. Now I
look forward to responding to any questions that you might have.

[The statement follows:]

PREPARED STATEMENT OF NORMAN Y. MINETA

Mr. Chairman, Members of the Subcommittee, thank you for the opportunity to
appear before you today to discuss the Administration’s fiscal year 2004 budget re-
quest for the Department of Transportation. President Bush is requesting $54.3 bil-
lion for the Department including over $14 billion, or 27 percent, targeted to support
our number one priority—safety. But before I outline the specifics of our 2004 budg-
et, let me briefly speak to our making safety a priority while we improve our Na-
tion’s transportation system.

For the Department of Transportation, 2003 will be a year of special focus on
highway and aviation safety. For the last 15 months, we at the Department of
Transportation have spent a great deal of our time making transportation secure
and responding to the threats of terrorism. This was absolutely necessary. We've
made great progress.

In the aftermath of September 11th, the Department of Transportation had a
laser-like focus on security. Two months ago, we successfully handed off to the new
Department of Homeland Security the United States Coast Guard and the Trans-
portation Security Administration—two of their largest and high profile agencies.

The Department of Transportation is proud to have provided strong leadership
and steady support to the United States Coast Guard for more than 35 years. I am
particularly proud of our work standing up the Transportation Security Administra-
tion from its creation through its first full year of operation. Indeed, this was a mon-
umental task—one in which we performed under the intense glare of the public
spotlight. It was a task that many of the so-called “experts” said was undeliverable.

On November 19, 2001, the day that the TSA was created, there were only 33
Federal Air Marshals nationwide. At that time, there was a poorly qualified, poorly
equipped screener service at the airports, with substandard supervision. In less
than one year and under wartime conditions, we recruited, trained, and deployed
thousands of Air Marshals. We recruited over 300 highly qualified Federal Security
Directors to oversee more than 429 airports in the country.

Through an unprecedented partnership with the private sector, we processed over
a million applications, and hired, trained, and deployed more than 50,000 passenger
and baggage screeners who provide world-class security and world-class customer
service.

All of this was done while meeting 37 mandates—36 of which were set by you
the Congress in the Aviation and Transportation Security Act. The 37th was my
own. I told my colleagues to be sure and meet the other 36. I am proud to say that
the stellar employees of the Department of Transportation performed spectacu-
larly—designing and delivering, on time and in working order, the Transportation
Security Administration. When you look at the airline security system on September
12, 2001 and our system today, I am tremendously proud of the Department of
Transportation and I am grateful to the Congress and this Committee for the co-
operation we received.

We at the Department of Transportation look forward to continuing to work close-
ly with our colleagues in the U.S. Coast Guard, the TSA, and throughout the De-
partment of Homeland Security to ensure that America’s transportation system re-
mains safe, secure and efficient.

Now for this year, and going forward, I have challenged my senior management
team to focus the same passion and the same innovation spent on security over the
last year on a simple but profoundly important goal: improving safety and saving
lives. Once again, I would like you in Congress to be our partners and achieve the
same historic record of performance.
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As I stated at the outset, more than one quarter of President Bush’s 2004 budget
is dedicated to ensuring the highest levels of safety across America’s transportation
infrastructure. The Administration’s reauthorization proposals for both surface and
air transportation programs will provide evidence of our continued commitment to
safety. As you all know, those vital programs will expire in September. In anticipa-
tion of this, our 2004 budget request includes the foundation for proposed new legis-
lation to address our Nation’s transportation needs over the next four to six years.

We recently presented to the Congress President Bush’s aviation reauthorization
legislation—The Centennial of Flight Aviation Authorization Act, or Flight-100. We
look forward to working with the members of this Subcommittee and with the entire
Congress on swift passage of both this key aviation legislation, and the upcoming
surface transportation legislation.

Let me share with you several principles of our aviation and surface transpor-
tation reauthorization proposals.

—Our proposals will include an emphasis on consolidating and expanding Federal

safety programs.

—For the surface transportation programs, we will include increased funding

flexibility for State and local authorities.

—We will continue to encourage innovative financing tools.

—We will propose efficient environmental stewardship processes that facilitate

transportation infrastructure projects without compromising the environment.

—Finally, we will continue a strong emphasis on public transportation by simpli-

fying transit programs and fostering a seamless transportation network.

The $14 billion requested by President Bush for the Federal Aviation Administra-
tion in 2004 will further ensure the highest possible levels of safety throughout the
aviation system.

Flight-100 improves safety oversight of operators, repair stations and others,
while tightening enforcement of the FAA’s stringent safety and maintenance regula-
tions. Because at the same time travel demand for air service will inevitably return
to, and exceed, pre-September 11th levels in the future, we cannot afford to reduce
our commitment to investing in the Nation’s air traffic control system and our air-
ports. Equally important, we cannot take our eye off the safety goal: to reduce avia-
tion fatality rates by 80 percent over the period 1996 to 2007.

To meet both safety and mobility needs, the budget proposes to spend a greater
portion of the accumulated cash balances from the Airport and Airway Trust Fund.
The President’s budget request and our reauthorization proposal provide $2.9 billion
i’nuﬁscal year 2004 for facilities and equipment. In 2007, that figure rises to $3.1

illion.

Our proposal also provides $7.5 billion for FAA operations and maintenance in
2004 to improve efficiency—an 8 percent increase over the 2003 enacted level—and
supports implementation of the Operational Evolution Plan, the acceleration of air-
space redesign, and future air traffic controller staffing needs.

Turning to our soon-to-be presented surface transportation proposal, let me begin
with a fundamental principle: the President and his Administration are committed
to maintaining guaranteed funding levels that link highway spending to Highway
Trust Fund receipts.

Our proposed program spends at a level that keeps the Highway Trust Fund bal-
ance relatively constant. The proposed obligation limitation for 2004 is $29.3 billion.
When comparing the Administration’s 6-year surface transportation reauthorization
proposal in total to the six years of TEA-21, the President proposes an overall in-
crease of 19 percent. The fiscal year 2004 budget accomplishes this increase without
proposing new user fees.

For the Federal Highway Administration, the fiscal year 2004 budget request pro-
poses that all revenue from gasohol taxes be deposited directly in the Highway
Trust Fund rather than the current approach that deposits gasohol taxes into the
General Fund. If enacted, this one change will add more than $600 million of avail-
able funding to the Highway Trust Fund for each year of the authorization cycle.

In addition to spending estimated Highway Trust Fund receipts, our proposal also
unveils a new $1 billion Infrastructure Performance and Maintenance initiative to
fund preservation and congestion alleviation projects that can be implemented
quickly. Totaling $6 billion over the authorization period, this funding will target
grojects that address traffic congestion and bottlenecks, and improve pavement con-

itions.

Every year, more than 42,000 people die on our Nation’s roads and highways.
This is unacceptable—we can and must do a better job to save lives.

Reducing highway fatalities is “priority one.” That is why the President’s budget
request includes $665 million for the National Highway Traffic Safety Administra-
tion to reduce fatalities, prevent injuries, and encourage safe driving practices. Of
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NHTSA’s 2004 funding request, $447 million will support grants to States to enforce
safety belt and child safety seat use and reduce impaired driving.

The Federal Motor Carrier Safety Administration, too, is focusing on ways to pre-
vent fatalities and injuries resulting from accidents involving commercial motor ve-
hicles. The 2004 budget request includes $447 million to address these critical safety
issues. We will also continue to emphasize a comprehensive safety inspection pro-
gram at the southern border so Americans can be assured that trucks entering the
United States from Mexico meet our Federal safety regulations.

The Administration’s 2004 budget request includes $7.2 billion to strengthen and
maintain our public transportation systems and includes $1.5 billion to fund 26
“newdstarts” projects that will carry over 190 million riders annually when com-
pleted.

In addition to our proposals to support our highways and airways, President Bush
is requesting $900 million for Amtrak. But this funding comes with a strong mes-
sage: Amtrak must undergo significant reform.

Last week, my Deputy Secretary Michael Jackson and my Federal Railroad Ad-
ministrator Allan Rutter testified before your colleagues in the Senate and the
House on the Bush Administration’s vision for a strong national intercity passenger
rail system. I believe that America deserves a national rail system that is driven
by sound economics, fosters competition, and establishes a long-term partnership be-
tween states and the Federal Government.

Mr. Chairman, this vision cannot be achieved without the fundamental reform of
Amtrak. Simply put, America can no longer afford the status quo, and I am person-
ally committed to working closely with the Congress, the states, and industry and
labor leaders to develop a truly healthy and viable national passenger rail system.

Finally, I want to share with you President Bush’s request for our maritime pro-
grams. I am pleased that this Committee has recently received the jurisdiction of
all transportation modes including maritime. I believe maritime transportation
issues, particularly our ports, are critical to the success of a truly intermodal trans-
portation system. Waterways, canals and rivers were one of our Nation’s first trans-
portation systems. From the great explorers Lewis and Clark, to today’s Ready Re-
serve Force supporting our troops in the Middle East, maritime shipping has moved
generations of people and vital supplies.

The recent strike at our West Coast ports clearly indicated the importance of our
ports to the national economy. This Congress can recognize that one of the true defi-
nitions of intermodalism and one of the great economic challenges of the next two
decades will be our ability to move freight quickly and efficiently. To do so means
recognizing that America i1s a maritime nation and that moving freight intermodally
starts at the water’s edge with our ports.

The Maritime Administration (MARAD) continues to support essential transpor-
tation and intermodal connections for domestic and international trade. President
Bush requests $219 million to continue MARAD’s efforts to expand and enhance ca-
pacity of our Nation’s maritime infrastructure. One of MARAD’s continuing chal-
lenges is the disposal of obsolete ships that potentially pose an environmental risk
to our nation’s waterways. The 2004 budget request includes $11.4 million for re-
moval of the highest risk ships.

My prepared remarks focus on only a part of the whole picture. Yet each organiza-
tion within the Department of Transportation contributes indispensably to accom-
plishing the goals I have outlined.

Let me finish my testimony by returning to the issue of safety. On 9/11 this Na-
tion was stunned by the degree of destruction and loss we felt as a Nation by those
horrific events. Each of us look back on that day and know exactly where we were
when we heard the news. Yet each day thousands—thousands—of individuals expe-
rience their own moment of destruction and loss when the daily toll of death and
injury occur on our Nation’s roads and highways.

Frankly, we have been too complacent about finding new and innovative ways to
collaborate and end this plague on America. I invite this Committee to join in find-
ing new ways and new energy for better solutions. Last year we created a legacy
of achievement. We can do it again.

Thank you again for the opportunity to testify today. My management team and
I will work closely with you, and with the entire Congress, as you consider the 2004
budget and I look forward to responding to any questions you may have.

HIGHWAY REAUTHORIZATION

Senator SHELBY. Mr. Secretary, I have a number of questions
and I think the other participants here do too.
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We have heard for months that the Department’s TEA-21 reau-
thorization proposal will be ready for release in 10 more days. Mr.
Secretary, is the proposal ready to be transmitted to the Hill or will
it be ready in 10 more days? I am interested, Mr. Secretary, not
only because of its relevance to this year’s budget request, but also
the Banking Committee, which we have authorizing jurisdiction of
transit and I as chair, am anxious to begin work on the reauthor-
ization, to work with you on that.

Secretary MINETA. Mr. Chairman, the budget is at the printers
and we anticipated that well within the 10 days we will have all
of that material to you.

Senator SHELBY. Thank you. Mr. Secretary, virtually every high-
way safety expert that we have consulted has stated that increas-
ing seatbelt usage is the most important way to reduce highway fa-
talities. That is why 2 years ago Senator Murray, who chaired the
committee then, and I worked together to dedicate funds for a na-
tional seatbelt paid media mobilization and enforcement cam-
paigns, what are commonly referred to as click-it-or-ticket cam-
paigns. The positive effects of these mobilizations to increase seat-
belt usage rates are undeniable. According to NHTSA’s evaluation,
seatbelt usage increased by 8.6 percent.

In the omnibus we again set aside funds and directed NHTSA to
continue to fund click-it-or-ticket, and also expand this approach to
target alcohol-related driving, which we are all concerned about.
Mr. Secretary, with the demonstrated success of the program, why
isn’t funding specifically identified in your budget proposal to con-
tinue these campaigns in the year 2004? In other words, this is a
pflzogrfgm that Senator Murray and I and others have seen the ben-
efit of.

Secretary MINETA. Mr. Chairman, you are absolutely correct. In
fact on Monday I am going to be participating in a click-it-or-ticket
kickoff campaign. In our budget, I believe we have something like
$204 million for occupant safety programs. What we want to do is
to be able to increase seatbelt use. We have 18 States that have
primary laws on seatbelt use, so one of our efforts is to try to get
more States to go from secondary to primary laws relating to seat-
belt use. Florida last week was considering it, but unfortunately at
the last minute they did not take the bill to the floor. Massachu-
setts, I believe did complete their passage of primary seatbelt law
usage this last week. We have many of the State legislatures that
are in session where we are working actively with them in order
to get primary seatbelt use laws on the book.

Senator SHELBY. I know you have a long-term interest, you did
in your legislative career in safety. You put seatbelt laws in use,
bringing it up, pushed alcohol driving down. We are making
progress, are we not, those two together?

Secretary MINETA. Also on DUI (driving under the influence), we
are bringing an increased amount in the 2004 request where we
will have $148 million to address impaired driving fatalities. This
is to increase the number of highly visible sobriety checkpoints and
other programs where we are working with the State highway pa-
trols. In fact when Annette Sandberg was at the National Highway
Traffic Safety Administration (NHTSA) she undertook a very active
program because of her relationship with the International Associa-
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tion of Chiefs of Police and her working knowledge of being able
to work with State agencies. So we are continuing that program
under the 2004 budget request that Annette started at NHTSA. We
are actively pursuing both programs as they relate to seatbelt
usage and the whole issue of occupant protection, including a heavy
emphasis on impaired driving.

AVIATION

Senator SHELBY. A recent commission on the future of U.S. aero-
space industry has raised serious questions about the competitive-
ness of U.S. firms in the global marketplace. It blamed this situa-
tion on, among other things, restrictive Government regulations,
protectionist policies, and a failure to invest in technology innova-
tion. I guess the question comes about, is America, Mr. Secretary,
at risk of losing its position of preeminence in aviation?

Secretary MINETA. This is a subject that I know that we are pur-
suing within the Department of Transportation and within the Ad-
ministration. That 1s, to what extent should the Government be
working with industry in order to promote their specific goals in
terms of trade practices? Just yesterday there was an article in the
Wall Street Journal about Airbus moving away from Pratt & Whit-
ney and looking at just European engines. That is the kind of thing
that I think we ought to be looking at in terms of our own depart-
ment.

Senator SHELBY. How can the Transportation Department head-
ed by you, how can you help?

Secretary MINETA. I think we can help in terms of making sure
that there are not any competitive impairments to our industries
to be able to work closely with other manufacturers. In this in-
stance, if there is a policy on the part of Airbus just to deal with,
let us say Rolls Royce, or with their own other engine manufactur-
ers in Europe, then I believe that kind of trade practice is some-
thing we ought to be earmarking as a subject of our interest.

INFRASTRUCTURE PERFORMANCE AND MAINTENANCE INITIATIVE

Senator SHELBY. Mr. Secretary, infrastructure performance and
maintenance initiative. Do you envision this program as a new ap-
portionment program for the States or as a new discretionary pro-
gram administered by FHWA?

Secretary MINETA. The monies will go into the formula program.
Since the $1 billion is to be used for projects that can be started
very quickly, and if States do not use their apportioned amounts,
then we will draw that back and then reshuffle that money back
out to other States that are using the money very quickly. But it
will be distributed under the formula that goes out to the States.
To the extent that the States do not use the money, then we will
pull it back and, as I say, redistribute that money back out to other
States that are utilizing IPAM for quick projects.

Senator SHELBY. If this is a discretionary program, what criteria
would you propose to evaluate project eligibility? Give us some ex-
amples.

Secretary MINETA. Those projects will be judged very similar to
how we judge programs under the Surface Transportation Pro-
gram.
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FEDERAL AVIATION ADMINISTRATION REAUTHORIZATION

Senator SHELBY. The FAA reauthorization. What actions will
FAA and the Department take to ensure the agency operates with-
in the amount that you are suggesting in the next 4 years?

Secretary MINETA. As you know, the operations account is some-
thing that is a very tight budget issue and Administrator Blakey
is working on that matter as we speak. We are trying to make sure
that we can do this without any staff layoffs, and to make sure that
the safety of the flying public remains paramount. The operations
budget is very key to that. Because of the pressures on the oper-
ations budget we are looking at all alternatives to make sure that
we can deliver safety to the American flying public.

AMTRAK

Senator SHELBY. Briefly, Amtrak appropriation. The 2003 appro-
priations bill placed a number of new requirements on Amtrak’s
ability to obtain their Federal subsidy. I am interested in your
thoughts on how those requirements are working, the interplay be-
tween FRA and Amtrak, and what, if any, changes that you would
propose to improve your oversight of the railroad for the 2004 bill.

Secretary MINETA. Mr. Chairman, the requirements that were
placed in the omnibus bill in terms of requiring us to get a busi-
ness plan from Amtrak, and to get definitive cost implementation
schedules, all of that has now come to the Department of Transpor-
tation from Amtrak. We have found that this has been very helpful
in terms of our formulating our 2004 budget as well as imposing
on Amtrak these kinds of requirements so that we will have the
detailed information we need in order to make decisions and
choices to fulfill Amtrak’s needs. The requirements that were laid
out were adhered to by both Amtrak and DOT, and we have found
those to be very, very helpful.

Senator SHELBY. Thank you. I will pick it up in another round.

Senator Murray.

Senator MURRAY. Thank you, Mr. Chairman.

Mr. Secretary, your FAA administrator is about to enter into new
labor negotiations with most of her unions, and one thing that
could certainly sour those negotiations is the current talk we have
heard about the potential for furloughs of FAA employees in the
current fiscal year. Those rumors of furloughs persist even if you
were given more than 99 percent of what you requested for FAA
Operations this year. Although you just said that you did not want
to go that way, if you do not, what other belt-tightening measures
are you going to implement in order to keep everyone on board?

Secretary MINETA. Because of their needs, the FAA Adminis-
trator is trying to make sure that she takes a look at all of the
costs that are under operations. I believe that the whole issue of
trying to avoid furloughs is paramount as she does her work on op-
erations.

Senator MURRAY. Can you be more specific about what other
things you are going to do in order to comply with the amount of
money that you have if you do not do furloughs?
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Secretary MINETA. For instance, the whole issue of what to do on
her telecommunications budget within the operations part of FAA,
is being looked at along with hiring freezes.

Senator MURRAY. Is there going to be a reduction in the available
overtime for air traffic controllers this summer?

Secretary MINETA. With a sufficient number of air traffic control-
lers, we are hoping to reduce the number of overtime hours. We are
making sure that we have the right number of air traffic control-
lers so that we can do it without the use of overtime hours.

Senator MURRAY. There is also another issue of retiring air traf-
fic controllers and lack of backfilling for those vacancies. In fact we
have already had controllers at one of our major air traffic control
facilities complaining quite publicly actually about vacant positions
that are not being filled and about the skies over Chicago not being
safe to fly. Are you confident we are going to have the necessary
funds to fill vacancies at that facility as well as sustain staffing at
your other air traffic control facilities throughout this year?

Secretary MINETA. On Chicago specifically, I think there is a
problem there, but it is an issue of the management there utilizing
the air traffic controllers in the most efficient way possible. I be-
lieve, that with the reports that I saw earlier, that there are many
of the air traffic controllers who just are not being utilized properly
because of the management team there. But nevertheless, I think
Chicago is adequately staffed. The overall picture is that in order
to deal with this retirement bubble that is coming up, we are also
going to have 302 air traffic controllers that are included in this
budget. It takes us about 3 years to have a hired air traffic con-
troller to be at a full performance level.

Senator MURRAY. I would just say that I think there is a real
concern that we are not hiring those fast enough to meet that 3-
year requirement. So we will be watching that carefully.

Secretary MINETA. We believe that the whole level of operations
will not be coming back until about the year 2006, and because of
the reduced number of operations right now, we feel what we are
doing on hiring air traffic controllers anticipates that operations in-
crease when it occurs in 2006.

AMTRAK

Senator MURRAY. Let me turn to Amtrak. I earlier pointed out
that you are seeking a 22 percent cut in the total level of funding
for Amtrak. Testimony by your Deputy Secretary indicates that the
Administration views any amount over $900 million as excessive
and unaffordable. You still have not submitted the Amtrak reau-
thorization bill that was due last year, but your Deputy Secretary
has testified regarding, as I said, some of the concepts that are
going to be in your legislation; concepts including dramatically in-
creased cost-sharing by the States for receiving Amtrak service,
and a requirement that Amtrak compete against other potential
bidders to operate your intercity passenger trains.

A great deal of Deputy Secretary Jackson’s testimony focused on
the 17 so-called long distance trains that serve the vast majority
of our country. Amtrak’s annual Federal subsidy is over $1 billion
a year and the company has almost $5 billion in total debt. If we
eliminated those 17 long distance trains tomorrow, it would save
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the company absolutely nothing this year. It would take 5 years be-
fore the elimination of those trains even saved $200 million. The
annual subsidy for these trains, while high on a per-passenger
basis is a pittance compared to the Federal subsidy that is granted
to the trains operating the Northeast corridor.

Mr. Secretary, when you finally submit your reauthorization pro-
posal for Amtrak, will we find that the Northeast corridor trains
and the non-Northeast corridor trains will be subject to equal treat-
ment?

Secretary MINETA. Absolutely. The reason that the Northeast
corridor gets treated differently in certain respects is because the
underlying tracks do belong to Amtrak there. Our intent is to even-
tually have two entities; one an operating entity, namely Amtrak,
and the other dealing with the infrastructure of rail.

Senator MURRAY. Will there be identical cost-sharing require-
ments by the States?

Secretary MINETA. The State would be required to agree to a 50/
50 match.

Senator MURRAY. The Northeast corridor and the non-Northeast
corridor, will their cost-sharing requirements be identical?

Secretary MINETA. Let me ask. In the long-term it would be a 50/
50 match. It would be the same cost-sharing.

[The information follows:]

Recently, the Department of Transportation completed its legislative drafting of
a bill entitled the “Amtrak System Stabilization, Improvement, and Streamlining
through Transition Act.” The purpose of the bill is to undertake a restructuring of
intercity passenger rail transportation in the United States that will allow it to com-
pete successfully with other modes of transportation. We are now seeking final ad-
ministration approval through OMB’s legislative clearance process. The administra-
tion will work to expedite clearance as quickly as possible and hopes to transmit
the text of the legislation to Congress shortly. Following the transmittal of the bill

to Congress, we can address the question of implementation of the cost-sharing re-
quirements of the Northeast corridor and the non-Northeast corridor.

Senator MURRAY. In the long run. Will they be implemented on
the same schedule?

Secretary MINETA. I think what we would have to do on the
Northeast corridor is to bring the tracks up to a level that would
be satisfactory. Because of the lack of investment in infrastructure,
the roadbed for the Northeast corridor needs a great deal of work.
We feel that before we turn it over to the Northeast corridor com-
panies, or the States, that we would have to bring those railbeds
up to a certain standard.

Senator MURRAY. Mr. Secretary, Amtrak is currently carrying
$3.8 billion in long-term debt and another $1 billion in short-term
debt. It is estimated that roughly 65 percent of that debt is attrib-
utable to improvements that have been made to that Northeast cor-
ridor. Your Amtrak reauthorization proposal is going to propose the
development of a Federal-State compact to operate that Northeast
corridor with the States taking on considerable additional require-
ments to operate and maintain that corridor. Will you be expecting
this new compact between the Federal Government and the States
in the Northeast corridor to take over the 65 percent of Amtrak’s
outstanding debt which is attributable to the improvements that
have been made in the Northeast corridor?
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Secretary MINETA. Frankly, we have not determined that issue
yet on the assumption or transfer.

Senator MURRAY. I think it is a very important question, Mr.
Secretary, and we would like to hear from you as soon as possible.
If they are not going to take the debt, who is going to pay Amtrak’s
debts when you go into that compact? So I hope to hear from you.

[The information follows:]

Recently, the Department of Transportation has completed its legislative drafting
of a bill entitled the “Amtrak System Stabilization, Improvement, and Streamlining
through Transition Act.” The purpose of the bill is to undertake a restructuring of
intercity passenger rail transportation in the United States that will allow it to com-
pete successfully with other modes of transportation. We are now seeking final ad-
ministration approval through OMB’s legislative clearance process. The administra-
tion will work to expedite clearance as quickly as possible and hopes to transmit
the text of the legislation to Congress shortly. Following the transmittal of the bill
to Congress, we can address the question of who is going to pay Amtrak’s debts on
the Northeast corridor.

SOUND TRANSIT

Senator MURRAY. I just have a few seconds left. I do have one
other question I want to ask you about, Mr. Secretary, because Se-
attle is now the third most congested city in the Nation. Two years
ago, you recommended that the proposed Seattle light rail project
take a timeout for the purpose of getting its house in order, and
getting the cost and scope of the project under control. I joined with
you in that decision and with the help of your FTA Administrator
and Inspector General, a lot of progress has been made. I have
worked very carefully with Sound Transit in Seattle to ensure that
they have reformulated their light rail project so that you and your
staff are fully satisfied that their cost estimates and their construc-
tion plan are achievable. This project certainly reached a major
milestone when your administration included $75 million in your
budget for 2004 and announced your plan to revise the existing
Full Funding Grant Agreement.

Can you tell me this morning, based on what you know about the
improvements that have been made in the planning and financing
of this project, do you currently have any reservations surrounding
your request for $75 million in 2004?

Secretary MINETA. Not at all. We are very confident about the re-
vised plan and we appreciate your work in working with the Sound
Transit System. I personally have a great deal of confidence in the
Executive Director of the system there. I think she has gone a long
way in helping both the system as well as the working relation-
ships between FTA, your office, and the Sound Transit System, and
has been able to come up with a great plan.

Senator MURRAY. I agree. Can you tell me when you expect a re-
vised Full Funding Grant Agreement to come to Capitol Hill on
that project?

Secretary MINETA. That is something I will have to submit to
you. I am not sure that we have a set schedule yet.

[The information follows:]

On January 19, 2001, the Department of Transportation approved the Full Fund-
ing Grant Agreement (FFGA) for the Central Puget Sound Regional Transit Author-
ity. At the time the project was approved, major changes in the project’s tunnel

alignment were being discussed. The Department has withheld funding for the
project until a number of financial and timing issues are resolved and Congress had
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time to adequately review the grant agreement. On July 7, 2003, the Department’s
Office of Inspector General (IG) issued a report on its audit of the project. The Fed-
eral Transit Administration (FTA) has concurred with the IG’s recommendation,
stating that it will request that the Sound Transit Board of Directors formally agree
to actions specified in the IG’s recommendations. FTA will closely monitor Sound
Transit’s continuing financial responsibility to operate, maintain and reinvest in its
existing transit system as well as the Initial Segment, as is the practice under all
FFGAs. Further, FTA will not execute the FFGA prior to written notification from
the Sound Transit Board of Directors of their agreement to take the actions speci-
fied by the IG.

Senator MURRAY. All right. Thank you very much, Mr. Secretary,
and thank you, Mr. Chairman.
Senator SHELBY. Senator Campbell.

HOURS OF SERVICE

Senator CAMPBELL. Thank you, Mr. Chairman. I would like to
ask the Secretary one general question about hours of service and
something specific to Colorado before my time is up.

Mr. Secretary, very frankly, I have to tell you, I think the people
that wrote the revision of hours of service neither know the signifi-
cance of the trucking industry in America or the precarious posi-
tion they are in; either one. I understand that over 1,000 compa-
nies, trucking companies went out of business last year, went into
bankruptcy. I know that repossession of trucks are at an all-time
high. Even with that, there are a shortage of drivers even for the
remaining trucks. It is something like 95 percent of everything that
moves in America, every portable thing that you can think of trav-
els on a truck. So I think it is a very significant industry and I am
really concerned about this change of hours of service.

I would like you to, if you could, tell me, tell the committee
where the rulemaking has changed and where we are on it.

Secretary MINETA. Senator Campbell, as you know, this rule was
released about 3 weeks ago, I believe. The effective date of the
Hours of Service rule will be January 4, 2004. I think, from what
I can gather, since we had issued the original notice of proposed
rulemaking we got something like 53,000 comments during the
comment period. The Federal Motor Carrier Safety Administration
went through all of those comments.

Senator CAMPBELL. How many of the 53,000 would you say were
supportive or opposed to changing?

Secretary MINETA. As I recall, we had a substantial percentage
of the 53,000 that were supportive of the rule. This is the first time
since I believe 1939, that we have revised the hours of service rules
in a significant way. This rule is supported by the American Truck-
ing Association. I think the major opposition comes from the inde-
pendent drivers.

Senator CAMPBELL. The ATA represents the large fleets. I think
it is called OOIDA or something, represents the little guys, the
ones I am really concerned about losing their homes.

It is also my understanding though that these hours of service
are almost impossible to monitor with the Mexican trucks that will
be coming north now under the NAFTA agreement. They have a
log book, but they do not have to keep up with them in Mexico.

Secretary MINETA. They will be subjected to the same require-
ments once they are able to come in to the United States. We in-
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tend to enforce the law on hours of service against the Mexican
drivers as we would U.S. drivers, or Canadian drivers.

Senator CAMPBELL. Thank you. I guess the proof will be in the
pudding to see if it works or not. I am absolutely convinced though
it is not going to work to the benefit of either drivers or small truck
owners, or to the country at large that has to do a lot of shipping.

COLORADO BLOOD-ALCOHOL STANDARDS

Let me ask just a couple related to Colorado. Colorado is one of
the few States that has a two-tier system relating to blood-alcohol
content. We have a driving while ability impaired is a lesser charge
where the blood alcohol content is less than .05 percent and .09
percent. During the authorization of TEA-21 Federal funds were
tied to each State requiring them to lower the blood alcohol content
to .1 percent if the States did not change their laws. If they did not
then the States were going to be penalized and funds withheld.
That is going to cost Colorado about $50 million a year.

If the Colorado law already requires a stricter requirement under
blood alcohol content, why should the State be penalized, if it is
more strict than the Federal requirement now?

Secretary MINETA. Senator, I will have to get together with you
on that because I am not familiar with the requirement.

[The information follows:]

To qualify for an incentive grant under Section 163, and to avoid a sanction under
Public Law 106-346-Appendix, sec. 351, 114 Stat. 1356A—34, 35 (Section 351), a
State must enact and enforce a law that provides that any person with a blood alco-
hol concentration of 0.08 percent or greater while operating a motor vehicle in the
State shall be deemed to have committed the per se offense of driving while intoxi-
cated or an equivalent per se offense.

The State of Colorado does not currently have a driving while under the influence
(DUI) per se law that is stricter than the requirements of 23 U.S.C. Section 163 or
that meets the requirements of Section 163. The State’s standard DUI per se offense
applies at .10 BAC (Colo. Rev. Stat. Sec. 42-4-1301(6)(a)). The .05 to .09 provisions
relate to permissible inferences that are not a part of Colorado’s DUI per se law.
Rather, the inferences allow the evidence of a person’s blood alcohol concentration
to be deemed relevant and possibly admitted in a prosecution for DUI or driving
while ability impaired (DWAI). These inferences are merely permissible, not manda-
tory. Accordingly, these provisions cannot be utilized by the State of Colorado to
demonstrate compliance with the requirements of Section 163.

ASR—-11

Senator CAMPBELL. All right, I appreciate that. One other one
you may have to look up. We have an airport that has been waiting
for years and years to get a radar system called an ASR-11. I know
Senator Murray also has been waiting, and Senator Stevens too. I
understand that that radar system, there are some concerns about
its viability and that has really halted the installation. Could you
give me a status report on the certification of that ASR-11? You
probably do not have that right there in your notes either, but if
you could get back to me. The county that I have been working on
for years trying to get one is called Eagle County, right in the mid-
dle of those mountains. Very predictably dangerous place to land
when we have high peaks all around and bad snowstorms and so
on. So I would appreciate it if you could

Secretary MINETA. I will get back to you on that, sir.

[The information follows:]
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ASR-11 is a joint FAA and Department of Defense procurement program intended
to replace aging Airport Surveillance Radar Models 7 and 8, which are nearing the
end of their service life and becoming more difficult to maintain. The ASR-11 sys-
tem is an integrated system that includes a primary radar system and associated
beacon system. The ASR-11 will provide digital radar input to new automation sys-
tems such as Standard Terminal Automation Replacement System (STARS).

Results of operational tests have proven the system suitable for operational use.
The FAA proposes to formally certify the ASR-11 system for national use by August
2003.

The FAA has met with Eagle County Airport and Eagle County Commissioner
representatives to discuss possible surveillance solutions to address Eagle County’s
air traffic surveillance needs. Work is continuing with local and regional personnel
to define and evaluate potential improvements. A recommendation and business
case is expected by November 2003.

Senator CAMPBELL. All right, thank you. I have no further ques-
tions, Mr. Chairman.
Senator SHELBY. Senator Brownback.

STATEMENT OF SENATOR SAM BROWNBACK

Senator BROWNBACK. Thank you, Mr. Chairman. I appreciate
being able to join your subcommittee for the first time. It is a
pleasure to be here. Mr. Secretary, glad to have you here as well.

Secretary MINETA. Thank you, sir.

AVIATION INDUSTRY

Senator BROWNBACK. I want to focus my comments on two areas.
One is on the aviation industry itself. I understand the chairman
made some comments about this as well. Wichita, in my State, the
general aviation manufacturers in that State are headquartered in
Kansas. Boeing has a huge plant in the State. This has been an
industry that has been decimated in recent times. We had 30 per-
cent layoffs, employment layoffs. That is bad enough. But it is an
industry that is somewhat use to the cyclical nature. At least the
general aviation manufacturers, not so much Boeing.

But when I met with the industry leaders in December some-
thing really troubling came up. I had all the leaders of the industry
in a meeting and they were saying—they are used to in general
aviation, the gamma groups are is the used to kind of an up and
down nature of the industry.

But what they are seeing take place is that as they are strapped
for cash, they are needing research money to develop the next wave
of products, the next wings, the next engines, the next fuselage of
the products. They are having countries come to them and saying,
we will pay for the research and the development of the wing, a
Japanese company but it is backed by the government. Saying, we
will pay for the development of the wing of this new product, but
you have to manufacture the wing then in Japan.

Or China is doing a similar sort of push where the government
is paying for the research and then using that as a hook to lever-
age the jobs coming to that country, to where the industry may be
fundamentally restructuring now, as we speak, because the compa-
nies are strapped for cash. They are strapped to make the next
wave of products. They need the research money to get the next
wave of products, and they are getting it from foreign governments
that are being backed by companies there that are then saying, we
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have to manufacture the wing or the engine or whatever the piece
may be.

So we may end up being just an assembler of aviation products
rather than the developer and lose all the jobs underneath the sys-
tem. So at the end of the day, the product still comes out of Wich-
ita, but it did not really come out of Wichita. It came out of China
or Japan or India or Europe.

To me this is a very troubling trend. We have been a leading
aviation researcher, manufacturer since flight began, since the
Wright brothers. It seems to me that we are on the edge of losing
that. Five years ago, if the numbers I have are correct, we put
about $1 billion a year into aviation research as a government.
This is a combined set of sources. NASA had a major piece of that.
Now we are about $500 million a year, so we have cut that in half
at the same time the rest of the world is investing.

Now you can say, okay, it is another manufacturing set of jobs;
maybe we are going to end up losing those too. But these are the
highest wage, highest skilled manufacturing jobs in the world. Peo-
ple bid heavily for them. What I think we are doing is we are in
the process of losing them by virtue of not paying attention.

If we were losing them just as direct company on company com-
petition, I can handle that. But not if it is a government-subsidized
research basis on it, and then the company coming in privately. If
that is the case, we either should back them down in trade negotia-
tions or we should subsidize.

So I am coming to you with this issue. I put forward a bill with
Senator Hollings and the Commerce Committee, Second Century of
Flight. Calls for a coordinator on the overall aviation research. It
calls for more investment in aviation research. It calls for incen-
tives to draw the next wave of engineers into aviation research. It
is Senate bill 788. It has cleared through Commerce Committee as
the authorizing. All but one title of it has cleared through the Com-
merce Committee. I would ask that you would look at that and I
would hope would aggressively get behind it or something like it,
because we are really losing this business.

And I would appreciate it if you would be willing to consider
bringing in these aviation business leaders in a roundtable. I think
they would be more than willing to come, or gather at the con-
ference, a conference call, and ask them the same questions about
the restructuring of the industry, because this is happening right
below the surface. The company stays in Wichita but the product
and the jobs are actually coming in from other places. It should not
be happening that way. I would hope you could back more in the
way of aviation research or specifically this bill.

If you would care to comment, I would appreciate it.

AVIATION RELATED RESEARCH

Secretary MINETA. As I understand it, Titles I, II, and III of your
bill were incorporated into the aviation reauthorization legislation
that the Commerce Committee took up last week.

Senator BROWNBACK. That is right.

Secretary MINETA. We look forward to working with the com-
mittee on the structure as you have outlined it in S. 788.
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This issue goes back to something earlier that the Chairman
mentioned and Senator Murray has an interest in as well. That is,
to what extent can we do Federal research, without being accused
of subsidizing the aviation industry? This is something that we
deal with the European Union on all the time. When we went
through the Aviation Stabilization Act and we reimbursed airlines
for losses in that period subsequent to September 11th, the Euro-
peans were complaining that we were subsidizing our airlines in
terms of their operations. All we were saying was, we were reim-
bursing them for their operational losses as a result of my ground-
ing all the planes on the 11th of September, and for that subse-
quent period before the airlines got back into operation.

Whenever we get into research, we do research on wings and to
the extent that Boeing uses that research to build a plane, or Gulf-
stream, or Beech, or anyone else, then we get accused of sub-
sidizing the firms. The earlier question that the Chairman was
asking is something that I want to get into because I think that,
as you have indicated, we have somewhat lost our technology edge
in terms of aviation.

I remember being on the Science Committee in the House and
I remember saying to Dan Goldin, what happened to the “A” in
NASA? It was National Aeronautic and Space Administration
(NASA), but the aviation budget was going down, down, and down.
I was fearful that it was going down so much that Langley, Wright-
Patterson, and Ames Research Center at Moffett Field would also
be cut back. I believe that the problem with NASA, is that their
research budget still goes down because all of it is being sucked up
by the space station. The FAA’s research program is done mostly
by NASA.

Senator BROWNBACK. If I could ask you, because the time is so
short, if your agency could really start a study of what is taking
place, because if other countries are doing this, then we should
start a trade action against them. Particularly Boeing, we are down
to now 50 percent or below of market share, and that is all by a
subsidized Airbus that has come in and taken that market share.
We should be taking trade actions against Airbus. I would hope
your agency would push on that. Or if we are not going to do that,
that we would equal the European subsidy and then make them
sue us in the trade courts.

Secretary MINETA. You are absolutely correct, Senator
Brownback. About 4 months ago, I had asked our Under Secretary
for Policy to start taking a look at this whole issue. Then yester-
day, there was a article in the Wall Street Journal about Airbus
pulling back from Pratt & Whitney so they could look exclusively
at European engines. That prompted me to tear that article out
and send it to Jeff Shane to, again, make sure that we are pur-
suing this issue.

[The information follows:]

The Department of Transportation continues to closely monitor issues concerning
possible subsidies and potential unfair trade actions. In all cases of possible unfair
trade practices, the administration seeks compliance with international trade obliga-

tions and is prepared to employ appropriate bilateral and World Trade Organization
mechanisms to achieve that outcome.
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Senator BROWNBACK. I would urge it. I have got an issue I will
submit to you for the record of short line railroads and the need
for help on short lines, because on moving freight that are key for
a State like mine. But I will submit that.

Mr. Chairman, thank you.

Senator SHELBY. Thank you, Senator.

NEW ENTRANT PROGRAM

Mr. Secretary, I have a few more questions. You have been very
patient. The FMCSA budget proposes a total of $33 million for im-
plementation of the new entrant program. Given that there are ap-
proximately 50,000 new entrants every year now, how many audits
does the Department actually expect to conduct if this program is
fully funded?

Secretary MINETA. Mr. Chairman, I am not sure.

Senator SHELBY. Do you want to get back with me on that?

Secretary MINETA. I will get back to you on that, sir.

[The information follows:]

FMCSA will conduct safety audits on all new entrants within the first 18 months
of carrier operations consistent with current law and regulation. The agency antici-
pates that 31,800 audits will be conducted in fiscal year 2004. This will be accom-
plished using both Federal and State safety inspectors: State inspectors will conduct
an estimated 19,800 audits and Federal personnel an estimated 12,000 audits. The
balance of audits will be completed within the first 6 months of the following fiscal
year, consequently meeting the 18-month legislative requirement to conduct audits
on the full estimated annual population of 50,000 carriers. This program will con-
tinue on a cyclical basis as approximately 40,000-50,000 new entrants are expected
to apply for interstate operating authority annually.

Senator SHELBY. I just want to add this to it. If we cannot expect
to conduct an audit of every new entrant, what consideration has
been given to phasing in the program or setting up some sort of
criteria for prioritizing these new entrants that will be audited?
You can do that for the record.

Secretary MINETA. We will include that as well.

[The information follows:]

FMCSA will conduct safety audits on all new entrants. With the funds requested
in fiscal year 2004, FMCSA will ramp-up the New Entrant program by hiring 67
contracted auditors and 32 oversight personnel; make facilities improvements; and
train Federal, contract, and State staff.

Audits will be conducted on a first in/first out rolling basis. New entrants will be
audited no sooner than 90 days after they start operating. This will provide FMCSA
with a 90-day window to obtain roadside inspection data from the new entrants, as
well as allow carriers time to stabilize their safety processes after starting their new
businesses. FMCSA will contact these carriers at the 90-day point with the intent
of completing the audit as close to that point as possible.

By the end of the third quarter of fiscal year 2004, the program should be oper-
ating at full capacity and FMCSA plans to cover any backlog of audits not completed
in fiscal year 2004 during the first 6 months of fiscal year 2005 in order to meet
the 18-month legislative requirement to conduct audits on the full population of car-
riers subject to an audit.

MARITIME ADMINISTRATION TITLE XI PROGRAM

Senator SHELBY. Title XI, guaranteed loan program; get into
that. What plans, if any, do you have to help assist the shipping
industry in securing financing? You are familiar with the program,
the MARAD program?
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Secretary MINETA. Yes, sir. The only one we have right now is
the Title XI program.

Senator SHELBY. It has taken a downturn. Since 2000, the pro-
gram has paid out almost $500 million in defaulted loans. What
steps are you taking to help get this program back on track?

Secretary MINETA. This has been a real issue because I think we
have had defaults amounting to something like $489 million.

Senator SHELBY. It is a lot of money, $500 million.

Secretary MINETA. Yes, sir. I believe we are requesting $4.5 mil-
lion in the 2004 budget in this program. We are looking at the rec-
ommendations that will be forthcoming from an Inspector General
report on this whole issue of the Title XI program.

FAA OPERATIONAL ERRORS

Senator SHELBY. In 2001, FAA began replacing air traffic control
supervisors with controllers who assume supervisory duties and
were designated as controllers in charge (CIC). According to an In-
spector General’s April 2003 report, the number of operational er-
rors that occurred while a CIC was supervising an area in calendar
year 2001 increased 46 percent compared to calendar year 2000.
Has FAA determined the reason for the increase? If so, do you
know what corrective actions the FAA leadership have taken or has
planned? If you do not know offhand, you can get back to me.

Secretary MINETA. Let me get that for the record.

[The information follows:]

The Federal Aviation Administration investigates all incidents involving oper-
ational errors. In the course of these investigations, the agency looks for causal fac-
tors and makes appropriate adjustments to correct identified problems, which may
affect safety. Since the CIC expansion in January 2001, FAA has not seen the pro-
gram impact safety and has not seen an increase in operational errors. In fact, the

records show an overall decrease in operational errors of 11 percent from fiscal year
2001 to 2002. Below is a table that reflects the data for fiscal year 2001-May, 2003.

Operational Errors

Fiscal year 2001 1,193
Fiscal year 2002 1,061
Fiscal year 2003 (through May) 714

Senator SHELBY. Absolutely. Forty-six percent is a big number.
AIRPORT COMPETITION

Airport competition. Secretary Mineta, AIR-21 included a provi-
sion that prevents certain large and medium hub airports from re-
ceiving AIP funds or collecting new PFCs unless they submit com-
petition plans to the Department of Transportation. It is my under-
standing that each year these airports must submit competition
plans on an annual basis and are required to provide detailed in-
formation on an extensive list of items.

I will support any proposal that will increase competition in the
commercial airline industry. Are you aware if air carriers have re-
ceived access to gates and other facilities as a result of the competi-
tion plan requirements?

Secretary MINETA. I know the competition plans are being sub-
mitted, that those plans have opened up opportunities for new en-
trant carriers
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Senator SHELBY. It is so important; competition.

Secretary MINETA. Where you have a dominant carrier, they will
probably be at gates 1 through 43, and the new entrant carrier will
be at gate number 89. That is part of the whole issue that we are
trying to deal with in having the airports submit these competition
plans, so that we can make sure that the playing field is level.

Senator SHELBY. Absolutely.

Secretary MINETA. Especially today with traffic being down.

Senator SHELBY. Is it having an effect yet? Because that is the
bottom line.

Secretary MINETA. I do not think so yet, because a number of the
gates are still retained by carriers and they will not release them.

Senator SHELBY. They will not release them although they do not
need them?

Secretary MINETA. Right. But, I suppose where the airlines have
what they call a majority in interest clause, the dominant carrier
can be pretty aggressive in determining when they release those
gates.

Senator SHELBY. Absolutely. We found that out here from over-
sight. But at the same time, it stifles competition.

Secretary MINETA. That is right. You are absolutely correct.

Senator SHELBY. What we are interested in, and you are too, is
competition in the marketplace.

Secretary MINETA. Right.

Senator SHELBY. We all benefit, do we not? All the airlines will
ultimately benefit because they will have to change their business
model to compete, or disappear. That is the nature of the business.
It is tough.

I saw that the Department included a placeholder for competition
plans in its FAA reauthorization proposal. Are you proposing to ex-
pand, Mr. Secretary, the current requirements? If so, is it nec-
essary?

Secretary MINETA. I am not sure what you are referring to under
placeholder.

Senator SHELBY. Competition plans, we saw that the Department
included a placeholder for competition plans in its FAA reauthor-
ization proposal. The question is, are you planning to, or proposing
to expand the current requirements? The placeholder, we wonder
what is going to happen there?

Secretary MINETA. Let me find out. Mr. Chairman, it is my un-
derstanding that the Administration, I assume through the Domes-
tic Policy Council, is looking at the whole issue of the airline indus-
try as it is today. So part of this whole effort is to deal with the
competition that exists. It is my understanding that this was just
a placeholder put in place for the Administration to eventually
come up with a program relating to competition in the airline in-
dustry.

[The information follows:]
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U.S. DEPARTMENT OF TRANSPORTATION,
OFFICE OF THE SECRETARY OF TRANSPORTATION,
Washington, DC, May 20, 2003.
The Honorable JOHN MCCAIN,
Chairman, Committee on Commerce, Science, and Transportation, United States
Senate, Washington, DC, 20510.

DEAR MR. CHAIRMAN: The Department of Transportation requests your Commit-
tee’s consideration of the enclosed two legislative proposals for inclusion in pending
bills to reauthorize activities of the Federal Aviation Administration (H.R. 2115 and
S. 824).

The two proposals are intended to strengthen the ability of United States air car-
riers to compete domestically and internationally. The effects of September 11 on
airline traffic and, consequently, on the financial health of U.S. air carriers have
been exacerbated by the war in Iraq and by SARS. Given the growing external pres-
sures to which aviation is being subjected, the Department has continued to identify
ways to give U.S. airlines the tools necessary to respond to market forces since Sec-
retary Mineta transmitted our FLIGHT-100 Act proposal to Congress in March.

The proposal to allow greater access to foreign capital markets would expand the
resources potentially available to U.S. carriers as they restructure their operations
in response to the challenges of today’s domestic and international aviation realities.
Raising the ceiling on the percentage of voting shares that can be owned by foreign
citizens (without changing the requirement that U.S. carriers be controlled by U.S.
citizens) would be consistent with foreign investment restrictions that apply to air-
lines in European Union countries and those of other U.S. bilateral partners.
Achieving a consistent approach in the investment area could facilitate the United
States’ reaching new aviation agreements, thus expanding opportunities for U.S.
carriers.

The second proposal would expand the number of airports covered by the require-
ment (added by AIR-21 in 2001 to title 49) requiring certain large and medium hub
airports to submit a plan for increasing competition along with any PFC request or
AIP grant application. The expansion would be from approximately 38 to 50 air-
ports, including large gateway airports that are not now covered.

The Department has devoted a considerable amount of time to reviewing competi-
tion plans and offering suggestions as to what actions airport officials could take
to enhance competitive airport access. As a result of the plan filings and suggestions
by the Department, some positive pro-competitive steps have been taken at the 38
airports required to file a plan. Such steps include making gates and related facili-
ties more available and access requirements more transparent, pre-approving leas-
ing and subleasing arrangements, monitoring gate use, converting exclusive-use
gates to common-use and recapturing unutilized gates. Low-fare air carriers bene-
fited from the competitive actions by airport officials. In this regard, at 29 of the
38 airports, new or expanded entry/service has occurred. Large air carriers have
also benefited through new lease arrangements and gate-change accommodations.

To build on the success of the AIR-21 competition plan requirement, we are pro-
posing to expand the number of airports required to file a plan to include all large
hub airports. This expansion will capture several facility-constrained airports. We
are also proposing that airports (1) actively monitor how frequently their gates are
used, (2) develop uniform gate-assignment protocols and notify all carriers when
gates become available, (3) adopt fair sublease arrangements, (4) develop procedures
to disapprove proposed subleases that would restrain competition, (5) prevent the
use of majority-in-interest clauses that limit the airport’s ability to develop projects
necessary to enhance carrier access, and (6) implement dispute resolution proce-
dures. These additional requirements will provide a framework by which all air car-
riers are given full, fair and transparent competitive airport access.

We appreciate the Committee’s support to date for the Department’s proposal
transmitted on March 25 and would ask for favorable consideration of the enclosed
proposals. The Office of Management and Budget advises that it has no objection,
from the standpoint of the Administration’s program, to the submission of these pro-
posals to the Committee for its consideration.

Sincerely yours,
Kirx K. VAN TINE.

SEC. . AIR CARRIER CITIZENSHIP.

Section 40102(a)(15)(C) of title 49, United States Code, is amended by striking
“75” and inserting “51”.
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SEC. . COMPETITION PLANS.

(a) Section 47106(f) of title 49, United States Code, is amended—

(1) in paragraph (2) by—

(A) adding the following after “gate-assignment policy,”: “requests for
access or accommodation by new entrant and incumbent carriers, responses
thereto, and reasons for any denials of such requests,”; and

(B) adding a new sentence at the end of the paragraph as follows: “A
competition plan under this subsection shall also include a justification as
reasonable and not unjustly discriminatory (i) for any differential or vari-
ance in fees and/or terms of use for gates and associated facilities (including
overnight parking) charged to existing and prospective carriers, respec-
tively; and (ii) for any failure to provide access, such as by undertaking the
activities listed in subparagraph (4) below within 90 days of a carrier’s re-
quest.”;

(2) in paragraph (3), by striking subparagraphs (A) and (B) and inserting
the following:

“(A) that has more than .25 percent of the total number of passenger
boardings each year at all such airports and at which 1 or 2 air carriers
control more than 50 percent of the passenger boardings; or

“(B) that has more than 1 percent of the total number of passenger
boardings each year.”; and
(3) by inserting at the end new paragraphs (4), (5) and (6) as follows:

“(4) GATE AVAILABILITY.—In the case of a covered airport, as defined in
paragraph (3) of this section, the airport owner or operator shall demonstrate
that it will make gates and related facilities (including overnight parking) avail-
able, and otherwise provide access to new entrant and other requesting carriers
by, e.g., undertaking the following activities:

“(A) developing dispute or complaint resolution procedures including
timelines, to resolve complaints by new entrants or other requesting car-
riers about access;

“(B) specifying and publishing requirements for a new entrant to ac-
quire a gate and for an incumbent carrier to expand;

“(C) providing an airport competitive access liaison;

“(D) developing procedures to monitor actual utilization of all gates and
overnight parking positions and to make this data available to the Sec-
retary and to the public;

“(E) maintaining a uniform policy of notifying all carriers (both incum-
bents and potential new entrants), of gate availability and having fair and
transparent gate assignment protocols, including timelines for access;

“(F) adopting comparable policies and procedures for subleasing of
gates by tenant carriers;

“(G) adopting dispute resolution procedures, including timelines, for
g}sputes about sublease fees, terms, and conditions, including ground han-

ing;

“(H) adopting caps on sublease fees and ensuring that non-tenant fees
do not include charges for unneeded services;

“(I) adopting policies to review and approve or disapprove proposed sub-
leases with explicit authority, in current and future lease agreements, to
disapprove proposed subleases that would restrain competition by a new en-
trant air carrier, a carrier offering competitive service, or a carrier that is
not dominant at the airport;

“(J) making majority-in-interest clauses in air carrier lease and use
agreements inapplicable to an airport development project necessary to en-
hance access by an air carrier; and

“(K) posting the submitted competition plans required under this sub-
section and the comments of the Secretary in a publicly available location,
including a website if such internet website exists.

“(5) PLAN APPROVAL.—The Secretary may disapprove a competition plan
that is not in accordance with this subsection and guidance established by the
Secretary. The Secretary shall provide written notification of the disapproval to
the sponlsor, which shall include specific findings regarding the basis for the dis-
approval.

“(6) WITHOLDING APPROVAL.—(A) The Secretary may withhold approval of
an application under this subchapter for amounts apportioned under section
47114(c) and (e) of this subtitle following disapproval of a plan under subpara-
graph (4) only if—

“(i) the Secretary provides the sponsor or a covered airport 30 days to
address specific findings in the notice of disapproval;
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“(i1) the Secretary provides the sponsor of a covered airport an oppor-
tunity for a hearing; and

“(iii) not later than 180 days after the later of the date of the applica-
tion or the date the Secretary notifies the sponsor of the disapproval of the

plan,

“(B) The 180-day period may be extended by—

“(i) agreement between the Secretary and the sponsor; or

“(ii) the hearing officer if the officer decides an extension is necessary
because the sponsor did not follow the schedule the officer established.

“(C) A person adversely affected by an order of the Secretary withholding
approval may obtain review of the order by filing a petition in the United States
Court of Appeals for the District of Columbia Circuit or in the circuit in which
the project is located. The action must be brought not later than 60 days after
the order is served on the petitioner.”

(b) Section 47107(a) is amended—

(1) in paragraph (1) at the end of the sentence, by adding “, which includes
providing competitive access.”;

(2) by adding at the end the following new paragraph:

“(21) in the case of a covered airport, as defined in section 47106(f)(3), the
airport owner or operator will demonstrate that it will make gates and related
facilities (including overnight parking) available and otherwise provide access to
new entrants and other requesting carriers by undertaking the following activi-
ties:

“(A) developing dispute or complaint resolution procedures, including
timelines, to resolve complaints by new entrants or other requesting car-
riers about access;

“(B) specifying and publishing requirements for a new entrant to ac-
quire a gate and for an incumbent carrier to expand;

“(C) appointing an airport competitive access liaison;

“(D) developing procedures to monitor actual utilization of all gates and
related overnight parking positions and to make this data available to the
Secretary and to the public;

“(E) maintaining a uniform policy of notifying all carriers (both incum-
bents and potential new entrants), of gate availability, and having fair and
transparent gate assignment protocols, including timelines for access;

“F) adopting comparable policies and procedures for subleasing of
gates by tenant carriers;

“(G) adopting dispute resolution procedures, including timelines, for
gisputes about sublease fees, terms, and conditions, including ground han-

ing;
“(H) adopting caps on sublease fees and ensuring that non-tenant fees
do not include charges for unneeded services;

“(I) adopting policies to review and approve or disapprove proposed sub-
leases with explicit authority, in current and future lease agreements, to
disapprove proposed subleases that would restrain competition by a new en-
trant air carrier, a carrier offering competitive service, or a carrier that is
not dominant at the airport;

“(J) making majority-in-interest clauses in air carrier lease and use
agreements inapplicable to an airport development project necessary to en-
hance access by an air carrier; and

“K) posting the submitted competition plans required under section
47106(f) and any comments of the Secretary on the plan in a publicly avail-
able location, including a website if such internet website exists.”.

SEC. . AIR CARRIER CITIZENSHIP. This provision raises the maximum per-
centage of an air carrier’s voting stock that can be held by foreign citizens (in the
aggregate) from 25 percent to 49 percent. The change is intended to create greater
access for U.S. airline companies to the global capital marketplace without affecting
any requirements in current law or Department of Transportation precedent that
are intended to ensure that U.S. airlines are controlled by U.S. citizens. The amend-
ment would bring U.S. foreign investment restrictions into line with those of the Eu-
ropean Union and other countries.

SEC. . COMPETITION PLANS. This section would expand covered airports to
all large hub airports in addition to those medium hubs that have two or less car-
riers with 50 percent or more of boardings. It would clarify that compliance with
the existing AIP grant assurance on reasonable access includes providing competi-
tive access. It also would require a new AIP grant assurance to increase opportuni-
ties for competition at covered airports and the use of gates and related facilities
at these airports by requiring covered airports to develop dispute resolution proce-
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dures, publish requirements for gate access, appoint a competitive access liaison,
monitor usage of gates and aircraft parking positions, notify carriers of the avail-
ability of gates and of sublease opportunities on a uniform basis, adopt fair protocols
for gate assignment and for processing of subleases, adopt caps on sublease fees, de-
velop procedures to disapprove proposed subleases that would restrain competition,
prevent the use of majority-in-interest clauses to airport development projects nec-
essary to enhance air carrier access, and to post the competition plan on the air-
port’s web site. Covered airports would be required to provide information on these
initiatives in their competition plans and to justify any differences in the fees and/
or terms of use imposed on existing and prospective carriers, respectively, and on
any failure to provide access within 90 days of a carrier’s request. Non-covered air-
ports would be encouraged to adopt these initiatives and procedures and would be
expected to rectify any practice that is found to hinder access. This section would
also provide explicit authority to the Secretary for disapproval of a competition plan
and would establish hearing procedures for covered airports whose AIP entitlement
funds are withheld based on a competition plan disapproval.

Senator SHELBY. Mr. Secretary, this will be my last question
hopefully. This is in the transit area.

TRANSIT REAUTHORIZATION

I must tell you that I am disappointed in what I am hearing
about the transit reauthorization. I am especially interested in
transit this year because, as you know, I chair the Banking Com-
mittee and I am involved with Senator Murray very much in tran-
sit on this committee. I would hope that you would take a fresh
look, Mr. Secretary, at the transit program and propose modifica-
tions that would improve rural connectivity, improve project over-
sight, provide more tools and options for States, urban centers, and
localities in dealing with their transit challenges, and to nudge the
program toward providing comprehensive transportation solutions
as opposed to transit band-aids.

I would have thought that the budget constraints you faced in
formulating your proposals would have pushed you at least in some
of these directions. I am hearing that the only thing the Adminis-
tration’s proposal is likely to do is call for greater reliance on for-
mula programs, and for program growth to come from innovative
financing. That concerns me. What is innovative financing? Can
you tell us what considerations you think are most important in
improving the transit program?

Secretary MINETA. First of all, this has been an interest of mine
for quite awhile. As you will recall, when we had ISTEA we
changed the name of UMTA, the Urban Mass Transit Administra-
tion to FTA, the Federal Transit Administration, in order to point
out that transit is not only an urban matter but it is a rural issue
as well. This has been an interest of mine, and this year in our
2004 submission we increase. For transit we increase that by 20
percent as it relates to rural areas. That includes the rural rep-
resentation on MPOs as well in terms of how rural representation
gets treated in the MPOs.

So I think that what we are trying to do is to make sure that
there is what you refer to as rural connectivity. This is something
that the Administration is interested as well.

Senator SHELBY. Thank you. Senator Murray.
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AIRLINE INDUSTRY SUBSIDIES

Senator MURRAY. Thank you, Mr. Chairman. I just have one
comment and one question. My comment is that I second what Sen-
ator Brownback was discussing with you in terms of the airline in-
dustry. We are deeply concerned about the impact of subsidies, and
I hope that you pursue this with the Trade Secretary Representa-
tive, Ambassador Zoellick, and have a conversation with him about
this because I think we are setting ourselves up for a very bad
place if we do not seriously take a look at this. I look forward to
working with you on that.

SOUTHERN BORDER

Let me just ask you, because 2 years ago this subcommittee im-
posed a number of strict new safety requirements that had to be
met before you could allow Mexican trucks into the United States.
According to the IG, you have fulfilled every one of those safety re-
quirements. But as soon as that took place, the Ninth Circuit Court
of Appeals ruled that you could not open the border because the
Administration never prepared the required environmental impact
statement. Just a few weeks ago, you asked the Ninth Circuit to
rehear that case. Your request was denied and you now appear to
have a choice between appealing to the Supreme Court on this or
going forward and preparing the environmental impact statement.
I wondered which course you were going to take?

Secretary MINETA. We have not decided that yet. We have until
the 9th of July, I believe, in order to make a decision.

Senator MURRAY. If the Supreme Court hears an appeal, it is
likely that you will not get a decision well into 2004. Have you
looked at the fact that it might be much more timely to go ahead
and do the environmental impact statement?

Secretary MINETA. I think we are looking right now at the time
that it would take to complete the environmental impact statement
(EIS) as compared to appealing. We have not come to a decision yet
on which approach to take.

Senator MURRAY. Thank you, Mr. Chairman.

Senator SHELBY. We are joined by Senator Stevens, the chairman
of the full committee. Senator Stevens.

STATEMENT OF SENATOR TED STEVENS

Senator STEVENS. Thank you very much. It is nice to see you,
Mr. Secretary.
Secretary MINETA. Good to see you, sir.

TRUCK MONITORING

Senator STEVENS. I am searching right now for the name of the
program that was described to me yesterday that Alaska is not in-
cluded in. It is a program whereby trucks are monitored through-
out the southern 48 States that contain hazardous substances. I
was just notified yesterday that the trucks that come up to Alaska
through Canada and up the Alaska Highway into Alaska do not
have that program. I am sorry, I just do not remember the name
of it.
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I did not know that, and one of the reasons is, of course, our
trucks pass through Canada and it is a satellite tracking program
to make sure that we have absolute control over those trucks that
contain hazardous materials. There are only a few of those trucks
that come up to Alaska that are Department of Defense. Most of
the Defense-oriented transportation comes by barge and goes up
the Alaska railroad. But there are a considerable number of private
concerns that do use that tracking system to bring these trucks
into Alaska. I wanted to call it to your attention and urge your re-
view of it because it is my understanding that the Defense Depart-
ment is unwilling to spend money for this system to go to Alaska
since they have such a small portion of coverage as far as haz-
ardous materials coming to Alaska by truck; virtually none, as a
matter of fact.

Secretary MINETA. Senator, I will have to look into that matter
and get back to you.

TRACKING OF HAZARDOUS MATERIAL

Senator STEVENS. I apologize. A senior moment here. I cannot re-
member the name of the program. But I do hope, Norm, you will
look at it because we did not know—we have a considerable
amount of hazardous material that comes into Alaska. It is a very
tough thing to get it through Canada as a matter of fact. But I
think if we provided this tracking system it might improve our re-
lationship with our neighbor, but certainly it has something to do
with rates for the people who have those trucks. If they do not
have this coverage, the rates for insurance are much higher.

So I am speaking really for the trucking industry from the State
of Washington that primarily brings hazardous materials into our
State. It is something that was just never called to our attention
and I would like to find some way to cure it. They have asked us
to add $4 million to your budget. That is what I am here for, to
cover the cost of adding that satellite coverage for hazardous mate-
rial tracking as it comes through Canada and through Alaska. I
would appreciate it if you get the time

Secretary MINETA. I will look at it and get back to you, Mr.
Chairman.

[The information follows:]

FMCSA has a $2.5 million on-going operational field test of vehicles with security
technologies, including satellite tracking that involves 100 trucks from 8 trucking
companies, 4 shippers, and 4 consignees of hazardous materials in various segments
of the hazardous materials industry. The goal of the project is to demonstrate the
effectiveness of technologies in improving both safety and security, and to quantify
the costs and benefits of implementing these technologies in the HAZMAT industry.
In addition, FMCSA is about to commence a $2 million project to demonstrate sat-
ellite tracking of untethered trailers.

Another related initiative is FMCSA’s Supplemental Notice of Proposed Rule-
making to establish a Federal HM permit program for carriers of the most dan-
gerous hazardous materials. As part of this proposed rulemaking, currently in De-
partmental review, FMCSA is considering a requirement for carriers of these mate-
rials have a system to communicate with the driver. We expect that satellite track-
ing and communications systems will be widely used to satisfy this requirement. In
addition, the Research and Special Programs Administration (RSPA) is working on
a Notice of Proposed Rulemaking that may require communication systems for larg-
er numbers of hazardous materials shipments.

DOT is undertaking demonstration projects to promote the safety, security, and
efficiency benefits of satellite tracking systems for the trucking industry. We believe
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that through projects such as our two demonstration projects the industry will, on
its own accord, begin to incorporate these technologies. The implementation of these
systems will likely be further promoted as the Department finalizes security regula-
tions for hazardous materials. As the untethered trailer tracking demonstration
project is still in the planning phase, we will examine whether Alaska is an appro-
priate venue for this effort.

Senator STEVENS. I will find that name, Norm, and send it to you
today. Thanks.
Senator SHELBY. Thank you, Senator Stevens.

ADDITIONAL COMMITTEE QUESTIONS

Mr. Secretary, we appreciate your appearance today. We know
we have asked some questions that you will answer for the record.

Secretary MINETA. Yes, sir.

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

QUESTIONS SUBMITTED BY SENATOR RICHARD C. SHELBY
INFRASTRUCTURE AND PERFORMANCE MAINTENANCE INITIATIVE

Question. Has the Department identified any specific examples of the types of fa-
cilities that would be funded if the new “infrastructure performance and mainte-
nance initiative” were authorized? If so, could you provide those examples to the
Committee?

Answer. The intent of the Infrastructure Performance and Maintenance (IPAM)
initiative is to focus the use of Federal funds on two types of Federal-aid highways
projects: system preservation and the elimination of chokepoints. System preserva-
tion projects include a range of activities from preventative maintenance (e.g., clean-
ing and resealing of pavement joints or the restoration of rust resistant bridge
paint) to minor reconstruction. During TEA-21, the States made good investments
in system preservation, and the physical condition of highways and bridges has im-
proved. The system preservation component of IPAM should help maintain this posi-
tive trend.

The second category of eligibility under IPAM would be the elimination of traffic
chokepoints. IPAM spending for congestion reduction would be targeted to traffic
bottlenecks, not the widening of long stretches of highway. Likely projects would in-
clude intelligent transportation initiatives and the limited alteration of existing fa-
cilities. This would include improvements to interchange ramp, added auxiliary
lanes, short sections of added through lanes and intersection modernization.

In either case—system preservation or chokepoint elimination—the goal is to fund
projects that are ready to go and that can be completed in a relatively short time-
frame, providing timely improvements for the Nation’s road users.

HIGHWAY SAFETY INITIATIVES

Question. The Department’s budget appears to propose a safety program that is
very different from the programs of the past. Knowing that both Click-It-or-Ticket
mobilizations and impaired driving mobilizations have proven to be extremely suc-
cessful the Department still chose to specifically exclude them from the budget re-
quest. What then is being proposed that will yield even better results?

Answer. The National Highway Traffic Safety Administration (NHTSA) intends to
continue the “Click It or Ticket” and “You Drink & Drive. You Lose.” mobilizations
in 2004, and beyond. Early in calendar year 2003, NHTSA solicited input from the
Governors Highway Safety Association and the highway safety offices of the fifty
States, the District of Columbia and Puerto Rico. Given the solid commitment to
continuing the mobilizations that was expressed, NHTSA does not believe that it is
necessary to earmark grant funds to the States for this purpose. States can use
their Section 402 grants funds to support these efforts.

AMTRAK REFORM PROPOSAL

Question. Mr. Secretary, as I mentioned in my opening statement, we are all ea-
gerly awaiting an Amtrak Reform proposal. You talked about it last year, Michael
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Jackson has talked about it this year and we have yet to see a concrete proposal.
When may we expect some type of formal legislative proposal for Amtrak reform?

Answer. The Secretary of Transportation transmitted the Administration’s inter-
city passenger rail legislative proposal—The Passenger Rail Investment Reform Act
of 2003—to Congress on July 28, 2003.

SHIP DISPOSAL

Question. The Maritime Administration is tasked with the disposal of all obsolete
vessels from the National Defense Reserve Fleet by September 30, 2006. There are
more than 130 vessels presently in the fleet awaiting disposal, and MARAD has
only disposed of 14 vessels over the past 3 years.

I would like for you to keep me updated on how you plan to accomplish this task.
This is a serious and expensive endeavor that really needs to be resolved.

How does MARAD plan to dispose of these vessels by the statutory deadline? If
additional vessels are accepted from the Navy and other sources, what strategies
does MARAD have in place for the fleet to keep the program on schedule?

Answer. As the Federal Government’s ship disposal agent, MARAD acquires obso-
lete ships into its fleets on a continuous basis. Additional vessels to the 130 already
in custody will significantly increase the disposal challenge faced by MARAD.
MARAD’s only disposal options from 1994-2000 were domestic ship sales and occa-
sional ship donations, which resulted in 12 vessel sales for recycling and 5 vessel
donations. Prior to 2001, MARAD did not have the authority to pay for dismantling
services; thus, there was no ship disposal budget. The vessels that accumulated in
the 1990’s (the backlog) are now in poor condition, and account for approximately
75 of the 130 ships on hand. Disposal of the vessel backlog, while acquiring even
more obsolete vessels, is a significant challenge.

The deadline of September 30, 2006, established in the National Defense Author-
ization Act of 2001, will be difficult to reach because the Fleet is projected to receive
15 additional ships in each of the next 3 years. When this goal was established 2
years ago, there were 115 vessels in the Fleet. Since then, 16 vessels have been re-
mo&/ed; however, MARAD received an additional 31 obsolete ships during that pe-
riod.

The program priority remains focused on disposal of MARAD’s 27 high-risk, non-
retention vessels (20 in the James River Reserve Fleet (JRRF), Virginia; 5 in the
Suisun Bay Reserve Fleet, California; and 2 in other locations—Mobile, Alabama,
and Portsmouth, Virginia).

MARAD anticipates removing a minimum of 25 vessels from the Fleet through
domestic and export disposal recycling using the fiscal year 2003 appropriation of
$11.1 million, coupled with $20 million in funding from the Department of Defense.
Proposals received thus far for the export of ships for recycling clearly indicate that
export is the most cost-effective method because of higher demand for recyclable ma-
terials, lower labor costs, greater industrial capacity and greater competition. The
ability to export ships for recycling will expedite the elimination of high-risk ships,
significantly mitigate the environmental threat of oil discharge at the Fleet sites,
and reduce the total number of obsolete vessels significantly.

Ship disposal methods currently available, and the industry’s response to
MARAD’s announcements, indicate that the cost-effectiveness of ship dismantling is
based on economies of scale. The current contract with the United Kingdom involv-
ing the removal of 15 ships for $14 million is one example—the higher the number
of ships, the greater the yield of steel and other recyclable materials. Many of the
Program Research & Development Announcement (PRDA) proposals involving ex-
port contain costs to the Government that are significantly lower than current and
anticipated costs for domestic dismantling. While the domestic dismantling industry
has limited capacity, higher costs and limited competition, MARAD is currently in
the process of awarding contracts to four domestic companies to recycle 10 ships.
Ship dismantling/recycling is heavy industrial work—low tech and labor intensive.
It involves the handling and disposition of hazardous materials, and thus has some
inherent risks regardless of where the work is done. Although foreign facilities are
not subject to worker and environmental laws as domestic facilities are, the foreign
industry must demonstrate to MARAD and the EPA that they can accomplish re-
sponsible vessel recycling that protects worker safety and health.

Other initiatives include:

(a) National environmental best management practices (BMP) for preparing vessels
for use as artificial reefs.—This is an interagency effort involving MARAD, the Envi-
ronmental Protection Agency (EPA), Navy, United States Coast Guard, National
Oceanic and Atmospheric Administration, Army Corps of Engineers, National Ma-
rine Fisheries, and other agencies, that MARAD initiated in 2002 with a projected
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completion in the spring of 2004. Establishing best practices will standardize the
ship preparation guidelines on a nationwide basis, thus facilitating the application
and vessel preparation processes, and aiding the States and MARAD in estimating
the costs associated with ship preparation for artificial reefing.

(b) Fuel removal for JRRF vessels.—MARAD continues to assess the risks associ-
ated with the removal of oil from obsolete ships prior to disposal. A PRDA was post-
ed in fiscal year 2003; however, the proposals received did not offer any tech-
nologies, methodologies or innovations to make oil removal a cost-effective option.
MARAD’s policy has been that the safest and most cost-effective method of removing
oil, and thus mitigating the risk of oil discharges from our obsolete ships, is to re-
move the oil during the ship dismantling process and not beforehand. MARAD con-
tinues to pursue opportunities to assess the feasibility and cost-effectiveness of oil
removal technologies beyond traditional pumping methods. The goal is to identify
cost-effective methods for the safe removal of some fuels, while the vessels are
awaiting disposal. Heretofore, traditional oil pumping methods have not been cost-
effective in removing significant quantities of oil to mitigate the threat of oil dis-
charges into the environment.

(¢) Streamlining the artificial reefing application review and approval process.—
The current application process required of coastal States to acquire vessels to be
used as reefs, and the subsequent Federal agency review and approval process, is
cumbersome and time consuming. MARAD, jointly with all the Federal agencies in-
volved in the artificial reefing process, is working to streamline the process.

(d) Discussions with the Mexican Government.—MARAD and EPA are exploring
opportunities that mutually benefit Mexican vessel recycling facilities and MARAD,
by providing a possible source of cost-effective and environmentally responsible ves-
sel recycling.

(e) Global Action Program (GAP).—MARAD has begun preliminary discussions re-
lated to partnering with interested Basel Convention countries, the International
Maritime Organization, and the International Labor Organization in an inter-
nati(inal program to promote environmentally responsible and sustainable ship dis-
posal.

(f) Army Corp of Engineers (ACOE) and Louisiana barrier island stabilization
using obsolete vessels.—MARAD has held preliminary discussions with the ACOE
related to a potential pilot project and feasibility study to test the effectiveness of
using obsolete vessels to stabilize the shorelines of barrier islands.

HIGHWAY-RELATED FATALITIES

Question. The Department’s goal for highway-related fatalities in 2004 is 1.38 per
100 vehicle miles traveled. The budget seems to indicate that the two major reasons
for the lack of significant progress in reducing overall highway-related fatalities can
be directly attributed to motorcycles and pedestrians. What then is the Department
doing to address and reduce the number of fatalities between these two groups? I
ask because the budget appears to assume a steady rate among these groups and
a necessity to focus on passenger cars and light trucks.

Answer. NHTSA’s fiscal year 2004 budget request addresses the action items in
the NHTSA Motorcycle Safety Program document released in January 2003 and the
National Agenda for Motorcycle Safety developed in collaboration with motorcycle
safety partners.

A new fiscal year 2004 initiative will address a concern that motorcycle training
programs accommodate all those who seek training. NHTSA plans to work with
identified State rider education and training programs to develop and implement
long-range strategic plans to make training available for all those who need it and
in a timely fashion. NHTSA will continue research on motorcycle lighting as a
means to improve motorcyclist conspicuity and will continue research on motorcycle
braking systems.

Additionally, NHTSA will: conduct research on crash avoidance skills; conduct re-
search on motorcyclists conspicuity; support projects to reduce impaired riding by
developing and testing activities that may include peer-to-peer efforts, social norm
models, enforcement efforts, and motorcycle impoundment; and collect and analyze
motorcycle crash, injury, and fatality data and compare motorcyclists who success-
fully completed formal rider training to those who have not.

Pedestrian crashes are addressed through a combination of public information,
legislation, enforcement, engineering, and outreach strategies. NHTSA will: fund
competitive demonstration projects designed to involve the law enforcement commu-
nity to improve pedestrian safety; develop a community guide to tackle the chal-
lenges of implementing comprehensive pedestrian safety programs; explore the fea-
sibility of developing and disseminating a school crossing guard curriculum; and de-
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velop community-level Safe Routes to School workshops to increase pedestrian safe-
ty around schools.

NHTSA will also disseminate tools to encourage communities to promote safe
walking. Non-traditional partners, such as smart growth coalitions or local govern-
ment commissions, will be identified and encouraged to incorporate pedestrian safe-
ty into their organizations’ missions. NHTSA will continue its partnership with the
Federal Highway Administration to incorporate infrastructure improvements with
behavioral safety principles.

REQUIREMENTS FOR AMTRAK TO RECEIVE FEDERAL SUBSIDY

Question. The Fiscal Year 2003 Appropriations Act placed a number of new re-
quirements on Amtrak’s ability to obtain their Federal subsidy. What, if any
changes to those requirements would you propose to improve the Department’s over-
sight of the railroad for the 2004 bill?

Answer. The Fiscal Year 2003 Appropriations Act’s new requirements on grants
to Amtrak are built upon reforms required by the Department as conditions to the
fiscal year 2002 loan under the Railroad Rehabilitation and Improvement Financing
(RRIF) program. These requirements have resulted in a significant improvement in
the way Amtrak does business and should be continued. While additional reform is
needed in the way intercity passenger rail service is provided in this country, such
reforms should be part of comprehensive authorization legislation and are included
in the legislation that the Secretary of Transportation transmitted to Congress.

PATRIOT ACT

Question. The Patriot Act requires a background check on all drivers transporting
Hazardous Materials. When TSA was transferred to the Department of Homeland
Security, the background investigative authority for the HAZMAT endorsement was
also transferred as was the ability to grant that endorsement to CDL holders. How-
ever, the Department has requested money in the 2004 budget to continue to pay
for these background checks. While I recognize that there is an outstanding contract
between Motor Carriers and Lexis-Nexis to provide these services, I am concerned
that this will be an ongoing request in future budgets. What is the Department
doing to work with TSA to transfer this financial responsibility as well?

Answer. The Fiscal Year 2004 President’s Budget includes $3 million for FMCSA
to implement Section 1012 of the Patriot Act. These funds would be obligated for
the existing Lexis-Nexis contract. The Department has developed a memorandum of
understanding between TSA and FMCSA, with FMCSA delegating day-to-day con-
tractual administrative management responsibilities to TSA for the Lexis-Nexis con-
tract. There will be no further financial responsibility for the Department beyond
fiscal year 2004.

IMPROVING PAVEMENT RIDE QUALITY

Question. One of the Department’s Strategic and Performance Goals is to increase
the percent of pavement on the National Highway System with acceptable ride qual-
ity to 93.1 percent. Can you tell me how, with less highway funding, this budget
proposes to reach this goal?

Answer. The Department’s performance goal for 2004 is to increase the percent
of travel with acceptable ride quality on the National Highway System to 93.0. In
addition to normal Federal-aid construction funds, the Department proposes to uti-
lize research and technology funds to develop products and deliver technology that
will improve pavement smoothness during initial construction and pavement ride
quality over the life cycle of highways. Specific examples include improved pave-
ment smoothness specifications, best practice guides for construction, improved
pavement profile measurement equipment and profile analysis software.

Additionally, specific initiatives will be focused on the 10 States where 76 percent
of the travel on highways with unacceptable ride quality exists. The Department
will initiate development and delivery of customized workshops focused on address-
ing specific needs in these States.

HIGHWAY PERFORMANCE AND MAINTENANCE INITIATIVE (IPAM)

Question. The budget purposes a new, $1 billion highway performance and main-
tenance initiative which targets “ready-to-go” highway projects that address traffic
bottlenecks and improve infrastructure conditions. How will the funds be distributed
to the States? What specific guidance will be given for expenditures of the funds?
Will States be allowed to reimburse themselves for already completed projects meet-
ing the required criteria? In developing this new initiative were any specific projects
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identified that would meet the criteria? If so, could you provide a list of those
projects and the characteristics that qualify them for the new initiative?

Answer. The funds would be distributed by formula with 25 percent of the funds
distributed based on each State’s relative share of Federal-aid lane-miles, 40 percent
based on each State’s relative share of vehicle-miles of travel on Federal-aid high-
ways and 35 percent based on each State’s relative share of contributions to the
Highway Account of the Highway Trust Fund. There would be a one-half percent
minimum for each State. This formula is the same as is being used for the Surface
Transportation Program.

States would have 6 months to obligate their IPAM funds. This is consistent with
the requirement that the funds be used for ready-to-go projects. After the 6-month
deadline, un-obligated funds would be withdrawn from States and distributed to
other States that could obligate the funds by the end of the fiscal year. We do not
anticipate that States will find it difficult to comply with the 6-month timeframe.

States would not be allowed to reimburse themselves for projects meeting the re-
quired criteria that are already completed or are already underway using the ad-
vance construction provisions of title 23. The intent of the IPAM program is to
quickly initiate and deliver projects and their benefits to the public. Allowing the
use of IPAM funds to reimburse already completed projects or projects that are al-
ready being advanced using other approaches would defeat this intent.

Program guidance would also clarify eligible projects for IPAM funds by further
defining the types of projects that would be eligible. The selection of projects to be
carried under the IPAM program would be a State prerogative.

The IPAM does not create new eligibilities for Federal-aid highway funds. The in-
tent is to focus the use of Federal funds on two types of projects on Federal-aid
highways, system preservation and the elimination of chokepoints. System preserva-
tion projects include a range of activities from preventative maintenance to minor
reconstruction. During TEA-21, States made good investments in system preserva-
tion and the physical condition of highways and bridges has improved. The system
preservation component of IPAM should help maintain this positive trend.

The second category of eligibility under IPAM would be the elimination of traffic
chokepoints. Reducing congestion is a great and costly challenge. IPAM spending for
congestion reduction would be targeted to traffic bottlenecks, not the widening of
long stretches of highway. Likely projects would include intelligent transportation
initiatives and the limited alteration of existing facilities. This would include inter-
change ramp improvements, added auxiliary lanes, short sections of added through
lanes and intersection modernization.

ADDITIONAL FTE’S

Question. The budget requests 12 new FTE for the purposes of “enhancing the
oversight of major projects; improvements to the security of our critical information
systems; upgrades to our information technology infrastructure; and FHWA’s share
of the costs to consolidate all DOT modes located in Lakewood, Colorado, into one
facility.” Could you provide a breakdown of exactly how these new FTE will be uti-
lized in each of the areas specified in the description? Provide a prioritization for
each of these 12 FTE based upon need.

Answer. The 12 FTE that are requested in fiscal year 2004 will be used specifi-
cally to enhance major projects oversight and fulfill FHWA’s commitment of having
a dedicated oversight project manager on each mega-project. All 12 FTE are consid-
ered equal and will be used as environmental commitments of the projects are en-
tered into.

FHWA will designate Mega-Project Oversight Managers who are personally ac-
countable for proper Federal oversight and establish Integrated Product Teams to
assist the oversight manager. The addition of the 12 FTE is essential for FHWA to
perform its stewardship and oversight role. The responsibilities of each mega-project
oversight manager include:

—Representing FHWA before other Federal agencies, State Transportation Agen-
cies (STA), local agencies, consultants, and contractors on all project delivery
and oversight issues.

—Briefing FHWA upper management, the Office of the Secretary of Transpor-
tation, and the media on project status, and significant project activities and
issues.

—DMonitoring environmental commitments and ensuring that they are incor-
porated into the plans and specifications.

—Overseeing the review and approval of plans, specifications, and estimates for
appropriate application of design standards and criteria, conformance with poli-
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cies and regulations, traffic-safety features, reasonableness of estimated costs,
and proper specifications and other contract provisions.

—DMonitoring and reporting cost and schedule changes and updates, analyzing
project status for reasonableness and accuracy, and managing changes to mini-
mize impacts to costs and schedules.

—Ensuring cost containment strategies such as value engineering,
constructability reviews, design-to-cost strategies, and up-front planning to min-
imize contractor risks are incorporated. Coordinating with FHWA bridge engi-
neers for design reviews of major structures.

—Ensuring FHWA laws and requirements for Federal-aid construction contracts
are incorporated, such as Buy America, Davis-Bacon minimum wage rates, Dis-
advantaged Business Enterprise and affirmative action requirements, records of
materials and supplies, etc.

—Conducting project inspections to verify compliance with standard engineering
practice, and providing technical assistance.

—Providing assistance and direction to the STA on the proper application of Fed-
eral funds, designated funding, and innovative financing programs.

—Reviewing the Initial Finance Plan and Annual Updates, coordinating with the
STA and Headquarters Office, and ultimately accepting the initial plan and up-
dates.

—Promoting technology transfer to and from the project.

FISCAL YEAR 2004 FTE REQUIREMENT FOR ACTIVE (AND FUTURE) MAJOR PROJECTS

Projects Status Currerﬁtevsglaffing Fiscal Year 2004

|-80/San Francisco-Oakland Bay Bridge (East Span), CA ........ccccccooounec...
SR 210/Foothill Freeway
[-25/1-225 Southeast Corridor, CO
New Haven Harbor Crossing, CT
Miami Intermodal Center, FL
|-4/1-275 Tampa Interstate, FL
New Mississippi River Bridge, IL-MO
Central Artery/Ted Williams Tunnel, MA
Central Texas Turnpike, TX
|-10/Katy Freeway, TX
|-95/Woodrow Wilson Bridge, MD
[-95/1-495 Springfield Interchange, VA
|-64/Hampton Roads Third Crossing, VA
|-94/East-West Corridor, WI
New Ohio River Bridges, KY-IN
|-94/Edsel Ford Freeway, MI
Mon/Fayette Expressway, PA
|-635/LBJ Freeway (West Section), TX
[-405 Corridor/SR 509 and |-5/SR520/Alaskan Way Viaduct, WA ...........

RO b bt bt b b RO = RO b= b QO bt bt b b

Totals 11 23

INTELLIGENT VEHICLE INITIATIVE

Question. The budget request discusses an example of an Intelligent Vehicle Ini-
tiative (IVI) to develop driver assistance systems that will reduce the number and
severity of crashes and goes further to discuss systems currently under development
to “warn drivers of dangerous situations and recommend corrective actions, or in
some cases, even assume partial control of vehicles to avoid collisions.” Where is this
research being conducted, who is participating and when do you anticipate the re-
search will be completed? Additionally, is there a coordinated effort with the auto-
mobile manufacturers to develop and test these systems?

Answer. The work under the IVI program is being conducted in a series of coordi-
nated contracts and cooperative agreements with the Department of Transpor-
tation’s (DOT) partners in the public and private sectors, as well as universities and
other research institutions. DOT’s partners were chosen because they are the crit-
ical organizations needed to develop and deploy effective systems. They include
seven of the largest automobile manufactures (General Motors, Ford, Daimler-
Chrysler, Toyota, Nissan, BMW and Volkswagen), the largest technology suppliers
to the U.S. automotive industry (Delphi Delco, Visteon, TRW and DENSO), heavy
truck manufacturers (Freightliner, Mack, Volvo Trucks, and Navistar International),
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the State Departments of Transportation for California, Minnesota and Virginia,
and finally several commercial and transit fleet operators.

Under the IVI program, DOT is working on crash countermeasures that address
the largest types of crashes (rear-end, road departure, intersection and lane change)
and the factors that cause the crashes. The understanding of the crash problem and
development of effective solutions varies in levels of maturity. Consequently, the IVI
program is a long-term effort that is designed to produce incremental results. DOT’s
previous efforts already have led to the deployment of vision enhancement, adaptive
cruise control and lane tracking systems. DOT’s current activities are expected to
support deployment of rear-end and road-departure collision-avoidance systems for
passenger cars in the next 2 to 5 years. Intersection collisions are a more com-
plicated problem that will require vehicle and infrastructure cooperative systems.
Therefore, DOT does not expect these systems to be available for 8 to 10 years.

The IVI program coordinates with automobile manufacturers at several levels.
Overall strategic planning is coordinated through a Light Vehicle Industry Federal
Advisory Committee Panel. DOT is working with a partnership of General Motors,
Ford, Daimler-Chrysler, Toyota, Nissan, BMW and Volkswagen to study various en-
abling research issues. We are currently conducting studies with this partnership
on driver workload, forward collision warning, enhanced digital maps and dedicated
short-range communications (DSRC). DOT is also working directly with General Mo-
tors and Delphi-Delco on a Field Operational Test of Rear-end Collision Avoidance
Systems for passenger cars. We also have a Field Operational Test for Road Depar-
ture Collision Avoidance Systems for Passenger cars with Visteon.

ADOPTION OF SAFETY COUNTERMEASURES

Question. One of FHWA’s anticipated accomplishments is a “greater adoption and
understanding by States of the safety benefits of countermeasures, including rumble
strips and related roadside hardware, particularly on rural roads.” What percentage
of highway fatalities does FHWA attribute to hazardous roadway conditions? What
specific programs will FHWA pursue with the States to promote these particular
countermeasures? Will FHWA encourage States to utilize a majority of their safety
funding for this purpose? If not, how will FHWA ensure greater adoption of counter-
measures by the States?

Answer. J.R. Treat’s “Indiana Tri-Level Study—A Study of Pre-Crash Factors In-
volved in Traffic Accidents” attributes 34 percent of highway crashes to the roadway
as a cause or contributing factor. Treat’s study is based on on-site reviews of actual
highway crashes. The study recognizes that many crashes involve multiple factors
related to the roadway, the driver and the vehicle. The percentages include crashes
where there is more than one causal factor.

FHWA pursues a number of programs to address infrastructure-related safety op-
portunities. One key area of focus is working with the American Association of State
Highway and Transportation Officials (AASHTO) on the development and imple-
mentation of guidebooks which address areas of emphasis within the AASHTO Stra-
tegic Highway Safety Plan. Several of these areas of emphasis address roadway and
roadside features, including newly-released guidebooks on run-off-road collisions,
collisions in intersections without signals, head-on collisions, and collisions involving
trees in hazardous locations.

In addition to these partnering efforts with the AASHTO, FHWA issued a Tech-
nical Advisory on shoulder rumble strips last year to help States design and install
them on rural National Highway System segments. The Mississippi Department of
Transportation installed and tested different rumble strip designs combined with
pavement marking overlays on rural roads. Initial evaluations indicate improved
safety on rainy nights due to more visible pavement markings and audible rumble
strip warnings. Also, FHWA reviews crash test data on new roadside hardware to
verify its effectiveness and compliance with current crash test evaluation criteria.
To provide States, local agencies and other interested parties information on which
roadside hardware can be used safely, FHWA posts letters of acceptance for new
hardware on its roadside safety website, http:/safety.fhwa.dot.gov/
report350hardware. Since 1998, over 240 letters have been posted on guardrails,
bridge rails, crash cushions, sign and light poles and work zone traffic devices.

FHWA encourages States to use their safety funding for a variety of safety coun-
termeasures based on a strategic approach to highway safety that identifies key
problems and the most effective countermeasures. For example, studies on two-lane
rural highways show that crash rates decline as shoulders are added or widened.
Rumble strips may not be the most effective countermeasure on these narrow roads.
Each State must identify and evaluate its particular safety needs to make the best
use of its safety funding. FHWA is working with States to develop goals and per-



formance measures to improve their safety performance. Accurate data on crash
causation forms the basis of a strategic approach to highway safety that also encour-
ages State adoption of effective countermeasures.

STATE SPENDING ON HAZARD ELIMINATION PROJECTS

Question. How much of current highway safety funding is utilized by States for
hazard mitigation projects? Please provide a breakdown for each State for 2000,

2001 and 2002?

Answer. The chart that follows shows the funds obligated by the States for hazard
elimination projects during fiscal years 2000-2002.

State

Fiscal Year 2000

Fiscal Year 2001

Fiscal Year 2002

Alabama

Alaska

Arizona

Arkansas

California

Colorado

Connecticut

Delaware

District of Columbia

Florida

Georgia

Hawaii

Idaho

lllinois

Indiana

lowa

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts

Michigan

Minnesota

Mississippi

Missouri

Montana

Nebraska

Nevada

New Hampshire

New Jersey

New Mexico

New York

North Carolina

North Dakota

Ohio

Oklahoma

Oregon

Pennsylvania

Rhode Island

South Carolina

South Dakota

T

Texas

Utah

Vermont

Virginia

Washington
West Virginia

Wisconsin

Wyoming

Total

$