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THE NEED TO INVEST IN AMERICA’S INFRA-
STRUCTURE AND PRESERVE FEDERAL
TRANSPORTATION FUNDING

WEDNESDAY, SEPTEMBER 25, 2013

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

The full Committee met, pursuant to notice, at 10 a.m. in room
406, Dirksen Senate Building, Hon. Barbara Boxer (chairman of
the full Committee) presiding.

Present: Senators Boxer, Vitter, Baucus, Carper, Cardin,
Whitehouse, Merkley, Inhofe, Barrasso, Wicker, Boozman, and
Fischer.

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

Senator BOXER. We will come to order. We are very, very
pleased, we have quite a great panel and a second that is wonder-
ful. We have a big job ahead of us and I am going to put my state-
ment into the record and just ad lib and hear from my colleagues
for an opening statement.

The ranking member is on his way, he has been delayed, so he
will be here soon, I hope. He is speaking on the floor. So we won’t
get into that.

Anyway, we are here on an issue that has united us, and that
is a good thing, given that we probably couldn’t pass a Mother’s
Day resolution. So I think it is excellent that we can agree that
transportation is something we can rally around and work together
on.
A lot of the people here today I know very, very well. We have
been in the trenches in the last MAP-21 bill, and we are in the
trenches now. But I really believe we can work and get a sustain-
able funding source for transportation. I believe this. I have seen
some ideas that are quite compelling on how to do this. Simplify
things, get one funding source, follow the lead of some of our States
that are turning to a percentage highway fee that is paid for at the
refinery level. This could bring in more than all the other taxes
bring in for transportation.

There is also the talk of a more controversial idea that some of
us don’t think is controversial, and that is a carbon fee. That brings
in quite a lot, some of that could be used. There are many ideas
out there. And the one that I am leaning toward myself, although
this is going to be a decision of the Finance Committee, and that
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is for sure, is to be able to do away with the per gallon fee at the
pump and replace it with this sales fee as they have done in Vir-
ginia and Maryland. It would fund the entire highway program for
6 years, or is it 5 years? Six years, I think, David. And it would
do that, we are doing away with all the other fees. It is a very ex-
citing idea.

Here is the point. We know that the status of our roads, the con-
dition of our roads and our bridges is just not acceptable. Not ac-
ceptable. We know that we have 70,000 of our Nation’s bridges
which are structurally deficient. One in four bridges is either struc-
turally deficient or functionally obsolete. This is the greatest coun-
try in the world and we have 70,000 deficient bridges. And one in
four of our bridges is either structurally deficient or functionally
obsolete.

In fact, according to the American Society of Civil Engineers, lis-
ten to this, every day more than 200 million cars, trucks and buses
cross a deficient bridge. Just think about that. People are actually
in danger just going to work. And we have seen it too many times.
So this job that we are doing is not a lighthearted job. It is very
serious. And we need to keep our economy moving. You cannot be
a great economy if you can’t move people and you can’t move goods.
And the system is not reliable.

That is why we have the Chamber of Commerce here and that
is why we have the unions with the Chamber on this. This is some-
thing we can all unite behind.

A recent report from the National Association of Manufacturers
found that 70 percent of our manufacturers believe America’s roads
are getting worse. And 67 percent believe infrastructure is impor-
tant enough to American business that all options to fund invest-
ments should be on the table. Look, roads and bridges are not Re-
publican or Democrat. So we need to work together. And we have
a wonderful history of working together on this. We worked with
Senator Inhofe when he was the ranking, we work with Senator
Vitter as he is the ranking, we have worked with Senator Barrasso,
Senators from both sides of the my colleagues on the Democratic
side, because we all understand this.

In closing, I would say the States are demonstrating greater
leadership. They are taking bold action. And we will have a rep-
resentative from Virginia here to discuss that State’s successful ef-
fort, and again, quite bipartisan. So we are facing a challenge. I be-
lieve we are going to find the sweet spot, I really do. I have spent,
I think now, more than a year looking at all the funding options.
I think we can unite behind something that takes us away from the
per gallon tax and moves us away from that toward a sales fee for
highways. It would make a big improvement in the security of this
fund. We know that the funds will then go be deposited in the
fund.

The last time we did this we had to take from the General Fund.
Those days are over. We are trying to get rid of a sequester that
is hurting our economy deeply. I hope we succeed. But we certainly
have no room to go to the General Fund to fund highways and
transportation. It is not going to happen, let’s be clear.
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So we must work together, and I thank you very much. Seeing
that my ranking isn’t here, we will be happy to call on Senator
Barrasso.

[The prepared statement was not received at time of print.]

OPENING STATEMENT OF HON. JOHN BARRASSO,
U.S. SENATOR FROM THE STATE OF WYOMING

Senator BARRASSO. Thank you very much, Madam Chair, for
holding this hearing. As the ranking member of the Transportation
and Infrastructure Subcommittee, I do look forward to working
with you, Madam Chair, about our national transportation invest-
ment needs.

I would also like to welcome Janet Kavinoky, who is testifying
on behalf of the U.S. Chamber of Commerce. She is from
Thermopolis, Wyoming, which is my wife Bobbi’s home town.
Janet, thank you for being here.

Wyoming is one of those bridge States, Madam Chairman, where
it allows for the flow of commerce to move coast to coast. This Com-
mittee must not lose sight of the importance of a national, inter-
connected system of highways that includes access for rural Amer-
ica.

The I-80 corridor is a crucial link and a critical link for moving
commerce from the west coast ports to cities throughout the United
States. Interstate 80 captures about 60 percent of the truck traffic,
most of which doesn’t originate or terminate in my home State of
Wyoming.

In the next 20 years, traffic on I-80 is going to double, according
to the Federal Highway Administration. Wyoming, like many other
low-populated States, will have needs that are very different from
the needs of cities like New York or San Francisco. So in order to
meet the highway system’s national needs, rural States must have
flexibility to use Federal dollars that serve the national interest.

Madam Chairman, I have full faith in the Wyoming Department
of Transportation that they will continue to direct Federal re-
sources that will keep our highway system whole. Thank you so
much for your leadership and holding this hearing.

Senator BOXER. Thank you, Senator, for your leadership.

Now, by order of arrival, we will go to Cardin, then Carper, then
Whitehouse.

OPENING STATEMENT OF HON. BENJAMIN L. CARDIN,
U.S. SENATOR FROM THE STATE OF MARYLAND

Senator CARDIN. Madam Chairman, thank you very much for
holding this hearing. I want to thank all the witnesses that are
here today to help us deal with the funding of our transportation
priorities here at the Federal level.

It has been 20 years since we last adjusted the transportation
revenues, 1993. And we have an opportunity now to do something
about it. I serve not only on this Committee, but I serve on the
Senate Finance Committee, and we are engaged in tax reform dis-
cussions, including the transportation revenues.

So I hope this Committee can work with the Senate Finance
Committee, leadership of both parties, to recommend a responsible
way to deal with the transportation needs of this country.
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We need a long-term reauthorization of our transportation pro-
grams. I was proud to be part of the MAP-21 effort. It was ex-
tremely important and difficult to get done. I applaud the leader-
ship of this Committee, Senator Boxer, what you did to get that bill
passed. But we know we need a longer term transportation reau-
thorization. We couldn’t get that, because we didn’t have the rev-
enue to deal with the longer term. So we need a longer term solu-
tion to these problems.

I want to compliment the representative from the Chamber of
Commerce, because I think you have laid out the three fiscally re-
sponsible options we can do. One is to cut the transportation pro-
grams commensurate with available funding levels. That would be
fiscally responsible, but it would shift dramatically the burdens on
transportation to our State and local governments, as they do not
have this capacity and these programs are national in need and
that is not what we should be doing.

Second option would be to continue to shift General Funds into
the transportation funds, motor vehicles and dollars. That violates
the user pay philosophy of the transportation funding and would
jeopardize our ability to pay our other bills. That is not really a
very viable option.

The third option you spell out very clearly, is that we can in-
crease user fees and identify new revenue sources to address the
well-documented needs of today and tomorrow.

I particularly want to compliment the comment that you make
in your written statement saying this debate, particularly the rev-
enue consideration it entails, will never be convenient. Well, mat-
ters of convenience are not what Americans are asking their lead-
ers in Washington to do. And let me just underscore that point. Be-
cause in my State of Maryland, our Governor, our legislature
stepped up to the plate. They changed their transportation reve-
nues. Changed the gasoline tax into a more inflation-sensitive rev-
enue source. It was not popular.

But guess what? The Governor is now going around to all the
communities in our State, showing what that revenue increase
meant as far as community improvements and transportation.
dCommunities are now saying, gee, this was a pretty good thing to

0.

So I understand it may be difficult for us to take up these issues.
But politically, from a responsible point of view we need to, but po-
litically, at the end of the day I think it will be rewarded when we
give the communities the type of transportation they need.

I will just give you one example, Madam Chair. The Texas
Transportation Institute at Texas A&M rates the different commu-
nities as far as the most congested in the country. Congratulations,
we won. The Washington area was rated the most congested area
in the country.

And I experience it first hand, because I do travel into the city.
You can’t find too many more places to build highways or expand
capacity for automobiles, but we can improve transit. One of the
things that I have urged as we go through this debate, maintain
the comprehensive nature of transportation. We have a Purple Line
in this area that we are working on that will help a great deal in
the Washington area. In Baltimore, we have the Red Line. We have
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alternatives and transportation programs that help get cars off the
roads and help us.

My point is this. For quality of life, we have to succeed here. It
is just unacceptable that it takes a couple of hours to get into the
Nation’s capital. That is what it takes me to get in from Baltimore,
a couple hours.

So this is an urgent issue. I would urge us to, and I think this
hearing, and we have the experts who can help us develop a way
that we can be responsible to find the revenue we need to carry out
our Federal responsibility.

[The prepared statement of Senator Cardin follows:]

STATEMENT OF HON. BENJAMIN L. CARDIN,
U.S. SENATOR FROM THE STATE OF MARYLAND

Madam Chairman, thank you for holding today’s hearing on a very important
issue that is especially timely with ongoing talks about comprehensive tax reform,
coupled with the expiration of MAP-21 being just about a year away. The last time
the gas tax increased it was done as part of the 1993 Tax Reform Act, and I am
glad that in the Finance Committee we have been discussing including surface
transportation revenues in tax reform.

When SAFETEA-LU expired the Highway Trust Fund was in the red. Keeping
the Trust Fund solvent so that USDOT wouldn’t default on its obligations to the
States required a series of General Fund transfers. The incremental diversion of bil-
lions and billions of dollars from the General made each SAFETEA-LU extension
increasingly more controversial to point that there were credible threats from the
House to allow USDOT to default on its debt.

We cannot afford to go through that situation again.

Especially not now, not when the infrastructure needs of our States is so great.
MAP-21 has certainly helped. The American Society of Civil Engineers (ASCE) In-
frastructure Report Card noted modest improvement in the quality and condition of
our Nation’s bridges and roads. But there is still a lot of work to do.

The needs in Maryland are extremely high. The Texas Transportation Institute,
at Texas A&M, for the second year in a row gave the Greater Washington region
the dubious distinction of having the worst traffic congestion in the Nation. Traffic
congestion across the region hurts my State’s economy, the quality of life of my con-
stituents and the public’s health both in terms of air quality and mental stress.

My home State of Maryland has set forth ambitious plans to improve the safety
of the State’s highways while reducing traffic congestion in our major metropolitan
regions.

As several traffic and community planning studies have concluded: the long term
path toward reduced traffic congestion is best achieved by providing and improving
transportation options in and around population centers. The best way to reduce
long term congestion is by having fewer vehicles on the road. Providing convenient
and affordable public transportation options as well as safe bike and pedestrian in-
frastructure are especially effective at eliminating the number of single occupancy
vehicles on the road.

It is these benefits that highway users receive from local and regional investments
in transit systems and transportation alternatives that more than justify the modest
investment of Federal gas tax dollars in public transit service.

I am a regular highway user and my daily commute from Baltimore to DC is usu-
ally pretty bad. It can take upwards to 2 hours for me to travel the 45 miles be-
tween my house and the Capitol. I cannot imagine how many times worse it would
be if Metro and MARC didn’t provide hundreds of thousands of commuters rides to
work each morning.

The fact of the matter is the Old Line State is at about capacity for new roads.
Expansion of transit service is the best, if not only, option to significantly reduce
congestion in Maryland.

Maryland’s top transportation priorities recognize this forward thinking approach
to transportation planning.

The development of the Purple Line in the Washington suburbs of Montgomery
and PG Counties will provide needed congestion relief along East/West corridors of
the inner suburbs. In Baltimore, the Red Line will provide fast and convenient light
rail service for the inner suburbs into downtown Baltimore.
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MDOT’s plans are not limited to just our two major metropolitan areas. In the
rural reaches of the State, improving local road safety along the major trucking
routes is incredibly important, and the State is making safety improvements along
some of the State’s more deadly stretches of highway a priority.

If all of this sounds ambitious it is because it is. The reason, however, it is pos-
sible is because Maryland recently did something that we desperately need to do
at the Federal level. Earlier this year, Maryland raised new transportation reve-
nues.

Reforming the State’s gas tax, indexing it to CPI, and putting in place other
smaller revenue measures will provide the State an estimated $3.4 billion in addi-
tional transportation revenues. The State’s transportation needs are great. Raising
new transportation revenues was the right decision for the legislature to make, even
if it was not the politically popular thing to do at the time.

I say “at the time” because now, as Governor O’Malley and Maryland Transpor-
tation Secretary Jim Smith visit communities across the State to detail and explain
the new transportation projects coming to their communities and the improvements
these communities will experience to their local economies and the livability of their
neighborhoods, the State’s decision to raise the gas tax is no longer a controversial
issue.

Transportation infrastructure happens to be very visible and tangible evidence of
taxpayer dollars. And when our constituents experience a safer drive across their
county, a new transit line serving their neighborhood, or less congestion on the
highway they know, and usually approve, of how their tax dollars are being spent.

It probably goes without saying, but Maryland cannot succeed with its ambitious
transportation goals without a sound Federal partner. This is true in every State.
Maryland has shown its commitment to improving its share of responsibility for
America’s economic competitiveness and meeting our national goals to improve high-
way safety. The Federal Government must do the same, starting with Congress ap-
proving the means of acquiring the necessary resources to make these investments.

Thank you, and I look forward to our witnesses’ testimony.

Senator BOXER. Thank you so much, Senator.
Senator Carper.

OPENING STATEMENT OF HON. THOMAS R. CARPER,
U.S. SENATOR FROM THE STATE OF DELAWARE

Senator CARPER. Thank you, Madam Chair.

For those of you who are sitting out at the dais, every now and
then you see us take a drink of water. This glass that is right here
where I am sitting, it is empty. This is our transportation trust
fund. It is empty.

What we have been doing for a number of years now, to the tune
of, I think about $53 billion, we have been drawing from another
fund, this is the General Fund of our country, in order to replenish
the transportation trust fund. This one is empty, too.

And when that is the case, we go to a big fund. This is, I think
of this as the world capital markets. What we do is we go around
the world with a glass in hand, and we draw on the world capital
markets and we fill up the General Fund, so that we can then turn
around and put something in our transportation trust fund. So far
about $53 billion have gone from here to here in recent years.

If we are going to have the kind of transportation system we
want, we are talking about in the next several years about $100
billion more that we have to borrow to replenish the General Fund
to in turn provide for transportation improvements.

I don’t think it is a very smart way to do business. Not a very
smart way to do business. There are a number of kinds of invest-
ments that we need to make in order to grow our economy. We
need to invest in the work force, so we have a world class work
force. We need to invest in R&D that can be commercialized and
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turned into products that people around the world will want to in-
vest in.

A number of years ago, I don’t recall exactly what year, Madam
Chair, I would say about a half dozen or so years ago, when we
passed the Railroad Transportation Bill, we created a commission.
We created a commission and we said we would like for this com-
mission to actually look at all the different options for revenues
that we know that we need. They came up with, I want to say,
maybe 25 different proposals. And their proposals came to us in
very short order. Their recommendations were basically labeled
dead on arrival. Dead on arrival. And for the most part, nothing
much has happened to those ideas.

Well, one of our former colleagues on this Committee is a fellow
named George Voinovich from Ohio. Former mayor, Governor, Sen-
ator. He and I served together as Governors and Senators, he is
one of my closest friends. He was by here about a week or two ago
and we had a chance to commiserate.

He was the only person in the Senate I could find who would join
me in writing a letter to the Bowles Simpson Commission sug-
gesting that we actually address this problem by raising the gas
tax. Not like a dollar or 50 cents, but to do it over a period of time,
and essentially to raise it a penny a month for, I think we sug-
gested 25 months. Ten cents would go for deficit reduction, the
other 15 cents would go into the transportation trust fund.

The Bowles Simpson Commission took that idea and they amend-
ed it, as you may recall. They said no, don’t do 25 cents, do 15
cents. And don’t do it a penny a month for 15 months, do it a
penny a quarter for 15 quarters, which is just under 4 years. A ma-
jority of the commission actually voted for that.

We need to do something like that. And what we then said, what
the commission then said, then index whatever the gas tax ends up
being, index it to the rate of inflation so we don’t end up in this
same kind of problem again.

When George Voinovich and I sent that idea to the Bowles Simp-
son Commission, private letter, the next day it was public knowl-
edge that we had done it. One of my colleagues said to me then,
you have just written your first 30-second commercial that will be
used against you the next time you run for office. I ran for office
last year, I was reelected with 67 percent of the vote, just about.
And the first 30-second commercial that was used against me was
on this subject. And yet, all the other three candidates combined
got about a third of the vote.

My colleagues and I are reluctant to do this kind of thing, be-
cause we know it could have real political consequences. I am just
here today to say, it did in my State. What I have said to my State
for years, my constituents for years, if things are worth having
they are worth paying for. If things are worth having, they are
worth paying for. We need a world class transportation in our
country. We have a number of States that have stepped forward
and said, we have the political courage to do what is the right
thing to do. We need as a body, as the U.S. Senate, the House and
the Congress, to also figure out what is the right thing to do, and
summon the courage to do it.

Thank you.
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Senator BOXER. Thank you so much. Senator Fischer, followed by
Senator Whitehouse.

OPENING STATEMENT OF HON. DEB FISCHER,
U.S. SENATOR FROM THE STATE OF NEBRASKA

Senator FISCHER. Thank you, Chairman Boxer, for holding the
hearing today to discuss the need to invest in America’s infrastruc-
ture and preserve Federal transportation funding.

Our transportation infrastructure expands and strengthens com-
merce. It provides for the movement of goods, the efficient trans-
portation of products in and out of State, and from farm to market,
is vital to our economy. Highways promote commercial develop-
ment in our communities and growth from businesses. They pro-
vide citizens access to services and a better quality of life.

One of my guiding principles in the Nebraska legislature, a prin-
ciple I now apply in the U.S. Senate, is that a limited government
should focus its resources on meeting its core duties. Infrastruc-
ture, including highway maintenance and construction, is one of
these important responsibilities.

In the Nebraska legislature, I served as chair of the Transpor-
tation and Telecommunications Committee. In that role, I had the
opportunity to examine how State government can responsibly in-
vest in the lifeblood of its communities, its roads. I traveled the
State and spoke to countless Nebraskans and various organiza-
tions. Throughout these conversations, I heard a reoccurring
theme: Nebraskans wanted their State government to live within
its means and fund only what could be done with existing re-
sources. In Washington, I refer to this point as Nebraska common
sense.

I am proud that my colleagues and I were able to craft a bill that
the legislature passed in 2011 and it carries out this objective. The
Build Nebraska Act directs a portion of Nebraska’s existing sales
tax fund to fund new road construction. Now we are beginning to
see the results. The economy is improving. We have completed, and
there are ongoing infrastructure projects now across the State.

The success of this Build Nebraska Act, I believe, is a model for
other States, and importantly, it is a model for our Federal Govern-
ment. Rather than raising taxes to solve the problem, the State
government lived up to its duty by using only these existing re-
sources.

At the Federal level, I am committed to ensuring that infrastruc-
ture funding challenges are addressed with the same fiscal respon-
sibility that we have demonstrated in Nebraska. And we have dem-
onstrated that it works.

I look forward to today’s hearing to examine our transportation
funding needs and to explore solutions to meet these demands.
Thank you.

Senator BOXER. Thank you, Senator.

I want to point out that with the current Highway Trust Fund,
it will be empty, completely empty, by 2015. So we have to come
up with a better way to pay for it, and I believe we can do it, and
do away with a lot of the current taxes, and replace it with some-
thing that is more reliable. That is going to be what we do.
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But if we take the position that we have to live within the cur-
rent situation, there will be no Highway Trust Fund in 2015. I
think that is an important point for us to remember.

Senator Whitehouse.

OPENING STATEMENT OF HON. SHELDON WHITEHOUSE,
U.S. SENATOR FROM THE STATE OF RHODE ISLAND

Senator WHITEHOUSE. Thank you, Chairman Boxer.

My most important task this morning is to welcome Mike Lewis,
who is our Rhode Island Director of Transportation and is here rep-
resenting the American Association of State Highway and Trans-
portation Officials, of which he is now the president. He has done
a wonderful job for us in Rhode Island. When the Economic Recov-
ery Act passed and we tried to get money out to stem the worst
of the great recession, I don’t think there was a single State that
put more of their money out more rapidly into more shovel-ready
projects and often used it to leverage private financing as well than
Mike did. He was a bright spot in a previous administration, and
he was kept on by a former member of this Committee, Lincoln
Chafee, now as Governor Chafee. I am delighted to welcome him
here.

He is somebody who clearly sees the infrastructure deficit that
this country has. I would note that we have a water infrastructure
deficit as well as a road and highway and bridge infrastructure def-
icit. We tackled about 1 percent of our water infrastructure deficit
in the Economic Recovery Act, leaving 99 percent of the hole still
to be filled. And on the roads and highways and bridges side, we
continue to earn a D from our civil engineers for the second rate
state of our infrastructure in our first rate Nation. Our first rate
Nation should not have second rate infrastructure.

But we are going to need 60 votes in the Senate to do anything,
and we are going to get many things through a Republican-con-
trolled House. So if we are going to do this, it is going to have to
be bipartisan. So far, that record hasn’t been so great. We passed
a very bipartisan Water Resources bill here and it is still tangled
up in the House of Representatives and has not passed there. We
tried to pass a Transportation Funding bill and that got torn up
by filibuster on the Senate floor, and torn apart in the House by
the battle that we are seeing now between the more practical Re-
publicans and their extremist fringe. So we are no place on the
Transportation Funding bill.

So I think we need, if we are really going to try to move from
having second rate infrastructure for roads and highways and
bridges to having first rate infrastructure, we really are going to
have to rethink where everybody’s position is. And particularly I
think the absolute no revenue pledge that has characterized the
Republican position to the point where it has been less important
to them to address the deficit than it has been to protect the em-
barrassingly low tax rates paid by hedge fund billionaires. They
pay lower tax rates than a brick mason does in Rhode Island. That
is a principle that is worth defending. The oil subsidies to the most
profitable companies in the history of the universe, those are worth
defending. Companies that hide revenue by off-shoring or they
move jobs offshore and get protection in the tax code, that is all
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worth protecting, because of this no revenue rule. And I think it
is a mistake, frankly, to have those very unfair peculiarities built
into our tax code. They are the product of special interest lobbying
over the years, and I don’t think they are entitled to that vigorous
of a defense.

But while the no revenue rule applies, they get that vigorous of
a defense, and of course, they love it. If you are a hedge fund bil-
lionaire and you are paying a lower tax rate than a brick mason,
life is really good for you. You might even actually be willing to
spend a little money on politics to try to keep it that way.

So I think we are headed for a bit of a collision here, and it’s
going to take some rethinking by our colleagues to figure out how
we are actually going to refill the—to use Senator Carper’s very
good show and tell there—the empty glass of our Highway Trust
Fund without just borrowing. That I think requires is to cross the
revenue threshold. That is something that we should be going
about, because otherwise we are just spinning in circles here in
this Committee.

I think our infrastructure deficit is important. I think we need
to fill it in. I think the American people deserve first rate infra-
structure. And I think frankly, if you took a poll, most Americans
would say, yes, I will pay to have first rate infrastructure. I want
my roads to work right. I want my water to be clean. I want to
have first rate resources, and not to travel to other countries and
see how much nicer their airports or their roads or their bridges
are than ours. That is not something that we should be proud of.

Thank you for your leadership on this, Chairman, and I am sorry
to put a bit of a cloud in the sky. But I really do think that we
are going to have to address this no revenue issue if we are going
to get this solved.

Senator BOXER. That is exactly the point of this hearing. I just
feel even more optimistic than you do. That is just the way I am.
I do feel that, we did do the WRDA bill and I do believe the House
will pass the WRDA bill. I have no reason to believe that they
won’t. You are right, it took them a long time. I think Chairman
Shuster now believes he has the votes to do it. We will see. Leader
Cantor said he believes that it can pass as well. So I hope that my
optimism is not misplaced.

I also feel this Committee has been a bright spot in terms of
what we have done on transportation before. I also believe, and I
have spoken to Senator Barrasso about this, Senator Vitter about
this, Senator Inhofe and others, that there are ways to follow the
leadership of the States who have worked in a bipartisan way to
do away with a lot of taxes and they have come up with a new way
to fund.

But I share your view. If we fail on this, this is our moment in
the sun or in the darkness, to be honest. Because if we fail to get
a way to fund it, there is no program because there is no room in
the General Fund as we face sequester. So it is, the challenge is
as stark as you have posed it, Senator Whitehouse. I just believe
that we can do this. We can set aside some of our deep differences
and we can do this, because business, labor, the public, wants this.
You are absolutely right. Seventy-five to 80 percent of them, they
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see what is happening. The Business Roundtable sees what is hap-
pening, the Chamber of Commerce sees what is happening.

So I think that there is political will out there in the community
for us to work together. That should reflect, that light should re-
flect on all of us. It certainly has on me and I hope, dare I say
pray, because I think it is that important, because it is saving
lives. These bridges go down, there are Republicans and Democrats
on the bridges.

Senator Wicker, it is your turn and then Senator Vitter.

OPENING STATEMENT OF HON. ROGER WICKER,
U.S. SENATOR FROM THE STATE OF MISSISSIPPI

Senator WICKER. Thank you, Madam Chair. We have a distin-
guished panel today and I am eager to hear what they have to say.
I look out over the audience and I see faces that I saw yesterday
at a subcommittee hearing of the Commerce Committee on the in-
novative ways to finance transportation projects.

Let me weigh in on behalf of the optimism expressed by the
Chair of this Committee and hope that my distinguished friend
from Rhode Island will have his spirits lifted by the sort of biparti-
sanship that we had with the WRDA bill. And indeed, a work of
art. I am optimistic, having talked to Chairman Shuster in the
House and others that we can move that in addition to other trans-
portation legislation.

So thank you, Madam Chair. I am very interested to give our
panelists an opportunity to talk.

Senator BOXER. Thank you.

Senator Vitter, Ranking Member.

OPENING STATEMENT OF HON. DAVID VITTER,
U.S. SENATOR FROM THE STATE OF LOUISIANA

Senator VITTER. Thank you, Madam Chair, and thank you for
your leadership in calling this important hearing, which we fully
support on the Republican side. This is very, very important.

We all know what has been happening over several years to
erode the sustain ability of the Highway Trust Fund. We are going
to have some great testimony about that today. I won’t repeat that.

But I will say the Highway Trust Fund was designed to create
a sustainable fund paid for by users to benefit those users. Such
a structure was intended to not only facilitate the unique charac-
teristics of funding transportation infrastructure, but also to pro-
vide safeguards for dedicated transportation funding.

Putting such a structure back on a sustainable course is essential
and it will restore confidence in the highway program and provide
the needed certainty of continual investment that can produce the
long-term reauthorization bills that meet our infrastructure needs.

Now, since 1993, the trust fund has relied on a set of static fund-
ing mechanisms to maintain and grow this Nation’s infrastructure.
As a result, every year its purchasing power is eroded by rising gas
prices, increased fuel efficiencies, inflation, rising costs of material,
et cetera. Some believe that it is somehow some core conservative
principle to adhere forever to this static, flawed mechanism in per-
petuity and that is all there should ever be to meet our infrastruc-
ture demands.
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I don’t understand that, I don’t agree with that, I don’t think
that is a core conservative principle.

Equally, I would caution, I don’t think it is fair or reasonable to
expect middle class families to endure a net tax increase. And I
don’t agree with that, won’t support that, and I don’t think that is
doable in terms of this Congress at all. So I think we need to look
hard in the realm of the possible and put this important financing
mechanism back on a sustainable course that is sustainable, that
is a user fee but that isn’t net tax increase to those middle class
families who can’t afford it, particularly in a horrible economy
where they endure many other cost and tax increases.

This hearing is a very important part of the discussion to hope-
fully get us there. Again, I want to thank the Chair and the wit-
nesses for all of their hard work, and look forward to continuing
down this path to get to that important goal.

Senator BOXER. Thank you very much, Senator Vitter.

I ask unanimous consent to place in the record two very thought-
ful statements, one from the American Council of Engineering
Companies, representing a half-million employees. And then this
very interesting long and thoughtful piece, written by the Associ-
ated General Contractors of America, the AGCA. And I will quote
briefly, they lament the fact that MAP-21, once it is expired, we
will be out of funding. And we have to “avoid draconian cuts,” and
how important it is.

In their conclusion, they say that the U.S. has been under-invest-
ing in our transportation systems far too long. The impact is being
felt in every State and town. With the interstate system beyond ca-
pacity and design life, this under-investment is costing U.S. busi-
ness and individuals time and money.

I think this is very important, so we will put those in the record
and we will get started with you, Dr. Ruane.

[The referenced information follows:]
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Federal investment in transportation. infrastructure plays an essential role in protecting public
health and safety, promoting commerce and keeping America competitive. Thanks to your
tremendous work — Chairman Boxer, Ranking Member Vitter, Chairman Baucus, Senator
Inhofe, and the other members of this committee — significant headway was made in 2012 with
enactment of the Moving Ahead for Progress in the 21st Century Act (MAP-21). MAP-21
provided two years of funding stability for highway and transit programs while delivering much-
needed reforms to streamline project delivery and focus on core national interests. These
important changes are already reducing costs and bringing project benefits to the public faster,

Unfortunately, MAP-21 did not provide for the long-term financial stability of the Highway
Trust Fund (HTF). According to the Congressional Budget Office projections, the balance of the
HTF will be depleted in Fiscal Year 2015, necessitating dramatic cuts in highway and transit
spending unless new revenues ate provided. At least $15 billion is needed in additional annual
revenues in order to simply maintain current funding levels, adjusted for inflation, over the next
ten years.

Absent congressional action, highway and transit obligations would be all but eliminated in 2015
and remain significantly below current funding levels thereafter. These cuts would have a
devastating impact on state and local transportation agencies and postpone critical projects to
improve safety, reduce congestion and enhance mobility. Even the merc threat of impending
cuts is causing state and local agencies to delay projects, which ultimately raises the cost of
undertaking the projects once funds are secured,

Contimued instability and underinvestment in transportation infrastructure will only hamper
economic growth. Deteriorating roads and bridges and worsening congestion have raised the
price of doing business through increased mainteniance costs, wasted fuel and delayed shipments.
Last year, our ecanomy was crippled by $121 billion in congestion costs, or $818 per U.S.
commuter, and an additional $230 billion in economic costs from accidents.

By contrast, a long-terin solution to the revenue challenges facing the HTF would boost the
economy while also redueing the deficit. Every dollar invested in highway construction
generates up to $8 in economic output. Accordingto the U.S. DOT, each $1 billion in federal
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highway investment supports 34,000 jobs, With predictable, sustainable and growing revenue
sources ~ particularly wser fees — the Highway Trust Fund will not need further intusions from
the General Fund, and will support infrastructure investments that foster cconomic growth and
bring in additional revenue.

A wide array of options have been identified that would help to address the challenge, including
increasing and indexing the current user {ees, switching to a sales tax on fuel, mileage-based
fees, tolling, bonding and other financing mechanisms, freight charges, and revenues from
increased domestic energy production. Al options must be on the table in congressional
deliberations on the budget.

We strongly urge the commiittee to protect federal infrastructure programs from the devastating
cuts that are projected. We also urge the committee to work with your colleagues to address the
looming Highway Trust Fund fiscal crisis with new and sustainable sources of revenue.

In order to assist you in this tagk, ACEC is sponsoring two major public relations outreach and
education campaigns on the value and importance of federal infrastructure programs. In
conjunction with many difterent transportation user groups —~ the principle payers into the system
- and other stakeholder organizations, we are going across the country and making sure that the
American public appreciates the necessities of transporfation and other Infrastructure systems to
their everyday lives, the tremendous value they receive for a relatively small investment, the
urgent need for immediate action, and the economic growth and prosperity that can be achieved
with further improvements.

ACEC members — numbering more than 5,000 firms representing more than 500,000 employees
throughout the country - are engaged in a wide range of engincering works that propel the
nation’s economy and enhance and safeguard America's quality of life. The Council and its
members stand ready to assist this committes in advancing long-term solutions to the
infragtructure crisis facing our country.
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Introduction

Madame Chairman and Members of the Committee, AGC is the oldest construction association
in the country representing contractors that build all forms of infrastructure, including:
highways, bridges, transit systems, railways, airport terminals and runways, water and
wastewater trcatment facilitics, underground utilities, public buildings, multi-family housing,
office buildings, military facilities, water resource projects, energy production and conscrvation,
and the many other structures that are the backbone of the US economy and provide and ensure
US Citizens® quality of life. AGC represents more than 28,000 businesses with 94 chapters
representing members in every state.

Since the creation of the Interstate Highway System in 1956, the Highway Trust Fund has been
supported by revenue collected from users. This ‘pay-as-you-go‘system has served America
well, allowing States to plan, construct and improve America’s surface transportation
infrastructure. AGC has long-supported maintaining the user-fee model for providing Highway
Trust Fund revenue — including taxes on gasoline and diesel fuel — and encourages Congress to
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act immediately to provide the revenue necessary to fill the Highway Trust Fund revenue gap we
will face in fiscal year 2015 and beyond. User fees and taxes have not been increased in twenty
years. For the past five years, the revenue going into the Highway Trust Fund has fallen short of
what is needed to address America’s infrastructure needs and keep funding at existing levels. By
the expiration of MAP-21, the Highway Trust Fund will have received over $53 billion in
transfers from the gencral fund simply to meet its obligations.

The solution to meeting our transportation infrastructure needs is twofold. First, Congress and
the Administration must work together in a bipartisan way to increase user fees and identify new
revenue sources to address our Highway Trust Fund solvency, both now and in the future. The
simplest, quickest, and most efficient way to gencrate the revenue for federal highway and transit
programs would be to increase the federal tax on gasoline and diesel. Sadly, this obvious option
is often dismissed by some leaders in Washington. AGC and other transportation stakeholders
are currently engaged in lobbying efforts to include an injection of revenue into the Highway
Trust Fund as a component of comprehensive tax reform. Whether it is tax reform, deficit
reduction or debt ceiling packages, Highway Trust Fund solvency must be a component of any
final deal. Second, there nust be more private-sector involvement in the construction of
transportation projects. There is a growing intetest in public-private partnerships (PPPs) and
other innovative financing tools that can help deliver many of our nation’s most challenging
transportation needs, and federal credit programs like TIFIA can help attract private investors for
these projects. It must be stressed, however, PPPs and programs like TIFIA should never be
considered as a substitute for the” user pays™ funding system. The number one priority for
Congress and the Administration must be to ensure the short-term and fong-term solvency of the
Highway Trust Fund.

Immediate Highway Trust Fund Shortfall

According to the Congressional Budget Office (CBO) the Highway Trust Fund will have a
negative balance at the expiration of MAP-21 — in fiscal year 2015. Without additional revenue
the trust fund will be unable to support any new federal obligations in 2015, resulting in a 100
percent cut to new highway and transit funding for that year. In order to avoid such draconian
cuts and simply maintain current funding levels a $15 billion Highway Trust Fund deficit will
need to be filled before the expiration of MAP-21 on September 30, 2014.

Need for Certainty

Because of the current state of trust fund finances, Congress must take steps to maintain certainty
in program continuity that was established in MAP-21. The construction industry makes
decisions about investments in new equipment and in retaining and training a workforce based
on its best projection about where the market will be over the long term. Without the knowledge
that a continuous and growing market is on the horizon, contractors will not make the
investments necessary to carry out this program’s objectives. This is particularly true for small
businesses, which typically have less operating capital to invest, thus are more risk-adverse with
their capital. This trait is also magnified by the economic conditions, which make risk reductior
a company’s top priority. This husts the program as much as it does the industry. Efficiency and
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productivity increases when contractors can project a steady future market in which to work.
This helps tower costs, and allows for a better constructed project because new equipment and
improved technology improves the final project.

Unfortunately the current mismatch between what states need to invest to maintain and improve
their roads and what is collected at the federal, state and local levels injects uncertainty into the
transportation construction market. Current investment by all levels of government is $91.1
hillion annually. The US Department of Transportation’s Conditions and Performance report
estimates that $101 bitlion, plus increases for inflation, would be needed annually over the next
20 years from all levels of government ~ local, state and federal — just to maintain the highway
system in its current state. The same report estimates that $170.1 billion would be required to
improve conditions.

Highwayv Trust Fund

The Highway Trust Fund is the uitimate “Pay-Go™ program. Highway users pay fees that reflect
their usage of the system. These fees are credited to the Highway Trust Fund which is then used
to support expansion and improvement to the federal-aid highway system. This mechanism was
successful in providing the funds necessary to build the interstate highway system and to
continue to expand and maintain it in recent years. The Highway Trust Fund has also supported
the construction and upkeep of other transportation projects, including mass transit.

However, the shortfalt that we face in the immediate future is only the symptom of the long-
range problems facing the trust fund. Revenue has not kept pace with funding commitments and
transportation needs. The great recession only exacerbated this problem where revenue continued
to plummet as purchases of heavy ftrucks declined and vehicle miles traveled diminished.
Significant increases in the cost of fuel, more fuel cfticient vehicles, and alternatively fueled
vchicles have all impacted the amount of revenue that comes from the motor fuels tax.

Motor Fuels Tax

AGC believes that the time has now come for Congress to realize that there is no easy solution
for addressing our transportation investment deficit. The level of investment provided by the
Highway Trust Fund should be increased to address mounting need. An increase in revenue is
necessary just to kecp up with inflation additional funding is also needed to address the backlog
of transportation investment needs. Numerous authoritative reports have come to the conclusion
that, for the foreseeable future, the federal motor fuels tax is the best method for funding
transportation infrastructure investment and that the motor fuels tax needs to be increased.
SAFETEA-LU established two national commissions to look at the future of the federal
transportation programs and to make recommendations on paying for these needs into the future.
Both Commissions were appointed with bi-partisan membership and included transportation
experts and individuals representing businesses and other users of the system.

The National Surface Transportation Policy and Revenue Study Commission called for a
national vision to “Create and sustain the pre-cminent transportation system in the world,” and
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recommended a variety of reforms to improve the delivery of a transportation system that
supports U.S. economic growth. To accomplish this, the Commission concluded that the United
States needs to invest at least $225 billion annually from all sources for the next 50 years to
provide a transportation system that ensures strong economic growth. To support this initiative,
the Commission recommended that the federal motor fuel tax be increased 5 to 8 cents per gallon
per year over five years, after which it should be indexed to inflation. This conclusion was
reached after an exhaustive examination of all potential funding sources. The commission
concluded that the motor fuels tax provides: low administrative and compliance costs; ability to
generate substantial amounts of revenue; relative stability and predictability; and ease of
implementation,

SAFETEA-LU’s second commission, the National Surface Transportation Infrastructure
Financing Commission, consisted of an entirely different group of individuals from diverse
backgrounds, including: economics, finance, industry, law, and public policy. The Commission
came to the conclusion that the current federal surface transportation funding structure that relies
primarily on taxes imposed on petroleum-derived vehicle fuels is not sustainable in the long term
and is likely to erode more quickly than previously thought. However, the Commission also
concluded that as a nation, we cannot afford to wait for a new revenue system to be put in place
to start addressing the fundamental investment challenge. After reviewing a wide array of
options, the Commission concluded that increasing and indexing existing mechanisms is the
most effective way to raise the revenue needed to meet existing needs. The Commission
recommended an immediate increase in the federal gasoline tax of 10 cents, a 15 cent increase in
the federal diesel tax, and commensurate increases in all special fuels taxes, and indexing these
rates to inflation.

More recently, the Simpson Bowles Commission recommended a {5-cent increase plus inflation
in the motor fuel and diesel taxes

AGC Recommendations

Highway user fees in the form of motor fuel taxes have been the primary source ot funding for
construction, maintenance, and rebuilding of our nation’s road system at the state and federal
level for the past 80 years. The Highway Trust Fund has been a model for efficient
transportation investment that enjoys significant public support. Eventually the method for
charging the user fec will need to be changed but in the short-term an increase the federal tax on
gasoline and diesel is the simplest and easiest way to address the looming Highway Trust Fund
revenue deficit.

AGC recommends that Congress shore up this successful funding method through such an
increase until a better system can realistically be put in place. The Senate Finance Committee
illustrated the problem facing the Highway Trust in their infrastructure policy option paper. Asa
result of that paper, a matrix of revenue options is being circulated that would maintain the user-
fee mode! that has been the backbone of the Highway Trust Fund since 1956. The potential
sources of revenue include increasing the gasoline and diesel taxes, transitions to a mileage
based user fee, a sales tax on fuel sales, oil exploration fees, fees on natural gas used for
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transportation, vehicle registration fees and others. AGC urges Congress to consider all options
as they address the short-term and long-term challenges facing the Highway Trust Fund.

Tolling/ Public Private Partnerships (PPP)/Innovative Financing

Together, tolls and private capital contribute a small percentage annually to the total revenue
pool currently available for U.S. highway program investments. Much of this revenue is used for
debt service. While there is potential to expand the application of tolling in the U.S. and to
attract even more private capital to highway investments. objective research suggests these
methods alone cannot realistically be anticipated to raise the amount of revenue necessary to
close substantially the existing highway capital investment gap. As such, while they should be
promoted and encouraged. they should not be overemphasized as solutions to meeting future
funding nceds.

States should be granted the option to use tolls on all existing and future interstate and National
Highway System (NHS) routes. Should a state choose to toll existing or future routes built with
federal revenue, its federal apportionment should be adjusted to reflect only non-tolled lane miles
in the state.

In addition, states should be granted authority to partner with the private sector to improve and
operate interstate and NHS routes. The expanded TIFA programs and other federal eredit
enhancement programs will continue attract the participation of private investors in certain
highway projects.  However, none of these financing mechanisms should be viewed as a
replacement or a silver bullet to fixing the revenue problem facing the Highway Trust Fund.

Conclusiou

The United States has been under investing in our transportation systems for far too long and the
impact is now being felt in every state and in most towns. With the interstate system beyond
capacity and design life, this underinvestment is costing U.S. businesses and individual’s time
and money.

Providing continued support for traditional funding mechanisms and finding new financing
options is necessary to address this dire situation. Again, AGC believes the traditional motor
fuels tax is the most efficient mechanism for increasing revenue for surface transportation in the
short-term and should be adjusted regularly to account for inflation and growing investment
needs. In addition, AGC believes financing methods such as bonding, Public Private
Partnerships, and tolling should be used to supplement Highway Trust Fund tinancing.

AGC encourages Congress to consider all options as it looks to make the tough choices that will
be neeessary to avoid the looming transportation fiscal cliff.



20

Senator BOXER. Yes, we are just about finished with opening
statements, but go ahead.

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

Senator INHOFE. We were a bit busy on the floor this morning,
I apologize. I really do want to get my opening statement in. When
we have an area where Senator Boxer and I agree so closely, I
want to make sure everybody knows it.

So I do thank you, the panelists, for taking time to be here as
well. It is no secret I am one of the strongest advocates of strong,
robust investment in our Nation’s transportation system. I think a
lot of people don’t understand, a lot of my conservative friends, that
the conservative position is to have this, that is what we are sup-
posed to be doing.

As CBO reported earlier this year, absent a new revenue source
and General Fund transfer to address the $14 billion annual short-
fall in the Highway Trust Fund, we are going to need to cut the
current highway program by almost 80 percent. I am sure out wit-
nesses will agree that at a time when the highways we built more
than 50 years ago are at the end of their useful life, this kind of
cut would be catastrophic.

There is no hiding from the problem. We still need substantial
infusions of cash just to maintain what we have now.

Last month I hosted our new Secretary of Transportation, Sec-
retary Foxx, in my State of Oklahoma, and showed him the major
project being built with I-44 and I-235 in Oklahoma City. I see
that Gary Ridley is in the audience today, and of course he was
there. This interchange supports over 200,000 vehicles a day, many
of which are passing through from other States, and encompass a
railroad bridge crossing as well as two structurally deficient
bridges over creek beds. With $100 million of this $231 million
project complete, there is a very real possibility that we would just
have to halt construction after this year without the confidence of
a solvent Federal highway program. This is just one of a couple of
thousands of projects that the Oklahoma Department of Transpor-
tation has identified in its 8-year plan, which includes replacement
of our structurally deficient bridges.

Unfortunately, States are already backing away from their long-
time regionally significant projects, like I-44, because of the uncer-
tainty in Federal action. It is time to look at all options for the
General Fund to avoid public disruptions, public bond defaults and
continuing, as the market is uncertain. I feel very strongly that
Congress needs to reassure our States and our cities that we are
prepared to redirect this.

I am committed to working with Senator Boxer and Senator
Vitter to find new sustainable revenue sources for the Highway
Trust Fund, even if that includes devolving the decision to totally
new Federal highways back to the States to ensure all users pay
their fair share. I recognize removing the Federal tolling prohibi-
tion is controversial. But we can’t handcuff States’ and localities’
ability to maintain and modernize their obsolete roads, while
threatening an 80 percent cut in their budget.
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So as for the General Fund, we have $14 billion annual shortfall
in the Highway Trust Fund. We can’t ignore the $200 billion we
pay farmers not to farm their land or the $24 billion annually on
vacant Federal properties or the $47 billion spent on improper or
fraudulent medical costs we pay out of the General Fund. We just
have to say, there is nothing more significant except for our Na-
tion’s defense than infrastructure. To me, that should be further up
the line in terms of the General Fund.

So we have a lot of things to look at. The last thing I would say
to my conservative friends, the conservative position is to have an-
other highway reauthorization program instead of relying on exten-
sions, which arguably cost about 30 percent more to do without any
of the planning or the reforms.

Thank you, Madam Chairman, for allowing me to come in late.

Senator BOXER. Senator, I think your statement is very impor-
tant. You have nailed it. This is our moment in this Committee.
What we do now is going to be critical. Because we are going to
do a 5- or 6-year bill, and we have to figure out a way to fund it.
We will work with our friends on the Finance Committee. I am
going to go see Dave Camp and Max Baucus and talk about this.

I have been working to figure out a way where we can replace
that gas tax at the pump with a different type of funding mecha-
nism. I am hopeful we can come together, we need to come together
for the good of the country. This is a place where, you are right,
conservatives and liberals and moderates can come together.

I see we have been joined by Senator Merkley. Do you have an
opening statement? If so, please proceed.

OPENING STATEMENT OF HON. JEFF MERKLEY,
U.S. SENATOR FROM THE STATE OF OREGON

Senator MERKLEY. Thank you. Very briefly, I want to offer spe-
cial thanks and a welcome to a fellow Oregonian, Greg DiLoreto.
Thank you, Greg, for coming. He brings extensive experience as an
engineer and general manager of Oregon’s second largest water
utility in Tualton. And your front line experience is very welcome
in this conversation.

I have other comments that I will save for later so we can get
on with the testimony.

Senator BOXER. Thank you.

Senator Inhofe, did you see if Gary Ridley is out there?

Senator INHOFE. Yes.

Senator BOXER. Your friend and my friend now?

Senator INHOFE. Yes, our friend Gary Ridley. Hold your hand up.
Gary Ridley has been a witness at this table more than any other
one person. He is our Secretary of Transportation in Oklahoma. He
knows what he is doing.

Senator BOXER. It is nice to see you here, Mr. Ridley.

All right, we are going to go to Dr. Ruane, President and CEO,
American Road and Builders Association. Please proceed.
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STATEMENT OF T. PETER RUANE, PRESIDENT AND CEO,
AMERICAN ROAD AND TRANSPORTATION BUILDERS ASSO-
CIATION

Mr. RUANE. Good morning, Chairman Boxer, Senator Vitter,
members of the Committee.

Thank you for inviting me to participate in this important discus-
sion about the challenges facing the future of the Federal surface
transportation program.

For too long, the primary metrics that gauge the impacts of the
Federal highway program have been each State’s apportionments,
highway trust fund rate of return, and in times past, earmarks.
Unfortunately, these methods of evaluation drastically understate
the value of Federal highway investment.

The purpose of the Federal highway program is to ensure the
movement of people and goods among the States. As a result, an
efficient national system of roads and bridges is the linchpin, the
linchpin for a strong, growing U.S. economy. While this relation-
s}%‘ip 1s both intuitive and irrefutable, it is sometimes hard to quan-
tify.

What is more absorbable, however, is the contribution Federal
highway investment makes to each State’s annual road and bridge
improvements. Federal funds account for roughly 50 percent of
State roadway and bridge capital outlays. And looking at the very
specific State situation is particularly illuminating.

The map that has been displayed here behind me shows that 11
States rely on Federal highway investment for 70 percent, 70 per-
cent or more of their road and bridge capital improvements. It also
shows that Federal reimbursement support between 50 and 69 per-
cent of capital outlays for some 20 States. For the remaining 19
States, Federal highway investment accounts for between 35 and
49 percent of their highway construction activities.

These figures are a 10-year average of the relationship between
Federal highway investments and State road and bridge improve-
ments. Although the amount of reliance on Federal funds for need-
ed road and bridge improvements may vary by State, it is clear, it
is clear that for the vast majority of States, in fact 61 percent, the
effectiveness of the highway construction programs is heavily de-
pendent on a strong and reliable Federal partner. This is a very
good proxy for the importance of the Federal program.

This makes the fact that the Highway Trust Fund will face, as
you know, the fifth insolvency crisis in 7 years when MAP-21 ex-
pires at the end of 2014, even more disturbing. We should be clear
that this continuing saga is not the result of runaway spending. In
fact, Federal highway investment is less today than it was in fiscal
year 2011.

We should also be clear that the root cause of this problem is not
declining Highway Trust Fund revenues. The revenues from the
Federal gasoline, diesel and truck taxes have returned to their pre-
recession levels, and the Congressional Budget Office rejects con-
tinued moderate growth in trust fund revenues over the next dec-
ade.

The simple fact is the user fees that generate the Highway Trust
Fund’s revenue stream, as you know, have not been adjusted for
20 years. As a result, the trust fund has limped along from insol-
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vency crisis to insolvency crisis since 2008. We have all seen the
CBO’s projections on the devastating investment cuts that would
be necessary if remedial action is not taken to avert the revenue
shortfall that again looms at the end of 2014. Alternatively, as Con-
gress continues the recent practice of transferring resources from
other parts of the budget to the Highway Trust Fund, you will have
to add some $135 billion to the Federal deficit over the next 10
years, or shift about $135 billion from other Government activities
to the trust fund. Neither of these approaches, in our judgment, are
sound fiscal or economic policy.

Chairman Boxer, the reforms that you and this Committee
helped to craft as part of MAP-21, including the substantive re-
focusing of the entire program, are deeply appreciated. The remain-
ing impediment that faces us right now is to come up with a long-
term, sustainable, reliable source of funding for our Nation’s trans-
portation infrastructure. Thank you very much.

[The prepared statement of Mr. Ruane follows:]
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Chairman Boxer, Senator Vitter and members of the Committee, thank you very much
for inviting me to testify on behalf of the American Road and Transportation Builders
Association {ARTBA) on the importance of federal surface transportation investment and the
challenges facing the Highway Trust Fund.

Established in 1802, ARTBA is the oldest national transportation construction-related
association. ARTBA’s more than 6,000 members include public agencies and private firms and
organizations that own, plan, design, supply and construct transportation projects throughout
the country and world. The industry we represent generates more than $380 biilion annuatly in
U.S. economic activity and sustains more than 3.3 million American jobs.

At the outset, | would like to thank all members of this Committee for your work and
leadership in reauthorizing the federal highway and public transportation programs in the last
Congress. The result of your efforts has been a much-needed stahilization of the transportation
construction marketplace. Additionally, policy reforms are underway that will greatly improve
the effectiveness of future federal surface transportation investments.

Given your efforts in the last Congress and the challenges you overcame, the problems
facing the Highway Trust Fund are well known to this Committee as well as to outside analysts
and transportation stakeholders.

In 1956, Congress created the Highway Trust Fund (HTF) to ensure that taxes levied on
highway users, not general taxpayers, would be the source of funding for federal investments ir
highways, including the Interstate Highway System and other highways of importance to the
national economy®. For more than 50 years, revenues from highway user taxes, including the

* Since 1982, the HTF has also funded federal investment in Mass Transit.

1
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tax on gasoline and diesel fuels and taxes on heavy trucks, paid for all federal investment in
highways and mass transit with no burden on the general fund. in FY 2008, however, HTF
revenues fell short of the amount needed to pay all obligations, and Congress closed this gap
with a general fund transfer that restored resources previously withdrawn from the fund that
were allocated to deficit reduction. Congress made additional transfers from the general fund
during FY 2009 and FY 2010 to compensate the trust fund for previously foregone revenues to
mitigate additional revenue shortfalls.

The Moving Ahead for Progress in the 21 Century Act (MAP-21}, the surface
transportation authorization law enacted in July 2012 to fund the federat highway and mass
transit programs for FY 2013 and FY 2014, provided $40 billion each year for highways and
$10.5 billion for transit, $8.5 billion of which is funded from the Mass Transit Account of the
Highway Trust Fund. Supporting these levels of investment required Congress to transfer more
than $20 billion from elsewhere in the federal budget to the Highway Trust Fund. These
resources, however, will be fully utilized by the time MAP-21 expires in FY 2014,

The clear lesson from FY 2008 ~ FY 2014 is that revenues from the highway user taxes,

at existing rates, are too low to support continued federal highway and public transportation

investment at current levels. In fact, the july projections from the Congressional Budget Office

{CBO) show the Highway Trust Fund would be unable to support any new obligations for

highway and transit improvements in FY 2015, as all revenues collected that year would be

needed to pay existing obligations. it is also possible the Mass Transit Account would be unable

to fund any new transit —

obligations in FY 2016, Fig. 1 - Highway and Transit Program Funding Wil Plummet
in FY 2015 with No New HTF Revenues
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the dotted line shows®. Transit funding from the trust fund would fail to an average of $5 billion
per year, with CBO’s projection of annual funding levels shown by the red line.

Congress has three options for addressing the revenue shortfall:

e Permit highway and transit program funding to fall to the levels that can be supported
by existing revenues, as shown in Figure 1. Funding would be substantially less than at
present and far short of the amount of federal investment needed to maintain existing
conditions and performance on our nation’s highways and mass transit systems.

e Continue MAP-21 highway and transit investment levels by making annual transfers
from the general fund. According to recent CBO testimony, the cost between FY 2015
and 2023 would be over $135 billion, which would either add to the projected budget
deficit or force Congress to cut $135 billion from other programs.

e (Close the HTF revenue gap by raising rates on existing highway user taxes or enacting
new taxes. CBO testified that this could be accomplished with a 10-cent per galion
increase in the federal tax on gasoline and diese! fuel. Alternatively, Congress could
enact new highway user fees, such as a vehicle-miles-traveled (VMT) tax, a tax on freight
shipments, or other use-based mechanisms.

There is widespread awareness of the political obstacles to increasing Highway Trust
Fund revenues, and | don’t need to discuss those. What | would like to do today is raise
awareness of what the trust fund delivers and the implications of reducing federal

transportation investment to the level of existing tax revenues.

State-by-State Impact of Federal Highway Investment

For almost 100 years, the federal government has shared the cost to the states of
capital improvements to highways that are important for the performance of the national

economy.

Qur analysis of data from the Federal Highway Administration, covering the decade
2001-2011, shows that reimbursements to the states from the federal highway program
account for an average of 51.6 percent of all state capital investments in highways and bridges.
Since most federal aid program funds are used for capital outlays, this measure is an indicator

* CBO’s projections are based on maintaining a $4 billion balance in the Highway Account and $2 billion in the
Transit Account. if balances were allowed to fall below those levels, possible funding for each program would be a
bit higher, but in no case would approach existing funding levels. The CBO projection sets new highway obligations
each year at the leve] that would spend all available revenues except a $4 billion balance. The solid line calculated
by ARTBA has the same total obligations but smoothes the path.
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of how important this national program is to each state highway and bridge construction
market.

The attached table shows how much each state relies on the federal highway program
to finance its highway infrastructure improvements, ranging from 35.3 percent for New Jersey
to more than 80 percent for Rhode Island, Alaska, Montana and Vermont. Thirty-two states rely
on the federal highway program to support more than haif of their annual highway and bridge
outlays.

Madame Chairman — as the table below shows, during the past decade California has
relied on the federal highway program for just over 48 percent of its highway and bridge capital
improvements. This year, California received more than $2.9 billion of new obligation authority
for highways under MAP-21. Louisiana over the past decade depended on the federal highway
program for more than 47 percent of its highway capital investment and received more than
$629 million of obligation authority this year.
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Alabama 67.7% Rhode Istand 101.5%
Alaska** 93.2% Alaska** §3.2%
Arizona 45.0% Montana** 87.3%
Arkansas 62.3% Vermont** 86.3%
California 48.6% South Carolina 79.3%
Colorada 63.5% Hawait 79.2%
Connecticut 70.6% North Dakota 77.8%
Delaware 41.3% 'Wyoming 72.5%
Dist. of Col. 52.2% South Dakota 71.2%
Florida 38.6% Connecticut 70.6%
Georgia 61.8% New Mexico 70.2%
Hawait 79.2% idaho 68.0%
idaho 68.0% New Hampshire 67.7%
{llinois 38.7% Alabama 67.7%
Indiana 54.4% Missourt 65.2%
lowa 59.4% Mississippi 64.8%
Kansas 48.7% Colorado 63.5%
Kentucky 43.9% Minnesota 63.5%
Louisiana 47.5% Oklahoma 63.0%
Maine 57.4% Arkansas 62.3%
Marytand 47.5% Tennesseg 61.8%
Massachusetts 36.5% Georgia 61.8%
Michigan 40.8% West Virginia 60.9%
Minnesota 63.5% towa 55.4%
Mississippi 64.8% Ohio 57.9%
Missouri 65.2% Maine . 57.4%
Montana** B82.3% Virginia 56.7%
Nebraska 48.5% Wiseonsin 55.0%
Nevada 49.7% indiana 54.4%
New Hampshire 67.7% Oregon 54.1%
New Jersey 35.3% New York 53.7%
New Mexico 70.2% Dist. of Col. 52.2%
New York 53.7% Nevada 45.2%
North Carolina 48.0% Arizona 48.0%
North Dakota 77.8% Kansas 48.7%
Ohio 57.9% California 48.6%
Oklahoma 63.0% Nebraska 48.5%
Oregon 54.1% North Carolina 48.0%
Pennsylvania A5.6% Maryiand 47.9%
Rhode island** 101.5% Louisiana 47.5%
South Carolina 79.3% Texas 47.0%
South Dakota 71.2% Pennsylvania 45.6%
Tennessee 61.8% 'Washington 44.6%
Texas 47.0% Kentucky 43.9%
ttah 38.3% Delaware 41.3%
Vermont** 86.3% Michigan 40.8%
Virginia 56.7% Hlinais 38.7%
Washington 44.6% Forida 38.6%
West Virginia 60.9% Utah 383%
Wisconsin 55.0% Massachusetts 36.5%

72.5% 35.3%

statistics, tables SF. averages for 2001

** in a few tases total federal relumbursements ace greater than total capital spending or above 80 percent. This ¢an happen becsuse aithough most federaf atd
doltars are used for czpital outlays, relumbursements also inciude debt service for GARVEE bonds. Typically the cost of feders! aid construction projects are spht
BO/20 between the feceral and state government, but there are exceptions for some programs, including the American Recovery and Reinvestment Act {ARRA} funds, the
Alaska Marine Highway System, the Appalachian Development Highway Progrs m, emergency repair funds and some safety progrsms. In this case the federai share
may beas high as 100%.

© 2013 by the American Road & Transportation Builders Association [ARTBAY. All rights reserved. No part of this docu may be oF inany
form or by any means, efectronic, mechanical, photocopying, recording, or otherwise, without prior written permission of ARTEA.
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How many states could fill the gap if Congress reduces federal highway investment to
the level of Highway Trust Fund revenues? How would California make up the hundreds of
millions of doilars it would lose? How would Louisiana make up its loss? How will states like
South Carolina or North Dakota, which are dependent on the federal highway program for
almost 80 percent of their highway capital spending, meet their highway investment needs if

Congress slashes the federal highway program?

The most likely result is that state after state would slash its highway construction
program, allowing roads and bridges to deteriorate and foregoing improvements needed to
keep the U.S. transportation system and economy productive and competitive. Tens of
thousands of jobs would be eliminated in the construction industry, supplier industries and the
rest of the economy, further weakening the economy at a time it is being kept on life-support
by the Federal Reserve.

Given the current situation for highway and bridge contractors, further decline in the
market would have dire consequences. The amount of real pavement work is on track to
decline eight percent in 2013 compared to 2012. The real value of work on highways and
bridges has dropped 30 percent since 2009. The outlook is mixed from state to state—over the
past 12 months the value of new highway and bridge starts is up in 17 states, down in 23 states
and fairly flat within plus or minus five percent in 11 states.

As a result of the continued market slowdown, employment by highway and bridge
contractors continued to decline over the summer, compared to last year. Average
employment through July 2013 is down 16 percent compared to pre-recession levels. Highway
and bridge contractors today employ nearly 50,000 fewer men and women than they did in
2008.

Our contractors also have the ability to take on more work. Nearly one-third of the
respondents to our most recent contractor survey said they were working 75 percent below
capacity.

Highway and bridge construction has a widespread impact throughout the economy.
Let me address the economic impact of transportation investment in more detail.

Contribution of the Highway Trust Fund to the U.S. Economy

A safe and efficient transportation system is one of the fundamental requirements of a
modern economy. Virtually every business and industry depends on the national transportation
system to obtain needed materials and labor and to get goods and services to customers. Every
household depends in some measure on the transportation system for access to work,
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shopping, medical care, church, family and entertainment. Millions of workers depend directly
on the transportation system for jobs - auto workers, bus and truck drivers, airline workers,
auto mechanics and gas station attendants, and hotel employees, among others.

Jobs: Building and maintaining the nation's transportation infrastructure is itself a major
source of jobs in the U.S. Every 51 billion invested in highways supports 27,823 jobs, according
to the Federal Highway Administration, including 9,537 on-site construction jobs, 4,324 jobs in
supplier industries and 13,962 jobs throughout the rest of the economy. investment in other
modes would support a similar number of jobs.

In 2012, almost $119 billion worth of construction work was performed on
transportation projects, including highways, bridges, subways, light rail systems, freight rail,
airports and water ports. This investment supported more than 3.3 million jobs in the U.S.,,
including just over one million construction jobs.

But focusing just on the jobs supported by the Highway Trust Fund sells its importance
short, Far more important in the long run is the contribution of highways to economic activity

and jobs throughout the entire economy.

The simple fact is that more than 70.9 million American jobs in just tourism,
manufacturing, transportation and warehousing, agriculture and forestry, general construction,
mining, retailing and wholesaling alone are dependent on the work done by the U.S.
transportation construction industry. These dependent industries provide a total payroll in
excess of $2.67 trillion and their employees contribute more than $230.7 billion annually in
state and federal payroff taxes.

Ereight: In 2010, according to the Federal Highway Administration, more than $16.0
trillion dollars of freight was shipped in the U.S. including $13.0 trillion of domestic shipments
and $3.0 trillion of exports and imports. Two-thirds of the total, or $10.8 trillion, was shipped by
truck on the nation's highways. Another 17 percent, or $§2.7 trillion, involved muitiple modes
including trucks, which means trucks were involved in 82 percent of alf freight shipped in the
U.S. in 2010. Rail, air, water and pipelines accounted for the remaining 18 percent of freight
shipments.

The Federal Highway Administration estimates that the volume of freight shipments will
more than doubie between 2010 and 2040 to almost $39.5 trillion in constant dollars, with
$21.8 trillion of that carried by truck and $10.3 trillion by intermodal combinations that include
trucks. The growth will put enormous pressure on every element of the nation's transportation
infrastructure.
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Benefits to businesses: Businesses have always depended on the nation's transportation

system to connect to suppliers and customers, but during the past 25 years improvements in
transportation have also been a major source of productivity increases and reduced costs for
many U.S. businesses. Manufacturers and retailers today use the just-in-time delivery system to
assure materials are available when needed in the manufacturing and production process and
finished goods arrive at retail stores and customers' docks in a timely manner. This has greatly
reduced the need and expense of warehousing inventory, freeing up scarce capital to invest in,
and make improvements to, other business activities like technology, product quality and
marketing.

Just-in-time logistics, however, require a dependable transportation system, which is
threatened by the ever-growing problem of congestion on our highways, rails, airports and
water ports. Congestion makes transportation slower, more costly and unreliable. Adapting to
congestion requires scheduling more time for trips, which raises labor costs, or holding more
inventory which ties up capital. When that happens, the economy becomes less productive,
costs increase and living standards decline.

Personal mobility: Americans are among the most mobile people on earth. in 2009, the
latest year for which data are available, Americans traveled a total of 4.85 trillion miles by all
transportation modes, or an average of 15,791 miles per person. Most of the travel, 3.9 trillion
miles, or 81.1 percent, of the total, was by automobile, truck or motorcycle, an average of
13,799 miles per person,

Virtually every trip has an economic purpose or impact on the economy. Most obvious is
the daily commute to and from work for the nation's 136 million workers. But every trip to the
grocery store or shopping center has an economic impact, as do trips to restaurants, to the
movies, to vacation spots, to school, even to church where the weekly offering helps maintain
the building and clergy. And many trips are essential to our quality of life, including visits to
family and friends, a night out after a hard day's work, or an emergency trip to the hospital.

Defense and security: The U.S. transportation infrastructure network is critical to our
national defense and homeland security. More than 60,000 miles of roads have been
designated part of the Strategic Highway Network, including the entire Interstate Highway
System, because of their important role in transporting military equipment and personnel.
Roads also comprise the primary evacuation routes in the event of an attack by a foreign enemy
such as that on the World Trade Center in 2001, or a natural disaster like Hurricane Katrina in
2005 and Hurricane Sandy in 2012. These disasters pointedly showed the need for both
adequate capacity and redundancy in the nation's transportation system,
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Highway Travel and Highway Trust Fund Revenues

As Congress works to address the Highway Trust Fund revenue shortfall, there are
numerous options for generating new revenues. Reports by the National Surface
Transportation Policy and Revenue Study Commission and the National Surface Transportation
Infrastructure Financing Commission created by SAFETEA-LU offered a number of possible
alternatives, while other groups including ARTBA have offered additional recommendations’.

One option that should be on the table is raising the federal gas tax which, despite the
recent shortfall in Highway Trust Fund revenues, remains a viable revenue source for the

Highway Trust Fund.

One argument often raised against a gas tax adjustment is that people are not driving as
much as in the past, thus reducing the future investment needed to maintain and improve the
nation’s highways. Less travel would also reduce the viability of the federal motor fuel taxes as
a source of revenues to finance federal investment in highway improvements.

While it is difficult to predict the future, including highway travel, the facts suggest it is
premature to conclude that a long-term change has occurred in America’s highway use or
future highway investment needs.

First, a downturn N K K ,
. R ! Fig. 2 - Vehicle Miles Traveled on the Nation's Highways
in vehicle miles traveled
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U.S, Gross Domestic Product fell 4.7 percent, the unemployment rate soared to 10.0 percent

® See, for example: “Paying Our Way: Report of the Natianal Surface Transportatian infrastructure Financing
Commission,” February 2009, Chapter 3; and “The Budgetary impact of Highway Transportation Services Tax”
prepared by PricewaterhouseCoopers LLP for the American Road & Transportation Builders Association, june 2009.
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and 8 million Americans lost their jobs. Freight shipments plunged. As a result, between 2007
and 2011, vehicle miles traveled on the nation’s highways fell 100 billion or 3.3 percent.

The economy is now, fortunately, improving. With employment rising and
unemplioyment declining, the long-term growth of highway travel is resuming. In 2012, vehicle
miles traveled on the nation’s highways rose 25 billion miles, offsetting one-quarter of the
recession-driven decline.

And there are a number of reasons why the travel demand should continue to grow well
into the future. Each year, the U.S. population grows just under 3 million while the number of
licensed drivers grows more than 2 million. With each driver in the U.S. averaging 12,000 miles
per year, population growth alone will drive VMT up about 25 biltion miles per year. And,
according to the U.S. Energy Information Administration {EIA}, VMT per driver is expected to
grow to 13,300 miles by 2040, propelled by a projected 95 percent increase in disposable
personal income between now and then. Population growth and the projected growth of VMT
per driver will thus add more than 1 trillion miles of trave! on the nation’s highways over the
next 30 years, a 33 percent increase, This will result in more wear and tear and congestion, and

the need for more, not less, highway investment!

Truck travel is also rebounding from the recession and is expected to grow substantially
in the years ahead. Although freight shipments by truck feil from 12.8 billion tons in 2007, the
pre-recession peak, to 11.3 billion tons in 2011, the Federal Highway Administration projects
truck freight will grow to 18.8 billion tons by 2040, an increase of almost 50 percent from the
2007 pre-recession peak. Projections by the EiA of fuel use by heavy trucks show a similar
increase, growing almost 47 percent between 2011 and 2040. Trucks cause far more wear and
tear on highways than do personal cars and SUVs, so the projected growth of truck traffic

suggests the need for
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shows, total HTF revenues fell substantially after 2007, plunging almost 11 percent by the time
the economy bottomed out in 2009 and 2010. However, almost all the revenue decline was
related to the decline in freight shipments by truck, with revenues from the federat excise tax
on diesel fue! falling almost 16 percent from the economic peak to trough and revenues from
taxes on large trucks declining almost 50 percent. By contrast, revenues from the federal gas
tax, which tracks personal travel, fell only 3.2 percent from peak to trough.

Furthermore, as Figure 3 shows, revenues have rebounded substantially now that
economic growth has resumed, with truck tax receipts hitting a record in 2012 and gas tax
revenues exceeding the 2007 pre-recession peak. On a longer-term basis, the Congressional
Budget Office’s latest Highway Trust Fund outiook anticipates that total revenues will continue
to increase, although at a more moderate pace, for at least the next decade.

The recent weakness in vehicle miles traveled on the nation’s highways was caused by
the 2007-2009 Great Recession, not a long-term change in American driving habits. With many
Americans out of work and freight shipments down, the recession caused a temporary lull in
highway use in the United States. But economic growth has resumed, employment is rising and
unemployment falling, and freight shipments have rebounded, all contributing to renewed
growth of highway travel. VMT rose in 2012 and should continue rising in the long-run. This,
plus a substantial increase in truck traffic, means the need for investment in highway and

bridge improvements will continue to grow in the years ahead.
Alternative Fuel Vehicles and Highway Trust Fund Revenues

Some analysts argue that alternative fuel vehicles and increased fuel economy
requirements mean a demise of the motor fuel excise taxes as a reliable revenue source for the
Highway Trust Fund.

Alternative fuels are not eroding the federal motor fuel tax base. Two-thirds of all
alternative-fuel vehicles are cars that run on E85 ethanol, which pays the same tax as gasoline
into the HTF. Under current law, all other alternative fuels, such as CNG and LPG, except
electricity, are taxed at the energy equivalent of gasoline. Electric cars pay no tax into the HTF
but the number is miniscule. In 2010, there were only 57,000 electric cars, less than .02 of one
percent of ail vehicles, representing a_tax loss of just over $5 miilion.

Increased fuel economy standards will reduce the future growth of HTF revenues, but
the impact will be very gradual. First, increased fuel economy standards are being phased in,
and will not be fully implemented until 2025. Furthermore, given current new vehicie purchase
and vehicle retirement rates, it takes well over 15 years for the fleet of motor vehicies to be
fully replaced. HTF revenues will grow even with the new CAFE standards, but at a slower rate.
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The root of the trust fund’s revenue chatlenge is not reduced driving or alternative-

fueled vehicles dominating the U.S. automobile fleet or improved fuel economy, but a more

direct and gbvious flaw: the federal motor fuels tax and other highway user fees have not been

adjusted for 20 vears, Existing revenues are about 515 billion short of the amount needed to

maintain current levels of federal highway and transit investment, and at least $25 billion short

of the investment needed just to maintain current physical and performance conditions on the

nation’s highways and public transportation systems.

Devolving the Federal Highway Program to the States

The final issue ! want to address in my statement is the concept of devolving the federal
highway program to the states.

Periodically, members of Congress introduce legislation to drastically scale back the
federal highway program, devolve responsibility for highways aimost entirely to state and focal
governments and reduce the federal gasoline tax to a few cents per gallon. The thinking behind
this is that state and local governments have better knowledge of their highway investment
needs than the federal government and thus can make better investment decisions. They also
have a better sense of the willingness of local taxpayers to finance highway improvements and
thus could do a better job of determining how and by how much to replace the lost federal aid.

Highway investment is not just a state and local issue. No state exists in an economic
vacuum. The economic prosperity of each state depends heavily on the ability of its local
businesses to access markets and customers around the country. That access is provided
primarily by highways. Even if a state were to do an outstanding job of building and maintaining
its own highways, that effort would support only a small fraction of the state’s overall economic
activity. The state’s economy would still be vulnerable to highway investment decisions made
by policymakers in other states.

The importance of a nationwide freight system to the economic prosperity of each state
is illustrated by the data in Tables 2 and 3. Table 2 shows, for 2011 {the latest data available),
that, nationwide, nearly 72 percent of all freight was shipped solely by truck over the nation’s
highways. For some states, like Georgia, North Carolina and Wisconsin, the fraction was much
higher—over 85 percent.
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Table 2. Importance of Truck Transportation to State Economic Prosperity

{Billions of dollars}

Products shipped by truck

Products shipped by other modes

Total value of
products shipped

State

Colorado $214.6
Connecticut $178.6
Delaware $50.9
Florida $740.3
Georgia $589.3

Kansas $210.3
Kentucky $306.5
Louisiana $531.9
Maine $79.1

Maryland $235.3

Montana

Nebraska $120.6
Nevada $88.6
New Hampshire

New Jersey

Oklahoma

Oregon $218.5
Pennsyivania $728.0
Rhode Istand

South Carolina

Value

$157.7
$139.8

$35.6
$622.0
$503.8

$153.4
$221.2
$171.8

$65.5
$199.3

$97.0
$73.9

$176.7
$581.0

Percent
of total

73.5%
78.3%
70.0%
84.0%
85.5%

729%
72.2%
32.3%
82.8%
84.7%

80.4%
83.4%

80.9%
79.8%

Value

$56.9
$38.8
$15.3
$118.3
$85.5

$56.9
$85.3
$360.1
$13.6
$36.0

$23.6
$14.7

$41.8
$147.1

Percent of
total

26.5%

21.7%

30.0%

16.0%

14.5%
5

27.1%
27.8%
67.7%
17.2%
15.3%

19.6%
16.6%

19.1%
20.2%

virginia $356.1 $290.3 81.5% $65.8 18.5%
Washington $452.1 $275.0 60.8% $177.1 39.2%
Washington, D.C. $6.6 $5.9 89.1% $0.7 10.9%
West Virginia $77.8 $48.7 62.7% $29.0 37.3%
Wisconsin $322.9 $277.3 85.9% $45.6 14.1%
Wyoming $74.0 | $25.8 34.8% $48.2 65.2%
US total $18,9505 | $13,625.4 71.9% $5,325.1 28.1%

Source: 2011 data, U.S, Department of Transportation, Freight Analysis Framework
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Even more illustrative of the need for a nationwide highway system are the datain
Table 3, which breaks down truck shipments into those that remain entirely within each state,
short-haul shipments to adjacent states and fong-haul shipments that go through one or more
states before reaching their destination. As the table shows, about 55 percent of the value of
truck shipments remains within the originating state. The remaining 45 percent of shipments go
to other states. 19 percent represents short-haul shipments that originate in one state to
destinations in adjacent states. The remaining 26 percent are long-haul shipments that go
completely through one or more states before reaching their final destinations. The economic
prosperity of the states would thus be highly vulnerable if highway responsibilities devolved to
state and local governments.

The data clearly demonstrate the dependence of each state’s businesses on the highway

network in other states. Correspondingly, this information also conclusively proves an efficient

national highway system is needed for the movement of freight.

Another little acknowledged shortcoming of devolution proposals is that, to make up for
the loss of federal highway funds, states would have to increase their own gasoline tax rates by

an average of 21 cents per gallon and diesel tax by an average of 27 cents per gallon or

generate a comparable level of revenues from other sources. Although some states have
recently raised their own highway taxes, in most states there is no more political will to
increase taxes than in the U.S. Congress, which has failed to increase the federal gas tax since
1993 despite growing highway traffic, increased congestion, higher construction costs and the
widespread recognition that current revenues are woefully inadequate to finance needed
federal highway investment.

Devolution thus would have the impact of reducing total investment in highway

improvements and result in a deterioration of the ability of our highway system to serve the

transportation needs of the national economy.
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Tabie 3. Value of Products Shipped by Truck Within State and to Other States {Biflions of doliars)

Shipped within the state

Shipped to other states

Lolorado
Connecticut
Delaware
Fiorida
Georgia

ansas
Kentucky
Louisiana
Maine

land

Tatal value of
products
ed by truck

shi

$131.8
$28.9

Value

$68.9
$10.6

Percent
of total

74.7%
52.3%
36.5%
83.3%
55.3%

short-haul to
adjacent states

$28.0
$6.0

Percent
of total

21.2%
20.6%

Long-haul
through one or
more states

Percent
of total

Montana
Nebraska
Nevada

New Hampshire
New Jersey

Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carofi

$27.9
$54.5
$71.0
$60.2
$335,1

$18.5
$55.4
$42.8
$29.1
$148.0

$88.9
$84.4
$277.3
$12.9

66.3%
58.6%
60.3%
48.4%
44.2%

58.2%
55.5%

54.2%
42.8%

55.8
5161
$19.8
$11.3
$83.9

$39.1
$47.4
$104.7
$7.8

20.9%
17.0%
27.9%
18.8%
25.0%

25.6%
31.2%
20.5%
25.9%

$36
$23.0
$8.4
$19.8
$103.2

$24.9
$20.1
$129.7
$9.4

12.8%
24.4%
11.9%
32.8%
30.8%

13.2%
25.4%
31.3%

!
Virginia $2216 $1335 60.2% $32.4 14.6% $55.7 25.1% |
Washington $190.6 51403 73.6% $19.9 10.4% $30.4 16.0%
Washington, D.C. $5.3 537 70.0% $15 28.4% $0.1 1.6%
West Virginia $47.1 $214 453% 5106 22.4% $15.2 322%
Wisconsin $267.1 $135.7 50.8% $54.9 20.5% $76.6 28.7%
Wyoming | $25.6 $18.1 707% $5.6 21,7% | 519 7.5%
US total | $8,446.8 $4,658.7 55.2% $1,609.2 19.1% | $2,178.9 25.8% |

Source: 2011 data, U.S. Department of Transportation, Freight Analysis Framework
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Conclusion

Chairman Boxer, the Highway Trust Fund has faced four insolvency crises in the last five
years. Congress has responded to each of these situations with temporary solutions that
thankfully preserved federal highway and public transportation investment and hundreds of
thousands of jobs. While ARTBA has supported each of these short-term measures, | hope we
all recognize that we have been treating the symptom and not the disease.

As a result, each successive Highway Trust Fund shortfall has become more severe.
According to the CBO, we are now facing a situation where the trust fund would not be able to

support any new highway or public transportation investment in FY 2015.

We all know that federal transportation investment can be an economic engine that
boosts job creation and overall productivity, but the uncertainty we have seen and continue to
face at the federal level is diluting the potential impact of these investments. Members of the
transportation design and construction industry are simply not going to make major new
investments in personnel and capital untii they see a long-term market outiook that will
support such business decisions. In fact, we are already hearing reports of states scaling back
their construction programs as a result of the looming FY 2015 crisis.

After four separate bailouts and a trust fund revenue stream that has not been
enhanced in 20 years, it is hard to suggest we did not see this day coming.

Some may quibble that MAP-21 could have gone farther in its policy reforms and some
may feel that it went a little too far. The truth is that no one gets everything they want out of
major legislation and MAP-21’s reforms were the most substantive refocusing of federal surface
transportation policy in decades. As a resuit of MAP-21, the common criticisms of the highway
and public transportation programs—such as too much red tape, not enough state flexibility,
and lack of focus—have been rectified. Furthermore, as MAP-21’s vote counts in the House

and Senate demonstrate, the measure accomplished these goals with overwhelming bipartisan
support.

The lone remaining impediment to delivering the national transportation network the
American people and the U.S. economy need is a long-term stabilization of the Highway Trust
Fund’s revenue foundation. While we certainly recognize the difficulty of revenue discussions
in this Congress, this is a situation in which there are no alternatives without consequence. As !
mentioned previously, continuing the path of reliance on General Funds to supplement existing
Highway Trust Fund revenues will add $135 billion to the deficit over the next 10 years.
Similarly, constraining investment to what is currently supportable would require massive

investment cuts that will severely impact the construction program of every state, threaten
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hundreds of thousands of jobs and undermine the productivity and competitiveness of the

American economy.

It is time to finish the job this Committee and your colleagues on the House
Transportation & Infrastructure Committee started with the development of MAP-21 by
ensuring the Highway Trust Fund’s revenue stream can support the investments necessary to
make your vision of a reformed federal surface transportation program a reality.

Chairman Boxer, members of the Committee, again thank you for allowing me to appear
before you today. | would be pleased to answer any questions at the appropriate time.
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T— American Road &
ﬂ 34 Transportation Builders
Association
Resnonses to Questions for the Hearing Record

Senate Environment & Public Works Committee
Sentember 23, 2013

1. Mr. Ruane, there is a perception that the Federal government does not spend money efficiently,
so a lot of Americans are extremely reluctant when you start talking about raising taxes to fund
Federal programs.

How do we sell the American public on raising the gas tax or some other user fee to pay for
infrastructure investments.

Chairman Boxer, the biggest impediment facing the federal surface transportation programs is not
the Highway Trust Fund’s current revenue shortfall, but the fact that nobody telis the American
people the value they are receiving for their contributions to the nation’s highway and public
transportation facilities. As such, it is hardly surprising that Americans are reluctant to contribute
more money for a purpose where they are not fully informed of the benefits.

Part of this public relations problem is structural and part of it is political. On the structural side, the
federat highway and public transportation programs are reimbursable activities where states and
local governments plan and manage projects, then get reimbursed as they incur expenses, Asa
result, very few people know the degree of federal support for the road, bridge and puhlic
transportation enhancements that occur in their area. The unfortunate reality is that to the world
outside of the Capital Beltway, most surface transportation improvements appear to be entirely
state and local initiatives. That is one of the reasons why my written testimony documents that over
the last 10 years federal highway investment has supported on average of 52 percent of all road and
bridge capital projects across the nation—with a number of states relying on federal resources for
more than 70 percent for road and bridge improvements,

Furthermgre, to achieve political objectives, policy makers and stakehoider groups routinely flood
this dialogue with half-truths and outright falsehoods. Claims such as “declining gas tax revenues,”
“Americans driving less,” and “completion of the Interstate,” are deliberate distortions to achieve an
alternative policy outcome. The crassest example of this dynamic is the devolution concept, where
presumably the federal responsibility for surface transportation improvements would be transferred
to the states by reducing federal motor fuels tax rates. Supporters of this concept, however, rarely
mention that states would be required to raise their own revenues in order to assume this new
responsibility. it is worth noting that not one governor—the intended beneficiary of the devolution
concept—has come out in support of these proposals. Furthermore, Oklahoma Governor Mary
Fallin, chair of the National Governors Association, testified January 14 before the House
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Transportation & Infrastructure Committee in opposition to devolution. While devolution and other
unsupportable claims about the Highway Trust Fund and the federal surface transportation program
are routinely debunked, the unfortunate result is a confused public.

To counter these structural and political impediments, supporters of the federal highway and public
transportation programs must follow a two pronged approach: articulate the consequences of
failing to make needed upgrades in the U.S. surface transportation network; and focus on the value
achieved by these investments. Member of the business community are increasingly coming
forward to demonstrate how their day to day operations are adversely impacted by increasing
traffic congestion and declining infrastructure. These examples of how economic competitiveness
hinges on efficient transportation must be a high profile complement to the traditional focus on job
creation in debates about future federal transportation investments.

The 2012 Moving Ahead for Progress in the 21% Century {MAP-21) Act took positive steps toward
demonstrating the value of these investments by instilling an outcome-oriented performance
management approach to guide the use of federal funds and the development of metrics to quantify
progress towards national goals. Unfortunately, this process is long-term and is not likely to yield
sufficient results before MAP-21's scheduled reauthorization. implementation of Section 1503(c} of
MAP-21, however, provides a meaningful short-term opportunity to quantify the value of surface
transportation investments. This provision simply calis on the U.5. Department of Transportation to
articulate for the public in a real-time manner the impact of federal highway and public
transportation funds in the same way they promoted the American Recovery & Reinvestment Act’s
{ARRA) highway and transit investments. Unfortunately, there has been no noticeable activity from
the Department on this potentially helpful provision of MAP-21.

The combination of articulating the need for increased federal highway and public transportation
investment with messages and examples focusing on economic competitiveness and documentation
of the value of existing investments would help restore public confidence in the efficacy of these
programs and build support for congressional action to stabilize and grow Highway Trust Fund
revenues.

Mr. Ruane, there has been a lot of talk in the trade press about the need to raise $14-15 biilion in
additional revenue per year in order to just maintain current investment levels in highways,
bridges, and public transportation systems.

Is that enough? Or do you think the Federal government should be spending more than it is now?
if so, why?

The simple truth is that investment in our road, bridge and transit system capacity has failed to keep
pace with increased demand. With very little change in highway capacity over the last twenty years,
this means more American drivers and businesses are stuck in traffic and paying the price through
lost productivity, wasted fuel and less leisure time as our system is stretched to its limits, The
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federal government is the only institution that can ensure every state is investing in highway and
bridge projects that have some national significance. These are projects that will benefit the U.S.
economy and provide the key network linkages we need to create jobs, increase our
competitiveness and move our economy forward.

The capacity of the U.S. highway and bridge network, in terms of total lane-miles, has grown just 8.1
percent between 1980 and 2011." Meanwhile, the system is carrying nearly twice as much traffic ~
the total number of vehicle miles traveled has grown from 1.53 trillion miles to 2.96 trillion miles
over the same time period. This increased traffic is a result of both economic growth and more
drivers. The U.S. population grew over 37 percent between 1980 and 2011, the number of licensed
drivers grew 46 percent and the number of registered vehicles increased 57 percent. The total ton-
miles of freight shipped via truck between 1980 and 2009 more than doubled.

Changes in U.S. Highway Infrastructure Supply
and Demand, 1980 to 2011

160.0%

143.1%

140.0%

120.0%

100.0%

80.0%

60.0%

40.0%

20.0%

0.0%
Totalnew interstate VMT onthe VMT on ali u.s. Number of Registered Ton-Miles of
lane-miles lane-miles Interstate roads population drivers vehicles Truck

Freight*

Source: FHWA Highway Statistics for ail data but ton-miles of truck freight, from the U.S. Bureau of Transportation Statistics.
*Truck ton-miles are through 2009,

Americans have also increased their demand for transit services, according to data from the Federal
Transit Administration.” State and local governments have added 65 rail or bus rapid transit systems
since 1980, for a total of 107 systems that are in operation today. Americans are using more transit

! Federal Highway Administration, Highway Statistics Series
? Federal Transit Administration, National Transit Database
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than they did twenty years ago—the number of uniinked passenger trips has grown 20.5 percent
between 1980 and 2011, reaching nearly 10.3 million trips each year. Total transit vehicle miles
traveled has more than doubled, from 2.3 million vehicle miles in 1980 to 5.4 miflion in 2011.
Transit agencies have increased rail capacity to meet some of this demand. Rail miles have grown
nearly 26 percent since 2002. Non-rail miles, which are largely bus route systems on mixed-use
roadways, have grown just 0.3 percent over the same time period.

All public-access roads and bridges are owned and operated by state and local governments,
however, the federal government has played an important role in building and preserving major
roads and bridges since 1916. A robust federal highway program is crucial to improving and
maintaining a transportation system that will increase safety, improve mobility and facilitate
economic growth. A strong national transportation system helps connect urban and rural
businesses with their customers, export markets and employees.

As | noted in my original testimony, state departments of transportation {DQOTs) are highly
dependent on federal funding for their highway and bridge capital programs. Federal
reimbursements to state DOTs provided an average of 52 percent of total state capital outlays over
the last decade. The federal government should increase investment to support a modern system
that wilt truly meet the mobility needs of our country in the 21% century and facilitate economic
growth for the future.

The original criteria for creating the National Highway Program are the same reasons for a strong
federat role to maintain, expand and support the current network. in a special message to Congress
on February 22, 1955, President Dwight Eisenhower outlined four reasons why a National Highway
Program is vital to national interest, noting that “the uniting forces of our communication and
transportation systems are dynamic elements in the very name we bear—United States. Without
them, we would be a mere alliance of many separate parts.” President Eisenhower cited individual
safety, the cost of vehicle operations from poor roadway conditions, national security and defense
and overall economic growth as key reasons for a national highway system. In particular, the
Interstate Highway System “would connect by routes, as direct as practicable, the principal
metropolitan areas, cities and industrial centers, serve the national defense, and connect the routes
of continental importance in the Dominion of Canada and the Repubtic of Mexico.”

The Interstate Highway System connected 90 percent of the cities with a population of over 50,000
in 1956. At that time, there were 238 cities with a population that size. Today, there are over 726
cities across America with a population of 50,000 or more. There are a number of large cities that
are not served by the Interstate Highway System, including urban areas in California {Fresno,
Bakersfield, Modesto, Oxnard, Salinas, Santa Rosa, Thousand Oaks, Palmdale and Santa Barbara), as
well as such places as McAllen, Texas., Athens, Ga., Boulder, Colo., Albany, Ga., Bloomington, ind.
and Atlantic City, N.J.



47

The federa! highway program identifies the kind of road improvements that provide a national
benefit and give local officials a price inventive and the funds to increase the proportion of these
projects in their highway improvement program. Without the federal program, state and local
governments would be focused on the local benefits of projects, not taking into account the national
implications of their decisions.

The tie that binds our vast network of businesses across the country with their suppliers, workers
and customers is the U.S. highway system. The foundation of a modern economy is a transportation
system that moves freight and people efficiently, safely and on time. And while our U.S. economy
has grown and shifted over the years, our highway and bridge investment has stagnated.

According to analysis of the U.S. Department of Transportation’s 2010 Status of the Nation’s
Highways, Bridges, and Transit Conditions and Performance report, all levels of government need to
be investing $125.1 billion in highways in 2013 to simply maintain current conditions and congestion
levels.> Governments should be investing $20 billion to achieve a state of good repair for our
nation’s transit system. To make all cost-beneficiat improvements, federal, state and local
governments should be investing $188.6 billion annually in highways and $27.2 billion in transit
systems.

Assuming that the federal share of national investment stays at historic averages, the annual federal
aid obligation limit for the highway and transit programs would need to be $74.9 billion to maintain
current conditions and congestion levels, compared to a current obligation level of $51.6 billion
under MAP-21.% Such an increase in spending, if financed through the federal motor fuels tax,
would cost the average U.S. household an additional $10.82 per month.

To make all cost-beneficial highway improvements and significantly grow the transit program, the
annual obligation fimit for these programs would need to be $108 bitlion, which would cost the
average household an additional $16.92 per month if raised through the federal motor fuei fee.

To put this in perspective, households currently spend an average of $46.33 per month on state and
federal motor fuel taxes combined. This is nearly 3.5 times less than monthly spending on electricity
and natural gas and telephone service.”

*The 2010 report provides an average annual funding level in 2008 doilars. ARTBA has used the consumer price
index from the U.S. Bureau of Labor Statistics to put this spending level in 2013 dollars.

N Historically federal investment has been an average of 43 percent of total highway and transit capital outlays,
including state and local spending, according to data from FHWA. The federal obligation limit, which includes
funding for research and administrative costs, is about ten percent higher than annual expenditures.

® The number of American households {114,761,359) is an average from 2007 to 2011 from the US Census Bureau QuickFacts.
Annual household expenditures for phone service, television and internet are adjusted by household usage rates. According to
the U.S. Census Bureau, Current Population Survey, 71% of households have internet access {October 2011). The Center for
Disease Control reports that 35.8% of households have only a cell phone, 2.1% of households have no phane service, 52.5%
have a fandline and cell, and 9.4% have just a landline but no cell. In all, 62% of households have a fandline and 88.5% have a
cell phone. The U.S. Department of Energy reports 9.1% of households do not have a motor vehicle (2010). Nielsen Reports says
90.4% of househoids pay for some form of television subscription {2011). Mator fue] taxes from the Federal Highway
Administration (Tables FE-2010, SF-1 for the highway trust fund and motor fuel tax revenues used by states) for 2011.
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We also know that Americans value their mobility. According to the key findings of a national poll
conducted for ARTBA by Ipsos Public Affairs, 78 percent of Americans say that driving a motor
vehicle is “very” or “extremely” important to their ability to conduct their daily lives.® Twenty-one
percent said the same thing about using public transit. Over 88 percent say transportation
infrastructure is important to maintaining a strong economy, 83 percent say it is important to
ensuring national defense and emergency response capabilities.

Although $14 to $15 bilfion in additional revenue would support the Highway Trust Fund, it is not
enough to address the needs of our transportation system. A robust increase in the federal
investment would support projects of regional and national significance that foster economic
growth, create jobs and increase U.S. competitiveness.

3. Mr. Ruane, in your written testimony you discuss how no State exists in an economic vacuum and
that the economic prosperity of States depend on reliable interstate commerce and access
provided by connected transportation systems.

Could you discuss from the business perspective how important it is for goods and people to be
able to travel across State lines efficiently and reliably?

The U.S. highway network makes economic growth possible. Every business is dependent on
transportation for access to suppliers, customers and employees. More than 70.9 million American
jobs in just tourism, manufacturing, transportation and warehousing, agriculture and forestry,

° hitp:/iwww artha org/artide/are-good-roads-and-transit-worth-as-much-to-you-as-household-slectricity-or-
cabie-service/
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general construction, mining, retailing and wholesaling alone are dependent on the work done by
the U.S. transportation construction indus:try.7 These dependent industries provide a total payroli in
excess of $2.67 trillion and their employees contribute more than $230.7 billion annually in state
and federal payroll taxes.

Highway and bridge investment benefits the business community in severai ways. Businesses enjoy
reduced operating costs and increased market access as a result of an improved highway network.
This spiliover, or network effect, benefits all businesses, but is particularly important for those
industries that rely more heavily on transportation, such as manufacturing, warehousing and
storage, tourism and retai! and wholesale trade.

Transportation investment aiso helps businesses stay competitive. As the overall business
environment is changing, there is more likely to be a greater importance placed on logistics and
global transportation networks. With a better transportation network, businesses will have greater
access to potential markets, more employees and a larger market share and more customers. if a
small business can rely on an efficient highway network, this will mean they could recruit from a
larger pool of potential workers who may commute to their location. They can also reach more
customers if travel times are reliable. Overali production costs would likely decline with access to
larger markets.

Businesses will benefit from locating near one another, even if they are competitors. This is known
as the agglomeration of market activity — we have seen this trend with manufacturing in the South
or high-tech firms in Silicon Valley. A group of firms will attract a greater number of suppliers and
customers than one company alone. Lower transportation costs are a key factor for agglomeration.

Businesses and state economies rely on a national network to ship their products. Over $11 trillion
in goods, representing 75 percent of domestic freight shipments, was shipped to domestic
customers in the United States via truck in 2011.% The value of nearly haif of all domestic truck
shipments includes such cargo as machinery, mixed freight, motor vehicles, foodstuffs, metals,
pharmaceuticals, gasoline and electronics.

U.S. businesses rely on a national transportation network to get their goods and services to other
parts of the country. Just over 40 percent of truck shipments are made to customers that live out of
state. Nearly one-quarter of all truck shipments are long-haul, meaning the goods being transported
are going to a non-neighboring state.

The U.S. economy continues to grow and change, and transportation costs are a key business input.
A recent study by the Boston Consulting Group finds that more than half of executives at
manufacturing companies with sales over $1 billion have plans to “reshore” and move some aspects
of production back to the United States from China.’ Transportation costs and access to markets are

7 ARTBA, The 2012 USS. Transportation Construction Industry Profile
® FHWA, Freight Analysis Framework
° Boston Consulting Group, September 24, 2013
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a major factor in decisions for business focation. increasing federal investment to ensure a strong
national transportation network would lower transportation input costs for these manufacturing
firms, allowing them to spend more on other capital and labor investments.

With the ability to track shipments, many businesses have turned to a just in time production
strategy. This includes gearing the production process more towards demand. A business can
imptrove return on investment by reducing their inventory and carrying costs. In the commercial
sector, just in time delivery has meant eliminating the inventory storage between the factory and
the store, in effect using the nation’s transportation system as a moving warehouse,

Transportation is vital to other key industries, such as travel and tourism. The U.S. travel association
estimates that total domestic person- trips will top 2.1 billion in 2015, up from 2.05 billion trips in
2013. This includes traveling 50 miles or more or spending one or more nights away from home.
Nearly 78 percent of this trave! is for leisure purposes as families and individuals are visiting friends
and relatives or exploring a new area. Total travel expenditures in the U.S. were $855.4 biltion in
2013, and will top $1 trillion by 2016. Reducing the operating and travel costs for U.S. citizens woulk
allow them more money to put towards travel and other leisure pursuits.
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Senator David Vitter

1. Many have described what the Trust Fund cliff might look like next year. Are you aiready seeing
the ramifications from the potential shartfall? What does this mean in terms of employment
fevels? At what point over the next year do your members need to take action to address the
uncertainty?

Did the two years plus of MAP-21 funding ever get your members back td business as usual?

The U.S. highway and bridge construction market has faced significant challenges since the Great
Recession of 2008. Although an increase in federal investment through ARRA and MAP-21 have
helped support the market, this funding has not been enough to offset the decline in state and local
investment.

While the bridge construction market has grown over the last few years, the real value of pavement
construction work on roads and highways, adjusted for project and material costs, has dectined 27
percent from a peak of $60.8 billion in 2009 to $44.4 billion in 2013, i
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After showing some slight improvement in 2012, highway, street and bridge contractor employment
is expected to be down about two percent in 2013. Business owners have cut nearly 41,000 jobs
since the recession began in 2008.

Annual employment by highway, street and bridge
contractors remains at pre-recession levels
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Saurce: U.S, Bureau of Labor Statistics. Total for 2013 estimated based on data through November.

Federal investment in highways and bridges has been increasing since the economic downturn in
2008, according to data from the Congressional Budget Office and FHWA. At the same time, state
and local gavernments, facing significant fiscal and budget challenges, have pulled back on their
spending levels compared to their investment levels in 2008. Estimated state and local government
spending in 2013 for highway and bridge construction was nearly $5 billion below investment levels
prior to the start of the Great Recession. Overafl, state and local governments have spent nearly
518 billion less, between 2009 and 2013, than if they had continued investment at the pre-recession
level. Meanwhile, federal investment has increased nearly 516.6 billion compared to pre-recession
spending levels. This is through additional ARRA funding and slight increases in the core federal
highway and public transportation programs under MAP-21.
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Difference in highway and bridge invesiment levels pared to 2008
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Although MAP-21 has provided some stability to state programs, there are still a number of state
and iocal governments that are holding back on projects. Given the uncertainty surrounding the
Highway Trust Fund, we expect this to continue. Based on contract award data from McGraw Hill,
there are 20 states where the real value of state and locai highway contract awards in 2013 was
down compared to 2012. Awards were up-in 19 states and Washington, D.C., and fairly flat within
plus or minus five percent in the remaining 11 states. The real value of bridge contract awards are
up in 26 states and Washington, D.C., down in 22 states, and within plus or minus five percent in'the
remaining two states.
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Senator James inhofe

1} TEA-21 was extended 12 times before we enacted SAFETEA-LU. SAFETEA-LU was
extended 10 time before we passed MAP-21. MAP-21 is only a two year reauthorization.
a. What impact do short-term extensions have on projects of regional or national
importance?

Short-term extensions create uncertainty in the highway and bridge construction market.
Because so many state highway and bridge capital programs are dependent on federat funds, it
is common for uncertainty at the federal! level to disrupt the efforts of state DOTs and local
governments to advance major projects.

The table below indicates state DOTs tend to hold back on obligating their funds during times of
uncertainty. When a state or local DOT has an eligible project ready to go to construction under
the federal-aid highway program, it enters into a project agreement with FHWA that obligates
the federal government to pay its share of the project cost. The project can then proceed to
bidding and construction. Obligation of federai funds can thus be a leading indicator of highway
construction activity in the U.S. State DOTs must obligate all of their regufar program funds
during the federal fiscal year, beginning October 1.

Average Monthly Obligation of Federal Aid Highway Funds
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Under the longer term surface transportation authorizations of 1998 and 2005, state DOTs
obligated an average of 40 percent of their total federal funds in the first six months of the fiscal
year, October to March, and the remaining 60 percent of funds in the second part of the year
from April to September.

During periods of reauthorization that involve a series of short-term extensions, state DOTs
obligated more of their money later in the fiscal year. During these periods of market
uncertainty, states obligated an average of 28 percent of funds in the first six months of the
federal fiscal year. They obligated the remaining 72 percent in the last six months. in fact, over
57 percent of the annual federal funding was obligated during the last four months of the fiscal
year, from June through September. This is important because those projects still need to go
through the bidding and award phase before actual construction work can begin. In situations
like this the delay in obligations can shift projects to the next construction season.

Although MAP-21 provided some market certainty in terms of federal funding, the situation with
the Highway Trust Fund has created additional market uncertainty. During FY 2013 we have
seen the same obligation patterns as during times of reauthorization uncertainty, with states
obligating 72 percent of their funds in the last six months of the fiscal year and 47 percent of
funds in the last three months alone.

b. Can you talk about the costs of extensions vs. long-term transportation bills?

Long periods of extensions for the federal aid highway program have direct and indirect costs.
The indirect costs are in the project pipeline. Based on a number of in-depth state market
studies conducted by our ARTBA Economics and Research team over the last decade, we know
that many state DOTs make key assumptions about federal investment levels based on federal
aid funding in current law. Projects move from state transportation improvement plans {STIPs)
to the planning process based on state priorities. It is harder to advance projects, especially
those that need substantial fead time in terms of planning and environmental reviews, when
there is uncertainty surrounding federal investment levels. This may be particularly true for
states that rely heavily on the federal aid program for their capital spending.

A direct cost of delay is through increasing material prices. The longer projects are delayed, the
more they will cost as material prices and wages increase. The ARTBA Price index measures
changes in material prices, highway and bridge contractor wages and general inflation based on
project information from FHWA. Over the last 13 years, the cost of building highways and
bridges has outpaced general inflation. The average increase in highway and bridge projects
costs is 3.1 percent, compared to 2.4 percent for general inflation.
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Annugal Change in Highway & Bridge Project Costs
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The table to the right illustrates the potential cost
impact of a five year delay to begin construction on a
$100 million project."* Assuming the projact takes

five years and project costs are increasing annually at
the historical rate of 3.1 percent, a five year 2014 $43.3
construction delay could increase costs as much as 2015 $19.1
16.5 percent. 2016 $7.7
2017 $6.8
2018 $31.5
2019 $50.4
2020 $22.3
2021 58.9
2022 $7.9
Total cost in
2013$ $103.9 $121.0
Savings 16.5%

* This example assumes that the project casts $100 rillion in 2013, when the engineering, environmental review
and permitting process begins. Project costs are assumed to increase 3.1 percent a year, the current ten-year
historical average change in the ARTBA Price Index. The ARTBA Price Index is a weighted index of material prices,
industry wages and overhead, based on average project costs from FHWA. The project spend out rate is in fine
with historical averages from CBO of 27 percent of funds expended the first year, 42 percent the second year,
followed by 18, 7 and 6 percent the remaining three years.
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¢. What would you consider to be an ideal length of a transportation bili?

The ideal length for a surface transportation authorization bill, from the perspective of the
transportation construction industry, would be in the range of five to six years. Transportation
construction is the most capital-intensive type of construction, requiring machinery that often costs in
the hundreds of thousands of dollars and significant investment in job and safety training. Short one- to
two-year authorizations interfere with the long-range pianning required of highway and transit
construction contractors. Furthermore, an authorization bill in the five to six year range allows Congress
to provide necessary oversight of these programs and to make periodic adjustments in policy to reflect
shifting demographics and economic realities.

However, a five or six year authorization is appropriate only if it has a sufficient revenue foundation to
ensure the investment commitments made in the authorization measure can be fulfiled by the Highway
Trust Fund. The trust fund has faced four separate revenue shortfalls since 2008. These dilemmas are
not the result of declining gas tax revenues or increased fuel efficiency as the media and many biased
stakeholders claim. The trust fund’s repeated revenue shortfalls are the result of the 2005 surface
transportation bill setting investment levels that incoming Highway Trust Fund revenues could not
sustain. As such, a multi-year reauthorization bill is ideal if it is supported with sufficient revenues.

Furthermore, according to the latest Conditions and Performance Report from the U.S. Department of
Transportation, Congress should be investing something in the range of $60 billion per year, not the
current $40 bitlion, just to maintain current physical and performance conditions on the core highways
that are critical to the growth and productivity of the nation’s economy, plus billions more than at
present in the nation’s public transportation systems. As such, the goal of any surface transportation bill
should be to provide the necessary investments to, at least, maintain current physical conditions and
traffic congestion levels.

2. 1 know this Committee is actively working with the Finance Committee to find a solution to
funding issues, but would you agree, if we have to, that general fund could be a back stop to
assure state and city governments of continued funding? How important is that assurance?

Of course, general fund transfers into the Highway Trust Fund could be used to support federal
investment in highway and public transportation improvements, if that were the only available option.
Since FY 2008, Congress has used this approach five times to prevent significant cuts in highway and
transit investment and thus preserve thousands of jobs in the transportation construction and related
industries and assure state and local governments of continued funding.

But there are a number of problems with the use of general funds to support federal highway and
transit investment. First, general funds do not provide the same funding assurance as dedicated user
fee revenues. An excellent example is the general fund transfers enacted for FY 2013 and FY 2014 in
MAP-21. The amounts transferred were calculated to assure adequate funding through the end of FY
2014 and into FY 2015. But the FY 2013 transfer was reduced as part of the sequestration, and the
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FHWA now predicts that the Highway Account will run out of funds before the end of FY 2014, which
means projects will have to be shut down or Congress will have to enact another emergency infusion of
general funds. General fund transfers thus do not actually provide an assurance of continued funding.
It should also be noted that MAP-21 established a clear precedent that any transfers into the Highway
Trust Fund need to be offset with either revenues transfers from somewhere else in the federal budget
or spending cuts from other discretionary programs.

Second, almost 60 years ago, when the Highway Trust Fund was created, Congress and the American
people accepted the principle that highway users should pay for highway improvements, not general
taxpayers. At the moment, user fee revenues into the Highway Trust Fund are not adequate to fund
continued federal highway and transit investment at the current level, let alone what the federal
government shouid be investing. Since FY 2008, general fund transfers have been used as a stopgap.
But regular use of general fund transfers violates the long-accepted user-pays principle. Congress has
been offered a number of options for increasing user-related revenues into the Highway Trust Fund.
General fund transfers should be at the bottom of the ist.

Finally, there is a misperception of the amount of revenues that would be needed. The $15 bitlion per
year target that is frequently cited is only the amount needed to maintain current federal highway and
transit investment. This, unfortunately, is far less than the federal government shouid be investing. As |
pointed out earlier, according to the latest Conditions and Performance Report, Congress shouid be
investing something in the range of $60 billion per year, not the current $40 billion, just to maintain
current physical and performance conditions on the core highways that are critical to the growth and
productivity of the nation’s economy, plus billions more than at present in the nation’s public
transportation systems. Funding that gap with general revenues wouid cause an enormous increase in
the federal deficit or require significant cuts in other programs.

General fund transfers can be used to fund federal investment in highways and public transportation.
But that should be our last resort, not our first choice.

3. Many members of my caucus believe we should live within our means. However, CBO reported
that absent a new revenue source or general fund transfer to address the $14 billion annual
shortfall in the Highway Trust Fund, we will need to cut the current highway program by almost
80%. Even though we are 12 months away from a new reauthorization, are you seeing any
impacts that the report is having with your members? If so, what are those impacts?

As noted in our answer to Senator Vitter's question, the transportation construction industry has been
facing significant market challenges since the Great Recession in 2008. The uncertainty surrounding the
Highway Trust Fund has our members, including contractors, suppliers and state DOTs, making
contingency plans.

For over 12 years, ARTBA has received real-world feedback on the transportation construction market
through our quarterly contractor survey. Despite the stability of MAP-21 and the improving overail
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economy, 75 percent of contractors that responded to our most recent survey did the same amount or
less work in the last quarter of 2013 compared to the same time period in 2012. Sixty-one percent
reported that their backlog at the end of December 2013 was equal or lower to their backlog at the end
of December 2012. Construction backlogs are the value of work that a contractor has been awarded,
but has not yet begun. Thus it is a leading market indicator and an important measure for businesses
when making capital spending or hiring decisions. If a company has a larger backlog, they know the
value of upcoming work.

When they are doing less work and have smatler backlogs, our members do not have the ability to invest
more in hiring workers or making capital purchases. The uncertainty over the Highway Trust Fund
compounds this situation. Forty percent of survey respondents said the total number of people
employed by their company in 4th quarter 2013 was the same as 4th guarter 2012, while 28 percent
reported they had fewer workers. Capital spending during the same time periods was down for 40
percent of respondents and about the same for 34 percent.

Meanwhile, there are stilf continued upward pressures on materiai prices and wages. Thirty-eight
percent of respondents said wages and salaries were up in the last part of 2013 compared to earlier in
the year. The cost of materials was increasing for 48 percent of respondents.

Our members are telling us they have the ability to take on more work. Currently 49 percent of survey
respondents are working at 75 to 90 percent of their capacity and have the ability to take on
significantly more work. Thirty-five percent are working below 75 percent of capacity.

Survey participants emphasized the difficulties created by the uncertainty around federal transportation
investment through their open comments. “We have continued concern about the uncertainty in
determining the future cost for operating our business,” said one respondent.

In addition to the pull back in contract awards also noted in the response to Senator Vitter's question,
there are at least ten states that have publicly commented on the challenges facing their program
because of the Highway Trust Fund situation.

Alabama State Highway Director Scott Bennett said that if things continue “we do have a fiscal cliff of
our own that we have to be concerned about.” Kentucky Transportation Secretary Mike Hancock toid
the state legislature that if the Highway Trust Fund is not replenished “this has wide-ranging
implications for all states.”

The Georgia Department of Transportation commissioner, Keith Golden, has said that without a new
federal transportation bill, “We couldn’t do any design work. We couldn’t buy any right of way. We

couldn’t start any new construction projects. We would continue with the projects that are already
212

underway, but no new projects.
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lowa, Missouri, Oregan, South Dakota, Rhode island and Vermant have also commented on the
challenges they would face or cutting their programs if the federal aid program was reduced.
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Senator BOXER. Thank you very much.

Now we will hear from Hon. Michael P. Lewis, President, Amer-
ican Association of State Highway and Transportation Officials. We
welcome you, sir.

STATEMENT OF HON. MICHAEL P. LEWIS, PRESIDENT, AMER-
ICAN ASSOCIATION OF STATE HIGHWAY AND TRANSPOR-
TATION OFFICIALS

Mr. LEwiS. Good morning, Chairman Boxer, Ranking Member
Vitter, Senator Whitehouse, distinguished members of the Com-
mittee.

I am Michael Lewis, Director of the Rhode Island Department of
Transportation and President of the American Association of State
Highway and Transportation Officials. Thank you for the oppor-
tunity on behalf of AASHTO and the State DOTs to share our
views on the need for robust Federal investment in surface trans-
portation and the potential impacts of the impending cash shortfall
in the Highway Trust Fund.

I have three brief points to make. One, if Congress does not act
within the next 12 months to either increase the Highway Trust
Fund revenues or provide additional General Fund support, the
States will be unable to obligate virtually any new Federal funds
in fiscal year 2015. Two, if Congress does not act there will be im-
mediate and direct impacts to the States’ economies, with lost jobs
and permanently shuttered business. And there will be substantial
additional economic, social and environmental costs associated with
canceled or delayed projects. And three, if Congress does not act,
the States, even with their local and private partners, simply can-
not fill the infrastructure funding gap.

Let me elaborate briefly on each of these. First, the Federal Sur-
face Transportation Program is at a crossroads, as we have all said.
The Highway Trust Fund has provided stable, reliable and sub-
stantial highway and transit funding over decades since its incep-
tion in 1956. This is no longer the case. According to CBO, spend-
ing from the trust fund is estimated to exceed receipts by about
$15 billion per year on average over the next 10 years, starting in
fiscal year 2014.

Furthermore, the trust fund is expected to experience a signifi-
cant cash shortfall in fiscal year 2015. By our estimate, States will
not be able to obligate any new Federal highway funds in fiscal
year 2015, a drop from approximately $40 billion a year to virtually
Zero.

In addition to allowing no new obligations, it is possible that this
cash shortage could slow down Federal reimbursements to States
for costs already incurred and from prior obligations leading to se-
rious cash flow problems for the States. Simply put, failure to act
to address the current cash shortage would result in a devastating
scenario that we must do all we can to avoid, which leads to my
second point.

What are the impacts, if Congress fails to act? A significant por-
tion of much needed highway and transit projects, projects that un-
derpin economic development and improve the quality of life in
every community and congressional district will either be delayed
or canceled outright. Cutbacks on contract lettings will mean
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missed opportunities to pare down the backlog of investment needs,
causing a negative domino effect on the construction industry em-
ployment, exactly when it is starting to rebound after being one of
the hardest hit segments in the recent recession.

In my State of Rhode Island, if no additional revenue are found
for the Highway Trust Fund by October 1st of next year, the imme-
diate and long-lasting impacts will be devastating. As I just men-
tioned, without additional revenues, States will be unable to obli-
gate new funding in fiscal year 2015. In the worst cases, States like
Rhode Island and Louisiana could be facing a cliff now, in 2014.
That is because of many large projects or multi-year projects that
havg committed funding future obligations to address cash flow
needs.

In addition, a decade ago, Rhode Island committed to a large
number of regionally vital transportation projects using innovative
garvee financing, which pledges future Federal funds for debt serv-
ice. Without assurance that we can expect at least level funding in
fiscal year 2015, Rhode Island will be facing the real possibility
that all fiscal year 2014 funds will need to be pledged to cover ex-
isting obligations for both fiscal years 2014 and 2015, thereby
eliminating new contract awards for 2 full years.

Not only will this have devastating effects on the local construc-
tion industry, but it comes at a time, even with level funding, when
Rhode Island’s bridges are expected to further deteriorate from 20
percent structurally deficient today to over 40 percent structurally
deficient by 2020.

Third point, a long-term and dependable Federal partner for in-
vesting in surface transportation is essential to all States, large
and small, rural and urban. Even those States that have recently
increased their revenues and become leaders in infrastructure in-
vestment ultimately cannot do it alone. Robust Federal investment
in surface transportation is needed today and in the future.

Going back to the founding days of this Nation, Article 1 Section
B of the Constitution declares that it is a duty of the Federal Gov-
ernment to provide support for national transportation investment
through the development of post roads, canals, railroads, highways
and airways. With strong Federal support throughout history,
transportation investment has an exceptional track record of cre-
ating jobs and supporting economic development throughout the
country.

In summary, transportation infrastructure investment is critical
for long-term economic growth, increasing productivity, employ-
ment, household income, exports and overall quality of life. The
outlook for the Federal Highway Trust Fund and Federal surface
transportation program is unsustainable because the current Fed-
eral revenues are simply not enough.

Congress can address this projected shortfall in one of three
ways, as was mentioned earlier, by substantially reducing spending
for surface transportation, not something I think that we support,
by boosting revenues or some combination of the two. We know
there is a long list of potential revenue options. We believe that at
a minimum we need an approach that will allow us to sustain
MAP-21’s investment levels in real terms. We believe it is possible
to reach this level without placing an unreasonable financial bur-
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den on most of the traveling public. Given the alternative, poten-
tially devastating economic impacts from virtual elimination of
Federal surface transportation funding, we believe the only solu-
tion is to find and implement a viable set of revenue solutions to
the Highway Trust Fund shortfall that will work for 2015 and are
sustainable over the long term.

Thank you.

[The prepared statement of Mr. Lewis follows:]
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Chairman Boxer, Ranking Member Vitter; and Members of the Committee, thank you for the
opportunity to provide input on the current status of the Highway Trust Fund and how its-
impending cash shortfall could be addressed in order to support robust federal investment in
surface transportation. My name is Michael Lewis, and I'serve as Director of the:Rhode Island
Department of Transportation (RIDOT). Today I am testifying on behalf of the American
Association of Highway and Transportation Officials (AASHTO), which represents the state
départments of transportation (DOTSs) of all 50 states, Washington, D.C. and Puerto Rico.

The federal surface transportation program'is at a crossroads: While the Highway Trust Fund
(HTF) has provided stable, reliable, and substantial highway and transit funding over decades
since its ifiception in 1956, this is no longer the case. According to the Congressional Budget
Office (CBO), HTF spending is estimated to exceed receipts by about $15 billion per year on
average for the next ten years (FY-2014-2023). Furthermore; the HTF is expected to experience a
significant cash shortfall in Fiscal Year 2015. By AASHTO s estimate; states may not be:able to
obligate almost any new federal highway funds that year, representing a 99.5 percent drop from
FY 2014 (i.e., $40 billion to $0.2 billion): This situation could also impede federal
reimbursements to states on existing cbligations; leading to serious cash flow problems for
states. Simply put; this is a devastating Scenario that'we must do all we can to avoid.
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As a major potential disruption to the HTF remains on the horizon, the Congressionally-
chartered National Surface Transportation Policy and Revenue Study Commission has projected
annual federal capital investment needs at $225 billion for the next fifty years. When compared
to the current funding level of about $90 billion, there is a significant investment deficit in
surface transportation infrastructure.

In order to sustain the long tradition of robust national investment in transportation, we must
ensure the HTF’s looming cash shortfall is addressed with solutions that enable sustainable
program funding not just beyond FY 2015, but for the long term.

Going back to the founding days of the Nation, Article I, Section 8 of the United States
Constitution notes that it is a duty of the federal government to provide support for national
transportation investment. Through the development of post roads, canals, railroads, highways,
and airways with strong federal support throughout history, transportation investment has an
illustrious track record of creating jobs and supporting economic development throughout the
country.

However, in the recent decades—especially after the completion of the Interstate Highway
System—federal investment in transportation has declined significantly as a share of the Gross
Domestic Product (GDP).

EXHIBIT 2. FEDERAL TRANSPORTATION SPENDING AS PERCENT OF GDP
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Given that much of the Interstate system has now reached:the end of its design life and must be
reconstructed or replaced, and there is considerable need for additional capital improvements to
the broader federal-aid highway network: ahd the country’s:transit system, there is a strong
argument that the federal government should strive to return to this prior level of investment
relative to the national economy.

While federal investment has declined; infrastructure conditions and performance continue to
deteriorate; increasing indirect costs to travelers and broader economy. According to the
American Society of Civil Engineers (ASCE); 66,749 of America’s bridges—ot 11 percent of
the total-—have been identified as structurally deficient, earning it a grade of C+. Road and
transit system fare even worse, with a grade of D; aviation; inland waterways, ports; and rail
earned grades of D, D-, C, and C+ for; respectively. Furthermore, ASCE has identitied 42
percent of major urban highways as congested, costing $100 billion annually; 32:percent of roads
are deemed to be poor or mediocre condition;, costing the average motorist $324 per year:

At the same time, we’re falling behind global peers in-infrastructure quality and-economic
competitiveness. The recent Global Competitiveness Report rankings from the World Economic
Forum on infrastructure quality has listed the United States at 25th place—down from ninth
place just a few years ago in 2009.

ExmiBIT 3. DECLINE IN US INFRASTRUCTURE QUALITY RELATIVE TO PEER NATIONS
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a key element of the national transportation investment strategy. A potentially catastrophic
disruption to the federal transportation program in FY 2015 will produce serious losses that
threaten the gradual macroeconomic recovery seen in the last few years after the Great
Recession.

While the HTF continues to derive about 90 percent of its revenues from taxes on motor fuels,
these taxes are facing an increasingly unsustainable long-term future, therefore placing the
viability of the HTF in question. Three factors explain the challenges faced by the motor fuel
taxes.

First is the stagnation of vehicle miles traveled (VMT) in the United States, on an aggregate
basis. Steady increase in VMT has allowed the HTF to see corresponding revenue increases
without necessitating constant adjustments in fuel tax rates for most of its existence. While the
total VMT is expected to climb up in the future years due to increases in both population and
economic activity in the post-recessionary environment, it is unlikely to see the 3.2 percent
growth rate experienced on average between 1956 and 2007.

EXHIBIT 4. VERICLE MILES TRAVELED, JUNE 2003 TO JUNE 2013
{Moving 12 Month Total}
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Second, motor fuel taxes at the federal level were last increased to the current rates of 18.4 cents
per gatlon for gasoline and 24.4 cents for diesel 20 years ago in 1993. As an excise tax levied per
gallon, taxes on motor fuel have lost a significant share of its purchasing power. Compared to the
Consumer Price Index, the gas tax had lost 37 percent of its purchasing power by 2012, and is
expected (o lose more than half of its value—or 52 percent—by 2023.
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EXHIBIT 5. PURCHASING POWER LOSS OF THE GAS TAX DUE TO INFLATION
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Third, according to the CBO, the recent increase in Corporate Average Fuel Economy (CAFE)
standards is expected to cause a significant reduction in fuel consumption by light-duty vehicles,

which would result in a proportionate drop

in gasoline tax receipts. CBO expects gradual

lowering of gasoline tax revenues, eventually causing them to fall by 21 percent by 2040. Just in
the 2012 to 2022 period, CBO estimates that such a decrease would result in a $57 billion drop in

revenues credited to the fund over those 11
credited to the fund.

years, a 13 percent reduction in the total receipts

Ex3uBiT 6. PROJECTED QUTLAYS AND RECEIPTS OF THE HIGHWAY TRUST FUND BY ACCOUNT, 2012-2022
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Source: Congressional Budget Office

Facing these structural headwinds, CBO projects the HTF in FY 2015 to incur $53.2 billion in
outlays while raising only $38.7 billion in receipts, leading to a total cash shortfalt of $15.1
billion for its Highway and Mass Transit Accounts. This situation is not new, as the HTF will
have—by the expiration of the Moving Ahead for Progress in the 21" Century (MAP-21)
legislation in September 2014—relied on a series of General Fund transfers amounting to $53.3
billion since 2008 to close this gap. But the annual cash imbalance is only getting worse, and the
HTF cannot incur a negative balance unlike the General Fund. This situation leads to three
possible scenarios for FY 2015:

1. Provide additional General Fund transfers to the HTF in order to maintain the current
level of spending and prevent a dramatic drop
2. Provide additional receipts to the HTF by adjusting existing revenue mechanisms or
implementing new sources of revenue
3. Reduce federal highway obligations supported by the HTF by almost 100 percent
In order to support the first two scenarios where current highway and transit investment levels
are maintained or increased, there is no shortage of technically feasible tax and user fee options

that Congress could consider.

EXHIBIT 7. MATRIX OF ILLUSTRATIVE SURFACE TRANSPORTATION REVENUE OPTIONS

{aif revenue estimates in § mitiions}

Mechanism Yield Hlustrative

Revenues AvgRevenues Total Revenues

Funding Mechanisms

2014

2014 2015-2020 2015-2020

Container Tax 31 per TEY= & . s S $
Customs Revenues {Partial Dedication} 1% of Reteipts = $ 357 1.0% s 35718 408 1% 2,451
Drivers License Surcharge (Annual} $1.00Surcharge=  § 222 $5.00 s 110818 115418 6,926
Excise Tax on Diesel {increase) itfgat= $ 398 15.0¢ $ 588313 6480 )% 38,877
Excise Tax on Diesel {indexing} /s § 4401 8 1,031 (% 6,183 |
1c/gal = § 12821 10.0¢ $ 12831ES 1336713 80,202
Excise Tax on Gas (Indexing) nfe S 1,086} 8 2,388} % 14,303
Freight Bill - All Modes 1%of Sales = § 8318 1.0% 5 8318} % 9236 % 55,415
Freight Bill - Truck Only 1%ofSales= § 21| 10% 1S 723118 018l s 48,110
Freight Charge - All Modes {Ton} itfton= § 180 25.0¢ $ 449218 4988} 29,929
Freight Charge - All Modes (Ton-Mile) itftormites $ 47,530 0.5¢ $ 2376513 26,389 % 158,334
Freight Charge - Truck Only (Ton) 1chen= § 124] 250c 1S 3008)$ 3,480 20,641
Freight Charge - Truck Only (Ton-Mile), itfranmiles § 139111 0.5¢ 5695618 7724] 8 46,342
Harbor Maintenance Tax (Increase} 0.1%Tax= § 1331} 0S% 1% 665713 736415 43,584
Heavy Vehide Use Tax {increase) 100% increase = $ 852 15.0% S 12813 18313 977
{imported Oil Tax 5100/8bis = $ 3528 ¢ $1.00 $ 352818 35281 % 21,371
Income Tax - Business {Partial Dedication} 0.1% of current taxes = § 440 10% 13 83913 48473 29,082
income Tax - Personal {Partial Dedication) 0.1% of current taxes = $ 1508 10% $ 150843 183931 % 110,356
Registration Fee on light Duty Vehicles (Annual} $100Fee= § 259 $10.00 $ 2594) % 2731 % 16,387
Registration Fee on Trucks {Annual) $100Feex 4 5] 51500 |3 131§ 1331 8 797
Sales Tax on Auto-retated Parts and Services 10%ofSales = § 2,567 1.0% S 2567[¢ 2883 % 17,298
Sales Tax on Fuel - Diesel 10%afSates = § 1253 11.0% $ 13782)% 15,8391 8 95,033
Sales Tax on Fuel - Gas 10%ofSales = § 3,711 8.0% $ 296865 33,1261 8 186,753
Sales Tax on New and Used Light Duty Vehicles 10%ofSales s $ 2,619 1.0% $ 2619]5% 261918 15,715
Sales Tax on New Light Duty Vehicles 10%ofSates = § 1835 1.0% $ 1625 % 162818 8,752
Sales Tax on Trucks and Trailers {increase) 1%ofSales = § 268 5.0% $ 13401 % 1677} S 10,062
Tize Tax on Light Duty Vehicles $100Fee= § 195§ $3.00 S S84t s 61518 3,687
Tire Tax on Trucks {increase) 100% increase= & 434 10.0% s 4313 5414 326
Vehicle Miles Traveled Fee on Light Dxit_y\/eh)cl es {All Miles) ltl\ﬂT = $ 26,851 2.0¢ S 5378115 55,852 | 335,111
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However, if no new revenues can be found for the HTF and the third scenario prevails in FY
20135, state departments of transportation (DOT) will be left to face two dire consequences that
will severely undermine much-needed transportation investments throughout the nation: the

virtual elimination of federal funding and potentially significant delays on federal

reimbursements to state DOTs for costs already incurred.

Should the cash shortfall of the HTF materialize in FY 2015 due to the failure of additional
revenues identified in time, every state in the nation—based on the historical federal share—will
experience an average of 45 percent funding decline in their capital program for the year.

EXHIBIT 8. ILLUSTRATIVE STATE-BY-STATE ESTIMATE OF FEDERAL HIGHWAY APPORTIONMENTS FY 2015

WITH NO ADDITIONAL REVENUES TO THE HIGHWAY TRUST FUND

FY 2014 Estimated

Apportionments*

FY 2015 Estimated
Apportionments
Based Program

Reduction by 99.5%

FY 2014 Estimated
Apportionments®

FY 2015 Egtimated
Apportionments
Based Program

Reduction by 99.5%

Alabama $739,377,548 33,696,888 $399,854 985 $1,998.275
Alaska $488,657,038 $2.443,285 Nebraska $281,687.138 $1,408,436
Arizona $§713,043,171 $3,565.216 Nevada $353,877,660 $1,768,388
Arkansas $504,5669,278 $2,522,846 New Hampshire $161018.216 $805,096
Catifornia $3.576.886.247 $17,884,431 New Jersey $973,045,591 $4.865,228
Colorado $521,127,428 $2,605,637 New Mexico $357,883.246 $1,789.416
Connecticut $489,480,629 $2,447,403 New York $1.635,828,880 $8,179,144
Delaware $164,854,236 $824,271 North Carolina $1.014,526.299 $5,072,631
Dist. Of Col. $155,498,965 $777.495 North Dakota $241,049914 $1.209,750
Forida $1,846,456,138 $9,232,281 Qhio $1,306,308,688 $6,531,543
Georgia $1,258,346 951 $6,291,735 Oklahoma $618,075.107 $3,000,376
Hawaii $164,830,236 $824,151 Oregon $487,110.616 $2,435,558
idaho 3278743444 $1,393,717 Pennsylvania $1,598,989,212 $7,894,946
{llinois $1,385,563,679 $6,927.818 Rhode Island $213,132,752 $1,065,664
indiana $928,604,225 $4,643,021 South Carolina $611,847.012 $3,059,235
iowa $468,941,803 $2,344,709 South Dakota $274,835,348 $1374.177
Kansas $368.281,197 $1.841,406 Tennessee $823,529,537 $4.117,648
Kentucky $647.523,113 $3.237 616 Texas $3.075,425.063 $15,377,125
Louisiana $683,994.809 $3,419,973 Utah $313.975,586 $1,569.878
Maine $179,896,577 $899.483 Vermont $197,790,025 $988.950
Maryiand $584,011.433 $2,920,087 Virginia $991,722,683 $4,958,613
Massachusetts $591,887.074 $2,959,435 Washington $660,662,044 $3,303.310
Michigan $1.026,080,875 $5,130,404 Waest Virginia $425,895,633 $2.129,478
Minnesota $635,487.719 $3.177.439 Wisconsin $733,282.767 $3,666,414
Mississippi $471,339,174 $2,356,696 Wyoming $249,664,872 $1.248,325
Missouri $922.597 239 $4,612,986 TOTAL $37,798,000,000 $188,990,000

This means a significant portion of much-needed highway and transit projects—projects that
underpin economic development and improve the quality of life—in every community and
Congressional district will either be delayed or cancelled outright. Such cutbacks on contract
lettings would mean missed opportunities to pare down the backlog of investment needs, while
causing a negative domino effect on construction industry employment exactly when it is starting
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to rebound after being one of the hardest hit segments in the recent recession. Furthermore,
ramping up and down construction activities—including equipment and labor resource
management—due to the instability of the federal program would represent an extremely
wasteful exercise and impose hcavy opportunity costs for the entire transportation industry.

Rhode Island’s entire capital highway program is completcly dependent upon federal highway
funding. The total capital program for Rhode Island averages $250 million annually, with $210
million annually from HTF apportionments. For decades, the state match for federal highway
funds was provided by General Obligation bonds, creating a debt service burden on the only
other transportation revenue stream in Rhode Island — the state gas tax. The state has taken steps
to move away from a bond match for federal funds; steps that would potentially lead to the
creation of a dedicated funding mechanism for road and bridge preservation. These steps,
however, have not established a state-funded capital program.

A decade ago, Rhode Island moved ahead with innovative financing to complete more than $600
million in large-scale projects, including the relocation of a portion of interstate, improvements
to the freight rail system, and the construction of a highway interchange vital to economic
growth. The GARVEE method of financing allowed for borrowing against future federal funds.
The result is an immediate 25 percent reduction of the state’s capital highway program. Through
FY 2021, Rhode Island must rcpay an average of $60 million annually, with $50 million a year
obligated from federal funds. The shortfall in the HTF in FY 2015 would not only eliminate
Rhode Island’s capital program but the state would also face a $50 million GARVEE bond
repayment.

In addition to cutbacks in new obligations, the HTF shortfall in FY 2015 could potentially cause
delays on federal reimbursements to states for costs already incurred on highway and transit
investments. This almost took place five years ago when the HTF experienced its first cash
shortfall, leading to the imposition of modified payment procedures which occurs when the
Highway Account’s balance falls below a predetermined threshold. The Federal Highway
Administration (FHWA) had to cease its longtime practice of reimbursing state governments
electronically on the same day in which the state submits a request for payment. Rather, FHWA
decided to reimburse only on a weckly basis subject to availability of cash in the Highway
Account. This might have led to a situation where FHWA eventually could not cover 100 percent
of the bills received, leaving states to provide tbe necessary cash cushion for costs already
incurred while facing an ever-diminishing share of reimbursements from the federal government
comparcd to the full amount owed. Given the urgency of this situation, Congress passed
emergency legislation (H.R. 6532) which provided for $8 billion to the Highway Account from
the General Fund, signed into law on September 15, 2008.

With the 2008 experience as historical reference, a similar situation—even with optimized cash
management techniques—may occur at some point in FY 2015 due to the magnitude of the cash
shortfall. Given that cash flow projections are subject to unexpected or uncontrollable changes,
the HTF shortfall could take place even prior to FY 2015 if receipts come in lower than expected
or outlays come in bigher than expected in the period leading up to October 2014.
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Here are two tangible examples of how other states would be negatively impacted if no
additional revenues are found for the HTF by FY 2015. It’s important to keep in mind that even
states that do want to take leadership on infrastructure investment are hampered by slow
recovery from the recession that has diminished the states™ own resources, thereby necessitating
even greater reliance on the federal transportation program.

California

California receives approximately $3.6 billion in federal reimbursements annually for
transportation projects across the state. California’s statewide transportation systemn would
experience accelerated deterioration should major rehabilitation projects be cancelled or
deferred. California’s ability to manage one of its greaiest assets, the State Highway System,
would be severely impacted by the loss of federal resources. Even if reimbursements for existing
projects were to continue, California’s ability to move forward with billions of dollars of planned
projects would be greatly impacted.

In total, the lack of new obligations would imperil current year planned construction of $2 billion
for 250 state-sponsored rehabilitation projects, about $700 million in capacity improvement
projects, and billions more on local streets and roads. Some of the current state projects that
could be delayed or halted due to funding shortages include:

. Interstate 80 pavement rehabilitation project in Sacramento County (northern
California) costing $95 million.

. Cajon Pass design-build roadway rehabilitation project in San Bernardino County
(southern California) totaling $107 million.

. Major pavement and roadway rehabilitation projects in Los Angeles County on routes
710, 210, 101, and several locations along Interstate 5 totaling $300 million.

. California has also utilized Advanced Construction on many large projects that may

have to be halted if federal obligations stop.

In addition, the California Department of Transportation oversees monthly capital expenditures
of nearly $500 million. Loss of reimbursement from the HTF for projects already underway
would quickly deplete available cash. If reimbursements from the HTF were to completely hait,
the State's primary highway account (the State Highway Account) would become insolvent in as
little as two months. Even projects and maintenance activities that do not rely on federal funding
would be impacted as state funds are expended without reimbursement from the HTF. In
surprisingly short order, the operations of the Nation's largest transportation agency would grind
to a halt.

Louisiana

Louisiana would sec a reduction of over $350 million in actual construction bid lettings in its FY
2014-2015 highway priority program if the HTF is not fully funded to the current level. This cut
represents a drop from $700M to $132M or over 80 percent. Louistana Department of
Transportation and Development (LADOTD) has significant concerns with what the HTF
shortfall will do to delaying projects and its effect on the state’s infrastructure, including impacts
to heavy road and bridge contractors.
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LADOTD made significant strides in the last eight years since Hurricane Katrina to improve
transportation infrastructure through investment of additional state dollars to complement federal
transportation funding. If the federal funds are virtually eliminated in FFY 15 and then restored at
areduced level in FY 2016 and beyond, projects will suffer a significant setback, and recent
gains could be lost.

Louisiana has a number of significant Interstate Highway System projects scheduled for
construction in FY 2015 and beyond. These projects—ritical to Louisiana’s commerce-—will
have to be deferred along with numerous other projects if the revenue shortfall in the HTF is not
addressed.

CONCLUSION

There is ample documented evidence that shows infrastructure investment is critical for long-
term economic growth, increasing productivity, employment, houschold income, and exports.
Conversely, withoult prioritizing our nation’s infrastructure needs, deteriorating conditions can
produce a severe drag on the overall economy. In light of new capacity and upkeep needs for
every state in the country, the current trajectory of the HTF-—the backbone of federal surface
transportation program-—is simply unsustainable as it will have insufficient resources to meet all
of its obligations in FY 2015, resulting in steadily accumulating shortfalls.

Since 2008, the Congress has avoided such shortfalls by transferring $41 billion from the general
fund of the Treasury to the HTF. It has enacted an additional transfer of $12.6 billion that is
scheduled to occur in 2014. If lawmakers chose to continue authorizing such transfers, an
additional $15 billion in FY 2015 and increasing amounts in subsequent years would be needed
to prevent future shortfalls, if spending was maintained at the 2013 level (as adjusted for
inflation).

Congress could address the projected annual shortfalls by substantially reducing spending for
surface transportation programs, by boosting revenues, or by adopting some combination of the
two approaches. According to the CBO, bringing the HTF into balance in FY 2015 would
require the devastating action of entirely eliminating the authority in that year to obligate funds
(projected to be about $51 billion for the federal highway and transit programs), raising the taxes
on motor fuels by about 10 cents per gallon, or undertaking some combination of those
approaches.

Whichiever revenue tools are utilized, at a minimum, it is crucial to identify solutions that will
sustain the MAP-21 level of surface transportation investment in real terms. Meeting this
minimum funding target would not represent an unreasonable financial burden on the traveling
public. For example, on a monthly basis, the amount of additional federal contribution needed to
support this level of expenditure is estimated to be $10.23 per household. This favors
comparatively to the monthly household spending on electricity and natural gas service ($160),
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fandline and cell phone service ($161), and cable and satellite television, radio and internet
access ($124), according to the American Road and Transportation Builders Association.

Given the devastating impact that a virtual elimination of federal surface transportation funding
and potential delays on federal reimbursements to state DOTs in FY 2015 can have on economic
recovery and construction industry employment, we look forward to assisting you and the rest of
your Senate colleagues in finding and implementing a viable set of revenue solutions to the HTF
not only for FY 2015, but that can also be sustained for the long term.
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Environment and Public Works Committee Hearing
September 25, 2013
Follow-Up Questions for Written Submission

Questions from Senator Barbara Boxer:

Question #1: Mr. Lewis, | have been highlighting the impact that will resuit next year if new obfigations
from the Highway Trust Fund were cut 100%.

From the perspective of a State DOT, could you explain how this would play out on the ground and
curtail the ability of States to build projects next year?

Answer: The Highway Trust Fund {HTF} that supports federal highway and transit investments is
expected to have insufficient cash to meet ali of its funding commitments, resulting in steadily
accumulating shortfalls in Federal Fiscal Year 2015 (10/1/2014~—9/30/2015). This means states would
not be able to obligate almost any new federal highway funds that year, potentially representing a 99.5
percent drop from FY 2014 {i.e., 540 biliion to $0.2 billion), Without Congressional action, this situation
will also impede federal reimbursements to states on existing obligations, leading to serious cash flow
problems for states. According to the U.S. Department of Transportation,

“based on current spending and revenue trends ...the Highway Account of the Highway Trust
Fund will encounter a shortfall before the end of fiscal year (FY) 2014. The surface
transportation program continues to outiay at a greater pace than receipts are coming in. As a
result, the cash batance has dropped by nearly 53.4 billion since the General Fund transfer
occurred. As of the ast week of December 2013, the Highway Account cash balance was $8.5
billion.”

in a recent AASHTO survey of the State departments of transportation, we asked the states to provide
information on the potential impact to their programs if Congress does not act to resolve the impending
short fall in the Highway Trust Fund. While many states declined to enumerate project-level impacts, 36
states provided a range of 5962 to 6717 projects impacted, with project dollar values ranging from $21.6
biilion to $24.5 biifion. A few states noted that while the total doliar value from impacted projects could
not be calcufated at this time, they estimated that the reduction in transportation investments would at
least equal one year’s worth of federal highway obligation authority.

Question #2: Mr. Lewis, in discussing revenue options you state that meeting the minimum funding
target of sustaining MAP-21 funding levels would only require an average additional household
contribution of around 510 dollar per month, a fraction of what families pay for the use of services and
infrastructure such as energy, internet service, phone service, and water,

Could you explain further how this figure was derived and how much that woutd generate nationwide?

Answer: In my testimony | stated, “For example, on a monthly basis, the amount of additional federal
contribution needed to support this level of expenditure is estimated to be $10.23 per household.” This
iltustrative example is based from our calculation that if each of the 118,7 miilion households in the
United States {as identified by the Census for 2011} paid an additional $10.23 per month into the
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Highway Trust Fund, its receipts would increase by an average of $14.6 billion per fiscal year between
2015 and 2020, This additional revenue, in turn, would allow for continuation of inflation-adjusted MAP-
21-authorized funding ievels for highway and transit over this six-year timeframe.

Question #3: Mr. Lewis, there has been a lot of talk in the trade press about the need to raise $14-15
billion in additional revenue per year in order to just maintain current investment levels in highways,
bridges, and public transportation systems.

Is that enough? Or do you think that Federal government shouid be spending more than it is now? if so,
why?

Answer: The gap between combined spending levels on highways, bridges and transit from the federal,
State and focal governments and projected levels of investment needed to maintain existing conditions
remains sizable. The most recent U.S. Department of Transportation report on the state of our
highways, bridges and transit infrastructure, 2010 Status of the Nation’s Highways, Bridges and Transit:
Conditions and Performance, which was released in 2012, projects that “$101 billion, plus increases for
inflation, would be needed annuaily over the next 20 years from all levels of government - local, state
and federal—to keep the highway system in its current state.” AASHTO’s 2009 Bottom Line Report
which is based on the same data used to produce the Conditions and Performance Report, projects
annual investments of $132 billion would needed to improve the highway system if travel growth
remains at approximately 1% a year. AASHTO estimates an annual investment of $46 billion for public
transportation is needed to improve system performance and condition, given an expected 2.4 percent
annual growth in ridership.

Given the needs estimates, all levels of government need to be spending more to maintain and improve
the transportation infrastructure. We understand the critical link between a providing and maintaining
a technologically modern system to support a 21* century economy that allows us to maintain our
competitive global edge. However, we also recognize the realities of the fiscal constraints within which
the States must operate.

We have developed illustrative information on three potential scenarios for investment:

1. Scenario One: Sustain Current investment in Real Terms {Average of $57.1 billion per year
federal investment between 2015 and 2020)

2. Scenario Two: investment Needs identified by USDOT Conditions and Performance Report
{Average of $63.1 billion per year federal investment between 2015 and 2020}

3, Scenario 3: Return Program to 1993 Purchasing Power {Average of $73.3 billion per year federal
investment between 2015 and 2020)
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Questions from Senator David Vitter:

Question #1: Recently, we have seen a few States take action to address their individual revenue
concerns, How would Federal action affect the states that have already taken action and the states that
are currently considering action?

Answer: AASHTO has been encouraged to see recent successes in state-based revenue initiatives to
increase transportation funding, Based on our discussions with leaders from these states, we
understand they were able to clearly articulate how to better meet the transportation investment needs
unigue to their own states and the attendant economic and quality-of-life benefits associated with such
actions. in general, we also understand that many of these states assume continuation of at least
current federal highway and transit funding levels that complement their recently-increased state
contributions. This implies that these states can only carry out their respective capital programs and
long-range plans as long as the current federal share is at least maintained, and they do not intend their
dollars to displace or backstop any potential reductions in federal investment.

Question #2: Several ideas have or will be discussed that place a particular onus on the states for
collection. Do you have any concerns with any proposal that either utilizes a current state collection
mechanism or relies on the state for collection purposes?

Answer: AASHTO believes the goal of identifying and implementing a stable source of funding
for the Highway Trust Fund could be achieved through a variety of existing and proposed
revenue mechanisms. Because of various strengths and weaknesses associated with such
revenue mechanisms {e.g., points of collection}, we do not explicitly nor implicitly identify any
single approach for recommendation over others. We do have concerns that mechanisms that
rely on state collection may infringe on a states’ refiance on that type of fee {e.g., fees for
vehicle registration or drivers licenses}. in addition, requiring a state to coilect a source of
revenue for the Highway Trust Fund may result in additional administrative costs for the state.
We do, however, absolutely remain committed to continue assisting Congress in adopting
politically feasible funding and financing solutions in line with AASHTO's overall reauthorization
recommendations.

Question#3: From your perspective as the Director of Rhade istand DOT and assuming the current
funding basetine, how far behind will Rhode Isfand be in terms of scheduled project delivery if the
funding issue is not addressed? What actions has your Department aiready taken to prepare for that
possibility?

Answer: Rhode Island has begun to prepare for the possibility of Trust Fund insolvency. Remaining
Federal FFY2014 funds are being reserved to cover expenses for ongoing construction work, and debt
service payments on GARVEE bonds needed for large projects implemented over the last decade, as wel
emergency repair projects approved by Department management. With the exception of emergency
contracts and projects funded through prior year earmarks and other non-program sources, funding



79
Page |4

authorization for new construction work will be postponed until the Highway Trust Fund insolvency
issue is resolved.

RIDOT plans to maintain a full staff as long as possible to manage ongoing projects and prepare, in the
event that Congress acts to restore federal highway funding. RIDOT also plans to maintain consuitant
and construction contracts during federal funding downturn, using available funding from sources such
as earmarks and a limited capital program. in order to manage risk and guard against depletion of
resources and possible layoffs, approximately $122 miflion in anticipated projects, programmed for 2014
and 2015 as part of the Transportation Improvement Program {TiP}, will be delayed.

This issue is absoiutely critical for Rhode isiand. The state’s capital highway program is entirely
dependent on federai highway funding. For decades, the state match for federal highway funds was
provided by General Obligation bonds. Reliance on borrowing created a debt service burden on the
other transportation revenue stream in Rhode island, the state gas tax, which provides a declining
allowance for operations and maintenance expenditures.

Within the fast three years, the Governor and leaders in the General Assembly have enacted
fundamenta! reforms to address Rhode istand’s transportation infrastructure funding needs. These
reforms inciude the shift that freed the State from using General Obligation bonds as the match to
federal program dollars and the transfer of existing debt service costs from gas tax to General Revenue.
However, these reforms are simply not enough, particularly in light of the projected Federal Highway
Trust Fund shortfall.

Continued federal funding is central to efforts to maintain and improve Rhode island’s transportation
infrastructure, as is diversification of revenue at the state level. However, there is no easy source when
it comes to provision of additional funding to meet transportation infrastructure needs. There are
projected deficits in the state General Fund in future years, leading to increased pressure from
competing interests, such as human services, education, public safety, and economic development, all
vying for limited resources. RIDOT is working cooperatively with the Administration and legislative
{eaders to both examine alternative sources for a state-funded capital program, and to seek emergency
borrowing authority to fill a portion of the gap left by the elimination of federal funding in FY2015, in the
event that Congress does not act.

Question #4: Maximizing efficiencies in the current system is an important part of the financing
dialogue, as it instills taxpayer trust. MAP-21 made some significant strides in that direction. However,
many fee] like more can be done. What are some areas that still need work and what areas can the
states play a more prominent role or where should they take the lead?

Answer: MAP-21 made great strides in accelerating project delivery, however more can be done.
Reauthorization legisiation could replicate the flexibilities in the pre-MAP-21 planning regulations which
enable planning decisions to be used in the NEPA process. Prior to MAP-21, the authority for the NEPA
process to adopt analyses and decisions made by States and MPOs during the transportation planning
process existed only in the transportation ptanning regulations. Although State DOTs welcome the
statutory authority in MAP-21, the statute establishes a much more complex and cumbersome process-
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which may deter States from undertaking this effort under the MAP-21 framework. The statutory
process could be amended to ensure that it replicates the flexibilities that are included in the pre-MAP-
21 planning regulations.

Reauthorization legistation could amend Section 169{f} of Title 23 to direct federal agencies to give
substantial weight to programmatic mitigation plans in carrying out their NEPA and permitting duties.
MAP-21 allows States and MPQs to develop programmatic mitigation plans as part of the statewide or
metropolitan transportation planning process, but this provision does not actually require
environmental agencies to consider programmatic mitigation plans when making permitting decisions.
Without such consideration, there is little incentive for States or MPOs to develop and negotiate
agreements on the more comprehensive mitigation plans. To provide states some assurances that
choosing to develop these plans will expedite environmental processes and permitting, federal agencies
could be required to give substantial weight to these plans in carrying out NEPA and permitting duties.

Reauthorization legisiation could clarify that under the NEPA delegation program, State DOTs may
assume USDOT's responsibitity for making project-level conformity determinations under the Clean Air
Act. SAFETEA-LU delegated project-level conformity to the States participating in the CE delegation
program along with all of the other project-level decision-making responsibilities. However, project-level
conformity was omitted from the full NEPA delegation program. As a result, States that receive
delegated authority under this program are authorized to make all project-level decisions except for the
project-level conformity determination. Delegation of project level conformity to the states that take on
the full NEPA delegation program would help ensure the streamlining potential of the delegation
program is fully realized.

Reauthorization legistation could include a provision to require USDOT, at the request of a project
sponsor, to initiate a NEPA review for a project that is planned to be funded with non-traditional funding
sources. Federal transportation funding is increasingly being supplemented with financing and non-
traditional funding programs, including for example, state and local financial mechanisms to leverage
federal funds, as well as the TIFIA and TIGER programs. Applicants for TIFIA and TIGER are expected to
demonstrate progress toward NEPA completion, yet federal agencies may be reluctant to initiate NEPA
when the project sponsor is not proposing to use traditionai federai-aid highway or transit funds. Asa
result, States increasingly find themselves in a catch-22: they cannot initiate the NEPA process because
they lack an identifled funding source, and yet they cannot obtain funding because they have not made
substantial progress through NEPA. To counteract this problem, USDOT could be required, when certain
criteria are met, to initiate NEPA review for these projects, upon a project sponsor’s request.

Reauthorization legisiation could index for inflation the doilar amounts for the CE for projects involving a
low level of Federal funding. MAP-21 establishes a CE for projects involving de minimis federal funding.
Those threshold amounts, set in 2012, could be adjusted for inflation, so that the value of the reform
stays constant and does not diminish over time.
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Finally, Congress could consider provisions that would allow routine ditch maintenance projects to
proceed without the need for a jurisdictional determination or permitting under Section 404 of the
Clean Water Act (CWA). EPA and the Corps of Engineers are developing regulations regarding wetlands
jurisdiction, State DOTs are concerned that the new regulations may cause many more roadside ditches
to be considered jurisdictional or potentially jurisdictional — and therefore would greatly expand the
number of ditch maintenance projects that require CWA jurisdictional determination or permitting
before the project can be completed. To reduce the amount of additional evaluations and permitting,
the federal government could allow routine ditch maintenance projects to proceed without the need for
a jurisdictional determination or permitting under the CWA,



82

Page |7

Questions from Senator Inhofe:

Question #1: TEA-21 was extended 12 times before we enacted SAFETEA-LU. SAFETEA-LU was extended
10 times before we passed MAP-21, MAP-21 is only a two year reauthorization.

What impact do short-term extensions have on projects of regiona! or national importance?
Can you talk about the costs of extensions vs. long-term transportation bills?
What would you consider to be an ideal length of a transportation bilf?

Answer: in October 2013, the AASHTO Board of Directors adopted MAP-21 reauthorization
recommendations. These recommendations assumed the successor legislation will authorize the federal
highway and transit programs for a six-year period between 2015 and 2020, similar to what we have
seen in prior surface transportation bills since ISTEA. In addition to providing a long-term planning and
investment horizon needed to effectively manage state DOTs' capital programs, we believe a six-year bill
provides the necessary timeframe to successfully implement criticaf policy reforms enacted in MAP-21
and the successor legisiation.

As you noted, the series of short-term extensions that we saw prior to MAP-21 and SAFETEA-LU present
a situation for state DOTs that is far from ideal. Because of the piecemeal amounts of federal funding
provided from short-term extensions {which can be further exacerbated when obligation limitation is
also provided on partial basis}, projects of national and regional significance that underpin economic
development and improve the quality of life in communities across the country could experience delays
or cancelfations, Such cutbacks on contract lettings would mean missed opportunities to pare down the
backlog of investment needs, while causing a negative domino effect on construction industry
employment exactly when it is starting to rebound after being one of the hardest hit segments in the
recent recession.

Furthermore, ramping up and down construction activities—including equipment and labor resource
management—due to the fack of stability in the federal program wouid represent an extremely wasteful
exercise and impose heavy opportunity costs for the entire transportation industry.

Question #2: { know this Committee is actively working along with the Finance Committee to find a
solution to the funding issues, but would you agree, if we have to, that the general fund could be a back
stop to assure state and city governments of continued funding? How important is that assurance?

Answer: AASHTO believes that Congress must at least maintain the existing MAP-21 highway and transit
program investment level in real terms. This funding level could be achieved through a variety of existing
and proposed revenue mechanisms—inciuding the General Fund. These mechanisms should strive to
provide program revenues that are sustainable and will thus not substantially fose purchasing power or
decline over time due to inflation or other factors, As long as this minimum funding target can be met,
we do not explicitly nor implicitly identify any single approach for recommendation over others. We do,
however, absolutely remain committed to continue assisting Congress in adopting politically feasible
funding and financing solutions in line with our overaif reauthorization recommendations.
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Question #3: Many members of my caucus believe we should live within our means, However, CBO
reported that absent a new revenue source or general fund transfer to address the $14 billion annual
shortfall in the Highway Trust Fund, we will need to cut the current highway program by almost 80%.
Even though we are 12 months away from a new reauthorization, are you seeing any impacts that the
report is having with your members? If so, what are those impacts?

Answer: The Highway Trust Fund (HTF) that supports federal highway and transit investments is
expected to have insufficient cash to meet all of its funding commitments, resuiting in steadily
accumulating shortfalls in Federal Fiscal Year 2015. This means states may not be able to obligate almost
any new federal highway funds that year, potentially representing a 99.5 percent drop from FY 2014
{i.e., 540 billion to $0.2 billion). This situation could also impede federal reimbursements to states on
existing obligations, leading to serious cash flow problems for states.

Based on a recent survey of State Departments of Transportation, it appears that the majority of State
DOTs (31} are pianning to maintain a normal level of capital program activities, which assumes a
continuation of MAP-21 funding levels in FY 2015. These states point to prior instances of
Congressionally-directed General Fund transfers to the Highway Trust Fund totaling $53 billion between
2008 and 2013 in order to avoid cash shortfal situations in the HTF. At the same time, however, most of
these states are preparing—to a varying degree —for the possibility of a greatly reduced federal highway
program in FY 2015 by developing contingency plans. The possible actions include, for example,
accessing standby lines of credit, increasing bond issues, increased state funding, and other measures
that reduce program-spending and/or increase non-federal funding.
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Senator BOXER. Thank you so much.

Next we turn to Janet Kavinoky, a friend of all of us. She is Ex-
ecutive Director of Transportation Infrastructure, Vice President of
Americans for Transportation Mobility Coalition, United States
Chamber of Commerce. We welcome you.

STATEMENT OF JANET KAVINOKY, EXECUTIVE DIRECTOR OF
TRANSPORTATION AND INFRASTRUCTURE, VICE PRESI-
DENT OF AMERICANS FOR TRANSPORTATION MOBILITY CO-
ALITION, U.S. CHAMBER OF COMMERCE

Ms. KAVINOKY. Thank you, Chairman Boxer, Ranking Member
Vitter, Senator Barrasso and members of the Committee, for the
opportunity to lay out the case for Federal leadership and funding
for transportation infrastructure.

Quite simply, roads and bridges, transit systems, railroads, wa-
terways and ports, airports and air traffic control form the frame-
work that makes economic activity possible. A national transpor-
tation network that meets current and future demand enables mo-
bility for customers and employees and supports seamless, reliable
and safe supply chains will boost gross domestic product. A system
that is disjointed, unreliable, unsafe and inadequate for future eco-
nomic and population growth will drag down the economy.

When transportation networks support predictable logistics,
there is a positive and strong correlation with job-creating foreign
direct investment. But as the United States transportation infra-
structure becomes less competitive with the rest of the world, busi-
ness will look to invest and employ people in other countries with
more efficient physical platforms.

Market outside their borders represent more than 80 percent of
the world’s purchasing power, 92 percent of its economic growth
and 95 percent of its consumers. More than 38 million American
jobs depend on trade. One in three manufacturing jobs depends on
exports, and one in three acres on American farms is planted for
hungry consumers overseas. The transportation system can either
build and strengthen or undermine efforts to build these bridges to
promising markets abroad and secure a brighter future where
international commerce generates economic growth and job cre-
ation at home.

The good news is that MAP-21 reflects a belief that the Federal
Government plays a role in furthering national interests, such as
U.S. global competitiveness, international trade and interstate com-
merce. In addition, the work of this Committee provided MAP-21
with critical reforms such as ensuring accountability for spending
money wisely, improving planning and prioritizing, delivering
projects faster and stretching user fees farther.

Now we must focus on the money and the future of the Federal
Highway Trust Fund, avoiding the impending crisis in 2015, estab-
lishing a structurally sound revenue approach for the period of
2015 to 2024, and preparing for 2025 and beyond.

There are three different paths to choose from. The first is to cut
back programs to fit available resources. According to the Congres-
sional Budget Office in July, this means zeroing out new Federal
obligations for highways, transit and safety in 2015, and substan-
tial reductions from current services levels in subsequent years.
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In the last several years, Congress has repeatedly voted to reject
dramatic cuts in highway and transit programs. We ask you to do
so again, because this path is unacceptable.

The second is to continue General Fund transfers. We are con-
cerned that this approach may not support economic growth com-
petitiveness in jobs over the long term, because the user fees are
the key to contract authority in multi-year Federal funding com-
mitments.

The third is to increase existing user fees and/or find new user-
related revenue sources, so that we can address the well-docu-
mented needs for today and tomorrow.

In the years through 2024, there are multiple revenue options
that could work alone or in combination. But we continue to believe
that the simplest, most straightforward and effective way to gen-
erate enough revenue for Federal transportation programs is
through increasing Federal gasoline and diesel taxes.

In addition, we must take full advantage of private sector capital,
innovation, problem-solving and collaboration. However, public-pri-
vate partnerships and other forms of private sector involvement
still require revenues and do not resolve the Highway Trust Fund
solvency issue.

Finally, now is the time to initiate aggressive research and devel-
opment in anticipation of 2025, when CAFE standards increase and
revenues from excise taxes on fuel are likely to require substantial
replacement as a primary source of funding.

There is no shortage of research that looks to the questions of
who pays how much and by what mechanism. One thing is for cer-
tain. There is no free lunch, there is no creative option and there
is no avoiding the revenue discussion.

Yes, this Nation is faced with difficult fiscal circumstances. How-
ever, without proper investment and attention to infrastructure,
our economic stability, job growth, global competitiveness and qual-
ity of life are all at risk. The Federal role is at its simplest: to make
sure that the Nation’s transportation system functions well as a
whole to support the economy. Let’s seize the initiative now to set
a new path that will ensure adequate funding to support that role
for years to come.

Thank you.

[The prepared statement of Ms. Kavinoky follows:]
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The U.S. Chamber of Commerce is the world’s largest business federation
representing the interests of more than 3 million businesses of all sizes, sectors,
and regions, as well as state and local chambers and industry associations. The
Chamber is dedicated to promoting, protecting, and defending America’s free
enterprise system.

More than 96% of Chamber member companies have fewer than 100 employees,
and many of the nation’s largest companies are also active members. We are
therefore cognizant not only of the challenges facing smaller businesses, but also
those facing the business community at large.

Besides representing a cross-section of the American business community with
respect to the number of employees, major classifications of American business—
e.g., manufacturing, retailing, services, construction, wholesalers, and finance—are
represented. The Chamber has membership in all 50 states.

The Chamber’s intemmational reach is substantial as well. We believe that global
interdependence provides opportunities, not threats. In addition to the American
Chambers of Commerce abroad, an increasing numbet of our members engage in
the export and import of both goods and services and have ongoing investment
activities. The Chamber favors strengthened international competitiveness and
opposes artificial U.S. and foreign barriers to international business.

Positions on issues are developed by Chamber members serving on committees,
subcommittees, councils, and task forces. Nearly 1,900 businesspeople participate
in this process.
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U.S. Chamber of Commerce

Senate Committee on Environment and Public Works

Hearing titled:
“The Need to Invest in America’s Infrastructure and
Preserve Federal Transportation Funding”

September 25, 2013

Intreduction

Chairman Boxer, Ranking Member Vitter and distinguished members of the Senate Committee
on Environment and Public Works, thank you very much for the opportunity to discuss the
importance of federal investment and leadership in transportation infrastructure. I am here today
representing the U.S. Chamber of Commerce and the Chamber-led Americans for Transportation
Mobility Coalition—a nationwide coalition of business, labor, highway and transit interests—
because we belicve strongly that federal investment in highways, public transportation and safety
is a necessary ingredient in the recipe for boosting economic productivity, successful
competitiveness in the global ecconomy, and maintaining a quality of life.

I want to start by saying “thank you” to everyone who worked hard to pass the bipartisan
highway, transit and safety transportation bill, Moving Ahead for Progress in the 21st Century.
MAP-21 made smart reforms to speed up much-needed improvements to our roads and bridges,
and public transportation systems; expanded the flagship federal credit program for surface
transportation—TIFIA; rejected calls for significant cuts to federal investment; and ended years
of short term extensions that created a great deal of uncertainty for businesses and infrastructure
owners and operators.

This hearing signifies the true beginning of the MAP-21 reauthorization process. The Chamber
and its members appreciate the EPW committee getting an early start, and focusing on the core
issue of the importance of federal investment.

Today, T will articulate the case for federal leadership and investment in highways, public
transportation and safety; present three paths to IHighway Trust Fund solvency; and outline a way
forward that will support the United States” global competitiveness, which depends on ensuring
that we have a 21st century infrastructure to support a 21st century economy.

L
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The Case for Federal Leadership and Investment

Without a first rate transportation system, we cannot maintain a first rate economy in the United
States. The federal government must take a leading role in making sure that transportation
policies, programs and investments contribute to a strong economy~including interstate
commerce and international trade—rather than inhibiting economic growth.

Quantifying Economic Benefit: the U.S. Chamber Transportation Performance Index

“Infrastructure is not the end result of economic activity; rather it is the framework that makes
economic activity possible.”!

A transportation system that works for businesses can propel economic growth and, conversely,
one that falls short of performing as it needs to will drag down the economy. This is the key
finding of the Chamber’s Transportation Performance Index (TPI). First released in 2010, the
TPI demonstrates that enhancing the performance of transportation infrastructure is a vital part of
creating sustainable, long-term growth~-growth our nation desperately needs.

The TPI comprises roughly 20 weighted indicators in each mode of transportation failing into
three categories:

* Supply, described as the availability of infrastructure, which is a key consideration for
businesses when deciding where to locate their facilities;

» Quality of service, the reliability of infrastructure, whether it supports predictable and
transportation services and travel; and,

e Utilization, whether current infrastructure can sustain future growth, Utilization is a key
consideration for companies that look years into the future to inform the decisions and
capital investments they make today.

Together, the indicators provide a snapshot of transportation system performance across U.S.
geography, economic sectors and demographics.

Much like the Dow Jones Industrial Index indicates financial market performance, the TPI is an
aggregate measure that is a useful snapshot of the transportation system as a whole at a point in
time. By watching it over time, trends and fundamental system health are slowly revealed.

! Trimbath, Susanne, “Transportation Infrastructure: paving the way,” STP Advisory Services, LLC,
(hitps:/twww uschamber.com/sites/default/fles/issues/infrastructure/files/ERA _Index_Economic_Analysis_2011_10
17.pdf), 2011.
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U.S. Transportation Performance Index
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The inaugural TPL, calculated for 1990-2008, reflected a six percent increase in performance
over that period. In contrast, the U.S. population grew 22 percent, passenger travel grew 39
percent, and freight traffic grew 27 percent. Given these facts, it is a testament to business
ingenuity that the TPI was not worse. Businesses work around transportation challenges by
scheduling deliveries in off-peak hours, implementing flexible employee work policies, and
substituting information technology for transportation services. There are also countless stories
of transportation infrastructure owners using the enginecring cquivalent of duct tape to hold
infrastructure together and crafting creative operational strategies to enhance throughput.

In the 2011 update, the data reflected a distinet uptick in the TPL. According to Dr. Susanne
Trimbath,

Much of the improvement in the TPI may be attributed, in the final analysis, to
the decline in economic activity in 2009. But that begs a question: If we can
improve the performance of transportation infrastructure by stopping economic
growth, is that progress? Of coursc, the answer is ‘no’. Stopping economic
growth is not progress; it is not a solution to the problem of poor performing
transportation infrastructure in America. Likewise, although raising gasoline
prices to $11 per gallon might solve the funding issue (Appleby 2009) it would
have other consequences for economic activity....The point is that a one or two
year improvement in performance won’t last without sustained effort. We will
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need to get out of our own way if we don’t want this to fall back again when the
economy rebounds in 2012.2

The TPI and Gross Domestic Product

Failure to address the transportation problems in this country undermines economic growth,
according to the econometric analysis of the TPI. There is a strong correlation between
performance, which the TPI defines as the degree to which the transportation system serves U.S.
economic and multi-level business community objectives, and economic growth as measured by
Gross Domestic Product (GDP).

This analysis is unique because it goes beyond merely charting the effects of spending and job
creation during construction. The findings of the TPI economic analysis are “different from
studies on how infrastructure spending creates jobs in the construction industry or any of a
multitude of cost/benefit studies in use today. By controiling for the primary factors known to
impact economic development, we are able to segregate a change in the economy that is most
likely attributable to the performance of transportation infrastructure.”

Instead, the analysis provides robust, stable results showing the overall contribution to economic
growth from well-performing transportation infrastructure is fundamental to maintaining a strong
economy.” Specifically,

Every one point decline or increase in the TPI correlated to a corresponding
decrease or increase of 0.3 percent of GDP. A status quo scenario—Ilargely
unchanged priorities, policies, regulations and investment levels—translated to
$336 billion decline in GDP by 2015. But there is good news: by following the
lead of the states with top transportation infrastructure performance, the country
as a whole could add nearly $1 trillion annually to GDP by investing in
transportation systems that meet and anticipate the needs of business.®

Transportation Performance, Foreign Direct Investment and Competitiveness

The U.S. Chamber works every day to build bridges to promising markets abroad, to tear down
the barriers that shut U.S. exports out of foreign markets, and to secure a brighter futurc where
international commerce generates economic growth and job creation at home. Increasing
investment in transportation infrastructure is central to these goals.

*Trimbath, Ph.D, Susanne, “Transportation Infrastructure: paving the way,” STP Advisory Services, LLC,

(hitp:ffwww. uschamber. com/sites/defuuli/files/issues/infrastructure/files/2009TPI Update_Economics_White_Paper
110712.pdf), 2011,

*Trimbath, Ph.D, Susanne, “Transportation Infrastructure: paving the way,” STP Advisory Services, LLC,

(http://www. uschamber.com/sites/defaudt/files/issues/ infrastructure/files/2009TPI Update_Economics White Paper

_LI0712.pdf), 2011.

* Transportation Performance Index - Key Findings, U.S. Chamber of Commerce,

(http://www. uschamber, com/sites/defauit/files/lra/files/LRA_Transp Index Key Findings.pdf), 2011.

® Transportation Performance Index — 2011 Update, U.S. Chamber of Commerce,

(httpo/www. uschamber.com/sites/default/fHes/issues/infrastructure/files/201 1 %20Update.pdf), 201 1.
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The TPI econometric analysis cxposed a strong correlation between transportation infrastructure
performance and foreign direct investment (FDI} in the United States. There is a positive
relationship between FDI that opens new establishments in the United States—-creating new
jobs—and the performance of transportation infrastructure as measured by the index.

According to the Organization for International Investment (OF1I), companies based abroad
investing in the United States and creating jobs for Americans provide 4.7 percent of private
sector employment. That includes approximately two million manufacturing jobs, accounting
for more than 17 percent of the manufacturing workforce. Quality transportation infrastructure
unleashes competitive advantage by leading to lower production costs making U.S. businesses
more efficient, making the United States a desirable location for new and existing businesses,
and also making U.S.-produced goods and service more competitive in the global ecconomy.®

New enterprises established by FDI may be more dependent on transportation infrastructure than
other types of infrastructure because of the need to move goods and people between the foreign
country and the United States. According to studies done by the Bureau of Economic Analysis,
most of what these firms import and about half of what they export is shipped from and to the
parent company in the foreign country, making transportation infrastructure an important
clement of their location decision. The results indicate that a commitment to raising the
performance of transportation infrastructure provides positive long-term value for the U.S.
economy.

OFII’s report, “Building Competitiveness: American Jobs, American Infrastructure, American
Global Competitiveness” clearly indicates that a commitment to increasing the efficiency and
performance of U.S. transportation infrastructure provides long-term, positive value for the U.S.
economy. According to the report:

America’s infrastructure crisis is threatening America’s global competitiveness
because it is eroding the country’s ability to attract and retain dynamic global
companies that create high-productivity, high-wage jobs. America’s ability to
meet the infrastructure needs of dynamic global companies increasingly lags the
ability of many other countries—in contrast to much of 20th century, when
America’s infrastructure was a strong pull attracting these companies. In the
United States, global companies have long been among America’s most
innovative. The U.S. subsidiaries of global companies, in particular, have long
created and sustained high-paying American jobs based on substantial
investments in ideas, capital, and exporting—niuch of which is based on lessons
learned around the world.’

While the United States has maintained its position at the top of the overal! World
Competitiveness Yearbook rankings, the U.S. sub-ranking for Basic Infrastructure has degraded
since 2005. The World Economic Forum also performs an annual infrastructure ranking in the

o Insourcing Facts, Organization for International Investment (http://www.ofii.org/resources/insourcing-facts. himl),
2013.

7 Staughter Matthew, “Building Competitiveness: American Jobs, American Infrastructure, American Global
Competitiveness, Dartmouth College (http://www.ofli.org/docs/OFL_Infrastructure_Paper.pdf), 2011,
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Global Competitiveness Report. The result is similar: U.S. transportation infrastructure is falling
behind.

Transportation, Logistics and Export Competitiveness

Without smart investment in U.S. infrastructure, American businesses will lose ground to major
international competitors. Less-developed and emerging market competitor countries recognize
the benefits of well-developed infrastructure and are preparing their transpottation systems to
move away from producing low-wage goods to producing the types of products that require the
specialization of labor that transportation infrastructure makes possible.®

Markets outside of our national borders represent more than 80 percent of the world’s purchasing
power, 92 percent of its economic growth, and 95 percent of its consumers. They are accessed
through transportation networks. More than 38 million American jobs’ depend on trade. One in
three manufacturing jobs!® depends on exports, and one in three acres'' on American farms is
planted for hungry consumers overseas. Exports alone supported approximately 9.7 miilion U.S.
jobs in 2011, as every billion dollars of exports supported 5,080 jobs in the United States.'

The Chamber promotes expanding American trade, two-way investment, and tourism through an
ambitious agenda to open international markets and reduce commercial barriers at home and
abroad. Our country should make a major effort to attract more global investors. High
performing transportation networks draw foreign direct investment, because infrastructure
supports predictable logistics, which are important to efficient trade.

Globally, logistics costs have fallen from about 20 percent of GDP in the carly
1980s to less than 10 percent. However, delays and unpredictability greatly
outweigh direct transportation costs (Arvis, 2010). Dclays are mostly related to
the performance of road, rail and port—not border crossings, the price of fuel,
service pricing, etc. The lack ol intermodal-connectivity and variable transit
times does more than cause delays and raise costs. They also hamper the ability
of firms to compete. Longer delays in transit mean having to hold higher
inventories {e.g., to avoid shortages of inputs)—bearing the higher risk associated
with warehousing and tying up capital for longer periods of time."”

¥ “Enterprising States: Creating Jobs, Economic Development, and Prosperity in Challenging Times,” U.S Chamber
of Commerce (htip://forum.uschamber.con /defanlt/files/2010 _Enterprising-States.pdf), 2010.

® “Trade and American Jobs: The Impact of Trade on U.S. and State-Level Employment: An Update,” Trade
Partnership Worldwide, LLC, (hup.//www.tradepartnership.com/pdl._files/Trade _and_American_Jobs7.2010.pdf),
2010

! progress Report on the National Export Initiative, The White House,

(http://www.whitehouse. gov/sites/default/files/exports_progress_report.pdf), 2010.

1 Fast Facts About Agriculture, American Farm Bureau Federation,

(htip://www fb. org/index. php? fuseaction=newsroom.fustfacts), 2012.

'? John, Martin and Chris Rasmussen, “Jobs Supported by Exports: An Update,” International Trade Administration,
U.S. Department of Commerce,

(http:/fwww.trade. govimas/ianw/build/groups/public/@ty_ian/documents/webcontent/tg_ian 00363 9.pdf), 2012.

" Trimbath, Susanne, “Transportation Infrastructure: paving the way,” STP Advisory Services, LLC,
(hitp:/www.uschamber.com/sites/default/files/issues/infrastructure/files/2009TP{_Update fconomics _White Paper

110712.pdh, 2011,
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Unfortunately, much of the United States’ transportation infrastructure—especially that which
supports interstate commerce and international trade-—is becoming less competitive with the rest
of the world, and our closest competitors.

An examination of the data for the US and our nearest competitor, Canada,
emphasizes the inefficiencies in [US] land transportation. A Canadian exporter
typically moves their goods for export 766 kilometers, versus a substantially
shorter distance for US exporters of only 484 kilometers. The difference in total
cost is about 10 percent ($1,249 per container in the US versus $1,123 in Canada).
The big difference is that US producers need more than 2 extra days to cover
nearly half the distance. When exporting through ports and airports, US
producers are able to cover 50 percent more distance in about the same amount of
time as Canadian firms, but at a cost that is almost 60 percent higher (even with
similar security measures in place). These inefficiencies put a burden on US
companies that their global competitors do not face.'*

Why the extra time to cover half the distance? A pervasive problem in the United States is
traffic congestion, which is at an all-time high and will only get worse, according to the Texas
Transportation Institute’s 2012 Urban Mobility Report.]5 The study revealed that Americans
spent 5.5 billion additional hours sitting in traffic in 2011. While accounting for only six percent
of the nation’s total freeway lane-miles and 10 percent of the traffic, 328 corridors account for 36
percent of the country’s urban freeway congestion. In 2010, congestion (based on wasted time
and fuel) cost about $115 billion in the 439 urban areas, compared to $113 billion (in constant
dollars) in 2006.'8

Most drivers “allow a little extra time” when driving during rush hour, especially for important
trips like getting to the airport or picking up kids after school, but the message of the Texas
Transportation Institute’s congestion report released earlier this year was clear: give yourself
more time to get places. For the first time, the TTI study calculated just how much “extra time”
you might need to build in to your plans. In Washington, DC, a 20 minute trip takes almost two
hours in heavy traffic.'” That is a huge difference trying to make a flight or being late to pick up
your kids. Compare this to businesses that use the transportation system every day and then start
doing the math: UPS carries six percent of U.S. GDP within its system every day. If every UPS
vehicle suffers a 5 minute congestion delay every day of the year, the annual operating cost to
UPS increases by $105 million. Imagine if every UPS vehicle suffers congestion delays of up to
two hours each day.

' Trimbath, Susanne, “Transportation Infrastructure: paving the way,” STP Advisory Services, LLC,

(htp://www.uschamber. com/sites/default/files/issues/infrastructure/files/2009TPI Update Economics White Paper
110712.pdf), 2011.

" Schrank, David, Bill Eisele, and Tim Lomax, “TTI’s 2012 Urban Mobility Report,” Texas Transportation Institute

(htp.//s3. documentcloud. org/documents/S66377/201 2-urban-mobility-report.pdf), 2012.

1 1® Schrank, David, Bill Eisele, and Tim Lomax, “201] Congested Corridors Report,” Texas Transportation

Institute, (Jutp./mobility.amu. edu/corridors/report/2011). 2011,

1 Schrank, David, Bill Eisele, and Tim Lomax, “TTI’s 2012 Urban Mobility Report,” Texas Transportation Institute

(htip://s3. documenicloud org/documents/566377/201 2-urban-mobiliry-report. pdf), 2012.




95

The services sector also suffers when congestion and lack of connectivity create inefficiency and,
in some cases, deterrence for travel at all. The travel and tourism industry represents another
clear example of an industry with job and growth opportunities that is heavily reliant on
transportation. Jonathan Tisch, Chairman of Loews Hotels & Resorts, recently highlighted the
connection between infrastructure and growth in the travel and tourism sector.

In my business, the travel industry, we see tremendous opportunities for growth in
a sector that already generates $1.9 trillion in annual economic output, supplies
$124 billion in tax revenue, and employs 7.5 million Americans. Over the next
decade, worldwide travel from rapidly developing countries like China, Brazil and
India is projected to grow by more than 100 percent-—additional visitors who
could generate billions to spur economic growth, job creation, and small business
expansion. Yet America's infrastructure system cannot handle the travelers we
already have, much less millions of new ones.'®

Businesses place a high value on mobility—of their employecs, customers and supply chains—
and are solution oriented. Chamber members have grown frustrated with the repetitive debates
over whether one mode is more important than another, or if one jurisdiction is receiving its “[air
share.” Businesses want to know if the transportation system as a whole will support reliable
and predictable, cost-effective, and safe transportation of goods and people from their origin to
their destination both today and into the future. They do not want to negotiate among 50
different states and myriad communities—there federal role in ensuring the national interest is
realized in an interconnected, scamless, and efficient transportation system.

Three Paths to Highway Trust Fund Solvency

The Chamber and the ATM Coalition believe, and the evidence supports, that federal investment
in transportation is vital for economic growth, competitiveness and jobs. Evidence is also
abundant that the United States is in a period of chronic underinvestment in all modes of
transportation. In order to secure our economic and demographic future, we must increase
infrastructure investment levels by all levels of government, including the federal government
and the private sector to address deteriorating infrastructure, inefficient systems, and inadequate
capacity.

The issue of sustainable, growing revenue for the federal Highway Trust Fund is central to MAP-
21 reauthorization. Over the next 12 months, elected leaders must lay a course for the future of
federal investment in highways and public transportation. This is an urgent matter, given the
Congressional Budget Office estimates show that the highway account and transit account of the
Highway Trust Fund will have insufficient revenues to allow any new obligations in Fiscal Year
2015. CBO’s projections show a $15 billion cash shortfall in 2015. In the absence of revenues
from the general fund or changes to HTF user-fee receipts, “bringing the trust fund into balance
in 2015 would require entirely eliminating the authority in that year to obligate funds (projected
to be about $51 billion)....” The 2015 problem is only the tip of the iceberg. The cumulative

'8 Tisch, Jonathan, “Meeting the Infrastructure Challenge Requires Innovative Solutions,” Huffington Post
(htip=/www. huffingtonpost, com/ionathan-tisch/us-infrastructure-_b_1939932 huml), Oct. 4,2012.
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shortfall in the highway and mass transit accounts of the HTF will be over $80 billion by 2020 if
spending levels are not dropped significantly. '’

The three alternative paths in front of Congress and the Administration today are identical to
those that the Chambcr and the ATM Coalition have presented to elected and appointed officials,
and the American public, for the past several years. Fach has a trade off:

Option 1: Cut transportation programs commensurate with available funding levels by
narrowing the scope of federal fransportation programs or by reducing the federal
matching share for projects.

Trade-off: Approaches of this type simply shift responsibility to states and local
communities, which will be forced to raise their own revenucs 1o address transportation
needs.

In the last several years, Congress repeatedly rejected dramatic cuts to highway and
transit programs. In 2005, Safe, Accountable, Flexible, Efficient Transportation Equity
Act: A Legacy for Users (SAFETEA-LU) established annual authorized funding levels
for the highway and transit programs based on an estimate of the amount of annual
revenue that would accruc to the Highway Trust Fund. SAFETEA-LU did not adjust
user fees for inflation, meaning purchasing power continued to decline. Nor did it adjust
for nceds, meaning that backlogs continued to grow. When actual revenues did not meet
projections, Congress reinforced its commitment to the authorized investments and
reimbursed the Highway Trust Fund for monies that had been taken out in earlier years
for other purposes. In passing MAP-21 last year, Congress rejected changes to user fees
to bring them in line with spending, but also rejected dramatic cuts in highway and transit
programs, instead choosing to use general fund offsets to maintain federal funding levels
for highways and public transportation.

We strongly urge Congress to continue to reject cuts to federal program levels that
would, in turn, pass the buck to states, localities and the private sector. These cuts are not
acceptable to the Chamber. This option is tantamount to abdicating responsibility for
interstate commerce, and ignoring the importance of connectivity and the value of a
national system.

Option 2: Pay to maintain or increase transportation spending with a general fund
transfer, which would require non transportation-related revenue increases, cuts to other
programs, or deficit spending.

Trade-off: This approach discontinues the “user pays™ basis of federal transportation
policy. Instead, surface transportation programs would be paid for by increasing general
taxes or by borrowing from future generations. Most important, this option eliminates
the certainty of a multiyear transportation program and forces transportation investment

19 “Testimony on the Status of the Highway Trust Fund,” Kip Crawley, Congressional Budget Office,
Btip:itwww. cho. govipublication/44434, July 23, 2013.
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to compete with other domestic discretionary programs as part of annual budget and
appropriations processes.

Although the Chamber appreciates the willingness of Congress to shore up the Highway
Trust Fund through general fund transfers, this option is not a long-term solution to the
structural problem of insufficient user-fee based revenues. It can provide a bridge until
tevenues are identified, but it will not provide sustainable, predictable and growing
resources for the Highway Trust Fund and the certainty that is needed for efficient capital
investment.

Option 3: Increase user fees and identify new revenue sources to address well-
documented needs for today and tomorrow.

Trade-off: The simplest, most straight-forward, and effective way to generate enough
revenue for federal transportation programs is through increasing federal gasoline and
diesel taxes—and the one that is most often dismissed because the challenge is one of
political will. This debate-—particularly the revenue considerations it entails—will never
be convenient. But matters of convenience are not what Americans ask of their leaders in
Washington.

Tax reform, deficit reduction and debt measures present opportunities to address revenue
sources for transportation, in particular by ensuring that the need for drastic cuts or
additional general fund transfers for the Highway Trust Fund at the expiration of MAP-
21 is avoided, and that the current sources of user-based revenues for the Highway Trust
Fund produce sustainable, predictable and growing cash flows until a new revenue
structure can be identitied and implemented.

A Way Forward

[n discussing highway, transit and safety legislation over the years, the Chamber has been clear,
consistent, and repetitive on three key points:

Reform: Getting the Most Bang for the Buck out of Federal Investments

Discussions on transportation often revolve around the question of “how much?” which is not the
only important question—or even the most iraportant (although it is a vexing, and necessary
issue). During SAFETEA-LU reauthorization, the Chamber pressed Congress to adopt a focused
federal transportation policy framework and program structure to guide sutface transportation
investment and fo ensure that revenues derived from transportation infrastructure ot
transportation activities should be dedicated to transportation investment.

Congress took steps to ensure that money invested in transportation is spent wisely. MAP-21
reforms focused on ending waste and targeting funding for the highest priority projects. The
changes to programs should enable states and Metropolitan Planning Organizations to focus on a
sensible mix of projects based on actual need and not on politics or ideology—more road
construction in some areas, more investment in public transportation in others. MAP-21
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specifically stopped diverting money intended for transportation to non-transportation projects.
With these reforms, dedicated transportation funds should not be used to pay for other, unrelated
projects, restoring trust and confidence with taxpayers, who expect their money to go toward the
intended purposes.

As a nation, we must continue pressing decision-makers to do a better job planning and
prioritizing. We must do a better job delivering projects faster. We must do a better job taking
every opportunity to tap every possible source of capital so that projects that simply cannot be
financed ean use the limited pay-as-you-go dollars out there. Responsibility does not fall solely
on the federal government—-or any government—and there are effective ways to leverage
limited federal resources.

Private Participation: Promote Private Investment through Public-Private Partnerships

Public dollars should be leveraged by tapping the growing interest in public-private partnerships
(P3s) and other innovative financing arrangements. The private sector can bring innovative
problem solving and up-front capital to bear on the nation’s most complex, large transportation
challenges. P3s have the potential to drive urgent and complex projects forward in order to
deliver benefits sooner than under pay-as-you-go models. Significant value can also be derived
from private sector innovation and creativity in problem solving, performance measures built
into contracts, and establishing long-term collaborative opportunitics incorporating operations
and maintenance into an arrangement rather than taking the short-term vicw of design and
construction. The topic of P3s is worthy of its own series of hearings, and all levels of
government should be pursuing them at every opportunity.

There should be strong incentives for the investment of private sector resources and leveraging
of public dollars to the greatest extent possible. Barriers to private investment including
regulations and administrative processes that make project delivery take far too long should be
removed or reformed. Every state should have laws that not only allow, but welcome, private
investment.

Federal credit programs such as the Transportation Infrastructure Finance And Innovation Act
(TIFIA) can bring down the overall cost of capital for projects thereby freeing up cash flows to
draw in private investors. It is one of the best deals around: each dollar of federal funds can
support up to $10 in TIFTA credit assistance and leverage $30 in transportation infrastructure
investment.

However, public-private partnerships and federal credit programs are not a substitute for
systemic user-fee based funding. Rather they are contractual arrangements for financing, project
delivery, operations and maintenance and require sources of revenue (cash flows) to repay
lenders and investors. Although using alternative procurement approaches like a P3 can free up
pay-as-you-go funding sources for projects that do not fit into the P3 model, P3s arc not
substitutes for fixing the revenue problem facing the Highway Trust Fund. They do not provide
easy answers 1o tough issues.

13
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Federal Revenues for Systemic Invesiment

Even with significant reform and additional private dollars, existing resources cannot
keep the Highway Trust Fund solvent or support maintaining and, ideally increasing,
federal investment, to address maintenance backlogs and expanding capital and
operational needs. There is no free lunch, no “creative option™ that will fill the gaping
hole that has emerged at the federal level.

As the Chamber testified to the House Committee on Transportation and Infrastructure, on
February 13, 2008:

The Chamber is confident in the case for increasing the systemic funding
available for capital investment in infrastructure. As a nation, we must face this
fundamental fact—we are a growing pcople and a growing country with aging
infrastructure. We have to fix what we have, and then, if we want a new road, a
new runway, or a new ftransit system, we’ve got to buy it. No one is giving them
away for free...When it comes to funding and financing, every option must be
considered to address the enormous problems of the aging transportation
infrastructure.

The Highway Trust Fund is the main source of federal funding for federal highway and transit
programs. The Highway Trust Fund is composed of the Highway Account, which supports
highway and intermodal programs, and the Mass Transit Account, which funds public
transportation. The Highway Trust Fund is funded by a federal gasoline tax of 18.4 cents per
gallon and a federal diesel tax of 24.4 cents per gallon, as well as other fees. These user fees that
paid for much of the nation's postwar Interstate system and enabled multi-modal and intermodal
development have not been raised since 1993 and have failed to keep pace with inflation and the
soaring costs of construction and materials.

Historically, user fees deposited into the Highway Trust Fund have been the simplest, most
transparent and effective way of providing systemic revenue for federal highway and public
transportation programs. The Chamber and the ATM Coalition believe that Congress should
maintain a user-fee based Highway Trust Fund to support a strong federal role and enable multi-
year funding commitments by the federal government to states and metropolitan planning
organizations.

The trust fund eonstruct is valuable, especially in absence of capital budgeting, because properly
funded, it supports multi-year highway, transit and safety legislation that make use of those
resources in different ways—whether leveraged through TIFIA, distributed through competitive
grant programs, or allocated by formula. The Chamber and ATM want the revenues in the
Highway Trust Fund used as efficiently as possible, by organizations that are focused on getting
the best possible results for the investments, and with no waste, fraud or abuse.

How much is needed? The needs have been studied at length and quantified by many
organizations including the U.S. Chamber, and the short answer is: a lot more than is currently
being invested at all levels of government or by the private sector.
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What we do know is the supportable levels of highway and transit funding with current revenue
sources at their current levels, and the cost to the general fund in order to avoid those cuts.

That leaves the question of how to find the money.
There is no shortage of research that looks at the questions of “who pays, for what, how much,
and by what mechanism?” The Chamber recommends to this Committee the findings of the two

commissions created in SAFETEA-LU as a starting point:

The National Surface Transportation Policy and Revenue Study Commission
http://www. fransportationfortomorrow.com

The National Surface Transportation Infrastructure Financing Commission
hitp.//financecommission.dot. gov

These commissions looked at the full array of reports and research on the topic of federal
revenues for surface transportation. The Finance Commission, in particular, took an analytical,
highly structured approach to assessing revenue options. Notably, both commissions rejected the
notion that the federal government should get out of the business of investing in highways and
public transportation.

The Chamber looks at the funding challenge in three parts:

e 2015: The impending crisis requiring draconian cuts in order to maintain solvency.

e 2015-2024: During this period, the existing user fees could be modified to be
sustainable, predictable, and in pace with inflation. This is also a critical period for
conducting an aggressive research and developinent agenda for a long-term revenue
source.

e 2025 and beyond: It is at this point, when CAFE standards increase significantly, that the
revenues from gasoline taxes are likely to require substantial replacement as the primary
source of funding from drivers.

We are absolutely committed to working with Congress and the Administration in a concerted
effort to find a sustainable, predictable, growing source of revenue; exploring collection
mechanisms that are not administratively burdensome or costly; while continuing to look for
ways to address the inefficiency and problems in federal transportation policy and programs so
that every dollar that does come from the federal government gets the most bang for the buck.

‘What the Chamber is Willing to Do
Let us seize the initiative now to set a new path—a path that will ensure adequate funding for
years to come and that money is spent wisely and on projects of the greatest national benefit.

The federal government should not pass the buck to states and locals, nor should it wait for
money to grow on trees, or wish and hope that things will get better, There is no path to a 21

1!
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century infrastructure for a 21* century economy without increasing both public and private
investment in transportation infrastructure.

The private sector can help in four significant ways.
First, we are willing to pay to support public infrastructure.

We must find revenues for the Highway Trust Fund to ensure that the federal government
remains an important partner to states, locals and the private sector, to support international and
interstate commerce, economic growth and demographic change.

This includes paying more in user fees to shore up the Highway Trust Fund and ensure adequate
investment. As has been repeated several times, this is not a new position. The Chamber hag
been saying this to Congress every chance we can for years, We all know the dire condition of
our highway and transit systems. lt is going to take money to fix it—it is that plain and simple.
With the money running out, we need to phase in a moderate increase in the gas tax over a
number of years and index it to inflation. Shippers and truckers arc all on board to pay a little
more as long as the moncy goes back to where it is needed.

Second, we are prepared (o invest private capital.

When it comes to private investment in public infrastructure, we are prepared to pump as much
as $250 billion in private capital into P3s. In order to do that, more states must allow, by law,
P3s. Governors and legislatures need to reduce the political and financial risk of private
participation in these projects so investors know projects will be approved in a timely manner
and will have a good possibility of a deeent return.

Third, we can provide our expertise and innovations.

In order to make infrastructure work better for travelers, businesses, shippers and carriers, we
can mend our expertise and innovations to ereating the most efficient system. It is not all about
the money. We must make the transportation infrastructure that exists today work most
cfficiently, in the most cost-effective way.

For example, according to Jim Bak, a spokesman for Inrix, who partnered on the Texas
Transportation Institute congestion study: “There technology and the tools are there” to fix
traffic congestion. Options include GPS sysiems that provide real-time traffic information and
electronic tolling lanes such as the 1-495 HOT Lanes project.?

And Jourth, we are putting in the sweat equily.
We believe in building the case for a world-class infrastructure system that will put Americans

back to work, spur our economy, enhance our global competitiveness, reduce congestion and
improve mobility and safety, and prove that America can still get big things done. We are

* Hargreaves, Steve, “You're getting stuck in traffic less,” CNNMoney,
(http:/money.cnn.con/201 3702405 news/economylraffic-iams/index. ml), Feb, 5, 2013,
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lobbying, we arc educating, and we are building support. We have launched a new project to
create a blueprint for investing in transportation infrastructure and engage the larger business
community in the effort to articulate what the future of infrastructure needs to look like so that
we can expand coalition of supporters and build the political will to reform, reinvent and reinvest
in infrastructure.

It is Time for Washington to Lead

Federal infrastructure investment is about maintaining the billions of dollars in investments made
over generations and making strategic, prioritized choices to grow the economy in a
fundamental, ongoing way.

We cannot keep kicking the can down the road, or passing the buck to future generations, or
waiting to see if the private scctor or other levels to government will pick up the ball if the
federal government drops it. Much of America’s transportation infrastructure—roads and rails,
airports and seaports, inland waterways and airways——the proud legacy of generations past,
needs repair, replacenient, expansion and modernization.

This nation is faced with difficult fiscal circumstances. However, without proper investment and
attention to our infrastructure, U.S.” economic stability, potential for job growth, global
competitiveness and quality of life are all at risk. Delaying investment will not make
transportation problems go away. Instead, conditions and performance will worsen. Materials,
labor, and land will get more expensive and our businesses will be less competitive.
Opportunities to save lives will be missed. Amcricans are already paying dearly for inferior
transportation, through lost productivity, wasted fuel, and tragically, more crashes.

To head off this future and have a transportation system that supports a 21st century economy,
the United States needs a high level of investment targeted at improving performance across all
modes and across the country. We cannot just fix a few bottlenecks or address the problems in
one city or state.

Closing the gap between needs and resources is going to require leadership and political courage.
When you think, “we cannot afford to do this,” recall:

e The economic costs of congestion on the ground, in the air, and at our ports;

* The number of lives needlessly lost to poor roadway conditions;

¢ The negative impact an aging transportation infrastructure system has on our ability to
compete globally;

¢ The lost opportunity to employ hundreds of thousands of people in construction and
related industries by modernizing our highways, transit systems, airports, seaports,
waterways, and rails;

e The increased costs and decreased efficiency for American businesses; and

¢ The hundreds of billions of dollars annually in wasted fuel, lost productivity, avoidable
public health costs, and delayed shipments of manufacturing inputs, consumer goods and
other items critical {0 the underlying growth of our businesses.

17
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These things might not “score” for the Congressional Budget Office or the Office of
Management and Budget, but the costs are real.

And so are the benefits. Our national transportation system is critical for ensuring long-term
economic prosperity, and supporting Americans’ high standards of living, which have driven
economic expansion, and is the backbone of our business supply chain. Lasting jobs grow where
infrastructure works.

The management and planning of the nation’s transportation system is decentralized, and often
localized, and is both public and private. The federal role is to make sure that this system
functions well as a whole to support growth, competitiveness and a high quality of life. The
federal role is also to look ahead and prepare for the future: the Chamber’s business members
large and small engage in long-term planning that relies on assumptions about the physical
platform of our economy.

The Chamber calls upon all of America’s leaders in and out of government to put this country
first. Amcrica needs big solutions—it is time to put the smallness of politics aside.
Transportation is a great opportunity to prove that Democrats and Republicans can work
together, that states and the federal government ean each play an appropriate role, that business
can step up to help meet a major national challenge, and that all stakeholders can come together
to get something done for the good of the nation. We are ready to do it, and the Chamber looks
forward to working with Senate Committee on Environment and Public Works to meet the
challenge.

18
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Senator BOXER. Thank you very much.

And we are going to move ahead with Mr. Gregory Cohen. We
are very happy to see him, he is President and CEO of American
Highway Users Alliance.

STATEMENT OF GREGORY M. COHEN, P.E., PRESIDENT AND
CEO, AMERICAN HIGHWAY USERS ALLIANCE

Mr. CoHEN. Thank you, Madam Chairman, Ranking Member
Vitter and members of the Committee. I appreciate this oppor-
tunity to present the views of the Highway Users Alliance.

I want to emphasize up front that we are facing an epic crisis
with the insolvency of the Highway Trust Fund, and that a trans-
portation fiscal cliff is approaching rapidly.

As America fails to keep up with investment needs, we are slid-
ing on the economic ladder. For decades, American roads were No.
1 in the world, indisputably. According to the World Economic
Forum, today we are No. 18. This is no longer the exceptional sys-
tem that we inherited from the greatest generation.

The Federal highway program benefits every State, rural and
urban; serves every citizen, whether they drive or not. My state-
ment discusses the needs in detail, but I am going to select four
areas to highlight:

First is congestion. We talk about $100 billion or $124 billion as
the cost of congestion. That is just the cost of fuel and time lost.
It scratches the surface. When you look at qualitative issues, the
safety impacts of congestion, logistics, unreliability, jobs access, ac-
cess to employees, stress and health effects of congestion, EMS
slowing their responses, it is several times, probably, what we get
from the Texas Transportation Institute.

Let me talk about bridges. Yesterday’s hearing that talked about
the bridge collapses in Washington and Minnesota, tragedies. But
our bridges, 25 percent, as the Chairman mentioned, are now defi-
cient. That is the equivalent of 5,000 miles of bridges. You could
drive on I-10 all the way from the east coast to the west coast and
back. That is the mileage of bridges that need work.

Safety. One thing we can really guarantee is that if this program
can’t fund new projects in 2015, that 33,000 death toll that we are
facing is going to go up. We know our safety projects have a benefit
to cost on average of $42 for every $1 invested. It is just crazy not
to put in guardrails where they are needed. And that is the kind
of thing that is going to happen.

Commerce, particularly for road needs. Four percent of the road
network is our national highway system, that carries 40 percent of
the traffic, 85 percent of the truck traffic and 95 percent of the
tourist traffic. If nothing else is a Federal issue, these interstate
commerce routes certainly are.

Let me turn to funding. As the voice of highway users, I will
admit that we haven’t always jumped at the idea of raising user
fees. There are two main reasons we strongly support it now: First,
as I mentioned, the situation is critical, and the very existence of
the Highway Trust Fund is at stake. Second, the reforms in MAP—
21 we really believe went a long way toward restoring public trust
in Federal transportation programs and trust in the Highway Trust
Fund.
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At this point, the Committee is focused on preventing a cata-
strophic cut, but there should also be some consideration to meet-
ing actual needs. An annualized growth rate of about 1 percent
above inflation is basically what you need just to keep the situation
from getting worse.

Of course, it would be better to provide enough funding to actu-
ally improve the conditions. Here are three principles on funding
we think are important to consider:

No. 1, the mix of funding solutions must be focused on keeping
the Highway Trust Fund solvent and robust. Any supplements that
are beyond the Highway Trust Fund are good, but we need to focus
on the trust fund itself.

No. 2, we need to keep the tax broad, where everyone pays and
everyone benefits. And No. 3, let’s solve this problem once and for
all. The funding solution has to be sustainable so that future reau-
thorization bills can be enacted with guaranteed funding levels
that are a minimum of 5 to 6 years.

Keeping these principles in mind, let’s get specific. No. 1, we
need to look at raising the fuel tax once or in chunks to make up
for what has been lost to inflation since 1993. No. 2, we need to
look at indexing those fuel taxes to one or more variables to main-
tain or increase the purchasing power over time.

Three, we need to look at what Maryland and Virginia have
done, consider taxing fuel as a percent of wholesale fuel costs at
the terminal rack and provide the additional protections to ensure
stability when prices are volatile. Four, and this is really the last,
I hear you, Madam Chairman, but this is sort of a last thing, if we
can’t do everything we need to do, we might need to supplement
certain or all highway programs with either a one-time or small
General Fund contribution. After all, everyone, whether they drive
or not, benefits from good roads.

In conclusion, MAP-21 was a great example of doing the right
thing for the American people. Still, we can do better. Fiscal sus-
tainability can be achieved, reforms can further be strengthened
where appropriate. And it is in the national interest that we solve
this problem. The benefits of the Federal highway program reach
every corner of the country, urban and rural, all kinds of people
and businesses, farmers, office workers, truckers and tourists.

Thank you again for the opportunity to appear today and for
your consideration of our views.

[The prepared statement of Mr. Cohen follows:]
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Chairman Boxer, Ranking Member Vitter, and Members of the Committee, I appreciate
this opportunity to present the views of the American Highway Users Alliance on the
need to invest in America’s transportation infrastructure and the importance of stabilizing
federal transportation funding.

About The American Highwav Users Alliance

The Highway Users Alliance is an advocacy group representing hundreds of national and
state non-profits and businesses of all sizes, including AAA clubs, bus and truck
companies, motorcyclists and recreational vehicle users, and a diverse network of
companies that require a safe, efficient, and reliable national system of highways. Our
members represent millions of highway users across the country and we serve as the
united voice for better roads and fair taxation.

For over 80 years, The Highway Users has been an advocate for strong federal leadership
on American transportation infrastructure. We believe that the federal government has an
essential responsibility for ensuring safe interstate commerce, making America more
connected, and increasing mobility and opportunity for all citizens while contributing to
economic growth. The Highway Users has been a stakeholder on every federal highway
and surface transportation bill since 1932, including the historic Federal-Aid Highway
Act of 1956, which authorized the Interstate Highway System and created the Highway
Trust Fund, and the most recent MAP-21 law, which we endorsed and strongly supported
because of its critical reforms. As an appendix to this testimony, a list of MAP-21
reforms and programs that we supported is attached.

Surface Transportation Has Xts Own “Fiscal Cliff”

Before discussing specific needs and funding options, I want to emphasize up-front that
we are facing an epic crisis with the insolvency of the Highway Trust Fund and that a
transportation “fiscal cliff” is approaching that could lead to full cancellation of highway
funding for 2015. According to CBO, by the fall 0of 2014 there will be barely enough
revenue in the fund to pay for the obligations already made but not yet outlaid under
MAP-21 and SAFETEA-LU.

1
1101 14" Street NW, Suite 750, Washington, DG 20005, 202-857-1200, 202-857-1220 (fax), www.highways.org
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This is truly a qualitatively more difficult situation than is faced by other programs.

There is no question that many domestic discretionary programs are facing cuts due to
sequestration. Yet these across-the-board cuts pale in comparison to a nearly 100% cut in
highway funding, which will occur in fiscal year 2015 if Congress fails to act.

Diverse State Needs Add Up to Critical National Needs

In its most recent Conditions and Performance Report, FHWA estimates that the level of
highway capital investment at all levels of government ($91.1 billion in 2008) is actually
leading to a decline in the quality of our roads. In other words, we're falling behind
already, even before we reach this transportation fiscal cliff.

As America fails to keep up with investment needs, we’re sliding as an economic leader:
For decades American highway infrastructure was indisputably #1 in the world. After we
stopped building the Interstates, we started falling back. Since 1980, we increased
highway travel by nearly 100% while increasing road miles by only 6%. By 2006, our
road quality dropped to #6 in the world according to the World Economic Forum. In the
seven years since, we have dropped twelve spots to #18. This is no longer the
exceptional system that we inherited from the greatest generation.

In looking at needs, national statistics abound. But it is just as important (or more
important) for Congress to consider the needs qualitatively and holistically. Thisisa
program that benefits every State, and serves every citizen, whether they drive or not.
Even those who are not highway users depend on the vast national network of roads and
bridges to get food, medicine, and products delivered to their door —often overnight. The
investment in highway infrastructure serves America’s competitive interests as a whole
while simuitaneously improving individual lives in communities.

The 212 million licensed drivers that fund the Highway Trust Fund have very different
perspectives. In both urban and rura] areas, there are growing needs due to the aging of
bridges and pavements — many of which were built for much lower traffic volumes and
have exceeded their design life. Today, 25% of bridges are deficient. If we put them end
to end, they would stretch 5,000 miles -- or long enough to go from coast-to-coast and
back. These bridges are collectively getting older and States are working hard to reduce
deficiencies. But if we go over the transportation fiscal cliff, bridge deficiencies will
grow, with potentially catastrophic results.

We can be even more certain that there will be preventable deaths and injuries if funding
is not available for systemic safety investments and hazard elimination projects funded by
the Highway Safety Improvement Program (Sec. 1112 of MAP-21). These projects have
an average benefit to cost ratio of more than 42 to 1, according to SAIC, and correct
systemic safety problems and hazards that kill and maim people of all ages. For example,
there are investments that have completely eliminated run-off-the-road fatalities where
there were many and others that have helped make roads safer at all hours for the fastest
growing segment of the driving population: Seniors.
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Highways in rural States serve as a bridge for motorists, truck and bus drivers,
motorcyclists and RVers traveling between metropolitan areas; so, the residents of the
cities need the rural highways. And those highways link our rural communities and
businesses to the national and international economy. Highway investments help farmers
and ranchers by making agricultural trade efficient so that products are fresh for
consumers. Rural highways provide safe access for truckers and construction equipment
to domestic energy sources to help keep fuels affordable. Federal-aid highway funds
provide critical assistance to those who live and travel in rural communities that need
life-saving deployment of safety infrastructure and devices. For remote, economically
challenged communities, highways are literally a lifeline.

In more urbanized States and in metropolitan areas, highway funds help address costly,
frustrating traffic congestion. According to Inrix, the United States has the third most
congested roads in the world. Congested bottlenecks affect the flow of logistics across
the entire country. In fuel and time alone the costs exceed $100 billion per year. But the
true cost of congestion may be many times that amount once safety, stress and other
health impacts, unreliability in the logistics chain, emergency medical service delays, and
reduced access to labor markets are figured in. If States are unable to fund congestion
relief projects, the impacts will be felt far beyond individual metropolitan areas, they will
affect the entire country the way blizzards affect the network of airports.

In every State, the most economically critical road infrastructure network is the National
Highway System (NHS) program, which includes the Interstate Highway System. The
National Highway Performance Program (Sec. 1106 of MAP-21) funds the NHS,
focusing attention to the most critical 4% of our road network, which serves 40% of
traffic (including 85% of truck traffic and 90% of tourism traffic). It is of critical federal
interest that this system remains robustly funded by Congress.

Federal support for the Interstate routes, in particular, keeps that network safe and
efficient in both rich States and poor States; free of tolls, and open for business. The
benefits are extraordinary and a failure to support this system would likely pit States
against one another for toll revenue, significantly harming the efficient inovement of
interstate commerce.

Refuting the Myth that Highway Needs have Lessened

As the economy weakened over the past decade, some have argued that teens and young
adults don’t want cars or that driving is losing its appeal and, therefore, America no
longer needs to invest more in highways or should divert highway user fees to other
modes. When VMT dropped slightly and briefly during the recession, only 1% of the
drop could be attributed to growth in other modes. And while many teens are getting
licenses later for a variety of reasons (c.g. more young adults living with parents,
graduated license restrictions, and a general lack of employment), these may be
temporary phenomena. Some have also claimed that the growth in highway travel has
become irreversibly disconnected to its traditional correlation with growth in the
economy. But even if highway use does grow more slowly than GDP, America’s road
congestion is still increasing at the fourth-highest rate compared to all other countries. At
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a minimum, traffic will grow at least as fast as population growth and we remain a
growing country. In addition, freight traffic continues to soar. Even in a so-so economy
and with an unpredictable economic future, investment in road improvements remains a
smart move for America.

Funding the Needs

For obvious reasons, and unlike many transportation stakeholders, the American
Highway Users Alliance has not always jumped at the idea of raising user taxes on
drivers. However, there are two main reasons that we urge Congress in the strongest
possible terms to raise rates now:

First, the passage of MAP-21 went a long way toward restoring public trust in federal
transportation programs. Before MAP-21, it was no secret that many Americans were
upset with what they heard in the press about wasteful spending. Many felt that the old
“TEA”-era programs were allowing too much waste, diversion, and the construction of
so-called bridges to nowhere. The reforms of MAP-21, including program consolidation
and elimination, prioritization of the NHS, more funding for safety projects, NEPA
process reforms, attention to the highway freight network, and permit streamlining were
absolutely vital. Of course, as last week’s hearing revealed, full and proper
implementation of the reforms will be important to increase support for more funding.

Second, as discussed earlier, the Highway Trust Fund is in an extraordinarily bad fiscal
situation. The Highway Users strongly supports user-pay/user-benefit concept that
underpins the Highway Trust Fund. And as users, we agree that we are not currently
paying enough to even maintain existing conditions.

At this point, the Committee is focused on preventing a catastrophic cut, but as part of a
long-term reauthorization bill, there also should be some consideration to providing
funding to reverse this decline and begin to meet needs. According to the most recent
USDOT Conditions and Performance report, an annualized growth rate of around one
percent above the rate of inflation is needed just to keep our roads from getting worse.

Of course, it would be better to actually improve conditions. Implementing the full range
of cost beneficial projects would require an annual increase of between five and six
percent above the rate of inflation. It would be far better for the users to pay more and
actually experience improvements than to set revenue levels inadequately and have the
public feel like they’re paying more while the system continues to decay (albeit more
slowly).

As an organization, the Highway Users is open to many options to fund the Highway
Trust Fund. However, it is clear that some ideas are better than others. Here are three
principles that are important to consider:

(1) The funding solution must keep the Highway Trust Fund solvent. Some have
sugpested the Highway Trust Fund has outlived its usefulness because revenue is
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currently insufficient. We disagree. As the country faces growing pressure to
balance the budget and reduce debt, the presence of the Highway Trust Fund
locks off funding for its intended purpose. It creates the trust for the taxpayers
that their usc taxes will be spent primarily on roads and bridges.

Keep the base broad. The genius of the user tax on gasoline and diesel is that
everyone who uses the road pays and the users (and country as a whole) benefits.
With everyone paying a little bit, no single group is singled out to pay an
unreasonable antount. According to GAO, a mere $96 in federal gas taxes is
collected for the annual use of a typical sedan. It’s an incredible deal for
unfettered access to a vast highway nctwork.

@
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Solve the problem once and for all. The funding solution should be sustainable
over the long-termt so that reauthorization bills can be enacted with stable,
predictable, and guaranteced funding levels for a minimum of five years at a time.
The problem with the current, static, per-gatlon gasoline tax is that it doesn’t
automatically adjust with the variables that impact its purchasing power.

&
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If we cannot meet all three principles, we should get as close as possible: It may be
necessary to look once again at the general fund to get us through the fiscal cliff or split
the funding between the trust fund and the general fund (much like the transit program
does) for a few years until revenue increases are fully sufficient. After all, highway
investments provide benefits to the taxpaying public at-large, not just road uscrs.

Specific Revenue-Raisers to Consider

In keeping with the three principles discussed above, the American Highway Users
Alliance is open to a number of options for raising revenue. The most obvious solutions
include:

1. Adjust the fuel tax once to take into account inflation lost since 1993 (the last
time fuel taxes were raised).

2. Index fuel taxes to one or more variables to maintain or increasc purchasing
power over time.

3. Tax fuel as a percent of wholesale fuel eosts at the terminal rack with
additional protections to ensure stability when prices are volatile.

4. Supplement certain or all highway programs with a general fund
contribution. After all, everyone benefits from good roads.

We are also open o other solutions such as various bonding proposals, repatriation of
foreign assets, energy royalty revenues, and some of the other concepts discussed hy the
National Policy and Revenue Study Commission and National Transportation Finance
Commission.
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Funding Options that We Oppose

1. Tolling Existing Free Lanes on the Interstates. The current pilot programs to
do so have proven to be spectacular failures. Not a single interstate has been
tolled. Where it has been tried, the public has failed to support those who claim
that the tolls will be targeted primarily at visitors from other neighboring States.
While interstate truckers and truck stops fought back, it was typically local
community opposition that stopped these projects in their tracks. The pilot
programs have failed and they should be repealed. However, Congress should
keep the compromise reached in MAP-21, which allows tolling of new lanes and
new roads.

2. Raising the Federal Excise Tax on Trucks. The 12% retail tax on trucks and
truck equipment (FET) is alrcady cxcessive. Unlike the rest of the cost of a truck,
it cannot be finaneed and puts the price of trucks and equipment out of the reach
of many. It is also the most unpredictable and unstable of all the sources of
revenue in the fund. A higher diesel tax makes much more sense than raising this
sales tax.

Conclusion

Last year, this Committee, with leadership of the Chairman and Senator Inhofe, showed
that Members of Congress of all political stripes can come together when it comes to
building America’s infrastructure. MAP-21 was a great example of doing the right thing
for the American people. Still, we ean do better. Fiscal sustainability can be achieved
and reforms can be further strengthened, where appropriate. But the road ahead will be a
hard one to travel. As highway users, we are ready to pay more to keep the Highway
Trust Fund solvent so that we can rebuild America’s highways and bridges.

But — and this is important — it is in the national interest that we solve this problem. AsI
have noted, and as you will hear from others, the highway investments help improve
safety and contribute to economic competitiveness and personal mobility. These benefits
reach every corner of the country, urban and rural, and all kinds of people and businesses
-- farmer and office worker, trucker and tourist.

Thanks again for the opportunity to appear today and for your consideration of our views.
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Appendix (one page)
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Appendix

MAP-21 Programs & Reforms Supported by the American Highway Users Alliance

We supported:

* A strong focus on the NHS (federalism and economic growth)

® The funding increases for FHWA's safety program (but tweaks are needed)

* Bridge and tunnel inspection standards

* Development of the critical freight highway network

®* Reform of and funding increases for TIFIA

*  Streamlining (requires implementation, oversight, and review!)

* Inclusion of performance measures (but we are waiting to see how they’re
implemented)

* The compromise position on Interstate tolling (new capacity OK, no tolling of
existing frec lanes)

= Consolidation and elimination of low-priority programs and reform of the
Transportation Enhancement program (however, we do support funding
Recreational Trails)

* Consistency on elimination of earmarks (if none for Congress, then none for the

Executive Branch)



113

Questions and Answers for the Record

Environment and Public Works Committee Hearing — September 25, 2013

Senator David Vitter

Q1: Inyour testimony you credit the passage of MAP-21 for restoring public trust in the federal
transportation program and thus making your members more willing to support new revenue.
Specifically which MAP-21 reforms? And will full and proper implementation of those reforms be
essential for your member support?

Al: The reforms we supported in MAP-21 included but are not limited to the environmental
streamlining provisions, consolidation and elimination of non-essential programs, elimination of the
Transportation Enhancements mandate, a greater percentage of core funding for the Nationa! Highway
System {NHS) routes, and a greater percentage of funding going to safety projects. We agree that the
full and proper implementation of these reforms is essential by the due dates required in MAP-21,
however we do not demand that all regulations be put in place prior to passage of a new
reauthorization bill. The reason we are flexible here is because many of the rulemakings are not
required to be completed before MAP-21 expires on September 30, 2014. Some MAP-21 regulatory
deadlines extend as far as 2017. However, when Administration policy is put forward, we agree that it
must be fully and properly implemented as intended. Strong oversight from Congress is important. As
an example, we were disappointed that the Administration’s guidance for the Federal Highway
Administration’s Highway Safety Improvement Program {HSIP} permits the use of these funds for non-
infrastructure purposes. This was not the intent of Congress. So, it will be important that the new
reauthorization bill includes correction of Administration guidance and regulations that are not
consistent with Congressional intent.

Qla. Others still might not be convinced even after MAP-21. What additional reforms do you
think might be needed to take additional steps towards restoring confidence?

Ala. We support further streamlining and planning reforms, including the tightening of deadlines for
interagency review and adjustments to the funding limits for small projects that do not require a formal
NEPA process. As evidenced by a recent EPW hearing where the U.S. Army Corps of Engineers provided
a witness, some agency officials appear complacent or even antagonistic about the need to stick to firm
deadlines. We are pleased that both top Administration officials and Members of Congress on a
bipartisan basis have voiced strong support for cutting red tape and getting projects buiit more quickly.
In addition, while we support the “performance-based” requirements of MAP-21, we do not
recommend further requirements on the State DOTs until we have an opportunity to see that make sure
that the performance requirements are not adding additional delays and burdens on the States. Given
the fiscat problems facing the Highway Trust Fund, we would support an effort to further tighten
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eligibilities of funding out of the Highway Account to ensure that these are used for highway purposes.
In some cases, there may be opportunities to split-fund or generai-fund projects and programs that are
seen by critics as “diversions” of highway user fees.

Q2. n your testimony, you mentioned your members oppose tolling existing free lanes on the Interstate
and raising the Federal Excise Tax on trucks. Why those two?

A2. Fueltaxes are spread to a very large base of road users. As a result, the financial burden of paying
for roads in this way is incremental and not particularly painful at any one point in time. The 12% excise
tax on the sale of new trucks and truck equipment is a significant burden, particularly for small
operators. For example, the purchase of a $100,000 truck would incur a burdensome $12,000 tax. This
tax, even at the current rate, is unaffordable for many, leading to slower fleet turnover and more
volatility in revenue for the trust fund, particularly during recessions or when engines prices increase to
meet new environmental requirements.

Tolling on the existing untolled lanes of interstates is a major problem for highway users and businesses.
People have bought homes and set up businesses along Interstate highways. Suddenly slapping tolls on
a captive base of drivers would be intolerable and unpopular. In addition, the creation of the interstate
System was fundamentally a promise to the public that these were to be un-tolled roads. in addition,
the tolling of this specific system disproportionately burdens interstate travelers and has been shown to
create economic harm to businesses that operate at Interstate exits. Like the federal excise tax on
trucks, the base of interstate users is smaller, thus the financial burden on each tolt payer can be
considerably higher per mile than with a gas tax, even if the gas tax was raised substantially,

Despite these concerns, we recognize that a shortage of federal funds has led to States building new
roads and adding express lanes with toll financing. We supported the compromise in MAP-21 to allow
an unlimited number of these new projects to be built because the motorists are benefiting from new
capacity. This is a far cry from slapping tolls on an existing free lane, an idea we remain strongly
opposed to.

Senator James inhofe

Q1. TEA-21 was extended 12 times before we enacted SAFETEA-LU. SAFETEA-LU was extended
10 times before we passed MAP-21. MAP-21 is only a two year reauthorization.

a.  What impact do short-term extensions have on projects of regional and national
importance?

Ala. The impact is severe and many projects of regional and national importance simply cannot be
funded with a slow drip of federal funding authorized through extensions and short-term bills.

b. Can you talk about the costs of extensions vs. fong-term transportation bilis?
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Alb. Extensions create unpredictability and doubt over the future of federal funding. Projects that can
be built with extensions are typically low cost, easy-to-deploy projects, like those built under the 2009
“stimulus”. These are not the major projects that improve America’s logistics efficiency, replace major
interstate bridges, or remove major congestion. A rule of thumb for major projects is that a 10 year
delay doubles the project cost. When extensions replace long-term bills, these delays cost real money
and reduce the economic, safety, and quality-of-life benefits that should be realized by the federal
program.

c.  What would you consider to be an ideal length of a transportation bill?

Alc. The Highway Users strongly recommends that the next bill be enacted on time and with at least
six-years of stable, predictable funding so that States can get the most important projects built. This
would be impossible without a financially sustainable solution to the revenue problems facing the
Highway Trust Fund.

Q2. { know this Committee is actively working along with the Finance Committee to find a
solution to the funding issues, but would you agree, if we have to, that the general fund could be a back
stop to assure state and city governments of continued funding? How important is that assurance?

A2. We consider the general fund to be an option of last resort for traditional highway programs. As my
testimony indicates, there may be some options for using a greater amount of general funds for some,
less highway-oriented programs. If it is the only funding source available, we certainly wouldn't turn it
down. However, we urge the Senate to remain focused on restoring the financial sustainability of the
Highway Trust Fund. To a much greater degree than General Funds, a strong and stable trust fund
would give state and city government much more confidence that they have a reliable federal partner
for the long-term. We also believe that user fees can be increased slowly and relatively painlessly for
motorists. A bipartisan approach to this revenue problem is essential.

Q3. Many members of my caucus believe we should live within our means, However, CBO
reported that absent a new revenue source or general fund transfer to address the $14 billion annual
shortfall in the Highway Trust Fund, we will need to cut the current highway program by almost 80%.
Even though we are 12 months away from a new reauthorization, are you seeing any impacts that the
report is having with your members? If so, what are those impacts?

A3. Nweer data suggests that nearly 100% of the program would need to be cut to “live within our
means.” This is creating uncertainty and alarm among my members. As an example, one of our top five
members, an asphalt refining company, announced that they see too much unpredictability in the
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asphait market and are getting out of that business. That means there will be less supply of asphalt and
higher prices for taxpayers. in addition, among our truckers and other Interstate users, there is a
growing fear that a catastrophic failure of the federal program could fead to a balkanization of the
national network and the erection of tollbooths throughout the land. This would have enormous
consequences for national productivity, economic growth, trade, and gquality-of-life. Coming up with a
solution as soon as possible is critical to easing these fears and restoring economic growth for our

country.
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Senator BOXER. Thank you. What was your No. 1 again, of your
list? You said there were four things, but I missed No. 1.

Mr. COHEN. Raise the fuel tax, once or in chunks to make up for
inflation lost since 1993.

Senator BOXER. Thank you.

And we now are going to hear from our friend from the National
Construction Alliance, Ray Poupore.

STATEMENT OF RAY POUPORE, EXECUTIVE VICE PRESIDENT,
NATIONAL CONSTRUCTION ALLIANCE

Mr. PoupoRE. Thank you, Chairman Boxer, Ranking Member
Vitter and distinguished members of the Environment and Public
Works Committee.

The NCA2 that I represent is a partnership between four of the
Nation’s largest construction unions—the International Union of
Operating Engineers, the United Brotherhood of Carpenters and
Joiners of America, the Laborers International Union of North
America, and the International Association of Bridge, Structural,
Ornamental and Reinforcing Iron Workers. These four unions of
the alliance represent more than 1.5 million workers, many of
whom build our Nation’s infrastructure.

I myself am a member of the Operating Engineers, Local 324
Michigan, where I spent a lot of time working on transportation
projects as a young man, as a crane operator. These four large
basic trade unions that I represent build some of the Nation’s larg-
est transportation infrastructure projects. We just are finishing up
the first phase of the Dulles Light Rail project. We built the Wilson
Bridge a few years ago, and we just finished up the hot lanes in
this capital area.

If you move a little bit toward the midwest, right now we are just
starting the Ohio River bridges in Kentucky and Indiana. We re-
cently finished the Hoover Dam bypass bridge in Nevada and Ari-
zona. And a couple years ago, 4 or 5 years ago, we finished building
the Tacoma Narrows Bridge. We are currently underway with the
Alaskan Way Viaduct replacement in the Pacific Northwest, which
is in the State of Washington.

Bottom line is, Madam Chairman, we build the Nation’s infra-
structure. This is the most important jobs bill for construction
workers that we have. And the reason we are here today is because
of the crisis to the Highway Trust Fund. We thank you for bringing
everybody’s attention to it, and hopefully we can do something with
the time. We have 1 year to get this thing fixed.

We thank you for the great work you did on MAP-21. But I
would like to turn you and hopefully, I have extra copies if you
don’t of this graph that I included in my submission of testimony.
It shows the amount of unemployment we have in construction.
This is not a graph of my 401(k), it is worse. It is a graph of, we
had in construction 7,490,000 jobs in 2008; we are down to
5,798,000. We have lost almost 1.7 million jobs since 2008, Madam
Chairman.

I testified in front of your Committee back in January 2011. I
mentioned what these numbers really mean. And I tried to paint
a visual and I used a stadium analogy, the SuperBowl holds
100,000 people. Well, Madam Chairman, we could still fill 17
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SuperBowl stadiums with the amount of people we have out of
work. And as you know, these are friends of yours and friends of
mine, and everybody on the panel here. It is important that we get
our neighbors, your constituents, back to work.

Simply put, this battered industry cannot sustain the type of
blow that would be inflicted if Congress fails to enact a multi-year
fully funded surface transportation bill when MAP-21 sunsets.
Congress cannot allow the Highway Trust Fund to deliberately run
off the cliff like Thelma and Louise. The effect on the employment
in the construction industry would be catastrophic.

So NCA2 offers a few ideas and suggestions on how we might be
able to fix the hole in the Highway Trust Fund. We believe Con-
gress should allow States more flexibility in opening up new trans-
portation revenue streams, including a lifting on the ban on tolling
for new capacity. In addition, programs such as the vehicle miles
traveled tax, VMT, and other pilot projects, should be supported
over the duration of the next authorization to explore the viability
of these revenue sources.

We believe that bonding some part of the dedicated revenue
stream for the Highway Trust Fund may be a useful way to sustain
the program. And we believe that in order to achieve the needed
level of infrastructure investment, a gas tax increase is necessary
at an absolute minimum. As a long-term strategy, the gas tax must
be indexed as part of the solution.

The Nation’s roads and bridges are crumbling before our eyes.
Millions of American construction workers have left the industry
for lack of opportunity. We cannot afford to lose more construction
jobs. Yet without a solution to the problems in the Highway Trust
Fund, that is precisely what will happen.

The passage of a robust, multi-year transportation bill will stop
the bleeding and give the industry a much-needed shot in the arm.

You have the power to make this happen. But it will require
leadership. Saying no to every revenue option will not get us there.
We need to say yes to investing in this country, raising new rev-
enue. This Committee demonstrated that type of leadership in the
last Congress. We are eager to continue to work with you in this
113th Congress to remedy an even bigger problem, and indeed,
save the program.

Thank you, Chairman Boxer, Ranking Member Vitter, distin-
guished members of the Environment and Public Works Com-
mittee, for the opportunity to join you this morning, and for all the
work that you do that puts construction workers to work and espe-
cially the ones that I represent, I say thank you.

[The prepared statement of Mr. Poupore follows:]
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Testimony of
Raymond J. Poupore
Executive Vice President
National Construction Alliance I1

Environment and Public Works Committee
United States Senate
“The Need to Invest in America’s Infrastructure
and Preserve Transportation Funding”
September 25, 2013

Thank you, Chairman Boxer, Ranking Member Vitter, and distinguished members of the
Environment and Public Works Committee.

My name is Raymond J. Poupore. I am the Executive Vice President of the National
Construction Alliance II — a partnership between two of the nation’s largest construction
unions, the International Union of Operating Engineers and the United Brotherhood of
Carpenters and Joiners of America. The two unions of the Alliance represent nearly one-
million workers — many of whom build the nation’s transportation infrastructure.

I am a proud member of Operating Engineers Local 324 in Michigan, where I was a
crane operator for thirteen years. I currently have the distinct privilege of conducting
labor relations for the two unions of the Alliance on some of the nation’s largest
transportation infrastructure projects, from Woodrow Wilson Bridge and Dulles Light
Rail here in the Capital area to the Tacoma Narrows Bridge and the Alaskan Way
Viaduct in the Pacific Northwest.

Please let me turn now, Chairman Boxer, to the crisis that brings us here today. The
Highway Trust Fund faces a steep cliff on October 1, 2014. If the Highway Trust Fund is
allowed to go over the edge, the harm to the construction sector will be irreparable. Given
the critical role that the Environmental and Public Works Committee played in driving
the bipartisan effort to pass the last 27-month authorization, the Moving Ahead for
Progress in the 21% Century (MAP-21), we are again looking for your leadership to stave
off the dramatic harm that could be inflicted on the construction sector if new resources
are not found to fill the funding gap.

The NCA II believes that investing in American infrastructure is an essential element of a
national strategy to boost our economy. Without it, the NCA II is concerned that the
construction sector will hit new lows, dragging down other sectors with it.
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The unemployment rate in construction peaked at over 27% in February 2010, Thatis a
depression-cra level of unemployment. I have attached a graph to my testimony to give
you a look at the damage done to the construction sector and the workers init. You can
see that employment levels in the construction sector seem to have bottomed out, but we
are still in the trough; there has been only the slightest uptick in employment levels.
Unfortunately, the data reveals what appears to be a new normal in the industry. The
situation must not be allowed to worsen. We cannot plunge below the new, low normal.

It is truc that the unemployment rate in construction hit a five-year low in August at
9.1%. Yet the method of calculating that unemployment rate masks the real pain
experienced by workers in the construction job market, the real pain I’ve seen in the faces
of workers when they are laid off.

The last time the unemployment rate was so low (August 2008) there were well over 7-

million jobs in the construction sector. Today, there are less than 5.8-million workers in
the industry. Almost 1.7-million workers ~ close to one-quarter of the whole industry —
have left construction since the start of the Great Recession in December 2007.

As you know, those are not simply numbers on a chart. Those are the lives of hard-
working Americans, hardworking Operating Engineers, Carpenters, and other workers,
both union and non-union. They are your friends, your neighbors and your constituents.
And when they are hurting, our communities and our economy are hurting.

Simply put, this battered industry cannot sustain the type of blow that would be inflicted
it Congress fails to enact a multi-year, fully-funded surface transportation bill when
MAP-21 sunsets. Congress cannot allow the Highway Trust Fund to deliberately run off
the cliff like Thelma and Louise. The effect on employment in the construction industry
would be catastrophic.

The frequently cited analysis by the Federal Highway Administration regarding
employment impacts related to highway investments says that over 2/3 of the direct jobs
created by a transportation investment are in construction. The same Federal Highway
Administration study estimates that around 10,000 direct construction jobs are created
with every $1-billion invested in transportation.

Every job counts in our beleaguered industry and we are risking the loss of tens of
thousands more construction jobs if the surface transportation funding puzzle is not
solved.

NCA 1I is open and receptive to a whole range of revenue and {inancing options that we
believe should be pursued by the Finance Committee to remedy this crisis. The
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following are just a few options that transportation leaders in Congress should consider to
fix the hole:

»  We believe Congress should allow states more tlexibility in opening up new
transportation revenue streams, including a lifting of the ban on tolling for new
capacity. In addition, programs such as the vehicle miles traveled tax (VMT) and
other pilot projects should be supported over the duration of the next authorization
to explore the viability of these revenue sources.

»  We believe that bonding some part of the dedicated revenue stream for the
Highway Trust Fund may be a useful way to sustain the program.

¢  We believe that in order to achieve the needed level of infrastructure investment, a
gas tax increase is necessary. At an absolute minimum, as a long-term strategy,
the gas tax must be indexed as part of the solution.

« We belicve linking the revenues from existing domestic energy production with
investments in the nation’s infrastructure makes long-range policy sense. Even
leaving controversial issues like expanding drilling and the exploration of the OCS
and Arctic National Wildlife Refuge aside, depositing energy revenue in the
Highway Trust Fund binds important trends in energy consumption, production,
and transportation. The concept also enjoys bipartisan support.

The nation’s roads and bridges are crumbling before our eyes. Millions of American
construction workers have left the industry for lack of opportunity. We cannot afford to
lose more construction jobs. Yet without a solution to the problems in the Highway Trust
Fund, that is precisely what will happen. The passage of a robust, multi-year
transportation bill will staunch the bleeding and give the industry a much needed shot in
the arm.

You have the power to make this happen. But it will require leadership. This commitiee
demonstrated that type of leadership in the last Congress. We are eager to continue (0
work with you in this 113" Congress to remedy an even bigger problem and, indeed, save
the program.

Thank you, Senator Boxer, for the opportunity to join you this morning,
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Senator BOXER. Thank you so very much.

And our last speaker is Mr. Gregory DiLoreto, President of the
American Society of Civil Engineers. We just received a really in-
depth letter from them, but please proceed.

STATEMENT OF GREGORY DiLORETO, P.E., PRESIDENT,
AMERICAN SOCIETY OF CIVIL ENGINEERS

Mr. DILORETO. Thank you. Good morning, Chairman Boxer,
Ranking Member Vitter, Senator Merkley, members of the Com-
mittee.

It is an honor for me to appear before you today to discuss the
status of our Nation’s infrastructure. As noted, my name is Greg
DiLoreto, and I am the President of the American Society of Civil
Engineers.

As you noted, Chairman Boxer, our Nation’s infrastructure is in
trouble due to the under-investment at all levels of government. As
a result, ASCE believes that all options must be on the table as
we consider long-term funding solutions to our Nation’s surface
transportation system.

However, as we consider funding solutions, the question arises,
how have we gotten here and what can we do to fix it? The story
of our transportation infrastructure in this country is a story of our
American system working exactly as it should, with government
meeting the needs of the free market.

So why does the system not work? I am not the only person here
who has told you that our Nation’s infrastructure is hurting. By
looking to the past, I have to ask, now that we live in a global econ-
omy, why is our infrastructure not keeping pace with our growing
demands?

I recently spent time traveling in Asia on behalf of ASCE. I met
with transportation ministers and public works officials from sev-
eral countries. These countries are spending billions in transpor-
tation as they race to be competitive in a global market. As has
been noted this past year, ASCE released the 2013 Report Card for
America’s Infrastructure, which gave our country’s infrastructure a
D+. A committee of civil engineers, experts in the field of infra-
structure, used their expertise to analyze publicly available infor-
mation to assess our progress as a Nation over the last 4 years.

The good news is that we went from a D in 2009 to a D+ in
2013. However, when a D+ is good news, it is time for self-assess-
ment.

So what does a D+ mean? Does it mean we are one stiff wind
from total collapse? No. But it does mean we are not meeting our
country’s growing needs. We are not creating reliable funding
mechanisms to assure maintenance of our transportation systems.

Now, notice, I am not even talking about all the new infrastruc-
ture we are going to need to meet new demands. No, I am talking
about the maintenance and condition of the entire infrastructure
system that made this country great in the last century.

Deteriorating and aging infrastructure affects our families, our
local communities, our entire country. As was noted, for example,
more than 40 percent of our urban highways are congested. That
means Americans waste almost 2 billion gallons of gas per year
and that folks spent more than $7 billion on gas idling while in
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traffic. The point is that indirectly, we are spending this money
and we are not getting anything for it.

The Highway Trust Fund is essential for maintaining and im-
proving our infrastructure system. Poor infrastructure hurts our
quality of life, but it also hurts our economy. We also know that
investing in the building and maintaining of our infrastructure cre-
ates jobs for every American, both directly and indirectly. Not just
jobs for construction crews and manufacturers or even engineers,
but jobs for everyone.

In fact, at ASCE, we have conducted a series of economic studies
and found that deteriorating surface transportation infrastructure
will cost the American economy nearly 900,000 jobs in the year
2020 alone. However, if we can increase investments for surface
transportation, we can reverse this trend and instead create mil-
lions of jobs.

Since the creation of the interstate highway system in 1956, the
Highway Trust Fund has been supported by revenue collected from
road users. The system has served America well in the past, allow-
ing States to plan, construct and improve our surface transpor-
tation network. Now with the trust fund going bankrupt, the States
alone cannot solve our national transportation infrastructure
issues.

To prevent bankruptcy of the Highway Trust Fund in 2015, Fed-
eral surface transportation investment is estimated to have to be
cut by 92 percent. That is an unacceptable path. What would that
92 percent cut mean for your State? State transportation projects
would be delayed. Employees would be furloughed. Families would
see their infrastructures fall into disrepair, congestion would wors-
en while businesses would not be able to operate efficiently, there-
by increasing costs to American consumers.

We need your leadership to achieve a long-term revenue solution
for the Highway Trust Fund, which will help grow the economy,
create jobs and improve the quality of life for all Americans. We
need bipartisan, long-term solutions to ensure the Highway Trust
Fund can support the transportation infrastructure improvements
America needs.

ASCE wants to thank you, Chairman Boxer, and members of the
Committee, for your continued commitment to our Nation’s infra-
structure and for the opportunity to visit with you today. We look
forward to working with the Committee as it develops sustainable
revenue solutions for modernizing our infrastructure. Thank you.

[The prepared statement of Mr. DiLoreto follows:]
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The American Society of Civil Engineers (ASCE)! would like to commend the Senate
Environment and Public Waorks Committee for holding a hearing on the need to invest in
America’s infrastructure by preserving federal surface transportation funding. Federal revenues
supporting the Highway Trust Fund have not been adjusted since 1993; however, demands on
the system continue to grow. As a result, current levels of highway and public transportation
investment cannot be maintained solely with trust fund resources and Congress has had to rely
on the General Fund to shore up resources.

ASCE strongly urges Congress to identify a long-term funding solution for the nation’s surface
transportation programs in order to guarantee increased revenues for the 2014 reauthorization
bill. While MAP-21 reformed the federal highway and transit program, Congress was only able
to cobble together two vears of funding, meaning the long-term certainty that the program
requires for construction projects was not provided. Holding a hearing today, a year before
MAP-21 will expire, on the sustainability of the trust fund and assessing what the impacts are to
the nation’s roads, bridges, and public transportation systems is an important first step in the
proeess.

An Aging Infrastructure System

Our infrastructure is the foundation on which the national economy depends, yet it is taken for
granted by most Americans. While the Interstate Highway System is a shining example of a
focused national vision for the nation’s infrastructurc, an ever cxpanding population and a
growing economy requires these aging infrastructure systems to kecp pace. Deteriorating and
aging infrastructure is not only an inconvenience, it financially impacts our families, local
communities, and our entire country.

While revenue for the Highway Trust Fund continues to fall short, the current lack of
infrastructure investment has also weakened or nation’s surface transportation system, as well as
critical industries and construction employment. Our inability to keep our infrastructure efficient
undermines the U.S. competitiveness and economic strength.

ASCE’s 2013 Report Card for America’s Infrastructure’ graded the nation’s infrastructure a
“D+" based on 16 categories and found that the nation needs to invest approximately $3.6 tritlion
by 2020 to maintain the national infrastructure in good condition. The following are the grades
and the investment needs by 2020 for the surface transportation area:

o Bridges received a grade of C+;

o Transit received a D

o Roads received a grade of D, and combined with bridges, and transit, have an
estimated investment need of $1.7 trillion; and

o Rail received a grade of C-+ and has an estimated investment need of $100 billion.

' ASCE was founded in 1852 and is the country's oldest national civil engineering organization. it represents more
than 146,000 civit engineers individually in private practice, government, industry, and academia who are dedicated
to the advancement of the science and profession of civil engineering. ASCE is a non-profit educational and
professional society organized under Part 1.501(c} (3) of the Internal Revenue Code. www.asce.org

2 -
T waninfrastructyrereporteard.ore
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In an effort to see how significant investments are to the nation’s infrastructure, ASCE released a
series of economic studies that answer a critical question — what does a “D+" mean for
America’s economy and what is the return on investment we can expect to see. In 2011, ASCE
released the study that measures the potential impacts to the economy in 2020 and 2040 if the
nation merely maintains current levels of surface transportation investments.

The study, Fuiture to Act: the Economic Impact of Current Investment Trends in Surface
Transportation [nﬁ’axlruc‘turej , found that if investments in surface transportation are not made,
families will have a lower standard of living. businesses will be paying more and producing less,
and our nation will lose ground in a global economy. The nation’s deteriorating surface
transportation will cost the American economy more than 876,000 jobs, and suppress the growth
of the country’s GDP by $897 billion in 2020.The study also estimates that more than 100,900
manufacturing jobs will be lost by 2020. Ultimately, Americans will also get paid less. While the
economy will lose jobs overall, those who are able to find work will find their paychecks cut
because of the ripple effects that will occur through the economy. In contrast, a study from the
Aliance for American Manufacturing shows that roughly 18.000 new manufacturing jobs are
created for every $1 billion in new infrastructure spending.

ROUGH ROAD AHEAD

THE ECONOMIC IMPACT OF AMERICA'S FAILING TRANSPORTATION INFRASTRUCTURE BY 2020

Families have a
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Failure to Act also shows that failing infrastructure will drive the cost of doing business up by
adding $430 billion to transportation costs in the next decade. Firms will spend more to ship
goods, and the raw materials they buy will cost more due to increased transportation costs,
Productivity costs will also fall, with businesses underperforming by $240 billion over the next
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decade; this in turn will drive up the costs of goods. As a result, U.S. exports will fall by $28
billion, including 79 of 93 tradable commodities. Ten sectors of the U.S. economy account for
more than half of this unprecedented loss in export value — among them key manufacturing
sectors like machinery, medical devices, and communications equipment. On the contrary. most
of America’s major economic competitors in Europe and Asia have already invested in and are
reaping the benefits of improved competitiveness from their infrastructure systems.

Therefore, by improving the nation’s deteriorating infrastructure system both economic and job
creation opportunities will be provided, however first Congress will need to identify additional
revenue for the Highway Trust Fund.

A Diminishing Highway Trust Fund

Since the creation of the Interstate Highway System in 1956, the Highway Trust Fund has been
supported by revenue collected from road users. This “pay-as-you-go™ system has served the
nation well over the past half a century, allowing States to plan, construct, and improve the
surface transportation network. Additionally, the reliable stream of user-supplied revenue has
been critical to the legislative process, because it has enabled Congress to guarantee the
availability of multi-year funding to States.

The federal gas tax has not been changed in twenty years, creating a revenuc shortfall that
increases each year and which has been exacerbated by the weak economy. Currently, the
Highway Trust Fund is allocating more than the revenues it receives, with the trust fund
allocating $15 billion more in 2012 alone. However, the problems that the Highway Trust Fund
has experienced over the past five years pale in comparison to the 10 year shortfall projected by
the Congressional Budget Office (CBO).

The Congressional Budget Office recently projected that to prevent a massive shortfall for
highway and transit spending in 2015, Congress will need to severely cut highway spending by
92%, transfer $14 billion to the Highway Trust Fund from the General Fund, raise the federal gas
tax by at least 10 cents per gallon, or implement some combination of the three. If nothing is
done to make the Highway Trust Fund solvent, forecasts show that the fund will be insolvent by
October 2014, which would cut annual federal highway investment from $41 billion to $6 billion
and annual transit investment from $11 billion to $3 billion. On the other hand. if current revenue
and spending rates remain unchanged, the shortfall would exceed $100 billion by 2023. This is
an unacceptable path.

Establishing a sound financial foundation for future surface transportation expansion and
preservation must be an essential part of a reauthorization. Despite increased funding levels in
the Transportation Equity Act for the 21st Century (TEA-21), the Safe, Accountable, Flexible.
and Efficient Transportation Equity Act: A Legacy for Users (SAFETEA-LU), and Moving
Ahead for Progress in the 21 Century (MAP-21), the nation’s surface transportation system
requires even more investment. The current spending of $91 billion per year. from ali levels of
government, for highway capital improvements is well below the estimated $170 billion needed
annually to improve conditions.

The Federal Transit Administration (FTA) estimates a maintenance backlog of nearly $78 billion
needed to bring all transit systems up to astate of good repair. Demand for freight rail
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transportation is projected to nearly double by 2035 requiring an estimated $148 billion in
improvements to accommodate the projected rail freight demand increase. With funding as the
cornerstone of any attempt to authorize the nation’s surface transportation programs, it is
imperative that a variety of funding issues be advanced as part of an overall strategy.

ASCE supports a reliable, sustained user fee approach to building and maintaining the nation’s
highways and transit systems and believes that all funding and financing options should be
considered by Congress. In recent years the Simpson-Bowles Commission and the Gang of Six
on the National Debt have each come to the conclusion that additional user-based revenue to
needed, with each suggesting an increase in the gas tax. However, a full range of options must be
considered within the context of reauthorization, but also in the context of a broader tax reform
package.

Increasing Revenue for the Highway Trust Fund to Provide Adequate Infrastructure
Investment

While the federal gas tax is an important element of the current revenue stream feeding the
Federal Highway Trust Fund, it should be just one of many options considered. While in the
short term an increase in the gas tax might be the simplest way to quickly infuse the Highway
Trust Fund with additional revenue, it might not be the best method for long term viability.
ASCE supports a three step process to remedy this condition. First, raise the motor gas tax in the
immediate term through a broader tax reform package. This would provide a much needed
infusion of funding. In tandem with raising the motor fuels user fee, ASCE believes that it is
important to shore up the weakness of the motor fuels user fee and its inability to retain value
over the long term by adding a provision to the jaw that would index it based on the Consumer
Price Index (CPI). This would allow the rate to adjust. thus reflecting the current economic
conditions of the nation. Finally, motor fuels other than gasoline (diesel, ethanol, bio-diesel,
etc.) must be taxed in a manner equitable to the gasoline user fee. while other revenue sources
are also examined.

{.ong-term Viability of Fuel Taxes for Transportation Finance

ASCE supports the need to address the issue of future sources of revenue for surface
transportation funding. Congress should allow for the exploration of the feasibility of the most
promising funding options that will ensure the viability of the Trust Fund. In particular, the
impacts of increased fuel efficiency and alternate fuel technologies such as fuel cells should be
studied. A mileage-based system for funding our nation’s surface transportation systems also
needs further study, and the recommendation of the National Surface Transportation
Infrastructure Financing Commission calling for a transition to a mileage-based user fee system
must be considered. A federal effort to follow up on the work done in Oregon should be
cxecuted to determine the practicality of such a program. This data will be critical in
determining how to generate Trust Fund revenue as the nation’s dependence on gasoline as a fuel
source for automobiles is reduced.

Innovative Financing

Innovative financing techniques can greatly accelerate infrastructure development and can have a
powertul economic stimulus effect compared to conventional methods. However, it must be
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recognized that innovative financing is not a replacement for new funding. ASCE supports
innovative financing programs and the use of public-private partnerships and advocates making
programs available to all states where appropriate. Additionally, the federal government should
make every cffort to develop new programs. These types of programs include the Transportation
Infrastructure Finance and Innovation Act, National and State Infrastructure Banks, and Grant
Anticipation Revenue Vehicles. It should be noted, however, that innovative financing does not
produce revenue, and should not be seen as an alternative to increasing direct user fee funding of
surface transportation infrastructure.

Conclusion

Transportation infrastructure is the critical engine supporting the nation’s economy, national
seeurity, and public safety. It is the thread which knits the country together. To compete in the
global economy, improve our quality of life and raise our standard of living, we must
successfully rebuild America’s public infrastructure. Faced with that task, Congress must
continue to fund surface transportation projects and should approve a long-term Highway Trust
Fund revenue solution to complement Moving Ahead for Progress in the Twenty-First Century’s
(MAP-21) policy reforms before the law expires in September 2014. This long overdue
combination would maximize the ability of federal resources to build and maintain a national
surface transportation network that boosts economic competitiveness and job creation.

ASCE looks forward to working with the Committee as it develops additional revenue for the
Highway Trust Fund and begins work to reauthorize surface transportation programs.
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Washington Office
101 Canstitution Ave,, NW,
Suite 375 £ast

Washington, D.C, 20001

Environment and Public Works Committee Hearing
September 25, 2013

Follow-up Questions for Written Submission

Question from Senator Barbara Boxer:

1.

Mr. Ditoreto, ASCE’s report on the economic impact of transportation investment trends
assesses the impact in terms of doflars to fomilies and the costs in jobs to businesses by failing to
act. Would you elaborate more on the costs that impact American families?

Response:

The 2011 ASCE report, Failure to Act: The Economic Impact of Current investment Trends in
Surface Transportation (www.asce,org/failuretoact}, paints a picture of a very different America
in the future. If investments in surface transportation aren’t made in conjunction with significant
policy reforms, families will have a jower standard of living, businesses wilf be paying more and
producing less and our nation will lose ground in a global economy.

The nation’s deteriorating surface transportation infrastructure will cost the American economy
more than 876,000 jobs, and suppress the growth of the country’s Gross Domestic Product
{GDP) by $897 bitfion in 2020.

Our economic report on surface transportation reteased in July 2011 measured the impact of
current investment tevels in surface transportation on U.S. economic performance in 2020, and
in 2040. In order to predict those future conditions, ASCE based our analysis on current levels
and patterns of investment.

The analysis found that failing to invest in our roads, bridges and transit systems has a dramatic
negative impact on America’s economy, job growth and family budgets. In less than 10 years,
deficient infrastructure will cost businesses an added $430 billion in transportation costs, driving
up expenses and hurting profits.
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By 2020, more than 870,000 jobs would be lost, most of them high skilled, high paying jobs.
Those job losses will be partially offset by new jobs in the few sectors that benefit from deficient
transportation, such as auto repair and service deliveries. The nation’s deteriorating surface
transportation infrastructure will also suppress the growth of the country’s Gross Domestic
Product {GDP) by $897 billion in 2020,

Uitimately, Americans wili get paid less and have less discretionary income. While the economy
will fose jobs overall, those who are abie to find work will find their paychecks cut because of
the ripple effects that will occur through the economy.

Families will be directly harmed in two ways. Deficient transportation will cost American
families $30 more per month in higher prices by 2020, even as their household incomes fali by
$60 a month. The total cost to families is about $10,600 per household between 2011 and 2020,
equal to $1,060 per year in personal disposable income on household budgets.

Households will be forced to forgo discretionary purchases such as vacations, cultural events,
educational opportunities, and restaurant meals, reduce health related purchases, and other
expenditures that affect quality of life in order to pay transportation costs that could be avoided
if infrastructure were built to sufficient levels,

Our final report in the Failure to Act series released in lanuary 2013 looked at the combined
impact of underinvestment across infrastructure sectors ranging from transportation to energy
to water. In that report, the cost to American families of all deficient infrastructure sectors
increased to approximately 53,600 per year.

Questions from Senator James inhofe:

1. TEA-21 was extended 12 times before we enacted SAFETEA-LU. SAFETEA-LU wos extended
10 times before we passed MAP-21. MAP-21 is only a two year reauthorization.

a. What impact do short-term extensions have on prajects of regional ar natianal
importonce?

Short-term extensions mean uncertainty for the entire industry which is responsible for
developing surface transportation projects — engineers, contractors, construction
workers, material suppliers, equipment manufacturers, and state and local
governments--as well as for projects of regional or national significance that are crucial
for interstate commerce and rely on some amount of federal funding to get across the
finish line. We have heard from some state transportation departments that they will
not obligate new projects if they do not have a secure source of funding.

b. Can you talk about the costs of extensions vs. long-term tronspartotion bills?

This uncertainty leaves projects vuinerable to delay which drives up costs significantly,
Projects in design or construction are put on hold as state transportation departments
wait to see if legislation will be renewed. Long-term authorizations provide the time
necessary to plan and execute significant transportation projects.
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c. What would you consider ta be an ideal length of o transportation bili?

ASCE believes that multi-year legislation would allow states and regions the certainty to
properly budget and prioritize their capital programs. We urge Congress to enact a
surface transportation authorization bill with dedicated and reliable revenue sources
upon which long-term public and private sector investment commitments can
confidently be made. Following the models of TEA-21 and SAFETEA-LU, a minimum five-
year transportation bill would be preferable to another two-year bili where the process
starts again almost as soon as the bill is signed.

| know this Committee is actively working along with the Finance Committee to find a
solution ta the funding issues, but would you agree, if we have to, thot the general fund
could be o bock stap to assure stote and cjty governments of cantinued funding ? How
impartant is that ossurance?

An assurance that the highway program will not be cut by upwards of 90 percent is
absolutely critical to the health of our nation’s surface transportation infrastructure. Qur
2013 Report Card for America’s Infrostructure demonstrated that we already face a total
investment shortfall of $867 billion in surface transportation between now and 2020 based
on current investment at all levels of government. Reducing investment further will severely
exacerbate the problem, creating a drag on our nation’s economic growth. The general fund
could be a short-term fix, but a long-term reliable funding source is definitely needed. We
stand ready to work with Congress to support an appropriate long-term reliable funding
source.

Many members of my caucus believe we should live within our means, However, CBO
reported that absent a new revenue source or general fund transfer to address the 514
billian annual shortfall in the Highway Trust Fund, we will need to cut the current highway
program by almost 80 percent. Even though we are 12 months oway from a new
reauthorization, are you seeing any impacts thot the report js having with your members? If
so, what are those impacts?

ASCE has over 145,000 members across the country and around the world. Representing
both the public and private sector, our members are alarmed that the Highway Trust Fund is
rapidly heading towards insolvency and urge Congress to make this their priority over the
coming months. However, the impact of this looming cliff is not limited to engineers and
construction workers - it will affect every American if not addressed.

Deficient transportation infrastructure cost American households and businesses
approximately $130 billion in 2010 according to ASCE’s Failure to Act study on surface
transportation. These costs will only continue to increase. In less than 10 years, deficient
infrastructure will cost businesses an added $430 billion in transportation costs, driving up
expenses and hurting profits.

Without continued investment, it will significantly reduce the productivity and
competitiveness of American firms relative to global competitors. Business will have to
divert increasing portions of earned income to pay for transportation delays and vehicle
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repairs, draining money that would otherwise be invested in innovation and expansion. Our
nation cannot afford this drag on economic growth.

We have begun to hear from our members about state and local governments beginning to
plan for the impending Highway Trust Fund insolvency. Generally this has meant slowing
projects down or discussions of postponing planned projects.
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Senator BOXER. I just want to thank this entire panel. Some-
times we have great splits and divides in a panel because the
Democrats pick our witnesses and the Republicans pick their wit-
nesses, and we are all in contention. This has been a very impor-
tant bipartisan statement of support for making sure that we invig-
orate the Highway Trust Fund and we have to do it in a smart
way.

So I want to start, I have so many questions, but I will stay to
my 5 minutes. Mr. Poupore, thank you so much. First of all, this
chart, it is not a happy read. And we are moving toward 2 million
workers out.

What I wanted to ask you is, does this not also reflect on the sta-
tus of a lot of our small business people? Because obviously, these
workers work for the contractors. So if you could comment on not
only has it been such a disturbing trend for the workers, but the
businesses who employ them as well.

Mr. POUPORE. You are absolutely right, Madam Chairman. The
way it works with infrastructure, if we can get the funding out
there, then the contractors have an opportunity to bid the projects.
What that reflects with 2 million, almost 2 million people out of
work, is a lot of contractors not having work. And I am sure the
AGCE and Pete’s group will confirm that, that it has been a real
struggle.

I would also like to put a point that I look at these million and
a half, 1.7 million workers that are out of work, they are small
family businesses. They support their family; if they don’t have a
job, they can’t get anything done with that family and it is a bur-
den on the rest of us. So anything that we can do to kind of get
things moving in the right direction, rebuild America and put
America to work. Again, we appreciate your support.

Senator BOXER. Ms. Kavinoky and Dr. Ruane, please comment
on the impact on our business community. Because when we hear
these job losses, they are enormous. I don’t know how many of
these businesses have been impacted, if you could address that.

Mr. RUANE. Yes, Madam Chairman. The exact number, according
to Census Bureau reports, in the last 5 years we have lost about
740 business in this space. Our employment is down by over
50,000, this is transportation construction I am talking about, not
construction generically. And that alone is a measure of, some of
that is consolidation and mergers. But a lot of this is folks going
out of business. Because I think what is not understood is, every-
one at this table and in this room, I am sure, is very grateful for
the leadership of the Congress and the Administration on the stim-
ulus program. The fact today is the States, because of their own
challenges, many of them are spending much less than what they
were spending prior to 2008. In fact, the majority are not.

So that is what is not understood by the general public. It is not
a situation where it is a robust, we are still at a 9 percent unem-
ployment rate in construction, down from 20, which is a great Im-
provement, but it is still a very serious problem.

Senator BOXER. So it is fair to say we are looking at hundreds
of businesses?

Mr. RUANE. Yes, absolutely.

Senator BOXER. Just in this, as you call it, this space.



136

Mr. RUANE. Yes.

Senator BOXER. Janet, do you have anything to add to that?

Ms. KAVINOKY. I would take a step further to the suppliers into
the construction industry. You realize that without a long-term
view of where transportation funding is going in this country it rip-
ples through that pipeline as well. So I think it is safe to say, and
I would be happy to work with ARTB and others to look more
closely at this, that there is that direct impact on the individuals,
on the businesses directly in the construction industry, but then ex-
tending out through the economy as well.

Senator BOXER. I wanted to talk to Mr. Lewis for a second. Could
you elaborate on what would happen to States like Rhode Island
that have prior financing obligations that must be met? How would
they fare under a 100 percent cut to Federal transportation fund-
ing in the year 2015? Because that is where we are looking. We
need to be very clear. This is a crisis, and we pushed that crisis
down the road with a very good reform bill. I am so proud of mem-
bers on both sides, by the way.

And if I could just say, as a result of our work on the reform side,
I say to my ranking member and Senator Inhofe, and of course my
Democrats, we really don’t have that much work to do in terms of
more reforms. We just want to make sure these reforms are work-
ing. Our work can all be focused on the financing, and doing it in
a way that we can all support. But tell us what it would be like
if we fail. Because frankly, I don’t want to mince words here. What
would it be like if we fail and there is no Federal contribution?

Mr. LEwis. That is a very critical question, and I don’t think
there is a lot of awareness of this out there. In Rhode Island we
are at opposite ends of the spectrum from California in terms of
scale and in geography. In Rhode Island, because of our past obli-
gations and because of using garvee financing to do big regional
projects over the past decade—long-term multi-year projects that
require multi-years of obligations—with our existing commitments
if we can’t rely on 2015 level funding, we will be basically in a posi-
tion of not being able to obligate any new funds even next month
for fiscal year 2014. This is a huge impact to a small State like
Rhode Island. I believe Louisiana and some other smaller and rural
States may be in the same situation we are in.

But even a State like California, which has a huge program,
without obligations in 2015, is facing planned construction of 250
State-sponsored rehabilitation projects costing $2 billion that will
be put at risk. So it is not just the small States that are dependent
upon Federal funding for a large portion of our program. It is the
big States too.

Senator BOXER. And you are saying it is already being felt?

Mr. LEwis. It is being felt, and I don’t think that the immediacy
of the impacts are truly understood because we have all been talk-
ing about the cliff in fiscal year 2015. We are at the edge now.

Senator BOXER. That is why we are having this hearing. And I
am grateful to colleagues on both sides for their interest.

Senator Inhofe said he got permission from you, Senator
Whitehouse, to go before you.

Senator WHITEHOUSE. Absolutely.
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Senator BOXER. That is very kind of you. So we will go to Sen-
ator Vitter, Inhofe, Whitehouse, then we will go to Senators Fischer
and Boozman.

Senator VITTER. Thank you, Madam Chair, and thank you again,
witnesses.

I guess this is to any or all of you. There is a pretty broad con-
sensus that the gas tax is really not sustainable, middle and long-
term. And yet there is still a lot of focus on the gas tax for this
next bill. Do any of you have a concern that if we do a pretty big
heavy lift in this bill and still focus on the gas tax, we are still not
getting to a fully sustainable system?

Mr. COHEN. Senator Vitter, I appreciate that question. I think
that there are two things going on. One is that the current gas tax,
the flat gas tax that has existed since 1993, is not sustainable. But
I do think there is some hype out there that gas taxes in general
are not sustainable, or that the whole country is not going to be
using gasoline or diesel in the near or long-term future or medium
term future.

That is really just not correct. Set at the right rate and adjusted
for the right variables, and we know that the fleet is going to be-
come more efficient, you have to adjust for that. If you adjust for
the right things, then I think the gas tax and the diesel tax have
a great ability to continue to serve as a proxy for a good user fee
for all.

There are of course some vehicles that don’t pay any fuel tax at
all, battery electric, and the Chairman has talked about this in the
past. At some point they are going to have to pay, once they are
more prevalent in the marketplace. But for the vast majority, I
think the gasoline tax set at the right rates, adjusted for the right
variables, will work.

Sel})ator VITTER. Does anybody else have any reactions on that
point?

Mr. RUANE. I would say, Senator Vitter, that the gas tax remains
as the most viable, efficient, reliable source of funding for the sur-
face transportation program across the board. Nonetheless, I think
what is not understood is what makes up the problem. The drop
in revenue to the trust fund in recent years primarily came from
the trucking industry’s diesel fuel purchases going down and their
purchases of equipment. The actual drop in gas tax revenues from
the average user was about 1 percent. And that is all coming back
as the revenue from the trucking-related fees as well.

So our position has always been that needs to be sustained, and
many people here, everyone, I think there is unanimity about the
idea of indexing that. The real issue is we are not doing what
needs to be done with our existing infrastructure, let alone the
need for new infrastructure. And the purchasing power that has
been lost, several people mentioned that, I would like to underscore
that again, is that we have lost a third, and over the next 5 years
it is going to get up to some 50 percent of the purchasing power
since 1993, the last time this was dealt with.

Then again, the reason I have used that chart of the States, well,
some pundits and cynics like to joke about this as a fact-free zone
in this city. Those facts are undeniable. I don’t think people get lost
in the shuffle sometimes, the dependence of the States for capital
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improvements, real world construction and improvements, is heav-
ily reliant, over 50 percent for all States. And some, you saw the
yellow States, my God, it is way, way up there.

So the removal of any kind of funding source, a gas tax or what-
ever, or diminishment of that, is going to have a devastating im-
pact across this country.

Senator VITTER. Let me ask a related question to my first. There
are some users now who aren’t paying through that core mecha-
nism. That is at the margin, but that is going to grow over time.
If you all have specific ideas about how to address those alternative
vehicle users?

Mr. LEwis. If I could, Senator, I think we are referring to alter-
native fuels, whether it is natural gas or electric vehicles. I think
there is a way to factor in on a stepped basis how they will con-
tribute on a user fee. I think that it is a relatively simple approach.

Senator VITTER. Describe how that might be done.

Mr. LEwis. There may be vehicle miles traveled as a way of ad-
dressing use by an electric vehicle that doesn’t purchase any fuel.
There could be a different rate for a natural gas vehicle. I think
those are a relatively small percentage of system users now, but I
think there are pilot programs that could be targeted specifically
at those vehicles.

Senator VITTER. A final question, I am running out of time. Mr.
Poupore, in your submitted statement, you supported linking rev-
enue from domestic energy production with Highway Trust Fund
infrastructure investment. Would you also support that, I think
you supported that for present or past. Would you support that for
future or expanded energy production if we could achieve some con-
sensus on some expansion?

Mr. POUPORE. The organizations I represent have been on record
supporting that type of revenue. We want to find solutions to fixing
the revenue need for mass transit and the highways. So the answer
is yes.

Senator VITTER. Thank you. Thank you all very much.

Senator BOXER. We are going to move to Senator Inhofe by the
graciousness of Senator Whitehouse, then we will go to Senator
Whitehouse, then we will go to Senator Boozman, then we will go
to Senator Carper.

Senator INHOFE. Thank you, Madam Chairman. I appreciate
Senator Whitehouse letting me go in front of him. We have a con-
flict I really can’t get out of. But I have a message I have to deliver
here, and I will need your help in doing this.

One of the frustrating things that I went through a year ago
when we did our small 27-month reauthorization was not the
Democrats, but the Republicans. And I can say this, others can’t
say it, because I have been ranked as the most conservative Repub-
lican, more than anybody else has. Yet we had a lot of born-again
conservative Republicans using this issue down on the floor to
sound like this is a huge liberal versus conservative issue.

And it wasn’t. Because very clearly, as I mentioned, Gary Ridley
back there, and he will nod with approval, it is hard to say just
how much more it costs if we rely on extensions. We don’t get any
of the reforms.
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Now, I was in shock, and I want to applaud the Chairman, there
are a lot of things that Senator Boxer went along with that I know
she personally disagreed with. But we got the reforms in there, and
there are no reforms when you operate on extensions.

Second, the fact that you can’t plan ahead, and we have been
using, without being challenged, about 30 percent more than it
costs. It costs about 30 percent more to do extensions versus a re-
authorization.

That is what the issue is right now. Because the alternative to
our passing something that we all up here want to pass is it is
going to go back to extensions.

Now, when I listened to a lot of the Republicans on the floor, 1
didn’t respond to them because I knew we had the votes to pass
it. But I went right over, I walked right out the door and went over
to the House side. I got the T&I Committee, Transportation and In-
frastructure Committee, all the Republicans, 36 of them, in one
room and sat down with them and explained why the conservative
position, and thank goodness for the ACU, they came out, and I
know Mr. Lewis, you mentioned the Constitution, actually Article
1, Section 8 of the Constitution says that is what we are supposed
to be doing here. And what the conservative position was.

As a result of that, I am sure that had something to do with it,
because I talked to them before and after, every single one of the
36 Republicans voted for it. Now, what does that tell you? It tells
you that when you really sit down and talk to them, this is some-
thing that is not liberal, conservative, Democrat or Republican.

And I say that with one other part, and that is where you come
in. If we are able to go to some of these States where we have
someone who is opposing this, because of spending, transportation,
all we have to do is go there and get the people, get the Gary
Ridleys in each one of these States and talk about how this is the
conservative position. I have yet to hear one Republican in one of
these States not change his or her mind and say yes, transpor-
tation is important.

But this has to be done at the grass roots. I know, Peter, you are
tired of hearing me say this. But that is where you folks come in,
that we are going to have to be able to go back to the States and
let them lean on their own people. And I think we can get some-
thing passed. We are going to work hard to come up with a robust
bill, and this is something that should be rallied around by both
conservatives and liberals.

So the only question I have, would any one of you want to vali-
date what I just said in terms about, of the extensions versus a re-
authorization bill? Anyone want to comment?

Mr. LEwis. Senator, I absolutely agree with that. Not knowing
some years ahead the funding you can plan for, we can’t plan, we
can’t engineer, because we don’t know what level of funding we are
going to have in order to implement the construction. Any dollar
spent today on the planning or designing of projects that we don’t
know we can build is a wasted dollar. It is just money that we are
throwing away.

In Rhode Island we have an interchange just west of Providence,
which is critical to our capitol city. It is a structurally deficient
structure, and it is close to a half a billion dollar project. I can’t
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even begin to invest in the planning, because I have no idea where
that construction money is going to come from.

Senator INHOFE. All right. Since I have to go now, I would like
to have the rest respond to that for the record. Let me thank Sen-
ator Whitehouse and the Chairman.

Senator BOXER. Senator Inhofe, what you said was really music
to my ears. Because this is a non-ideological issue. If we can’t move
people and goods, our economy isn’t going to keep up with the rest
of the world. I think in the Chamber of Commerce explanation they
said that Canada is moving the goods so much more efficiently
than we are, we have work to do. And I look forward to continuing
our work, along with the ranking member and Senator Barrasso.

And how we will hear from Senator Whitehouse, followed by Sen-
ator Carper, if we don’t have a Republican present at the time.

Senator WHITEHOUSE. Thank you, Chairman.

I wanted to follow up on the question that Senator Vitter raised
about the gas tax. Correct me if I am wrong, but it strikes me that
our vehicles are going to become increasingly more fuel-efficient. So
for the same amount of miles that they roll over our highways, the
gas tax will generate less and less and less revenue. That is the
direction of technology, it only makes sense. I think we can foresee
considerable growth in both the electric and the hybrid vehicle
markets for a whole variety of reasons.

So given that, I share his worry that if we go back to just a gas
tax, we are putting ourselves on a glide slope that ends back in a
bad place all over again. I know Mike mentioned the possibilities
of finding other ways to generate revenue for use of the highways
from different types of vehicles that burn less gas or no gas or
whatever.

But I am wondering, we are going to have to be looking at this
pretty quickly. Is there anything out there that is pretty well devel-
oped about how one might go about doing this? Are we going to
have to do a lot of original research in this Committee to try to sort
these questions out? So two questions, and I will start with Greg
Cohen, because I see his head up, and I will go to Ray Poupore
after that, because he was nodding energetically. Is this a real
problem about the declining and vanishing gas tax? And if so, what
are the best sources to go to to look at alternatives that have been
pretty well developed and had their consequences and their eco-
nomics thought through? Mr. Cohen.

Mr. CoHEN. Thank you for the question. We have in the tax code
a number of different equivalents to the gasoline tax for E85, CNG,
LNG, ethanol. Basically almost any form of fuel can be taxed an
equivalent energy rate.

The one exception I think at this point, and maybe there is a way
to do it, is the battery electric vehicle. And some States have ex-
perimented with ideas, and I think we should continue to look at
that.

Senator WHITEHOUSE. Let’s just stick with gas. There is the tax.
Even if you don’t move anything on it, as whatever the fuel is, as
cars become more efficient, which they are naturally going to do,
the amount of whatever fuel it is that they consume is going to be
reduced, and that means that the revenues would fall. I don’t see
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our maintenance costs falling in line with that. So you end up with
the two lines crossing again and there you are at the point of crisis.

Mr. CoHEN. AASHTO I believe has done a chart that shows if
we get to 54 miles per gallon, at that point I think we lose about
22 percent in revenue from the gas tax. So it is a valid concern.
That is why what I am suggesting is that we look at all the vari-
ables to index to, so that we don’t lose purchasing power.

Senator WHITEHOUSE. So the answer is, using the existing meth-
ods, but index them up?

Mr. COHEN. Right, index to all of them, yes.

Senator WHITEHOUSE. Mr. Poupore, then Mr. DiLoreto.

Mr. POUPORE. Senator Whitehouse, I really don’t have a good an-
swer for you except that no matter how much more fuel efficient
the cars get, they still wear out the roads. That is what we have
to look for, a revenue source to maintain and fix and expand. We
have some good suggestions out there, I believe, and I know Sen-
ator Boxer has been supportive of the vehicle miles traveled. I be-
lieve Oregon is using that, so I will turn it over to Greg.

Senator WHITEHOUSE. OK, Mr. DiLoreto. I have 1 minute left, so
you will wrap up for us.

Mr. DILORETO. Chairman Boxer, Senator Whitehouse, I am from
the State of Oregon . As you may know, several years ago the State
did do a vehicle miles traveled research project on whether or not
we could generate revenue from vehicle miles traveled as opposed
to a gas tax. We showed actually we could.

Now, part of the issue is reconfiguring the cars so you can do
that. So it doesn’t happen overnight. It is not a device that is going
to happen overnight.

Senator WHITEHOUSE. A GPS-type technology?

Mr. DiLoRETO. It is a module under the car, when you go to the
gas station, it reads off the number of miles. It doesn’t read where
you went, it doesn’t know that you went to the store 10 times. It
just knows how many miles you traveled and then it gets added on
to the price you pay, so it gets collected.

This last legislative session in the State of Oregon they did au-
thorize the State to expand it. It has an opt-out program, where
you would pay a higher flat fee, and people don’t want to do that.
It is certainly a technology that can be added to everything else
that we have. I think ASCE’s position is there are lots of solutions,
we probably shouldn’t settle on just one, but we ought to put to-
gether a whole bunch of them, so when one does have a problem,
the other one steps up and fills the void.

If you are interested in more information, Oregon can certainly
provide that to you.

Senator WHITEHOUSE. Thank you. Thank you, Chairman.

Senator BOXER. Thank you. Senator Fischer.

Senator FISCHER. Thank you, Chairman Boxer. Mr. DiLoreto, you
just said you were from Oregon and you have the VMT there.
When I was a State legislator, I met a representative in your legis-
lature, Bruce Starr, who worked on the VMT. How many vehicles
did you have involved in that, do you know?

Mr. DiLoRETO. No.

Senator FISCHER. You said you were looking to expand it. Do you
know how many are there?
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Mr. DiLoreTo. I do not.

Senator FISCHER. Do you know what the cost of the program
was?

Mr. DILORETO. No, but I can get you all that information. I am
not an expert in it. I can get you everything you need on that.

%enator FiscHER. Do you know how long it would take to set it
up?

Mr. DiLorgeTo. I would estimate, if you were to do it fully, you
are looking at probably 10 years or more, because you are going to
have to either retrofit existing vehicles or you are going to have to
wait until you turn over your entire fleet.

Senator FISCHER. Thank you. As a civil engineer, I know that
Senator Inhofe, I was told, asked a question about planning, I be-
lieve, to Mr. Lewis when I had stepped out. For you, sir, as a civil
engineer, on planning, and the uncertainty of planning when you
don’t know what the funding is, can you tell us a little bit about
how you deal with that when you are looking at double digit per-
centage increases in construction costs and how that kind of throws
a wrench in things, plus then dealing with red tape of government
to move forward on planning?

Mr. LEwis. It is certainly difficult when we don’t have a funding
source to know how we are going to plan projects in the future.
There is no question about that. Now, we did benefit over the last
few years from the economic recovery program. We were able to
take advantage of that and do a number of projects that we prob-
ably couldn’t have done otherwise. But those days are over, and we
are seeing that now in our construction bids. They are starting to
come in a little bit higher.

So if you don’t have a revenue source, you cannot plan long-term,
as was stated by my colleague at the table here. And he will stop
making those kinds of plans until he knows that he has the money
to do it. Otherwise, as he mentioned, he is really wasting his
money. If you hire engineers to come in and design it, it costs
money. Then to put the project on the shelf doesn’t make really any
sense.

Senator FISCHER. Thank you. Mr. Lewis, did you have anything
you wanted to add on that? I guess I am interested in knowing if
you think the current gas tax that we have now, does that provide
you with certainty? I see the math is back up where we look at how
the big division on how the revenue from a Federal gas tax is sent
back to States.

Mr. LEwis. I think the certainty is that with the existing level
of revenues going into the Highway Trust Fund, the certainty is
that the Highway Trust Fund is going to go bankrupt a year from
now. That is a certainty. We won’t have the money to obligate
funds for new programs. When it does rebound, it will rebound to
a point that is considerably less, maybe two-thirds of what we are
used to. So it is a certainty that we will have less to invest in
transportation.

Senator FISCHER. It might be due to your position, maybe.

[Laughter.]

Mr. LEwis. It is a challenge that the level of Federal investment
overall for the States is actually, on a percentage basis, on average,
dropping, and more States are stepping up to raise revenue and fill
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the void. But all States cannot. Speaking for Rhode Island, we just
don’t have the opportunity to raise revenues, because of the size of
the State, in order to fill that void. Our State gas tax is already
10 cents higher than our neighbors’ in Massachusetts, and a big
percentage of our population lives within a few miles of the Massa-
chusetts border. You don’t have to buy gas in Rhode Island.

Senator FISCHER. In Nebraska, we have a variable portion of a
gas tax, too. We are kind of unique in that, where it moves, it fluc-
tuates due to budgeting and how we handle that in our legislature.

Do you know if that has ever been looked at by other States or
by the Federal Government?

Mr. LEwis. Others may have a comment on that. I do know that
Virginia, for example, and Maryland reformed how they collect
their gas tax. Rather than a flat excise tax, they changed to a per-
centage basis sales tax. I think that is the kind of reform that can
address perhaps some of these issues we have talked about and the
variability.

Senator FISCHER. Did you want to speak to that, Janet?

Ms. KAVINOKY. I am not able to recall a serious discussion at the
Federal level where we actually tie the rate of taxation or the level
of taxation to needs. However, that would certainly get us closer
to figuring out how to address those needs, rather than attempting
to address or take some of the needs off the table based on what
the available revenue would be.

Senator FISCHER. If you went through a prioritization process on
needs for each State on the Federal projects and then tie a variable
to that, do you think that would be something your group might
be interested in looking at?

Ms. KAVINOKY. Actually, I think that is a very interesting com-
ment. I certainly can’t comment on what the Chamber policy would
be in terms of that. However, I think that a clear understanding
of what the Federal priorities, national interest level projects are
in States, then could help drive where we need to be with revenues.
If you look back to when the interstate system itself was created,
it was actually designed to be on a cost to complete basis, here is
what we need to build, here is what it is going to cost, and we
move forward.

So I think that that is, from a planning concept and from a fi-
nancing concept, something that is worthy of further consideration.

Senator FISCHER. OK. Thank you so much.

Thank you, Madam Chair.

Senator BOXER. Thank you.

We are going to turn to Senator Carper, followed by Senator
Baucus, and we are thrilled that he has joined us, because he will
be in that seat making these decisions. Senator Carper, who is also
on the Finance Committee.

Senator CARPER. And we will be looking forward to making these
decisions with you, Mr. Chairman.

[Laughter.]

Senator CARPER. I want to come back to what you mentioned, the
VMT, as one of the user fees that we should consider. Before I do
that, though, let me just ask for a show of hands, how many of you
think that part, not necessarily all of the solution here to making
sure that our resources meet the needs, how many of you believe
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that it is not a gasoline tax, some kind of user fee that relates to
motor or fuel taxes is part of the solution, would you raise your
hand?

[Show of hands.]

Senator CARPER. All right, thank you very much.

I have been interested for a while in the VMT proposal, in fact,
when we considered MAP-21, I proposed a suggestion that we
might create a research program to explore how we might structure
a VMT fee. Unfortunately, the provision that was included in the
Senate bill was taken out in conference.

I'd like to ask Mr. Lewis, and Mr. DiLoreto, tell us how you think
USDOT could help us support a long-term transition to a VMT fee?
Take a shot at that.

Mr. LEwis. I think the States would certainly support a very ro-
bust study on how we could transition to a vehicle miles traveled
tax. I think there are some technical issues involved, and there are
social issues involved. These are issues that need to have some
light put on them. Then we really need a quantified assessment of
how and when a VMT tax could be implemented over time. What
about the fleet turnover? What about privacy issues? What about
the way it gets collected?

One thing about the gas tax today is we have a very well-estab-
lished means of collection. Does the VMT tax change that?

But those are solvable issues. They just have to be identified. Put
some good, smart people behind them and then air them publicly.

Senator CARPER. Mr. DiLoreto.

Mr. DILORETO. I think my colleague said it absolutely right.
Those were the issues that Oregon faced when it went through its
experimental project with the Federal Highway Administration
several years ago. So he is absolutely right, it is solvable. But it
would take time.

Senator CARPER. One of the pieces of legislation I worked on
quite a bit was the 2007 CAFE legislation with Senator Feinstein
and a number of others. During that discussion we talked a bit
about all-electric vehicles, they are going to use the roads, high-
ways, bridges. And if they never are going to use any gasoline, then
are they really contributing to the upkeep. So there is a fairness
for an equity question here that I think needs to be addressed.

Others have suggested that by the time we get to 2025 we will
have a lot of new vehicles coming onto the road that are even more
energy efficient than the ones today. For somebody who is driving
25,000 miles a year on a vehicle that gets 50 miles per gallon and
somebody who is driving a vehicle that gets 20 miles per gallon,
there are a number of miles there, there is a fairness and equity
issue there.

Anybody else have some thoughts for us on a VMT fee? Anybody
else, just some thoughts you think are appropriate for us to keep
in mind? Mr. Cohen.

Mr. CoHEN. I always take an opportunity to speak if it is open
to everyone. I think the Oregon example is worth continuing to
look at, and that the States are really the best laboratories right
now for studying it. Oregon is not the only State. Right now their
pilot is 5,000 vehicles. I think it is worth looking at that. I think
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there are three different ways of collecting revenue that they are
looking at.

And it may be that in time, this is an interesting way to go,
there are positives and negatives, the point of collection is a very
good point. Right now we have about 1,100 terminal racks that pay
the gas tax, 250 million vehicles paying individually would be an
interesting difference in terms of enforcement and administrative
costs.

But on the other hand, it is a more direct user fee. Potentially
it could obviate the need for toll roads, because you are basically
collecting from everybody, so you don’t have to collect twice on cer-
tain roads. So it is something we might want to continue to study.

Senator CARPER. Thank you. A quick note, I used to be Governor,
used to be the Chair of the National Governors Association for a
while. One of the things we had was a center for best practices,
clearinghouse for good ideas that worked. And we used to share
those ideas. One of the great things about States, there are 50 of
them, 50 laboratories of democracy. And we have the opportunity
to test a lot of ideas and to see what works and what works best
and try to incorporate that in our own plans going forward.

Thank you all very, very much. Thank you, Madam Chair.

Senator BOXER. Thank you. Chairman Baucus.

Senator BAucus. I thank you, Madam Chair.

I am just curious, does anyone on the panel disagree with the
proposition that the highway reauthorization, highway program
has to be a national program? That is, a lot of States, some States
are donee States, some are donor States. And some of the donor
States get a little upset because they are donor States. A lot of
donee States say hey, we wouldn’t exist if we weren’t a donee
State. That chart, the map over there makes that point. If you look
at the States over there that are yellow, where 70 percent of high-
way funding is Federal, it is not State, but it is Federal, those are
States that are donee States. Those are States where there aren’t
very many people.

My State of Montana, for example, used to be first, maybe it is
second in the Nation in the number of highway miles per capita.
We have a very high State gasoline tax to try to contribute our
match to the Federal.

And General Eisenhower, as you know, when he put together the
interstate system, recognized right off the top, we need a national
system, not a sectional, but national. Some States say, let us forget
this, let our State take care of it. Those are States that tend to be
wealthier States, they have a lot more people. They are so-called
donor States, they don’t like being donor States.

Is there anybody who disagrees with the proposition that we
need a national program and not a sectorial or regional program
if we are going to have the highway system that we need? Raise
ymﬁr hand if you disagree with that, or disagree with anything I
said.

[Laughter.]

Mr. LEWIS. Senator, I am certainly not going to disagree with
that. I just want to add a point. I had an opportunity this year as
president of AASHTO to visit many States around the country and
talk with all my colleagues. To a person, that is an issue that we
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talk about as a group. It matters to Florida that Wyoming has I-
80 in good condition, because it has to get its orange juice to Se-
attle. It matters to Boston that we don’t have posted bridges on I-
95 in Rhode Island because of the commerce between Washington,
New York and Boston.

Senator BAucUs. What about Montana and 90?

Mr. LEwis. I was saving the best for last, but I ran out of time.

[Laughter.]

Senator BAucus. That does come up, frequently. And that point
is well understood.

Mr. RUANE. Senator, in our statement is a chart from the Census
Bureau on the actual shipments between States that shows the de-
pendency of one State to the adjacent State or several States away
for the flow of goods. It is something that they put out every 5
years, and it makes a convincing case of the importance of every
State to have a strong interstate system.

Senator BAUCUS. Good. I have no more questions. Thank you.

[The prepared statement of Senator Baucus follows:]

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

Thank you, Madam Chair. You are a strong advocate for our Nation’s infrastruc-
ture. This hearing is an important step forward in addressing one of our country’s
biggest challenges.

As President Eisenhower once said, “Together, the united forces of our commu-
nication and transportation systems are dynamic elements in the very name we
bear—United States. Without them, we would be a mere alliance of many separate
parts.”

b {lfvsge do not make a national commitment to our infrastructure, America will fall
ehind.

We need a national system of highways.

Rural highways are crucial to our Nation’s economy. Nearly 70 percent of feder-
ally supported highway lane miles are in rural areas.

Earlier this month I brought the top diplomats from Canada, China, Germany,
Japan and Peru to Montana. They met with ranchers, farmers, workers and busi-
nesses. Seeing five cities in 4 days, these Ambassadors traveled on 675 miles of
Montana’s highways. Driving along Flathead Lake, down through the Blackfoot Val-
ley, and ending in the heart of the Rockies, let me tell you, they appreciated Mon-
tana’s strong network of rural highways.

Make no mistake, American jobs depend on a strong, reliable highway system.
And nowhere is that more evident than Montana.

Montana has nearly 4,000 miles of National Highway System. Every year these
highways transport more than $10 billion of Montana goods. And more than 10 mil-
lion visitors will use Montana highways this year to enjoy our great State and spend
tourist dollars Montana jobs depend on.

Our infrastructure system drives the economy. Domestic commerce, job growth,
and international trade simply cannot progress without a strong, national infra-
structure system.

How do we ensure that we make the investments we need in the future? The
Highway Trust Fund is projected to be near a zero balance in fiscal year 2015.

The Trust Fund is primarily funded by fuel taxes.

But vehicles today are becoming more fuel efficient, miles traveled are down, and
over the past 20 years, the gas tax has lost more than a third of its purchasing
power to inflation. In recent years, we have only been able to maintain necessary
invelstments through transfers from the General Fund. We're robbing Peter to pay
Paul.

In the last Highway Bill we came together and found bipartisan consensus around
responsible offsets to fund the Highway Bill without adding one dime to the deficit.

Once again we must join together to responsibly fund future transportation in-
vestments. The Highway Trust Fund needs sustainable funding so State and local
transportation officials will have the certainty they need to engage in long-term
planning. We cannot continue to kick the can down the road. American jobs depend
on it.
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The Finance Committee has begun this process. Earlier this year, as part of a
plan to overhaul the Nation’s tax code, we published a white paper on transpor-
tation funding options. We are moving toward a markup on tax reform this fall. As
part of this process, we’ll be ensuring that our Nation’s infrastructure is sustainably
financed.

A fairer tax code will create a better environment for American competitiveness,
innovation, and opportunity.

Ensuring the long-term solvency of the Highway Trust Fund will require input
and collaboration from both sides of the aisle, from both urban and rural States,
from East to West and North to South. President Eisenhower was right to empha-
size that these are the United States of America. We have a responsibility to get
this right for the entire country.

Senator Boxer. OK. I just want to say, while Senator Baucus is
here, that this panel, representing a very broad brush of American
thought on this, I would say the whole political spectrum and the
rest, they have told us that we are just getting to grips with this
problem out there, that there will be no money in the trust fund
by 2015. It is just zero.

Senator BAucus. That is right.

Senator BOXER. So we have to act. And they also make the point
that we need to solve this problem for the long term. And so we
have an opportunity to do that. If it is not solved, we are really
talking about, as Mr. Poupore pointed out, millions of jobs, and as
Janet pointed out, and actually Pete as well, literally hundreds and
thousands of businesses. So the country is counting on us, and Sen-
ator Baucus, I know that you have a lot on your shoulders. But we
are going to share with you our ideas, so that we give you all of
them, and then you and Mr. Camp and Senator Hatch and I guess,
who is Camp’s ranking, Sander Levin, will have the benefit of this
Committee’s work, of which you have been a part, and your staff
has been a part. And all the people here have been so extremely
helpful. They are not just saying, it is up to you, we are out of here.
Each of them has come forward with a way to handle this, for
which we are all very grateful.

So thank you, panel one. We thank you very much.

Senator BAUCUS. I would like to back up, if I might.

Senator BOXER. Go ahead, please.

Senator BAuUcCUS. Is there a prevailing view on how to address
the deficit? Is there a prevailing view? Is there a tendency toward
consensus on what we have to do? Not dotting the Is or crossing
the Ts.

Senator BOXER. Let me try to answer what they told us through
this thing.

Senator BAUCUS. Sure.

Senator BOXER. Tell me if I have misstated it. They want to see
a user fee. They don’t want to see, although there was one excep-
tion, maybe you can patch a small amount with the General Fund.
That is not the consensus of the group.

The consensus of the group is, we need a user fee, we need a
long-term solution, and it should be pretty much related to oil and
gas, that fee, whether it is collected the way it is now and we in-
crease the gas tax, or as I understand it, follow the lead of a State
like Virginia which is looking at a tax, but it is at a different level,
it is wholesale, it would be at the refinery level and as a percentage
of the cost.
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Senator BAUcCUS. I appreciate that. Anybody want to add a little
texture to Chairman Boxer’s statement, add a little context?

Mr. RUANE. Senator, I think moving it up the food chain in terms
of some of the States who have looked at this and collection points,
you can go further up instead of the individuals paying this, at the
refinery or at the whole sale level. Some States have looked at that
very closely.

I think there is an efficiency argument there from a collection
standpoint. So with most of us, I think it is all of the above. And
whatever combination is obviously, work can be done both economi-
cally and politically and everything else.

But one of the points we want to underscore, and it is a little
redundant here, is let’s not throw the baby out with the bath
water. There is a reliable source already there, and if you are going
to change that, that is fine, but keep the buying of that source and
whatever new method the Congress might come up with.

Senator Baucus. Thank you. Mr. Cohen, did you raise your
hand?

Mr. COHEN. Let me just add that the sustainability issue is I
think something that we all also talked about. This last bill, we ran
out of money, so we wrote a bill that can only be funded for 2
years. What would be nice and what would be preferable, so that
Congress doesn’t have to deal with this every few years, is to chart
a course that includes an index so that reauthorizations can be
done for 6 years at a time so that the States can do their plans,
projects can be done and we can achieve greatness again and not
just try to get the point where we run out in, say, 2020 or 2021.

Senator BAucus. How do you deal with the anti-tax crowd that
raises its voice around here?

Mr. CoHEN. I represent the highway users. And as I mentioned
in my testimony, the users pay and we have not always been in
favor of raising the tax.

Two things I think have changed. One is MAP-21. Tremendous
reforms, and I didn’t stress this, but the streamlining provisions,
and this certainly came up at least week’s hearing, are absolutely
critical to taxpayers’ support for paying more. We are going to have
to li)ok at them, because they haven’t been fully implemented, obvi-
ously.

And second, just the dire nature of the situation right now. It is
not like the old days when we had a big balance and we could sim-
ply draw from the balance. So we represent the users, AAAs, truck-
ers, bus companies, and we all agree that we have to pay more.

Senator BAUCUS. Your goal is to sustain current levels of con-
struction and repair, or do you want to boost? What is the preva-
lent view here?

Mr. LEwis. I defer to ASCE on this. But I think sustaining is the
absolute floor. I think the country does need to think and talk and
debate additional investment. I think we are falling behind, as
Janet has pointed out. Other countries are investing more on a per-
centage basis than we are. But perhaps the enemy of good is bet-
ter. We need to get to where we can at least maintain a level fund-
ing.

Mr. RUANE. Senator, I would say that we have to do both and
we have to do them simultaneously. That may seem like a huge
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leap for some, but this Congress is more than capable of doing that.
And what you showed in MAP-21, the bipartisan nature of the
i](%te, proved it can be done. Getting financing is obviously a bigger
ift.

But the Nation is growing by 3 million people a year, 2 million
new users, new drivers on our Nation’s roads in a year. We are
growing, we are a growing country. And to accommodate that
growth, we have to not only take care of our existing system, we
have to enhance our system to accommodate that growth alone.

Senator BAUcUS. You are right.

Mr. DiLoRETO. Let me just follow up. The American Society of
Civil Engineers gave roads a grade of D. We estimate you need
$1.7 trillion over the next 8 years to get it into good condition. We
have about half of that, assuming the Highway Trust Fund was to
maintain current funding levels.

So the question of do we need more, well, if our goal is to get
our transportation system into good condition, meet capacity needs,
meet the condition needs, then we are going to have spend more
as Americans on it.

Senator BOXER. Mr. Chairman, I am going to give you more time
to do your opening statement. And I wanted to make a point here.

Senator BAUCUS. You may regret that.

[Laughter.]

Senator BOXER. No, I don’t. I don’t regret it at all.

But I just want to say this point. Your question is important,
sustaining the current levels for actually moving forward. I wanted
to point out, because of our work together, all of us, on TIFIA, we
had a way that was able to dramatically leverage existing funds.
So for example, just by using a billion dollars for TIFIA, which we
agreed upon, is going to stimulate the economy up to $30 billion,
there were other proposals, I think, that your committee will look
at.

So one idea is to do the basic funding and then look for ways that
we can leverage the Federal investment, it is just a thought, with-
out putting so much pressure on the user fee.

In any case, you have the floor for 5 minutes.

Senator BAucus. I am fine.

Senator BOXER. OK. Thank you very much. And we will call up
panel two.

Senator WHITEHOUSE. Madam Chair.

Senator BOXER. Yes.

Senator WHITEHOUSE. While the panels are changing, I just
wanted to emphasize the point that Mike Lewis was making very
well to Senator Baucus’ question that a lot of places have big
projects that are out there that are looming because of the surge
of infrastructure that was built 50 years ago and is now sort of
reaching the end of its natural life. Those have never been in any
baseline. Because they have always been unmanageable, because
we have always been just scraping by with basic maintenance.

At some point, those become things that we absolutely have to
do. In Rhode Island, Route 10, Route 6 and Route 95 all come to-
gether in the center of our capital city. If the Route 10 and Route
6 connectors fail, we have a problem that is going to affect the en-
tire eastern seaboard. Never got into the budget of the Rhode Is-
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land Department of Transportation, it was too big to fit in a year’s
budget. There has always been the hope that someday.

Well, I think there is a lot of that out there. We need to make
sure we have the scope in this to take on those big projects that
are coming due.

Senator BOXER. All right.

First of all, thank you to our second panel, a very distinguished
panel. Thank you for waiting around here. It is my pleasure to
start it off with Jack Basso. I know it is Peter J., but I call you
Jack. Principal, Peter J. Basso and Associates, a very important
part of my world in advising me. So please go right ahead, sir.

STATEMENT OF PETER J. “JACK” BASSO, PRINCIPAL, PETER J.
BASSO AND ASSOCIATES, LLC

Mr. Basso. Thank you, Madam Chairman, for those kind com-
ments. Thank the Committee, Senator Baucus and Senator
Whitehouse and other members of the Committee.

I am going to be brief but hit on what I think are some impor-
tant points. While others on the panel will discuss in some detail
what might be considered to address the funding crisis, and I think
it has been discussed heavily with the first panel, what I want to
do is discuss first what is the magnitude of the problem. I think
it has been stated, it is a 100 percent reduction in fiscal year 2015
in the highway program. And also, for that matter, the transit pro-
grams.

I want to talk a little bit about the evolution of that problem and
contrast traditional funding grants and direct funding with the fi-
nancing tools, such as the TIFIA program, and how those in com-
bination are critical to infrastructure investment. The Highway
Trust Fund, and in my written testimony I show, faces a dramatic
shortfall. In fact, the fund has been spending about $50 billion per
year while the revenue averages about $35 billion a year. Through
the good offices of the Congress, we have been able to put in the
$4 billion from the General Fund that has kept, so to speak, bank-
ruptcy staved off.

Thus, in fiscal year 2015, if the programs receive no new rev-
enue, we are literally out of business. I think the impacts are dra-
matic and very bad for the country.

The reduction in capital programs, of which the Federal funding
averages 45 percent in the States, is devastating to both capital in-
vestment and jobs. In fact, for every billion dollars of investment,
about 28,000 jobs are supported. So we are talking about hundreds
of thousands of jobs lost in fiscal year 2015 on the back of an al-
ready dramatic decline in construction employment.

So how do we get there? A combination of factors created that
situation. Let’s give a little credit to the great recession, because
it did impact it. For the first time in 50 years, vehicle miles trav-
eled dropped in 2008. They had been growing at a rate of 2 to 3
percent a year for 50 years.

That translated into a dramatic decline in revenue, combined
with another factor, heavy truck taxes from the sales tax on trucks
took a nose dive during that same period. Thus the fund approach
to deficit and potential similar program reductions in 2008. The
Congress responded, as I said, by making a series of General Fund
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transfers that have been critical and much appreciated by those of
us in the transportation community.

However, the real problem lies in the fact that no rate adjust-
ment has been made since 1993, 20 years. And I might note, that
adjustment was made actually in the incomprehensive balanced
budget agreement in 1993 as to how this got addressed. So I think
that is important to note.

A quick word about financing. Early 1993, the Federal Govern-
ment began promoting a series of tools to allow financing for pro-
grams with revenue streams, garvee bonds, State infrastructure
banks and in particular, Madam Chair, I want to note your role in
the dramatic 20-fold expansion of the TIFIA program, which is
hugely important and hugely useful. Also Build America bonds, at
one time the program was useful and very helpful to our infra-
structure investments.

But these things alone cannot substitute for direct funding. So
the time has come, and causes me to conclude, as we approach re-
authorization programs and address funding and to continue the
successful financing programs such as TIFIA and so forth is abso-
lutely imperative to the Nation’s well-being and to the improve-
ments that can be made in our infrastructure investment. And are
as important to maintain our international competitive position.

Thank you.

[The prepared statement of Mr. Basso follows:]
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Chairman Boxer, Ranking Member Vitter and other members of the Committee, I
am Peter J. Basso, Principal of Peter J. Basso and Associates, LLC, Transportation
Finance consultants. I am pleased to have the opportunity to testify here today on
the critical need for infrastructure investment and how the current crisis facing the
Highway and Transit program funding might be addressed.

The Federal government is a key player in partnership with the State and local
governments and the private sector for advancing investment in infrastructure and
a critical funder of transportation infrastructure. We all face an immediate crisis
because of the shortfall in revenue to maintain the solvency of the Highway Trust
Fund; this comes at a time when we must start to address the reauthorization of
these major infrastructure programs.

In my testimony I will discuss: the serious condition of the Highway Trust Fund
revenues and the negative impact on the Highway Program if we fail to address the
issue. The following issues are discussed:

* provide background on the dimensions of the revenue shortfall and its
impact on Surface Transportation Programs.
s provide information on the differences between funding and financing.

THE CURRENT CRISIS IN SURFACE TRANSPORTATION
INFRASTRUCTURE INVESTMENT

While the Highway Trust Fund has served as the backbone of Federal Surface
Transportation programs since 1956, it is now expected to reach a shortfall
situation where almost all new obligations will have to be eliminated in FY 2015.
According to the Congressional Budget Office, this is due to the structural deficit
between receipts and outlays which averages around $15 billion and will continue
to increase over time. The following chart based on CBO projections illustrates the
depth of the shortfall.

The Congressional Budget Office (CBO) projects ever growing deficits in the
subsequent years leading to a drastically diminished program. To highlight, if no
new revenues are identified for the Highway Trust Fund, highway obligations are
expected to be reduced by almost 99 percent from $40 billion in FY 2014 to $0.2
billion the following year transit obligations are expected to also experience a
significant funding reduction.
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ESTIMATED FEDERAL HIGHWAY AND TRANSIT PROGRAM
FUNDING LEVEL WITH NO NET NEW REVENUES TO HTF
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The chart above shows the reductions that would be required for the Surface
Transportation Programs if no new revenue is found. While there appears to be a
recovery in funding levels in the subsequent years it is brought about by a
critical reduction in program levels in fiscal year 2015.

HOW THE SHORTFALL DEVELOPED

Beginning in 2005 with the passage of SAFETEA: LU Congress authorized the
maximum program levels for the Highway and Transit Programs that the revenue
projections at that time sustained. Subsequently for the first time in five decades
Vehicle Miles Traveled by Americans declined substantially below historic levels.
VMT is a key proxy for revenue to the Highway Trust Fund.

Coming on the heels of this decline was the impact of the Great Recession with the
combined impact being a major shortfall in revenue compared to outlays. That gap
was approximately $35 billion in revenue vs. $51 billion in outlays. In 2008 the
balances in the Highway Trust Fund Highway account were not sufficient to pay
upcoming outlays.

Congress starting in 2008 enacted a series of General Fund transfers totaling $55
billion. These transfers allowed the programs to continue at current levels and
made possible the necessary passage of MAP-21.
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FUNDING AND FINANCING

Starting in the early 1990°s The Federal government enacted new tools to aliow for
credit financing. These programs include the State Infrastructure Bank programs,
The TIFIA program and GARVEE bonds to name a few.

While these new developments have markedly helped advance infrastructure
investment, they require revenue streams since funds must be paid back. Given the
magnitude of the short-fall in investment in infrastructure financing is most
valuable but it is not a substitute for direct revenue. Both tunding and financing
increases are sorely needed.

However, financing is not a substitute for direct revenue but rather is a compliment
to it. The financing tools require revenue streams to pay back financing and thus
alone cannot satisfy investment needs.

Conclusions

e It is clear that the U.S. investment levels as documented by two national
commissions, the American Society of Civil Engineers and AASHTO are
inadequate to meet the nation’s needs.

¢ A further erosion of investment will come about in Fiscal Year 2015 if the
revenue question goes unaddressed.

e The American economy and jobs could be negatively impacted if no solution
is found to the need to fund the Highway Trust Fund.



156

Senator BOXER. And we turn to Kathy Ruffalo, President, Ruffalo
and Associates. Welcome.

STATEMENT OF KATHY RUFFALO, PRESIDENT, RUFFALO AND
ASSOCIATES, LLC

Ms. RUFFALO. Thank you, Chairman Boxer, Chairman Baucus
and Senator Whitehouse, for the opportunity to address you today
regarding the shortfall in the Federal Highway Trust Fund and
possible solutions to this transportation funding crisis.

As a former staff member to this Committee, I fully understand
the challenges that you face regarding reauthorization and the
need to fill the current funding gap. I applaud your leadership and
that of the other committees to address this situation.

Before I begin, I want to let you know that any opinions I ex-
press are mine and mine only and not any group or entity. Jack
has done a good job of telling you and the other panel about the
trust fund shortfall, what that picture looks like. So I am not going
to go over it again, except to reiterate that the crisis is fast ap-
proaching and it is important for Congress to find the appropriate
vehicle to address it through tax reform or a broader agreement on
spending and taxes, which recent history has shown to be a good
option or through other appropriate legislation.

I am going to cover two areas in my oral statement, an overview
of the types of funding options that Congress can consider. I am
also going to end with some questions that I believe are key policy
and implementation questions for Congress as well.

If Congress agrees that we need to find additional revenue, there
are three general ways in which to do so. My written testimony in-
cludes some specific examples of each.

No. 1, raising the rate of taxation or fees of existing Federal rev-
enue streams into the trust fund. No. 2, identifying and creating
new Federal revenue sources into the trust fund. And No. 3, divert-
ing current revenues and possibly increasing the rates from other
Federal sources into the trust fund.

As Congress looks at individual funding options, of which there
are many, you may wish to evaluate each option based upon how
much money could realistically be raised, how much would it cost
and how long would it take to put in place the structure to collect
revenue in a new way, and what administrative, legal and enforce-
ment issues would need to be addressed, what is the impact to
urban and rural users of the system, and what is the applicability
to other levels of government. If finding the revenue for transpor-
tation were easy, it would have been done already. Each funding
option has supporters, opponents and each has policy consider-
ations.

So given that, here are my key questions for you today. No. 1,
with the Highway Trust Fund balances nearing zero in early 2015,
which funding options can be implemented most quickly? If Con-
gress wants to prevent dramatic cuts to State DOTs, transit agen-
cies and other transportation partners, the time necessary to collect
revenue from any option becomes critical.

You can’t forget the new revenue has to be collected prior to
2015, while possibly another General Fund transfer would have to
take place. In other words, the time to implement any funding op-



157

tion has to be considered. As you explore any list of options, you
may want to categorize them into short-term, intermediate term
and long-term in order to accurately calculate the time necessary
for any new funding scenario to be fully implemented.

Question two, how might any new Federal revenue option impact
our State and local funding partners? Several possible funding so-
lutions are currently used by States, local governments and transit
agencies to collect revenue. If the Federal Government would add
a new fee onto this existing non-Federal funding sources, the Fed-
eral Government might crowd out the ability of transportation
partners to raise revenue from these sources in the future.

Question three, should we retain the user fee concept? We had
some discussion about that on the previous panel. Do we see the
benefit of having the funding source tied in some way to the users
of beneficiaries of the transportation system? Or is it now the case
that funding from anywhere is what matters most? What would the
lack of a user fee basis mean in retaining contract authority? Of
course, as has been talked about, contract authority is what makes
this program unique, and it allows the States and local govern-
ments to plan and construct transportation projects with limited
funds on a long-term basis.

Finally, what is the public appetite for multiple funding sources?
Given how controversial and difficult it is to raise almost any tax
or fee, you may wish to consider the implications of choosing mul-
tiple sources of revenue and the level of opposition that may entail.
Some funding options raise very little revenue and others would
necessitate new collection, administrative and enforcement sys-
tems.

At the end of the day, we are all trying to do what is best for
this country. We need to remember there are real men and women
behind all the numbers and statistics that we use. Thousands of
jobs depend upon Federal transportation funding, not just direct
jobs but indirect ones as well, whether it is to get to work, to move
goods across this country to maintain our quality of life, the Fed-
eral Government is an important partner in transportation invest-
ments.

I know that with your leadership, Madam Chairman, Senator
Baucus’ leadership on the Finance Committee and other commit-
tees, Congress will resolve the insolvency of the Highway Trust
Fund and provide the funding necessary to continue valuable Fed-
eral transportation investments.

Thank you again for holding this hearing and for providing me
with the opportunity to share my thoughts and perspectives with
you today.

[The prepared statement of Ms. Ruffalo follows:]
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Chairman Boxer, Ranking Member Vitter and Members of the Committee - I
appreciate the opportunity to address you today regarding the shortfall in the
federal Highway Trust Fund (HTF) and possible solutions to the impending federal
transportation funding crisis.

I spent nearly eleven years as a staff member to this Committee and during that
time, I had the opportunity to work on ISTEA, TEA-21 and SAFETEA-LU. 1 was also
appointed to serve as a member of the National Surface Transportation
Infrastructure Financing Commission, one of two commissions created in the
SAFETEA-LU legislation. The Commission released its final report to Congress in
2009 and many of the issues I will discuss today originate from the Commission’s
work.

This experience has shaped my perspective on the situation we face today. I havea
very real respect for the difficult work facing you, your staff and other Senators as
you explore various funding options and consider the policy and implementation
issues surrounding them.

Before I begin, I'd like to state that I am not here representing any particular group
or entity and that all of the opinions I express are mine and mine only.

I'd like to cover three areas with you today. First, I will touch on the current funding
sources and current financial condition of the federal Highway Trust Fund in order
to provide context to our discussions. Second, I will provide an overview of various
funding options to close the current shortfall in the Highway Trust Fund. And
finally, I will discuss the implementation and policy issues you may wish to consider
as you explore various funding options.

Funding versus financing

The goal of today’s discussion revoives around future funding options for the
Highway Trust Fund. As part of that discussion, it is important to remember the
differences between funding and financing.
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Funding options are those that generate revenue streams and financing options are
those that leverage revenue streams. For example, the fuel tax is a funding option -
raising revenue from the assessment and collection of the tax.

Financing options are programs such as the Transportation Infrastructure Finance
and Innovation Act {TIFIA) program, infrastructure banks or any program that

provides direct loans or loan guarantees to support transportation projects. These
loans require repayment from an identified revenue stream - i.e., a funding source.

Financing options play a key role in moving many projects forward ~ especially
significantly large (expensive), regional and multi-state projects. Having said that,
we cannot view financing options as the “silver bullet” or the solution to the
impending shortfall in the Highway Trust Fund. Financing options may not be
practical in all parts of the country or for every infrastructure project.

Current funding sources into the Highway Trust Fund

In order to provide context to the discussion of future funding, it may be helpful to
restate the current sources of funding into the Highway Trust Fund.

The sources of revenue into the HTF fall into two separate categories ~ motor
vehicle fuel taxes and various non-fuel taxes and fees. Highway Trust Fund
revenues are:

* Gasoline and other fuels 18.3 cents/gallon

+ Diesel 24.3 cents/gallon

* Retail tax on trucks 12.0% on retail sales

* Highway-type truck tires 9.45 cents/100 lbs capacity
¢ Heavy vehicle use tax $100 + $22/1000 lbs

Motor fuel taxes account for the vast majority of revenue into the HTF -
approximately 90% of the HTF net receipts. Other revenues (not based on motor
fuel consumption) account for only about 10% of the HTF net receipts.

The staff of the Joint Committee on Taxation have estimated that one cent per gallon
of motor fuel taxes during the 10-year period beginning with FY2015 will yield
about $1.7 billion per year - of this amount, $1.3 billion is attributable to the
gasoline tax and $400 million is attributable to the diesel tax.

Growth in motor fuel tax receipts is driven by two factors: tax rates and fuel
consumption. Federal motor fuel tax rates were last raised in 1993, when Congress
added an across-the-board 4.3-cent increase. The proceeds from this increase,
however, initially were directed to the General Fund and were not credited to the
HTF until October 1997 (fiscal year 1998). Because the tax rate has remained
constant since 1993, inflation has significantly eroded the value of the tax receipts ~
the purchasing power of the motor fuels tax has declined by about 38 percent.
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In addition, we have seen volatility regarding receipts into the HTF from non-fuel
tax receipts - especially those related to truck trailer sales and the heavy vehicle use
tax.

Financial condition of the Highway Trust Fund

The Highway Trust Fund has served as the means to fund federal highway and
transit programs in this country for many years. Unfortunately, the revenue into the
Highway Trust Fund has not kept pace with the spending. The Congressional
Budget Office baseline assumption estimates the spending from the Highway Trust
Fund will exceed receipts on average about $15 billion per year for the next ten
years (FY2014-2023). If no action is taken, this funding shortfall will have an
extraordinary impact in FY2015 - a little over a year from now - when states and
transit agencies across the country will have to significantly reduce their
transportation investments. For the federal highway program, this shortfall would
effectively prevent states from obligating any new federal funds - reducing the
current federal highway program from $40 billion to less than $500 million in new
obligations in FY2015. The federal transit program would see similar reductions as
well.

There are serious implications from this kind of reduction ~ highway and transit
projects across the country that are currently planned may have to be delayed or
cancelled. These are projects that states, communities and even regions have been
waiting for many years to see completed to improve congestion, increase capacity or
address other transportation issues.

Funding options

Given the current funding picture - the question becomes —~ what do we do about it?
One can address this in a number of ways (or some combination thereof) - do
nothing and reduce federal transportation investments; increase current taxes and
fees or continue transfers from the General Fund; or identify and implement new,
dedicated revenue streams into the HTF.

For the purpose of today’s hearing - I'm going to presume that Congress is unwilling
to drastically reduce federal transportation investments and the federal government
will remain a viable funding partner. Therefore, I will focus on possible funding
options and policy considerations.

The National Surface Transportation Infrastructure Financing Commission
(Commission) completed its work in February of 2009. While I'm not here on behalf
of the Commission, we released a comprehensive report that details short and long-
term funding options. While four years may seem like a long time, the funding
options we explored still remain relevant te today’s discussions. In addition, since
the release of our report, a number of new ideas have been discussed either in
Congress or in the broader transportation community - oil and gas leasing fees and
a non-truck (passenger vehicle) tire tax for example.



161

So while not an exhaustive list of ideas, the Commission examined close to 40
funding options and this list has served as the basis for much of the conversation
currently taking place in and out of Congress. We evaluated each of these funding
options using criteria such as revenue raising potential {funding stream
considerations); implementation and administration considerations; economic
efficiency and impact considerations; equity considerations and applicability to
other levels of government.

This list of options is very diverse and while the Commission did not recommend
every one of these options, they are all listed in our final report. The report lists
how much revenue each option could raise along with some pros and cons for the
funding options.

There are three general types of funding or revenue options for the HTF - if
Congress determines new or additional revenue/funding is needed:

* Raising the rate of taxation or fee rates of existing federal revenue streams
into the HTF - for example the gasoline and diese] tax (including indexing);
the heavy vehicle use tax; the truck and trailer sales tax; and the truck tire
tax.

¢ Identifying and creating new federal revenue sources into the HTF - for
example a container tax; drivers license-surcharge; vehicle registration fee;
imported oil fee; sales tax on fuel; carbon tax; vehicle sales tax ; sales tax on
auto-related components, oil and gas leasing fees; and a tire tax on light-duty
vehicles.

* Diverting current revenues (and possibly increasing the rates) from other
federal sources into the HTF - for example, custom duties; the Harbor
Maintenance Tax; or revenue from the General Fund.

The Commission spent over two years working on this report and what we
submitted to Congress was the best effort of a diverse group of 15 individuals. Asa
former staffer, I'm well aware that Congress may have a different opinion and may
choose a different set of options to fund our transportation system. It is my hope
that the Commission report proves useful to this Committee, other relevant
Congressional Committees and to the Congress as a whole,

Implementation and policy issues for consideration

If any of these funding options were easy, they would have been done already. Each
funding option - whether increasing a current tax or fee; identifying a new funding
source or even continuing General Fund transfers ~ has supporters and opponents
and each has policy implications.

Given that, it is important that Congress consider the following key questions:
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1. With the HTF balances nearing zero sometime in early FY2015, which funding
options can be implemented most quickly?

If Congress wants to prevent dramatic funding cuts to state DOTs, transit
agencies and other transportation partners, the time necessary to collect
revenue from any option becomes critical. You can’t forget that new revenue
would have be collected prior to FY2015 or possibly another General Fund
transfer would have to take place. In other words - the time to implement
any funding option has to be considered. 1f the implementation will take
months or years, that has to be taken into account. Short of raising current
taxes or fees ~ which have the administrative, collection and oversight
processes already in place - many funding options can take significant time
to put into place. As you explore any list of options, you may want to
categorize them into short-term, intermediate-term and long-term in order
to accurately calculate the time necessary for any new funding scenario to be
fully implemented.

2. How might any new federal revenue option impact our state and local funding
partners?

Several possible funding options are currently used by states, local
governments and transit agencies to collect revenue. The Commission was
concerned that if the federal government were to add a new fee onto these
existing non-federal funding sources, the federal government might “crowd
out” the ability of transportation partners to raise revenue from these
sources in the future.

3. Should we retain the user-fee concept?

Do we still see a benefit of having the funding source tied - in some way - to
the users or beneficiaries of the transportation system? Or is it now the case
that funding - from anywhere - is what matters most? What would the lack
of a user-fee basis mean in retaining contract authority? Contract authority
is what makes the federal transportation program somewhat unique among
federal programs and allows for the long-term planning and certainty that
states, local governments and transit agencies need to plan and construct
transportation projects with limited funds. If the federal transportation
program were to lose contract authority and become reliant on an annual
appropriations process, there are serious implications that would need to be
considered.

4. What is the public appetite for mulitiple funding sources?

Given how controversial and difficult it is to raise almost any tax or fee, you
may wish to consider the implications of choosing multiple sources of
revenue and the level of opposition that may entail. Some funding options
raise very little revenue and others would necessitate new collection,
administrative and enforcement systems. I would encourage the Committee
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and Congress to fully evaluate the steps that would have to take place to
create any new funding option so that you have all of the information you
need to make your decisions - a thorough evaluation can highlight any
implementation, administrative or enforcement challenges ahead of time and
allow Congress to thoughtfully take the necessary steps to successfully put in
place any new mechanism.

Conclusion

At the end of the day, we are all trying to do what is best for this country. We need
to remember that there are real men and women behind all of the numbers and
statistics that we tend to use in our discussions. We can’t get caught up in national
statistics and forget the impacts of the decisions being made. Thousands of jobs
depend upon federal transportation funding - not just direct jobs but indirect ones
as well. Whether it is to get to work, to move goods across this county or maintain
our quality of life, the federal government is an important partner in transportation
investments.

I know that with your leadership, Madam Chairman, and the leadership of this
Commiittee and other Committees, Congress will resolve the insolvency of the
Highway Trust Fund and provide the funding necessary to continue valuahle federal
transportation investments.

Thank you again for holding this hearing and for providing me with the opportunity
to share my thoughts and perspectives with you today.
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Questions

Senator Barbara Boxer:

1. Ms. Ruffalo, you state in your testimony that, in looking at potential revenue
options, it is important to categorize them into short-term, intermediate-
term and long-term.

Could you elaborate on that point and what it means for us as we approach
the insolvency of the Highway Trust Fund next year?

With the insolvency of the Highway Trust Fund (HTF) possibly occurring some
time during the summer of FY2014, it is important to look at revenue options in
terms of how long it would take to collect any new revenue. If Congress
chooses to increase an existing tax rate, i.e, the fuel taxes, the revenue can be
collected in a more immediate time frame. If, however, Congress chooses to
create a new revenue stream or funding option, it may take some time to
actually collect any revenue if the time frame to implement the revenue stream
is sizeable. Therefore, it will be important to factor in the time to implement
any new funding option when making any decisions to address the immediate
insolvency of the HTF.

As I mentioned in my testimony, if Congress wants to prevent dramatic funding
cuts to state DOTSs, transit agencies and other transportation partners, the time
necessary to collect revenue from any option becomes critical. Any new
revenue would have to be collected prior to FY2015 or possibly another General
Fund transfer would have to take place. In other words - the time to implement
any funding option has to be considered. If the implementation will take
months or years, that has to be taken into account. Short of raising current
taxes or fees - which have the administrative, collection and oversight
processes already in place - many funding options can take significant time to
put into place due to regulatory, administrative and legal challenges.

2. Ms. Ruffalo, you mention the importance of contract authority and the
connection to a user-fee concept. Can you discuss why that authority and
certainty is important to the Highway Trust Fund and transportation
investment?

Contract authority is a feature that makes the federal transportation program
unique - it allows Congress to provide the funding levels to state DOTs and
other transportation stakeholders (with multi-year authorization legislation)
on a longer-term basis than that provided through the annual appropriations
process. By providing the funding levels on a multi-year basis, advance
understanding of future funding commitments (ie, contract authority) allows
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state DOTs and other transportation stakeholders to do long-term planning -
the type of planning that is imperative in order to undertake large, complex
construction projects and to appropriately manage the timing of a program of
projects.

Senator David Vitter

1. What are the potential middle to long-term effects on the Trust Fund of
continuing to fill the gaps between HTF receipts and outlays with offset
general funds? Are those concerns heightened as general funds make up a
more significant portion of the Trust Fund?

[ believe there are two key effects of continued general fund transfers to the
Highway Trust Fund - impact to the ability of the federal-aid highway program
to utilize contract authority and a further erosion of public support and trust in
the federal transportation program. Because the federal transportation
program is funded from a federal trust fund, the Congressional Budget and
Impoundment Control Act of 1974 allows for the use of contract authority as
long as 90 percent or more of the trust fund receipts are derived from user-fees.
Further transfers into the trust fund could jeopardize this requirement and
Jeopardize the further availability of contract authority. In addition, losing or
eroding the nexus or tie between the users of the system (while not perfect) and
the improvements to the system may cause taxpayers to continue to resist
providing additional resources to meet the nation’s transportation needs at the
federal level.

2. There seems to be some consensus from the panel that the gas tax is
unsustainable for the middle or long-term. Yet many have recommended the
gas tax as a possible short-term solution. Knowing nothing around here is
for the short-term does that change your view of being a short-term solution?

I do agree that if we continue to increase the fuel efficiency of the motor vehicle
fleet, increase the use of alternative fuels or sources (natural gas, electricity)
and/or experience a further decline in vehicle miles traveled, there will be a
decline in the revenue collected from the motor fuel taxes on a per gallon basis.
At a time when we are encouraging drivers to use less gas and diesel fuel, it
doesn’t make sense to continue to rely (in the long-term) solely on a funding
mechanism that is based on the use of that motor fuel. Having said, that - I do
believe the fuel tax can continue to be a funding mechanism for some time. The
issue becomes the rate of the taxation — should it be increased or not.

3. You make a point to differentiate between financing and funding. Canyou
speak to how reliant financing programs are on the Highway Trust Fund and
what those programs look like without the steady revenue provided by the
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Trust Fund? Do you think it's inappropriate to expand these types of
programs before addressing the Trust Fund?

The Highway Trust Fund does provide support for some financing programs -
TIFIA being the largest such program. The HTF provides the credit subsidy
needed to support the credit enhancements available to project sponsors under
the TIFIA program. It is possible for some TIFIA eligible projects to pay their
own federal subsidy ~ but not having the HTF support for the TIFIA program
would limit, if not erase, the ability of the program to continue. I believe that
financing programs, such as TIFIA, can be useful tools for some projects in
certain parts of the country. But financing programs are not a solution to the
insolvency of the HTF and are not viable solutions for every transportation
project/need. And it isimportant to remember that projects funded through
financing tools generally need a revenue [funding) stream and not every
project is capable of producing such a revenue stream. Therefore, | argue that
we don’t necessarily have a “financing” problem in this country, we have a
“funding” problem. I do believe finding a solution to the insolvency of the HTF
is critical and cannot be solved just by creating new and innovative financing
mechanisms.

Senator James Inhofe

1. Members of my caucus are reluctant to spend money on our nation’s
infrastructure despite the fundamental federal responsibility we have to
provide for it. How would you suggest we address those who would not be
willing to address the catastrophic shortfalls to the Highway Trust Fund?
What impacts would a lapse in federal funding have on not just our
infrastructure, but also on the economy as a whole?

Ifwe are going to ask for additional revenue —~ whatever the source - we need
to do a better job of convincing the American people - and their Congressional
representatives — that the funding will be used wisely, efficiently and improve
their every day lives. Too often, in Washington DC, we use national statistics to
try and make our case for additional investment. | believe that is the wrong
way to approach this issue. We need to make the case at a more local level,
What will any additional spending mean to the average person - their daily
commute, their community and their quality of life? What transportation
improvement can be made in their local community that can be seen, felt and
understood? Without that connection - between asking for more money and
the benefit to be received - I believe it will continue to be difficult {and rightly
s0) to convince taxpayers and Congress to make the tough decisions to raise
revenue. We need to better engage local businesses, local elected officials, local
media and other “non-traditional” stakeholders in this discussion. There isno
doubt that a lapse in federal transportation funds to states, local governments
and transit agencies would result in many important transportation projects
across the country being halted, delayed or put back on the shelf. This would
certainly impact the national economy and state economies as well,
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Senator BOXER. I think it was very helpful.
Our next speaker is Jack Schenendorf, Of Counsel, Covington
and Burling, LLP. Welcome, sir.

STATEMENT OF JACK SCHENENDORF, OF COUNSEL,
COVINGTON AND BURLING, LLP

Mr. SCHENENDORF. Thank you, Madam Chairman. You have al-
ready heard from a number of witnesses today, so I will be brief.
It is a special honor to appear before this Committee. Almost 60
years ago, it was the leaders of this Committee, Democrats and Re-
publicans, together with President Eisenhower, who had the vision,
the wisdom and the political will to make a major investment in
America’s future by creating the interstate system.

If there was ever a time to take a similarly daring look at our
Nation’s surface transportation system, it is now. In recent decades
the United States has under-invested in the national surface trans-
portation network. As a result, the aging, congested network is in
need of repair and does not have adequate capacity to accommo-
date future population and economic growth.

How did we get from having one of the world’s preeminent trans-
portation systems to an overburdened system that is steadily fall-
ing into a state of disrepair? The heart of the problem is this: while
we have been benefiting from the expenditures of the generation
that helped build the interstate highway system, we have failed to
make adequate investments of our own. It is time for Republicans
and Democrats to come together again and put in place a vision for
the next 50 years that will ensure U.S. prosperity and global pre-
eminence for generations to come.

MAP-21 took an important first step by modernizing our Na-
tion’s surface transportation policies for the 21st century. My testi-
mony today will focus on what MAP-21 left undone: ensuring an
adequate level of investment in our national surface transportation
network.

I would like to make three points for your consideration today.
Point one, fixing the Highway Trust Fund and increasing invest-
ment in our national surface transportation network must be a
foundational element of any pro-growth economic agenda.

According to a recent report by McKenzie Global Institute, our
inadequate infrastructure imposes unnecessary additional costs on
the U.S. economy and American taxpayers. They have estimated
that increasing road congestion is costing the Nation $85 billion a
year. On a per traveler basis that works out to a little over $1,000
per traveler in urban areas and about $400 in suburban and rural
areas. At a time of increasing global competition and uncertain eco-
nomic growth, the United States can’t afford to undermine the ben-
efits that a well-functioning transportation system provides or
allow inaction to impose additional costs on U.S. travelers. U.S.
jobs, the U.S. economy and this Nation’s position as a global eco-
nomic leader are at stake.

Point No. 2, I want to emphasize one of the principles I identified
in my written testimony for evaluating appropriate solutions. That
is the need for a truly national investment policy. Modernizing the
233,000-mile national highway system which makes up just 5.7
percent of the Nation’s road mileage but carries 55 percent of the
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vehicle miles traveled annually will require significant sustained
investment over a considerable period of time. The Highway Trust
Fund is uniquely suited for this type of investment.

The focus in creating the Federal aid highway system and the
national highway system in particular was the concept of a country
unified by a nationwide infrastructure. In today’s highly competi-
tive global economy, this vision is more important than ever. Only
a strong Federal role will help realize this unity, allowing for sys-
temic improvements in both high traffic and low traffic States.

Point three, we must not underestimate the magnitude of this
problem. According to CBO, it will take the equivalent of a 10 cent
gas tax increase just to close the hole in the Highway Trust Fund.
The Policy and Revenue Study Commission that I served on as vice
chair estimated that we should be spending about 25 to 40 cents
additional on the gas tax in order to start meeting the needs of the
Nation going forward, to rehabilitate the existing system and pro-
vide the additional capacity.

In my written statement I have identified a number of options
for raising these revenues. I subscribe to both what Jack and
Kathy have said about the revenue options. I want to bring your
attention particularly to the first page of the chart in Attachment
A, which i1s a color chart which shows a lot of these options and
the way that we evaluated them. I also want to call your attention
to a paper that I have also attached that an associate at Covington
and myself write on Federal user fees, an alternative way to raise
funds if you are unable to raise any of these other taxes.

Thank you.

[The prepared statement of Mr. Schenendorf follows:]
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Wednesday, September 25, 2013

Thank you, Chairman Boxer, Ranking Member Vitter, and other members of the
Committee, for giving me the opportunity to testify on our Nation’s surface
transportation needs and financing.

I'am Jack Schenendorf. I am Of Counsel with Covington & Burling LLP in Washington,
D.C. Prior to joining Covington, I served on the staff of the House Transportation and
Infrastructure Committec for 25 years. I also served as Vice Chair of the National
Surface Transportation Policy and Revenue Study Commission (hereinafter referred to as
the “Policy and Revenue Study Commission™) from 2005 until 2008.

The views | express here today are my own. They do not reflect the official position or
views of Covington, the T&I Committee, or the Policy and Revenue Study Commission.

It is a special honor to appear before this distinguished Committee. For almost 60 years
ago, it was the leaders of this Committee, in cooperation with President Eisenhower, who
had the vision, the wisdom, and the political will to make a major investment in
America’s future. As is often the case with major transportation initiatives, Democrats
and Republicans came together to put America’s interests first.

By authorizing construction of the Interstate Highway System, by establishing the
Highway Trust Fund that would make the Interstate a reality, and by almost tripling the
federal motor fuels tax, Congress took an action that was instrumental in making America
strong and in developing the world’s largest economy and most mobile society.

As President Eisenhower stated:

“Our unity as a nation is sustained by free communication of thought and by easy
transportation of people and goods..Together the unmifving forces of our
communication and transportation systems are dvnamic elements in the very
name we bear—United States. Without them, we would be a mere alliance of
many separate parts.”

In the 1950s, there was only a small amount of travel that was truly long distance in
nature. Most travel was relatively local and at low speeds (20 to 40 mph) on narrow,
two- or four-lane undivided roads that were often congested, poorly maintained, and
unsafe, especially in populated areas.
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The Interstate changed travel in America. It provided greater capacity and made long-
distance travel practicable. It made travel faster, safer, and less expensive on a per mile
basis. It has become one of the foundations of America’s competitive success in the
global marketplace. And it made America stronger and more secure.

Now we have outgrown this system and the rest our national surfaee transportation
network. It is time for new leadership to step up with a vision for the next 50 years that
will ensure U.S. prosperity and global preeminence for generations to come.

MAP-21 took an important first step by modernizing our Nation’s surface transportation
policies for the 21% century. The leaders of this Committee—Chairman Boxer, Ranking
Member Vitter, Senator Baucus, and Senator Inhofe—are to be commended for that
cftort.

My testimony today will focus on what MAP-21 left undone—ensuring an adequate level
of investment in our national surface transportation network.

The Challenge

In recent decades, the United States has underinvested in the national surface
transportation network. As a result, the aging, congested network is in need of repair and
does not have adequate capacity to accommodate future population and economic
growth.

According to estimates of the Policy and Revenue Study Commission, we need to invest
at least $225 billion annually from all sources {federal, state, local, and private sector) for
the next 50 vears to upgrade our existing system to a state of good repair and create a
more_advanced surface transportation system to sustain and ensure our international
competitiveness and strong economic growth for our families. We are spending less than
40 percent of this amount today.

Even if the Commission’s estimates were off by 25 percent, we would nevertheless still
need a substantial increase in investment from all sources, including the federal
government.

These findings should not come as a surprise. Commission after Commission, study after
study, and report after report have identified serious deficiencies in the Nation’s surface
transportation network—aging and deteriorating infrastructure and reduced operational
efficiency of key assets.

Action, Inaction, and Economic Growth
The increased investment required to maintain and improve our highways is not only
needed for the convenience and the safety of individual drivers—although these are

important concerns. A deteriorating public highway system also powerfully impacts the
well being of the U.S. economy.

Page 2 of 11
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Our national highway network is a critical driver of our national economy. It is a rare
example of a physical government infrastructure that reaches every American — if not
individual drivers, then individuals who consume goods and services that could only be
provided thanks to state-to-state transportation. [t increases productivity and lowers
transaction costs. It has been instrumental in enhancing mobility, and thus providing
access to jobs, education, and other opportunities that have increased the quality of life in
the United States. If no action is taken—that is, if no investments are made to maintain
and improve the highway system to accommedate greater demand for access to goods
and services—access to these benefits will be limited.

A recent report by the McKinsey Global Institute shows just how far behind the U.S. has
fallen in terms of building a 21st-century infrastructure. Compared to the 139 countries
examined by the World Economic Forum’s Global Competitiveness Report 2010-2011,
the U.S. ranks 23rd on overall quality of infrastructure, behind countries such as France,
Germany, Canada, and Japan. This represents a precipitous drop over the past decade: in
2000, the U.S. ranked 7th.

Worse still, our inadequate infrastructure imposes unnecessary additional costs on the
U.S. economy and American taxpayers. The McKinsey report goes on to estimate that
increasing road congestion in the United States already costs more $85 billion year. On a
per traveler basis, this cost ranges from $1,084 in very large urban areas to $384 in
suburban and rural locations.

At a time of increasing global competition and uncertain economic growth, the United
States can’t afford to undermine the benefits that a well-functioning transportation system
provides or allow inaction to impose additional costs on U.S. travelers. U.S. jobs, the
U.S. economy, and this country”’s position as a global economic leader are at stake.

To put it bluntly, failure to adequately fund the maintenance and expansion of this system
should not be an option. As a country, we can’t avoid making the choice to address this
problem—and inaction is the wrong choice.

Highway Trust Fund Solvency

In 1956, the Congress established the Highway Trust Fund (*HTF™) to help build the
Interstate Highway System while continuing to imvest in the national surface
transportation network. Created by the Highway Revenue Act of 1956, the HTF is a
financing mechanism that accounts for tax receipts dedicated for expenditure on
highways and transit needs. Currently, the HTF houses two accounts: one for the
highway program, and one for public transit.

Since its inception, the HTF has been funded by taxes on motor fuels and vehicles. By
linking transportation-related taxes with transportation-related funding, the HTF ensures
that the costs of the federal highway system are primarily borne by its users. Through the
ample revenue they provided to the HTF, the Eisenhower generation helped build not
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only a state-of-the-art highway system, but also one that included extra capacity for
generations of drivers to come.

How did we get from having one of the world’s preeminent transportation systems to an
overburdened system that is steadily falling into a state of disrepair? The heart of the
problem is this: while we have been benefiting from the expenditures of the generation
that helped to build the Interstate Highway System, we have failed to make adequate
federal investments of our own.

Though national surface transportation expenditures have increased over time, they have
not kept pace with national growth. Expenditures on highway maintenance and
improvements arc shared by local, state, and federal governments. When growth in
vehicle miles traveled is taken into account, real highway spending across all these levels
of government has fallen by nearly 50 percent since the creation of the HTF. The federal
contribution to highway spending, in particular, has remained fairly constant, falling
behind rather than responding to additional infrastructure demand.

Currently, about 90 percent of HTF revenue is derived from excise taxes on motor fuels.
These taxes are set at 18.4 cents per gallon of gasoline and 24.4 cents per gallon of diesel,
but are not indexed for inflation and have not been raised for almost two decades. The
tax has lost about 33 percent of its purchase power since it was last raised.

Moreover, as a result of the economic downturn, declining real receipts, and more
efficient vehicles, the HTF is in a solvency crisis. Since, by law, the HTF cannot incur a
negative balance, Congress has been forced to authorize emergency funding infusions
totaling about $54 billion since 2008. Yet short-term and long-term shortfalls still loom —
and investment needs continue to grow.

What the HTF truly needs is a significant and immediate increase in revenues. The
current level of funding is not adequate to maintain the operational performance and
physical condition of the highway system.

According to CBO, the HTF needs additional annual revenues equivalent to a 10-cent gas
tax increase just to maintain current, inadequate levels of investment.

The Policy and Revenue Study Commission concluded that the HTF needs additional
annual revenues equivalent to a 25- to 40-cent gas tax increase (5 to 8 cent increase

annually for 5 vyears) to start meeting the future neceds of our national surface
transportation network.

The question is: what is the best and fairest way to raise the additional revenues needed?
Evaluating Appropriate Solutions

Public policy groups and government commissions have proposcd dozens of solutions
with respect to raising HTF revenue. In evaluating these solutions, three principles
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should be considered. All three of these principles are important for creating revenue-
raising mechanisms that are efficient, viable, and best reflect the scope of the federal
highway system and its role in the U.S. economy.

First, proposed solutions should approximate a true user fee as closely as possible. The
HTF’s major revenue stream — motor fuel taxes — are an example of a revenue-raising
solution that attempts to place the responsibility for maintaining and improving the
highway system on its actual users. Revenue options that hew as closely as possible to
user fees are fairer and more economically efticient, causing the individuals who impose
costs on the system (for example, by increasing the need for repairs through a high level
of use) to pay those costs, rather than obligating non-users to shoulder the burden.

Second, the solutions should be relatively easy to implement. The problem of federal
highway funding requires an urgent response. Moreover, ease of implementation
usually-~though not always—translates into less costly and more politically viable
programs.

The third and most important principle is the need for a truly national investment policy.
Highway Account funding can be used on the federal-aid eligible highways that make up
about 25 percent of the nation’s 4 million miles of roads but carry more than 85 percent
of the vehicle miles traveled annually.

Most of the Highway Account funding is focused on the 233,000-mile National Highway
System (which includes the Interstate Highway System). [t makes up just 3.7 percent of
the Nation’s_road mileage but carries 55 percent of the of the vehicle miles traveled
annually. Significant investment in the National Highway System (NHS) is needed to:

» Restore the Interstate Highway System, which is reaching 40 to 50 years of age,
to a state of good repair though an aggressive program of preservation, including
projects to—

o Substantially rehabilitate, or in some cases replace, many of its 55,000
bridges; and

o Reconstruct major portions of its 210,000 lane miles.

¢ Improve systemn performance by applying the full range of intelligent
transportation systems (¢.g., navigation systems, traffic signal control systems,
real-time parking guidance and notification systems, and vehicle detection and
notification systems) and aggressive systems of operation and management
strategies.

¢ Replace aging interchanges that have become major bottlenecks with interchanges

that have wider lanes and geometric designs to allow higher volumes of cars and
trucks to exit and merge more safely at higher speeds.
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Reduce congestion by adding additional lane miles to urban and rural Interstates,
where appropriate.

Expand the Interstate Highway System, where appropriate, to provide connections
to new and emerging centers of population and commerce.

Preserve and modernize the non-Interstate National Highway System, including
important corridors such as the Avenue of the Saints, Transamerica Corridor,
Hoosier Heartland Industrial Corridor, Great Lakes/Mid-Atlantic Corridor,
Heartland Expressway, U.S. 395 (CA, NV, OR, WA), CANAMEX, Ports-to-
Plains, Wisconsin Development Corridor, Capital Gateway Corridor, East-West
Cormidor, SPIRIT Corridor, Theodore Roosevelt Expressway, and Camino Real
Corridor, among others.

Address urban congestion through operational improvements and, where
necessary, increased NHS capacity.

Improve rural NHS highways to keep U.S. agriculture competitive, especially
lower-classification Federal-aid roads that link farm and Tocal roads with the
National Highway System,

Upgrade narrow, two-lane, rural NHS roads that cannot safely carry the kind of
trucks now moving across the United States to support the renewable fuels
industry, wind farm energy production, and the development of other energy
resources.

Improve rural NHS highways to handle the growth in international and domestic
trade moving through the heartland of America.

Preserve and upgrade, where necessary, the Strategic Highway Network
(STRAHNET), a network of highways that are important to the United States’
strategic defense policy and that provide defense access, continuity, and
emergency capabilitics for defense purposes, STRAHNET Connectors—
highways that provide access between major military installations and ports—
would also be maintained and upgraded where appropriate.

Provide NHS connectivity between urban and rural America, and address
seasonal congestion and bottlenecks associated with interstate tourism, especially
at national parks.

Provide adequate NHS access to new and emerging cities and towns so that our

highway system will be the unifying network that President Eisenhower
envisioned.
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Modernizing federal-aid eligible highways, especially the major highways that make up
the National Highway System, will require significant, sustained investment over a
considerable period of time. The HTF is uniquely suited for this type of investment.

Previous reports on the issue of highway funding often raise solutions such as credit
enhancement programs, bonding, state-level tolling, national or state infrastructure banks,
and private-public partnerships. These options, while worthwhile and clearly part of the
overall solution, are not the complete solution. Such programs will not generate enough
revenue for the system-wide, sustained investment that is needed over the long term.
Moreover, they tend to reside at the local- and even project-level. State and local
governments are subject to different and more narrowly-focused political pressures than
the federal government. If funding fixes were aimed only at changes on the state- and
local-level, there is a danger that the transportation system would become balkanized—to
the detriment of the national network.

The focus in creating the federal-aid highway system was the concept of a country
unified by a nationwide infrastructure. In today’s highly competitive global economy,
this vision is more important than ever. Only a strong federal role will help realize this
unity, allowing for systemic improvements in both high-traffic and low-tratfic states.
There is also the issue of fairness. A very costly project in State A may be needed
because of traffic destined for other distant states. It is not fair to ask the citizens of State
A to pay the whole tab for a project that benefits millions of people across the network.
The costs of modernizing the national network should be bome by all of the users of the
network.

This approach is consistent with federal role in transportation throughout our nation’s
history. From President Washington’s support for federal construction, maintenance and
repair of existing and future lighthouses, buoys and public piers for rendering navigation
“easy and safe”; to Henry Clay’s support for capital improvements; to President
Lincoln’s support for the transcontinental railroad; to President Theodore Roosevelt’s
support of the Panama Canal; to President Franklin Roosevelt’s support for a cross-
country high level road system; to President Eisenhower’s support of the Interstate
Highway System and the Highway Trust Fund; and to President Reagan’s support for
increased motor fuel user fees to preserve and modernize the federal-aid highway
network, the federal government has been instrumental in the development of our
Nation’s strong surface transportation network.

Thus, the solutions discussed below focus on increasing the receipts of the HTF for
countrywide distribution.

Possible Solutions
Before discussing a number of possible solutions, I want to bring to your attention the
options that the Policy and Revenue Study Commission evaluated and the results of the

Commission’s analysis. These are set forth in Appendix A. The color chart can be
particularly helpful in providing an overview of the merits of each option.
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In my testimony, | want to focus on the following options:
Future Replacement for Current Motor Fuel Taxes

It is imperative to find a long-term replacement for motor fuel taxes as soon as possible,
There is a growing recognition that supplies of conventional petroleum-based fuels will
get tighter in the future, leading to the possibility of higher fuel prices, greater disparities
in vehicle fuel economy, increasing use of alternative fuels, and greater concern about
energy security. However, many technical and institutional questions remain to be
answered, especially with respect to mileage-based fees like VMT. The replacement for
the motor fuel tax will not be available in the near term and probably the medium term as
well, so it cannot be relied on to serve as a source of HTF revenues for in the near future.
It is important, however, to aggressively conduct research in this area. Pilot projects
should be encouraged. We must make transitioning to a replacement fee a priority.

Increased Motor Fuel and Diesel Fuel Taxes

One obvious solution that meets the three criteria outlined in the previous section is an
increase in the motor fuel and diesel fuel excise taxes and indexing them to inflation.

As mentioned above, motor fuel taxes on diesel and gas constitute about 90 percent of
HTF receipts. These taxes are charged at a flat rate per gallon that is set by Congress.
The current tax rates on motor fuels are 18.4 cents per gallon for gasoline and 24.4 cents
per gallon for diesel fuel. An increase in these rates is long overdue; Congress has not
changed the rates since 1993, and because they are not indexed for inflation, their
efficacy as a revenue-raising tool has diminished substantially over the past 18 years.
Had the federal gas tax rate of 18.4 cents per gallon been indexed using the Consumer
Price Index for all Urban Consumers beginning in 1993, the tax rate in 2008—the year of
the HTF’s first emergency infusion—would be 27.5 cents per gallon.

Because the motor fuel tax is already in place as the primary funder of the HTF,
implementation of a tax increase or an indexing solution is straightforward and could be
easily accomplished, at least technically. Moreover, the motor fuel tax approximately
places the cost of maintaining and improving the highway system on users of that system.
Although the tax is collected at the fuel terminal level, it is passed on to drivers at the
pump.

If Congress does not increase the current motor and diesel fuel taxes, it should,
nevertheless, consider indexing them to inflation. This would at least preserve the
current purchasing power of those taxes and be a part of the solution to the transportation
investment crisis.

It should be noted that the Policy and Revenue Study Commission recommended a 5- to
8-cent per gallon increase in motor fuel and diesel fuel taxes annually for a five-year
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period. It also recommended indexing. This would result in a total increase of 25- to 40-
cents per gallon, plus indexing.

It should also be noted that the Simpson-Bowles Commission recommended a 15-cent
increase in the motor fuel and diesel fuel taxes, along with indexing.

Targeted Federal User Fees

Another possible solution is based on federal user fees and is derived from a paper
written by Beth Bell, an associate at Covington, and myself. The paper is attached as
Appendix B.

The paper proposes the following user fees:

(1) a Federal Interstate User Fee for all vehicles using the Interstate Highway
System, with its revenues dedicated to modernizing the Interstate to meet the
demands of the 21st century; and

(2) a Federal Motor Carrier User Fee, with its revenues dedicated to freight-
related transportation improvements benefiting the trucking industry.

These targeted user fees have three characteristics in common: they appropriately place
the costs of maintaining and improving the federal-aid highway system on its users, they
can be implemented relatively easily, and most importantly, they tackle the problem of
highway funding on a comprehensive, national level.

Registration Fee Increase

All states impose an annual vehicle registration fee, and at least half the states raise more
than a quarter of their dedicated transportation revenues through this mechanism. One
possible way to raise additional HTF revenues would be to impose a flat federal
registration fee in addition to any state charges. The fee would be set by the Congress
and would flow to the HTF. Because the fec would be collected through states’ existing
systems, this option could be implemented with little additional cost. Unless fees become
particularly high, however, the revenue potential of this solution may be limited. And
although vehicle-related, the registration fee is not as user-based as some of the other
possible solutions being discussed.

Oil-related solutions
Various oil-related taxes and tariffs could be imposed on producers and importers in
order to raise funds for the HTF. For example, a straightforward tariff on oil, charged as

either a fixed amount per barrel or as a percentage of the value of imported oil, could be
imposed.
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A more complex system, but one which would more directly affect oil consumption,
would involve imposing a tax on oil consumption plus a tariff on imports of refined
petroleum. The oil tax would be constructed as a percentage tax on each barrel of oil
consumed in the United States. The rate of the tax would be adjusted on an annual or
semi-annual basis (primarily to ensure that consumers are not penalized during periods
when oil prices spike). The tax would be collected at the refinery level. To prevent
international refiners from obtaining an undue advantage, imports of refined petroleum
products would incur a tax equivalent to the oil tax. Similarly, exporters would receive a
tax credit or rebate equivalent on the oil used to produce exported products.

As other studies have noted, an oil tax or tariff could be set so as to internalize various
external costs associated with the consumption of petroleum products—ineluding
environmental and national security costs. An oil tariff alone could also promote U.S.
energy independence. While these may be desirable policy outcomes, one drawback to a
broad oil tax is that it is not user-based; the tax on barrels of oil that are not eventually
used as fuels (or as asphalt) would nonetheless flow to the HTF. While it may be
possible to apportion the revenue raised by the oil tax according to use, such a system
may be administratively difficult and lead to delays in implementation. Additionally,
because a tax on oil would necessarily place a greater burden on certain households (for
example, because of regional weather differences) and businesses that consume more oil,
political opposition to an oil tax may be heavy or insurmountable.

Use of royalties flowing from existing or new oil production is also a possibility.

Existing Revenue Streams

A portion of international customs fees could be dedicated to the HTF to cover the costs
of improvements related to the movement of goods into and out of ports of entry. It
would also be possible to dedicate a portion of corporate taxes from industries reliant on
truck transportation. Increasing these fees and taxes is also an option.

General Treasury option

A final option that would offer little by way of user-targeting, but would be fairly simple
to implement, involves using General Treasury funds to supplement the HTF's existing
revenue streams. Again, however, a General Treasury option would move away from
user-based taxation, and would potentially be an unstable source of funding,

Conclusion

During the debate on the Fiscal Year 2012 budget on the floor of the House of
Representatives, one member said of the 2008 financial crisis: “Let me ask you this”—

What if your President and your member of Congress saw it coming? What it

they knew why it was happening, when it was going to happen, and more
importantly they knew what to do to stop it and they had time to stop it but they
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didn’t, because of politics? . . . We cannot avoid this choice. To govern is to
choose. We are making a choice even if we don't act. And that's the wrong choice.

These remarks could apply equally, if not more so, to the impending transportation crisis
facing the United States.

For decades, the United States has underinvested in the national surface transportation
network. As a result, the aging, congested network is in need of repair and does not have
adequate capacity to accommodate future population and economic growth. Despite the
persistent calls of policy groups, as well as independent, government-sponsored
commissions and studies, for increased investment, the Highway Trust Fund—the
primary vehicle for federal surface transportation funding—has been perpetually
underfunded.

Should this pattern of government inaction continue, our economy, which depends on the
efficient and safe transportation of goods and people, will suffer as our surface
transportation network literally grinds to a halt. U.S. businesses will become less
competitive in the global marketplace. U.S. companies will be torced to [ocate plants in
other countries where transportation services are adequate. U.S. private sector jobs will
be lost. And the American people will suffer, in terms of lost job opportunities, longer
and more stressful commutes, and a lower standard of living.

In other words, this transportation crisis is predictable. We can see it coming. We know
why it is happening. We know when it is going to happen, and we have time to stop it.
Most importantly, we know what to do to stop it — and, in fact, revenue-raising solutions
to maintain and improve our surface transportation network can be implemented almost
immediately. The problem has been politics. There has not been the political will to
raise the federal motor fuel or diesel fuel taxes that comprise the majority of federal
surface transportation funding, even though study after study, and report after report, has
recommended doing so.

In the mid-1950’s, this Committee and President Eisenhower had the foresight to
understand how a system of Interstate Highways would transform the Nation. If there
was ever a time to take a similarly daring look at our nation surface transportation
network, it is now. The Nation faces challenges similar to those of the Eisenhower era.
However, due to the global economy, the imperative for change is even stronger.

It is time to act.
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lon)

Motor fiiel taxes have been the frost important ravenue mechanism for highway
programs at the Federal and state levels.

Mast states have fraditional “cents per galfon” excise taxes on the highway use of motar
fuel. Some also have variable fates based on an inflation adjustment or a fuel price.
Several alternative fuels cuirently are taxed on an energy equivatent basis o gasaline or
diesel.

Fu

highway constructinn
fuiel ta has cotre Into ;
voters atall levels of government ha

Cost-Efficiency and Equity

Potential Applicabilily at
Pragram or Project Level
and by Different Levels of
Government

implementation issues
and Potential Strategies o
Overcome Barriers

Motor fuel taxes are inexpensive to administer and have ow compliance costs. Evasion
has been a major issue, espscially for diesel fuel, but states and the FHWA have
reduced evasion tevels, .

Motor fuel taxes at rates sufficient to fund ali neads would not add enough to fuet prices
to significantly impact travel volumes,

Fuet taxes vary with highway use, but this relationship will become less diract as we
move toward more fust efficient vehicles and greater use of alternative fuels.

Reising fuet taxes withaut at the same time raising truck taxes rediices the squily of

the overall highway user fee strusture because trucks would pay a lower share of their
overalt highway cost responisibility.

IS :

Motor fuel taxes are applicabls to-financing programs of improvements, but hot
individual projects. Al levels of government can and do impose motar fusl taxes.
Recent studies stiggest the fusl tax wifl be a viable revenue source fat highway and
transit programs for at least 15 to 20 years, but after that moves to alternative fuels and
maore fuel efficient vohicles will increasingly erode the ability of the fuel tax 1o sorve its
current role as the major revenue source for Federal and State highway program:

Based on history, adjustments through legistation to the motor fuel excise tax have been ]
the mathod of choice in most states for major new funding resources {o #t funding gaps I
for state highways. H
Flat rate fees per galion have not been adjusted fast encugh 1o keep pace with needs. |
Motor fuel taxes may be higher per gation in some States than in neighbaring !
states. Opponents of fuel taxes generally raise the issue of diversion of purchases to Z
neighboring states with lower tax rates. i

1
|
|
i
3

What Revanue Sources Are Avallabile for Financing
Surface Transportation fmprovernents?
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Cost«EHu::em:y and Equil'y Mc!ur fuPi taxes by themsalves are Hot equitable-among vehicle classes; since the
|argest wvehicles payless in fuel taxes relative to the costs imposed on highways

Potential Applicability at “indexing the fusl tax doss niot affect its applicability.
Program or Project Level 3 . R

and by Different Levels of
Government

impiementation issues A ce\lmg and flodr on the change in the mdexed rata may be dsssrabie to prevant jarge
and Potential Strategies to- | 'changes in tax ates,

‘Overcome Bamers B Many see |ndexmg as fust & backdoor way-of increasing the fuet e

Motor Euel Taxes - Sales Tax on Fuel
Source and History ! Several States impose a tax on the sales price of fuel :

Costmciency and Equity | Mator fuel takes are mildly regressive among incomie groups. Basmg the rate ori the:
sales price of fuel wauld rriake them more fegressive:

Potential Applicability at | Basing the fuel tax on the: price of fuet rather than ona gaﬂunage Basis would not affect
Program or Projsct Lavel | its apphcabmty .
and by Different Lévels of

Government

implementation issues
and Potential Sirategies to
Overcome Barrlgrs

Sales taxes on fusl have recently been of greater mteras: due to the increase i fust
pm:es

|
§
%
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Oihee ypes of P&tmteum Ta\eb

| Source and History

| Cost-Efficlency and Equity

Potential Applicability at
Program or Project Level
and by Different Leveis of
Government

implemerntation issues
and Potential Strategies to
QOvercome Barriers

Soures and History

Cast-Efficiency and Equity

Patential Applicability at
Program or Project Level
and by Different Levels of
Government

implemeniation lasues
and Potentlal Strategies to
Overcome Barriers

Source and History

Fuel taxes by their nature are: applicable only at the program level,

Some believs that petroféum taxes have more voter appeal becausé of a perception that
they are imposed on petroleuny companies rather than on individual drivers; however,
such taxes are normatlly passed through to drivers the same as other types of motor fuet
taxes.

Vaiue Added Tax . .

The U.S. is one of the few countries that does not have a valug added tax - Thetax is
similar to a sales fax, but is/levied at every stage in the pradustion process not just on
final consumption as the traditional sales tax.

Administrative costs would Bé higher than for the fuel tax since there are many taxpayers
and considerable documentation invalved. This potentially could also make it sub)eci i
evasion. )

The VAT couid be applicable to general transportation purposes, it wauld be-applicabls
1o financing programs of ransportation impravements, but not individual projects. 1t
atmost certainly would be limited fo the nationa! fevel.

A general VAT has been discussed far many years, but rejscted, Estimating just the
value added by transportation could be difficult.

Reaistration and Other Vehicle Peas

Al states have traditional types of registration fees for light vehicles and somewhat
higher and graduated fees for heavy vehicles. .

At the Federal level the Heavy Vehicle Use Tax is similar to a registration fee but it epplies
omly o the heaviest trucks.

What Revenue Sources Are Available for ?inancing
Surface Transportation Improvemnesnits?
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Yiekd; Adesuacy and
Stabiiity” -

Cost-Efficiency and Equity

Ragistration and Other Yehicle Fess, continued

1 addion 1 ad opions fee
Registration fees are rolatively inexpensive to administer in relation fo potsntial yield, but
not as inexpensive as fuel taxes.

The fact that registration fees do not vary by miles traveled is a rmajor source of inequity
and inefficiency. Registration fees afiow for collections from vehicles using alternative
fuels without establishing new mechanisms for collection.

Economic Efficiency

Program or Project Level
and by Different Leveis of
Government

impiementation issues
and Potential Strategies o
Overcome Barriers

Source and History |

Potential Applicability at
Program or Project Level

and by Different Levels of
Government

impiementation issues
and Potential Strategies to
Ovsrcome Barriers

Equity among vehicle classes would indicats that paralie! adjustments in registration

Registration Fees Based on Value - Porsonal Broperty Tates

| d

progressiv

Like fuel taxes regisiration fees are applicable at the program fevel, but not the project
ievel. The federal Heavy Vehicle Use Tax is similar to a registration fes and afl States
have registration fees.

fees shouid be made appficable to alf vehicles.

A registration fee based on value can be structired as a personat property tax and be
eductible from Federal incame.

Registration feas for tight vehicles, if coflected on a fiat basis, are somewhat regressive
by income class, Registration fees for fight vehicles on the basis of value are

Levying fee on the basis of a vehicie's value would not change the overall applicability of
registration fees.

Hng

Some states have recently eliminated or reduced such fees despite their advantages in
comparison to callecting other state taxes that are not deductible for federal income fax

purposes.
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Sales Takes an Volieh

2 Soarce and History |
i

Cost-Efficiency and Equity

Potential Applicahillity at
Program or Project Level
and by Ditferent Levels of
Goyernment

impiemeniation issues
and Potential Strategies to
Qvercome Barriers

Jragibonal jolis
Soirce and History

| Cost-Efficiency and Equity

{ Potential Applicability at

| Program or Project Level

| and by Different Levels of

E Government i
|

implementation issues
and Potential Strategies to
Overcome Bartiers

Sales taxes are much mare appiicable to the program leve! than the project level. Thay

The Federal Gavernment and many States Have sales taxes on vehicles.  The Federal tax
applies only to heavy frucks, but formerly had been applied to alt vehicle sales

Sales taxes on vehicles will be fairly progressive. Administrative costs ore refatively
tow, but especially with rucks there are issues concerning what specialized squipment
shouid be exermpt from taxation.

are particularly applicable at the local level, but could be used at the State evel as well.

Traditionalty tolis have beer used o finance individual projects. Several States altow.

tolls from one project to be used o provide front-end financing tfar other toli roads and
thus tolls can be applicable to'systems of toif roads or to transit faciliies as well, Tolls
are applicable at the State and local level, but have not besn used at the Federal level.

A few existing toil facifities have bean leased in international companies, substituting
short-term revenue gains by public agencies for lesser fonger-lerm ravenues.

What Revenue Sources Are Available for Financing
Surface Transportation Improvernents?
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Source and History

Cost-Efficiency and Equity

Potentiat Applicabitity at
Program or Project Level

and by Different Levels of
Government

impiementation issues
and al
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| in tha past 10 years, 30-40 percent of new limited access highway mileage has been
1 financed at teast in part through tofis.

Tolls cotlected at traditional toll booths are expensive to administer, but efectronic tolfing
is much less costly. Toils can be set to achieve equity among vehicle classes.

Concerns about the impacts of tolling on equity ameng income groups continue, but
HOT lanes have been supported by afl income groups.

Tolls are predorminantly facility-basad revenue sources used 1o finance individuat
projects. Tolls are applicable at the State and local jevel, but have not been used at the
Federaf level,

Acts aftowing Regional Mabifity Authorities (RMA) and a PPP act could expand future

to
Overcome Barrlers

Tolling Existing Lanes
Source and History

Cost-Efficiency and Equity

Potentiai Applicabiiity at
Program or Project Leve!
and by Different Levels of
Government

for tolting. Some states do not yet have a PPP act parallel to that of other
states, which would enable private parties to initiate proposals to develop new facilities
or to add toll lanas ta existing facilities.

There currently are restrictions on toling existing Interstate Highways but that can be
done under severat pilot programs for either pricing purposes or reconstruction of
existing Interstate Highways.

Toiting existing Janes could provide for greater equity than cther sources of new

revenues, but is widely perceived as inequitable (*paying twice”). This perception is
false, however, since funds are needed for the continued maintenance and operation of
the facilities.

Tolts are predominantly facifity-based revenue sources used to finance individual
projacts. Tolls are applicable at the State and locatl level, but have not been used at the
Federat level.
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i implementation Issues } Sentiment is against tolfing any currently free highway lanes, Likewise, little opportu

; and Potential Sirategies to |
{ Overcome Barrlers

exists for tolling existing free bridges.

Source and History Fees on VT coid be longer ~ferny Gpnons that could supply reveriues without being
l direotly tied to fuet consumption. VMT fees could ba weighted by fuel economy, weight,
emissions, or other factors to support other policy goal

Cost-Efficiency and Equity | VMT fees would bE more ccstiy o coliect and administer than fuel taxes, but long teym
casts are uncertain,

Fotentlal Applicability at VMT fses are primaily for pragram financing rather than pre;ect mancm - the
{ Program or Project Level counterpart at the project level is the toll. VMT fees could be used at the Federal, State,
| and by Difforsnt Levels of | O focal levels.
| Government |

implementation issues VT fees or congestion pricing fses require the technology 1o collect those fees réliably
and to | and also the pofitical will to implement a new approach. There are privacy concerms
¥ Overcome Barriers ociated with VT foes but o NS are not substantiated. Transitioning away from
ekt N fuel tax and 1o 8 VMT tax will v e substantial coordination and unsensus bullding.

Congestion Pricing
| Source and History Could b applied as a special kind of VMT fee, with fees varying based on the level 61
cangsstion on the road. Pr\cmg can also bs implemsnted on an area-wide basis or a
i cordon basis. White the primary gan of congestion pricing is demand management
rather than revenue gensration, pricing can generats substantial revenues as
well. Pricing can be either facility-based or area-wide. Oregon is demon!:tratmg the
technologies for collecting VMT fees at the fuel pump.

What Revenue Sources Are Aveilable for Financing
Surface Transportation improverments?
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Cangestion Pricing, continued
Cost-Efficiency and Equity

Congestien pricing is more sxpansive to adminisier and enforce than motor fuel taxes.
Concerns have been raised about the equity of congestion pricing. Equity is strongly
influenced by the availability of good afternatives to driving on the priced highways.

Rehate programs have been suggested as one way 1o reduce adverse impacts on jower
incoms groups.,

Economic Effisiency

Potential Applicability at ees and congestion pricing could replace afl or a portion of current

Program or Project Level user feas.
and by Ditferent Levels of
Government

Congestion pricing is applicable at either the project level or an area-wide lavel,
but it generally wonid not be applicable ta financing entire statewide transpontation
improvement programs.

n thy

impiementation issues
and Potential Strategies to

Good transit alternatives also must be available for those who cannot atford the
Overcome Barriers

congestion toll and eannot change their trip destination or.time of day.
Local Dption Taxes . .

Source and History Have been widely used in many states to support highway and transit investments. Local
governmants in most states have implemented seme type of local option tax, which must
be specifically aftowed by state enabling legistation.

Local option taxes for transportation investments inciude motor fuel, vehicle, property,
sales, and income faxes,

Cost-Efficiency and Equity | Collection mechanisms already are in place to levy these taxes at th
i
i

e state of focat level, |
Most local option taxes are regressive {except far income taxes). However, sales taxes

tend to receive stronger suppart than other focal option taxes. Peopfe consider that sales
laxes are more “fair,” since everyone pays, whether they are vehicle or transit users

—;utentia! Applicability at | Locat aption taxes may be applicable 1o a major project, but are more applicable to &
Program of Project Level i program of transportation improvements. By definition these fees are applicable onty at

and by Ditferant Levels of | 1he focal tevel.

Govarnment |
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\_Lccm Option Taxes, continued

{ implementation issues { Commonly, local option taxes rediiire voters’ approval. While an expenditurs ptan that f
} and Potential Strategies to } specifies projects and/or.programs to be funded with the naw tocal option tax levies i

Overcome Barriers { is not always required, locad option taxes have better chances of success for imple- i
i E mentation where expenditures and uses are clearly defined. 5
! ; implemaentation plans that are well designed have resulted in very high success rates for |
l | ballot measures to enhante transpnrtanon TBVenuUes.

Benstidiary Chars;e& impact oo

Seurce arid History | Impact fee legislation exists in 26 states (exc‘ud!ng Florida), “tmpact fees for
! transportation impiovements are widely used in California and Florida

Cost-Efficiency and Equity

These charges can be refatively equitable if properly structured. Bensfit districis can
target the specific beneficiaries.

White impact foes are dirsctiy charged to developers, they pass those charges o
buyers, increasing the cost of real estate.

TiF afiocates a portion of the additional property taxes resulting from the inmaase in
properiy values,

Communities and focal agencies could argue that implementation of TIF wouid také
away revenues that otherwise would be usad o meet other public needs.

Potential Applicability at Beneficiary charges may be applicable io a major projadt, or to a program of
Program or Project Levet transpoctation improvements in a local area. These fees are applicable only at the tocal
and by Ditferent Levels of | lovel

implementation lssues impact faes are only applicable to new development. TIF and other property
and Potential Strategies to | assessments may require the formation of districts, where property tax levies are
Qvercome Barriers dedicated for transportation improvement. This may require volers’ approval from' district

residents and business owners,
Beneficiary charges have heen the subject of numerous lawsuits in many areas,

What Aevenue Sources Are Available for Financing o~
Surface Transportation improvernants?
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innovative Finance
Source and History

Cost-Efficiency and Equity

Most states have used one or more forms of the IF financing tools. Innovative finance is

not a source of new revenues, but rather a method of financing projects or programs af

projects. It usually involves borrowing that must be repaid from cther sources of funds
| taxes, tolls, or other revenue sources.

incurring longer-term debt helps advance programs and projecis that would otherwise
take years to develop if at all. Innavative finance may he more equitable than financing
high-cost projects out of current revenues because it spreads the cost to future users

who will also benefit from the investment.

at

Frogram or Project Level
and by Ditferent Levels of
Government

impiementation issues
and Fotential Strategies to
Qvercome Barriers

Public-Private Parnerships
Source and History

Cost-Efficiency and Equity

voiume i, Chapter

i ive finance is more often used at the project level, but it also is applicable to the
program tevel as well. 1t is mast applicable to the State and local levels of government.

States may require enabling legisiation to issue GARVEE bonds. Most innovative
finance grant management tools are codified under Title 23 U.S.C. and require no
special action from states to be used. To test new grant management tools, states may
apply 1o U.S. DOT under the SEP-15 or TE-045 programs.

Debt mechanisms must be balanced against long-tarm revenua sources. Many states
cap the amount of debt that can be issued.

PPPs are commonty used in Europe 1o reduce public-sector costs ta construct, operate,
and maintain highway facilities but are nat yet widely used to support similar projects in
the United States. PPPs are primarily financing and project delivery mechanisms, but
fike innovative finance they may heip accelerate praject defivery. Highway improvemnents
are now eligible for financing with private activity bonds,

PPPs can facifitate access 1o private capital and bring innovative cost-saving projects
delivery methods. Cost-efficiency and equity will be sirnilar to other types of tolis. Since

the private sector often handles toll coflection and must deal with enforcement, public
agency costs for those ftems are {ow.
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Pubﬁl:vPrivate Parinerships, cmmnued

Potential Applicability at PPPs that involve private sector capital generaily are implemented at the project
Program or Project Level level. Several states ate using PPPs to operate and maintain partions of their highway
and by Different Leveis of | systems, but those do not all invoive toling. PPFs are applicable at sither the State or
Government iocal level,

Impiementation issues Specmc project proposals need ta be evatuated to determine if it witl be o et

and Potential Strafegies 1o | yay require enabling legisiation, More than 20 states have explicit PPP dcts that provrde

Overcome Barriers means o bring the privaté:sector into funding and management of hlghways Vn’gmaa s
act has fostered a wids range of proposals... N S

Container Fess

Source and Histary A number of currént and emerging trends are driving the exploration'of container
charges and othar dirgct user fees as a transportation revenue source. These inciude
the rapid grawth in intemationat and domestic freight volumes and recognition that new
revenue sources will be needed to fund freight-specific transportation improvements.

Cost-Efficiency and Equity % Container fees offer a way o tie freight system ussrs more direcily 1o the resources and
1 g infrastructure.they use. These fees are seen by many as a more equitabile method to
i raise revenue that can be dedicated specifically to freight system impravertenis:

{ Potential Applicability st | Thore are fimited options to fund or finance nan-highway freight improvement

Program or Project Leve! [ projects. Current federal programs may be applicable to smaf, localized fraight
system improvements, but are not well suited to larger regional intermoda freight.
improvements. Container fees could provide substantial revenues for such large-scale
projects and would be appropriate for both rail and highway components. of intermodal
rojects. Container fees could be appficable to either State or local proj

|
1
| and by Different Levels of
% Government

issues ing & container fee that equitably finks costs and potential benefits for the mix |
and Potential Strategies to | of freight traffic using any given gateway may be difficuft.
; Overcome Barriers E

What Revenue Sources Are Avaflable for Financing
Surface Transpartation improves
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| The rajority of customs duties currently are deposiied into the't).8. General Fund,
{ although a portion is used to support costs of Custoras and Border Patrol operations.

Potential Applicabitity at Customs duties would be most appropriately used for improvements to walerside or
Program or Project Leve! landside port or airport facitities, to improve the connections between these faciiities and
and by Different Levels of | the highway and fraight rail systems, o to improve freight facilities serving large volurmes

Government of international shipments. They would be applicable to the Federal level only.

impiementation issues Some will argue that gateway improvement programs already exist and point 1o
and Potential Strategies to | SAFETEA-LU's Coordinated Barder infrastructure Program (Section 1303}, but finding
Qvercome Barriers {from that program currently is inadequate.

Tax Crodit Bonds

Like innovative finance, tax credit honds are a financing mechanism and not a new
source of revenye. Tax credits would represent reductions of income taxes owed by
bond hoiders.

Source and History

Cost-Efficiency and Equity | Tax credit bands would have low administrative and enforcement costs since those
costs would be small increments of costs associated with processing Federal income tax
returns. Bonds would be refatively progressive with income since bond interest would be
paid from general tax revenues.

Potential Applicability at This financing mechanism wouid be applicable at the program levet and wauld apply to
Program or Project Level the Fedaral Government,
and by Ditferent Levels of
Government

impiementation issues Several tax credit bond proposals for suriace fransportation have been introduced in

and Potential Strategles to | recent years {e.g., Fuild America Bands, Amtrak, other rait infrastructure}, but none has yet
Overcome Barrlers been enacled.

B volune i, Chapter 5



193

o provide funds for infrastructure investment, These banks are not necessarily imited to
transportation invastment.. Like othet financing mechanisms, funds borrowed frem the

Seurce and H‘stbry ) ! Over the years varicus forms of infrastrusture bank have been proposad as mechanisms
i infrastructure bank would have 1o be repaid from some other general or projectrelated

FEVENUE SCUTe.

1 Sost-Efficiency and Equity | Adminisirative costs generally would depend on the revenue source from which borrowed
funds were repaid.

Fotemial Applicability at This financing mechanism would be applicabie to either the program or project level.
Program or Project Level Revenues ta repay {oans would come from the State or local ievet of government.

§ and by Different Leveils of |

| Government

implementation issues As noted, there have been several proposais for infrastructura banks over the vears, but it
and Potential Strategies to ] is not believad any have been enacted.
| Overcome Barriers

Wial Bisviniie Shurss dre Svaiintie |
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America’s national surface transportation network is in crisis, writes Jack L. Schenen-
dorf, of Counsel, Covington & Burling LLP. Without additional transportation investment,
the United States economy will suffer. While raising motor fuel taxes, which comprise the
majority of federal transportation receipts, would be one solution, there does not seem to
be the current political will to do so. Schenendorf proposes two alternative solutions, a Fed-
eral Interstate User Fee and a Federal Motor Carrier User Fee, to supplement current fed-
eral transportation revenues in order to restore and modernize the transportation network.

Modernizing U.S. Surface Transportation System: Inaction Must Not Be an Option

By Jack ScHENENDORF aND Elizaserd Beis

Jack L. Schenendorf, of Counsel, Covington &
Burling LLP, concentrates on transportation
and legislation with a particular focus on leg-
islutive strategy, legisiative procedure, and
the federal budget process. For nearly 25
years, Schenendorf served on the staff of the
Committee on Transportation and Infrastruc-
ture of the U.S. House of Representatives.
Elizabeth Bell, associate, Covington & Burling
LLP in the firm’s Washington, D.C. office,
practices in the tax and government affairs
practice groups.

the floor of the House to discuss the financial
heaith of the U.S. economy. “Let me ask you this,”
he said of the 2008 financial crisis:

0 n April 15, 2011, Rep. Paul Ryan (R-Wis.) stood on

What if your President and your member of Congress saw
it coming? What if they knew why it was happening, when
it was going to happen, and more importantly they knew
what to do to stop it and they had time to stop it but they
didn’t, because of politics? . . . We cannot avoeid this chaice.
To govern is to choose. We are making a choice even if we
don’t act. And that’s the wrong choice. |

Ryan asked these questions during the debate on the
fiscal year 2012 budget. But his remarks could apply

' 157 Cong. Rec. H2900 (Apr. 15, 2011),
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equally, if not more 50, to the impending transportation
crisis facing the United States.

For decades, the United States has underinvested in
the national surface transportation network. As a result,
the aging, congested network is in need of repair and
does not have adequate capacity to accommodate fu-
ture population and economic growth. Despite the per-
sistent calls of policy groups, as well as independent,
government-sponsored commissions and studies, for
increased investmnent, the Highway Trust Fund (HTF)—
the primary vehicle for federal surface transportation
funding—has been perpetually underfunded.

Should this pattern of government inaction continue,
our economy, which depends on the efficient and safe
transportation of goods and people, will suffer as our
sutrface transportation network literally grinds to a halt.
U8, businesses will become less competitive in the glo-
bal marketplace. U.S. companies will be forced to locate
plants to other countries where transportation services
are adequate. U.S. private-sector jobs will he lost. And
the American people will suffer, in terms of lost job op-~
portunities, longer and more stressful commutes, and a
lower standard of living.

In other words, this transportation crisis is predict-
able. President Obama and members of Congress can
see it coming. They know why it is happening. They
know when it is going to happen, and they have time to
stop it. Most importantly, they know what to do ta stop
it—and, in fact, revenue-raising solutions to maintain
and improve our surface transportation network can be
implemented almost immediately. The problem has
been politics. There has not heen the political will to
raise the federal motor fuel or diesel fuel taxes that
comprise the majority of federal surface transportation
funding, even though study after study, and report after
report, has recommended doing so.

To make wmeaningful improvements to the national
surface transportation system, Congress must raise ad-
ditional revenues. ldeally, Congress would do so by
implementing the independent, bipartisan recommen-
dations regarding motor and diesel fuel taxes, If this
does not happen and no new revenue is raised, a reduc-
tion in spending will result, further exacerbating the
transportation crisis. Thus, it is imperative that Con-
gress develop alternative mechanisms to supplement
existing revenues in the Highway Trust Fund. Tbe pri-
mary purpose of this paper is to propose two such alter-
native mechanisms. They are:

1) a Federal Interstate User Fee for all vehicles using
the Interstate Highway System, with its revenue dedi-
cated to modernizing the interstate to meet the de-
mands of the 21st century; and

(2) a Federal Motor Carrier User Fee, with its rev-
enue dedicated to freight-related transportation im-
provements benefiting the trucking industry.

These targeted user [ees have three characteristics in
common: they appropriately place the costs of main-
taining and improving the federal-aid highway system
on its users, they can be implemented relatively easily,
and most importantly, they tackie the problem of high-
way funding on a comprehensive, national level.*

2 Though mechanisms for investing in public transportation
{such as buses and rail transportation) are beyvond the scope of
this white paper, a user fee or use tax could also be imposed to
raise funds for public transit systems. See, e.g., National Sur-

The next section of this paper provides background
information on state of the Highway Trust Fund and its
funding challenges. These challenges mandate signifi-
cant, rather than patchwork, policy changes. After the
challenges are described, the paper discusses the im-
portance of the national surface transportation network
to our econony, and the key principles necessary to
creating viable funding solutions. Especially important
is the need for a consistent federal policy that is truly
national, rather than focused on state- ar local-level
fixes. The two solutions noted above are then discussed,
including details of design, administration, and policy
advantages.?

The federal surface transportation network is a cru-
cial and dangerously neglected driver of our economy.
To put it bluntly, failure to adequately fund the mainte-
nance and expansion of this system is not an option. As
a country, we can't avoid making the choice to address
this problem-—and inaction is the wrong choice.

State of Highway Trust Fund: Burning Platform In the
1950s, President Dwight D. Eisenhower had a vision of
a unified nation. Without a robust, federally-supported
transportation system, he stated, the United States
“would be a mere alliance of many separate parts.”* In
1956, the federal government established the Highway
Trust Fund (HTF) to help realize President Eisenhow-
er’s vision. Created by the Highway Revenue Act of
1956, the HTF is a financing mechanism that accounts
for tax receipts dedicated for expenditures on highways
and transit needs, Currently, the HTF houses two ac-
counts: one for the highway program, and one for pub-
lic transit,

Since its inception, the HTF has been funded by taxes
on motor fuels and vehicles. By linking transportation-
related taxes with transportation-related funding, the
HTF ensures that the costs of the new federal highway
system are primarily borne by its users. Through the
ample revenue they provided to the HTF, the Eisen-
hower generation helped build not only a state-of-the-
art highway system, but also one that included extra ca-
pacity for generations of drivers to come.

The number of drivers using the highway system
since the HTF was created has increased drastically, es-
pecially over the last 30 years. From 1980-2006, vehicle
miles traveled increased 97 percent for automobiles and
106 percent for trucks. In 2007, drivers traveled about 3
tritlion vehicle-miles and 5 trillion passenger-miles on
public highways, along with 1.3 trillion ton-miles of
freight (about 30 percent of the total).

In the past three decades or so. however, the total
number of highway lane miles grew only 4.4 percent. As
a result, hours of delay per traveler almost tripled from
1982-2005, and total hours of delay increased fivefold.
In urban areas ajone, congestion resulted in 4.8 billion
hours of traveler delays and consumption of an addi-
tional 3.9 billion gallons of fuel in 2609, Freight move-
ments have been similarly affected: the top 25 truck
bottlenecks in the U.S, (primarily at interstate inter-

face Transporation Policy and Revenue Study Commission,
Transportation for Tomorrow 5-18 {Dec. 2007).

* Should the reader want information on even more poten-
tial solutions, Appendix 1 briefly describes other, short- to
medium-term revenue-raising possibilities. Appendix 11 pro-
vides a comprehensive list of federal revenuce options from re.
cent government studie

# Remarks of February 22, 1955,

7-22.11
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changes) account for about 37 million truck hours of
delay each year.

These problems aren’t only the resuit of a steadily
growing usage, but also of deteriorating conditions. As
of 2006, more than half of total vehicle miles traveled on
the federal highway system occurred on roads that
were not in good condition. More than one-quarter of
the nation’s bridges are structurally deficient or func-
tionally obsolete.”

How did we get from having one of the world’s pre-
eminent transportation systems to an overburdened
system that is steadily falling into a state of disrepair?
The heart of the problem is this: while we have been
benefiting from the expenditures of the generation that
helped to build the Interstate Highway System, we have
failed to make adequate federal investments of our
own.

Though national surface transportation expenditures
have increased over time, they have not kept pace with
national growth. Expenditures on highway mainte-
nance and improvements are shared by local, state, and
federal governments. When growth in vehicle miles
traveled is taken into account, real highway spending
across all these levels of government has fallen by
nearly 50 percent since the creation of the HTF.® The
federal contribution to highway spending, in particular,
has remained fairly constant, faliing behind rather than
responding to additional infrastructure demand.”

The vast majority of federal-level highway funding is
provided through the HTF. Currently, about 90 percent
of HTF revenue is derived from excise taxes on motor
fuels.® These taxes are set at 18.4 cents per gallon of
gasoline and 24.4 cents per gallon of diesel, but are not
indexed for inflation and have not been raised for al-
most two decades. The tax has fost about 33 percent of
its purchasing power since it was last raised.® At the
same time, recent legislation—most notably the Trans-
portation Equity Act for the 21st Century and the Safe,
Accountable, Flexible, Efficient Transportation Equity
Act: A Legacy for Users—substantially boosted federal
highway spending.’®

As a result of the economic downturn, declining real
receipts, and increasing outlays, the HTF is in a sol-
vency crisis. Since, by law, the HTF cannot incur a
negative balance, Congress has been forced to autho-
rize three emergency funding infusions totaling $34.5
billion since 2008.!' Yet short-term and long-term

S For these and other statistics, see, for example, National
Surface Transportation Infrastructure Financing Commission,
Paying Our Way: A New Framework for Transportation Fi-
nance 22 (Feb. 2009); Congressional Budget Office, Alterna-
tive Approaches to Funding Highways 1-3 (Mar. 2011}.

¢ National Surface Transportation Infrastructure Financing
Cuvymission, supra n.g, at 34.

Id.

8 The remaining revenue comes from a sales tax on certain
trucks and tractors, taxes on truck tires, and a heavy vehicle
use tax. See, e.g., Congressional Budget Office, supra n.5, at 2.

Y See, e.g., American Association of State Highway and
Transportation Officials, The Forum on Funding and Financ-
ing Solutions for Surface Transportation in the Coming De-
cade: Conference Report 2 (Jan. 2011).

% National Surface Transportation Infrastructure Financ-
ing Commission, supra n.5, at 43.

' American Association of State Highway and Transporta-
tion Officials, supra n.9, at 4.

shortfalls still loom—and investment needs continue to
oW,

In both business and government, many managers
and executives recognize the term “burning platform,”
a crisis so severe that it necessitates radical and imme-
diate change, The term’s origins are traced back to the
story of a man working on an oil platform in the North
Sea. One night, a fire erupted, forcing the worker to the
end of the platform. As the fire approached, the worker
had to make a decision: submit to the fire, or jump into
the waters of the North Atlantic, Although a dive into
the sea is a drastic move, the worker simply couldn’t
wait unti} the fire enguifed the entire platform,

1t is the position of this white paper that, in terms of
funding our national surface transportation system, we
are standing on a burning platform. Drastic action is
necessary.

The first step is to reform federal surface transporta-
tion pregrams. Existing programs should be thoroughly
reviewed, consolidated to the maximum degree pos-
sible, reoriented toward performance, and refocused on
the national interest. Project delivery must be stream-
lined. And at the very least, a multi-year reauthorization
bill should ensure that receipts are in line with out-
lays.!2

As needed as it is, reform alone will only throw a
bucket of water on the conflagration. What is really
feeding the fire is increased transportation demand and
usage. For example, both passenger and truck travel
are anticipated to grow at an annual rate of approxi-
mately 2 percent through 2035.>* Current federal poli-
cies will not be able to keep pace with that growth,

What the HTF truly needs is a significant and imme-
diate increase in revenue. Even if every dollar raised for
transportation needs by our financial and institutional
structures is utilized in the most effective manner, the
current level of funding would not be adequate to main-
tain the operational performance and physical condi-
tion of the highway system.'* Indeed, revenues gener-
ated by current law will only provide enough resources
to cover less than half of what is needed to maintain our
highways through 2035. Similarly, those revenues will
only meet about 35 percent of what is needed fo im-
prove our highway system.'?

We can no longer take advantage of the investments
of prior generations. Instead of struggling to meet the
bare minimum requirements for maintenance, we
should anticipate the future needs of the highway sys-
tem and ensure those needs are met. Instead of watch-
ing the fire consume the current policy platform, we
need to jump off.

Action, Inaction, and Economic Growth

The significant changes required to maintain and im-
prove our highways are not only needed for the conve-
nience and the safety of individual drivers—although
these are important concerns. A deteriorating public

' Of course, without additional revenues, balancing re-
ceipts and outlays would require a reduction in funding, which
woutd further exacerbate the investment crisis.

'3 National Surface Transportation Policy and Revenue
Study Commission, supra n.2, at 5-16.

g, at 4-3.

'* American Association of State Highway and Transporta-
tion Officials, supra n.9, at 6.
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highway system also powerfully impacts the wellbeing
of the U.S. economy.

The remainder of Rep. Paul Ryan’s April 15 remarks,
cited at the beginning of this white paper, emphasized
the need for hudget reform as a necessary aid to eco-
nomic growth. Ryan considered budget changes crucial
to the preserve America’s promise of prosperity to the
next generation. Without providing for the future, he
argued, the United States will slide into decline.

Again, these remarks apply, and urgently, to our
transportation infrastructure.

Our national highway network is a critical driver of
our national economy. It is a rare example of a physical
government infrastructure that reaches every
American—if not individual drivers, then individuals
who consume goods and services that could only be
provided thanks to state-to-state transportation. It in-
creases productivity and lowers transaction costs. It has
been instrumental in enhancing mobility, and thus pro-
viding access to jobs, education, and other opportuni-
ties that have increased the quality of life in the United
States.

If no action is taken, that is, if no investments are
made to maintain and improve the highway system to
accommodate greater demand for access to goods and
services, access to these benefits will he limited.

A recent report hy the McKinsey Global Institute
shows just how far behind the U.S. has fallen in terms
of building a 21st-century infrastructure. Compared
with the 139 countries examined by the World Eco-
nomic Forum’s Global Competitiveness Report 2010-
2011, the U.S. ranks 23rd on overall quality of infra-
structure, behind countries such as Canada, France,
Germany, and Japan, This represents a precipitous
giﬁmp aver the past decade: In 2000, the U.S, ranked 7th.

Worse still, our inadequate infrastructure imposes
unnecessary additional costs on the U.S. economy and
American taxpayers. The McKinsey report goes on to
estimate that increasing road congestion in the United
States already costs more than $85 billion a year. On a
per traveler basis, this annual cost ranges from $1,084
in very Xarée urban areas to $384 in suburban and rurat
locations.!

At a time of increasing global competition and uncer-
tain economic growth, the United States can’t afford to
undermine the benefits that a well-functioning trans-
portation system provides or allow inaction to impose
additional costs on U.S. travelers. U.S. jobs, the U.5.
economy, and this country’s position as a global eco-
nomic leader are at stake.

Evaluating Appropriate Solutions

In response to the pending transportation crisis, doz-
ens of solutions have been proposed by public policy
groups and government commissions with respect to
raising HTF revenue.'® Rather than repeat that litany of
options, this while paper proposes two new solutions,
based broadly on concepts found in previous studies,

' McKinsey Global Institute, Growth and Renewal in the
United Stales: Retooling America’s Economic Engine 52 (Feb.
2011).

71d. at 53.

% Far the breadth of options reviewed by these government
commissions, please see Appendix II.

which meet three general principles. All three of these
principles are important for creating revenue-raising
mechanisms that are efficient, viahle, and best reflect
the scope of the federal highway system and its role in
the U.S. economy.

First, proposed solutions should approximate a true
user fee as closely as possible. The HTF’s major rev-
enue stream, motor fuel taxes, is an example of a
revenue-raising solution that attempts to place the re-
sponsibility for maintaining and improving the highway
system on its actual users. Revenue options that hew as
closely as possible to user fees are fairer and more eco-
nomijcally efficient, causing the individuals who impose
costs on the system (for example, by increasing the
need for repairs through a high level of use) to pay
those costs, rather than obligating non-users to shoul-
der the burden.

Second, the solutions should be relatively easy to
implement. As this white paper suggests, the problem
of federal highway funding requires an urgent re-
sponse. Moreover, ease of implementation usuaily—
though not always—translates into less costly and more
politically viable programs.

The third and most important principle is the need
for a truly national investment policy. Highway Account
funding is focused on the federal-aid eligible highways
that make up about 25 percent of the nation’s 4 million
miles of roads but carry more than 85 percent of the ve-
hicle miles traveled annuaily.’® Modernizing these
highways, especially the major highways that make up
the National Highway System (which includes the In-
terstate System) will require significant, sustained in-
vestment over a considerable period of time. The HTF
is uniquely suited for this type of investment.

Previous reports on the issue of highway funding of-
ten raise solutions such as credit enhancement pro-
grams, bonding, state-level tolling, national or state in-
frastructure banks, and private-public partnerships.
These options, while worthwhile and clearly part of the
solution, are not the complete solution. Such programs
will not generate enough revenue for the system-wide,
sustained investment that is needed over the long term.
Moreover, they tend to reside at the local- and even
project-level. State and local governments are subject to
different and more narrowly-focused political pressures
than the federal government. If funding fixes are aimed
only at changes on the state- and Iocal-level, there is a
danger that the transportation system would become
balkanized—to the detriment of the national network.

The focus in creating the federal-aid highway system
was the concept of a country unified by a nationwide in-
frastructure. In today’s highly competitive global
economy, this vision is more important than ever. Only
a strong federal role will help realize this unity, allow-
ing for systemic improvements in both high-traffic and
low-traffic states. There is also the issue of fairness. A
very costly project in State A may be needed because of
traffic destined for other distant states. It is not fair to
ask the citizens of State A to pay the whole tab for a
project that benefits millions of people across the net-
work. The costs of modernizing the national network
should be borne by all of the users of the network.

% See, e.g., Congressional Budget Office.supra n.5, at 1.
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This approach is consistent with the federai role in
transportation throughout our nation’s history.2® From
President George Washington’s support for federal con-
struction, maintenance, and repair of existing and fu-
ture lighthouses, buoys and public piers for rendering
navigation “easy and safe”;** to presidential hopeful
Henry Clay’s support for capital improvements; to
President Abraham Lincoln’s support for the transcon-
tinental railroad; to President Theodore Roosevelt’s
support of the Panama Canal; to President Franklin
Roosevelt’s support for a cross-country, high-ltevel road
system; to President Dwight Eisenhower’s support of
the Interstate Highway System and the Highway Trust
Fund; and to President Ronald Reagan’s support for in-
creased motor fuel user fees to preserve and modernize
the federal-aid highway network, the federal govern-
ment has been instrumental in the development of our
nation's strong surface transportation network.

Thus, the solutions recommended below focus on in-
creasing the receipts of the HTF for countrywide distri-
bution.

Motor Fuel Excise Tax: Missed Opportunity

One obvious solution that meets the three criteria
outlined in the previous section is an increase in the
motor fuel and diesel fuel excise taxes. Political opposi-
tion to any such increase, however, would appear to
make this selution unlikely, at least in the near term.

As mentioned above, motor fuel taxes on diesel and
gas constitute about 90 percent of HTF receipts. These
taxes are charged at a flat rate per gallon that is set by
Congress. The current tax rates on motor fuels are 18.4
cents per gallon for gasoline and 24.4 cents per gallon
for diesel fuel. An increase in these rates is long over-
due; Congress has not changed the rates since 1993,
and because they are not indexed for inflation, their ef-
ficacy as a revenue-raising tool has diminished substan-
tially over the past 18 years. Had the {ederal gas tax rate
of 18.4 cents per gallon been indexed using the Con-
sumer Price Index for all Urban Consumers, beginning
in 1993, the tax rate in 2008—the year of the HTF’s first
emergency infusion—would be 27.5 cents per gallon.**

Because the motor tuel tax is already in place as the
primary funder of the HTF, implementation of a tax in-
crease or an indexing solution is straightforward and
could be easily accomplished, at least technically.
Moreover, the motor fuel tax approximately places the
cost of maintaining and improving the highway system
on users of that system. Although the tax is collected at
the fuel terminal level, it is passed on to drivers at the
pump.

Despite enjoying widespread support as the best and
most appropriate HTF fix, at least for the short- and
medium-term, a motor fuel tax increase is unlikely to

% The federal role in transportation policy is rooted in the
U.S. Constitution itself. Article I, Section 8, clause 3 provides
that Congress has the power to regulate interstate commerce,
a power which includes the regulation of interstate transporta-
tion. In terms of highways themselves, the Constitution is even
maore explicit, granting Congress the power to “establish . . .
post Roads™ in Article I, Section 8, clause 7.

# An Act for the establishment and support of Lighthouses,
Beacons, Buoys, and Public Piers, ch. 9, 1 Stat. 53 (1789).

*2 Se¢ National Surface Transportation Infrastructure Fi-
nancing Commission, supra n.5, at 41,

happen.®® Historically, motor fuel taxes have received a
reasonable degree of public and political acceptance.®*
In the face of the current political opposition to any tax
increases, however, the viability of this solution seems
too low at this time.

if Congress does not increase the current motor and
diesel fuel taxes, it should, nevertheless, consider in-
dexing them to inflation. This would at least preserve
the current purchasing power of those taxes and be a
part of the soiution fo the transportation investment cri-
sis.

Recommended Solutions: Targeted Federal
User Fees

1f there is not the political will for a motor fuel tax in-
crease, other solutions exist that could avoid or mini-
mize the pushback against raising taxes. This white pa-
per suggests two such solutions: (1) a Federal Interstate
User Fee (FIUF) and (2) a Federal Motor Carrier User
Fee (FMCUF). Note that in both cases, these targeted
user {ees are meant to supplement, rather than replace,
existing motor fuel taxes and other HTF revenue
sources. If the solutions are adopted, these existing
HTF revenue sources could be used to repair and mod-
ernize other partions of the national surface transporta-
tion network.*®

Federal Interstate User Fee
The Federal Interstate User Fee (FIUF) would impose
a user fee on interstate highway users.

FIUF Design

The FIUF would impose a use-based fee on all inter-
state highway users. This fee would be collected
through a system like E-ZPass that would detect entry
onto and exit from interstate highways, No tollbooths
or other major structures would be constructed in order
to collect the user fee. Rather, the system would be
completely electronic, Standardized transponders could
be included on newly manufactured vehicles and retro-
fitted to older models. Entry and exit data would be col-
jected by electronic readers stationed at highway on-
and off-ramps.

Fees would be set at the level necessary to reimburse
states for the federal share of the costs of restoring the
Interstate Highway System to a state of good repair and
the cosfs of expanding and modernizing the system, in-
cluding projects for the improvement of international
points of eniry and exit. Personal and commercial tray-
elers would pay for use of the interstate system in pro-
pertion to the costs associated with that use while main-
taining the current allocation of highway cost responsi-
bility. In addition, fees could be set at rates that differ
by geographic areas to account for costs associated
with repair and medernization. For example, the fee on

35 We recognize that an increase in motor fuel taxes would
not be a sustainable, long-term solution. See, e.g., id. at 102~
103, 1086 (discussing factors that would make motor fuel taxes
less effective, such as fuel efficiency improvements and envi-
ronmental concerns). Our recommended solutions, discussed
in the next section, provide long-term revenue.raising options
that are not exposed to the weaknesses of the motor fuel taxes.

24 See id. at 106.

% Examples of FIUF, FMCUF, and base revenue projects
can be found in Appendix H1.
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less-congested portions of the interstate might be less
than the fee on highly-congested portions.® The fees
would not be designed to control the level of traffic or
to “price out” drivers from using the interstate.

FIUF revenue would be collected automatically on a
periodic basis, for example, monthly. Interstate High-
way users would, likewise, receive periodic statements
detailing their highway use and the resulting charges.
Fees for commercial vehicles would be collected
through businesses; individual drivers would receive
personal statements, All fees would be deposited into a
newly created subaccount within the existing Highway
Account of the HTF.

Administration and use.

All FIUF fees collected would be used to repair and,
more importantly, modernize the Interstate Highway
System. Fees would be used to reimburse states for the
federal share of funds expended on the interstate. Rey-
enues in the HTF's Higbway Account would no longer
be used on interstate projects but instead would be used
to upgrade the remaining federal-aid highways, includ-
ing the major non-interstate highways on the National
Highway System.

Under the FIUF program, no other policy changes
with respect to interstate highway projects wouid be
made. Projects would be developed, planned, approved
and constructed hy states in the same manner as they
are today.®” In other words, the federal-state partner-
ship would remain unchanged. The only structural dif-
ference would be the source of federal funding. FIUF
revenues, rather than HTF Highway Account revenues,
would be used to reimburse states for the federal share
of interstate highway projects.

26 pxemptions or credits for low-income drivers could also
be incorporated into the administration of the FIUF, depending
on the costs and complexities involved. The cost of the exemp-
tions or credits should, however, be borne by the General Trea-
sury, not the HTF,

7 As stated earlier, it is the position of this white paper
that, as a crucial first step, the federal surface transportation
system must be reformed, including by conselidating projects,
reorienting the federal program towards performance, refo-
cusing on the national interest, and streamlbining project deliv-
ery. The projects that the FIUF and FMCUF fund, like all other
federal-aid projects, would be done in accordance with such
reforms.

To ensure that interstate users pay only at the level
necessary for repair and improvement of the Interstate
Highway System, user fee rates would be adjusted an-
nually. To facilitate fair and precise fee-setting, Con-
gress would create an independent entity to set or ad-
Just the fees in accordance with the policies established
by Congress. The entity would be comprised of experts,
including stakeholders such as representatives from the
motor carrier industry, passenger vehicle groups like
AAA, and state highway departments, and would be re-
sponsible for the ministerial task of periodically adjust-
ing the user fee rates to ensure adequate revenue to re-
imburse the states. This process would be transparent
and would include reports to Congress and the execu-
tive branch.

Aside from setting fees, the independent entity de-
scribed above could also make recommendations to the
states and the Department of Transportation regarding
interstate projects of national priority, such as inter-
state expansion, the improvement of international
points of entry and exit, and freight improvements of
national commercial importance. Finally, the entity
could serve a public affairs and educational role by
keeping the public informed of the goals and accom-
plishments of FIUF investment.

Federal Motor Carrier User Fee

The second recommended alternative solution, the
Federal Motor Carrier User Fee (FMCUF), is similar to
and meant to the complement the FIUF. Since the FIUF
program reaches all drivers, trucks, too, would be re-
sponsible for paying the FIUF. Unlike the FIUF, which
is limited to only interstate highways, the FMCUF
would be imposed on commercial trucks’ usage of all
roads.

FMCUF Design.

The FMCUF would be imposed on the same use-basis
as the FIUF. Unlike the FIUF, however, the FMCUF pro-
gram would take advantage of tracking equipment al-
ready installed on most trucks for fleet management
purposes. Monitoring equipment (usually, though not
always, GPS-based) allows companies in the freight in-
dustry to efficiently monitor vehicle location, direction,
and speed. This technology would be used to calculate
FMCUF ljability. Importantly, frucks would not be
double-charged for use of the interstate; rather, that use
would be recorded through the FIUF program.

FMCUF fees would be collected on a monthly basis.
Fee payers—primarily freight-related businesses—
would receive detailed statements on vehicle usage.
Collected FMCUF fees would flow to a dedicated subac-
count within the existing Highway Account of the HTF.
Administration and vse.

The FMCUF program would be adininistered by the
same entity as the FIUF. This entity would set FMCUF
fees on an annual basis in accordance with the policies
established by Congress. ldeally, FMCUF fees would
vary based on geographica} location.

7-2241
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As with the FIUF program, no other policy changes
with respect to freight projects would be made,*® Funds
disbursed from the FMCUF subaccount would be alio-
cated solely to freight improvements, especially freight
bottlenecks, high-cost freight projects, and freight
projects of naticnal significance, including intermodal
facitities. These projects would be over and above the
freight projects funded under the base program by ex-
isting HTF revenues. The FMCUF funds would not be
geographically restricted, but would be used for freight
projects throughout the country. The expert body that
sets the FMCUF fees could also make recommenda-
tions regarding projects to which FMCUF receipts
should be directed.

Use of Existing Revenue

As mentioned above, if the FIUF and the FMCUF are
adopted, existing HTF revenues would be freed for
other uses. Specifically, existing HTF revenues would
no longer be used on interstate projects, since the new
FIUF program would fund all interstate projects. Like-
wise, freight projects funded by the FMCUF would no
longer be funded from that revenue,

Using the FIUF and FMCUF programs as a supple-
ment, rather than a replacement, is a crucial part of the
transportation funding solutions described above.
‘While the interstate is the backbone of the U.S. high-
way system, carrying about a quarter of ail vehicle
miles traveled annually, ail federai-aid eligible high-
ways combined carry approximately 85 percent. These
non-interstate highways will need to be repaired and
upgraded to meet cutrent and future transportation
needs. By guiding existing HTF revenues from the mo-
tor fuel excise tax and other sources towards these non-
interstate roads, the FIUF and FMCUF programs will
aid the improvement of the entire National Highway
System,

Advantages of FIUF, FMCUF Solutions

The FIUF and FMCUF, if designed and implenented
as described, clearly meet the three principles that this
white paper considers important to successful HTF
funding solutions and would have a number of other
economic and policy advantages. Specifically, an HTF
revenue-raising framework that incorporates the FIUF
and FMCUF:

® s based on a true user fee principle. The FIUF and
FMCUF are true user fees. While the motor fuel tax and
the other current revenue sources of the HTF reach us-
ers indirectly—they tax vehicles and transportation-
related goods, not highway use~the FIUF and FMCUF
place the burden of funding interstate highway im-
provements squarely on individual drivers, based on
their highway travel,*”

*% As with the FIUF program, FMCUF projects wouid be
impiemented in accordance with the federal transpoertation
program reforms mentioned in the previous feotnote and ear-
tier in this white paper.

2 The concept of implementing targeted user fees to pay
for certain transportation costs is not new. For example, Presi-
dent George W, Bush’s administration opposed an increase in
the gas tax, but proposed to raise billions through transporta-
tion user fees such as an aviation sccurity fee, a rail safety fee,
and an aviation cost-hased fee.

m Is based cn a true user fee principle. The FIUF and
FMCUEF are true user fees. While the motor fuel tax and
the other current revenue sources of the HTF reach us-
ers indirectly—they tax vehicles and transportation-
related goods, not highway use—the FIUF and FMCUF
place the burden of funding interstate highway im-
provements squarely on individual drivers, based on
their highway travel.

® s relatively easy to implement. The FIUF and FM-
CUF could be implemented in the medium-term, if not
the short-term. Implementation of the FIUF and FM-
CUF would require a non-negligible amount of invest-
ment, but the technology and even some infrastructure
(existing structures at highway entry and exit points in
the case of the FIUF, for instance)} are already present.

m Represents a truly national investment policy.
FIUF and FMCUF revenues would be distributed to
projects across the Interstate Highway System and
would not be restricted fo certain states or lucalities. By
design, the FMCUTF wouid be dedicated to national
freight projects, and the FIUF program would generate
sufficient revenue to upgrade the Interstate Highway
System to once again be the crown jewel of the US.
transportation system. The interstate is the backbone of
this system: even though it makes up a little more than
I percent of our road mileage, it carries more than 24
percent of the vehicle miles traveled annually.®”

® Modernizes our national transportation network.
The revenue from the FIUF and FMCUF programs
would be specifically tailored and dedicated to meet in-
terstate and freight improvement needs. The additional
revenue would not only allow the U.S. to modernize
these parts of its surface transportation system, but
would also free up existing HTF resources for the rest
of the national network—allowing for improvement of
the entire federal-aid highway system.

8 Modernizes federal financing mechanisms. Aside
from helping to modernize our highway system, the
FIUF and FMCUF programs would also modernize the
way our government collects revenue: namely, through
automated, electronic means. This collection system
could provide an imporiant policy model for future pro-
grams. In addition, given increased concerns about fuel
prices and oil dependence, a move to targeted highway
user fees represents a much-needed step towards post-
gas tax revenue strategies. And, by setting a national
policy regarding Interstate Highway usage, the pro-
grams will prevent the balkanization that could gecur as
a result of state and local tolling policies.

® Minimizes individual driver privacy concerns, Un-
like revenue-raising proposals based on tracking all ve-
hicle miles traveled, the FIUF minimizes individual pri-
vacy concerns by only recording entry and exit points
onto the interstate sysiem. Similar systems, such as
E-ZPass, I-Pass, and FasTrak, are already used by and
have gained widespread acceplance in many states.

® Represents a politically feasible and fair solution.
As explained above, the FIUF and FMCUF are user fees,
not taxes. Moreover, the FIUF and FMCUF are strongly
linked to increased expenditures—the fees are set only
to meet freight and interstate modernization needs.
There is no demand-pricing component to the fees,

39 See National Surface Transportation Policy and Revenue
Study Commission, supra n.2, at 4-8.
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which are geared towards current investiment, not pay-
ing debt. The link between fee payment and use of rev-
enues not only makes economic sense, but also allows
users to know what they are getting for their fee pay-
ments, which should increase public acceptance of the
fees.

m De-politicizes the fee adjustment process. The
technical fee-adjustment authority under the FMCUF
and FIUF programs would reside in the expert body de-
scribed above, not in Congress. Unlike the motor fuel
tax, then, the FIUF and FMCUF would not be held has-
tage to political inertia, and could be more easily ad-
justed to meet the needs of the surface transportation
systerm.

m Wiil lead to increased revenues without inereas-
ing the federal debt. The FIUF and FMCUF would not
require an increase in existing taxes, the deficit, or
debt. The FIUF and FMCUF programs are based on a
pay-as-you-go principle: Because current user fees
would pay directly for any increased investment, after
impiecmentation costs are covered, ne new taxes or gen-
eral fund appropriations would be necessary to support
the modernization of the highway system. In fact, in-
creased infrastructure investment will in the lang-term
lead to robust economic growth, which will generate
greater revenue—a result recognized by deflcn—
reducing plans like the Bowles-Simpson Commission.”

m Helps solve the short- and long-term HTF crisis
Without further action, looming HTF spending cuts will
likely be enacted in the near future. These cuts will fur-
ther exacerbate the HTF crisis without making a single
step towards a long-term solution. The FIUFFMCUF
framework, on the other hand, will not only help solve
this short-term fiscal problem, but ead to increased in-
vestment in the longer term. The FIUF and FMCUF pro-
grams would restore the mission and the vision of the
federal surface transportation program, with its focus
on interstate and freight projects of broad national im-
portance.

Conclusion

At a time when the financial well-being of this coun-
{ry is in the political spotlight, one crucial piece of U.5.
economic health has been consistently ignored—the
quality of our federal highway system, Once one of the
preeminent transportation systems in the world, these
roads have fallen into disrepair, and the federal account
through which they are funded has faced years of soi-
vency crises. By continuing to neglect our highways, we
are essentially neglecting the functioning—and the
future—of our economy.

Solutions exist, however, that can reverse the decline
of the highway infrastructure. Given the political resis-
tance to proposals to raise the motor fuel excise tax
this paper recommends two new, alternanve
solutiens—in particular, user fees to improve the inter-
state and that are dedicated to national {reight
projects—that are available to be implemented in the
short term or medium term.

3 The National Commission on Fiscal Responsibility and
Reform, The Moment of Truth: Report of the National C
mission on Fiscal Responsibility and Reform 12 (Dec. 1, 2010).
In terms of investment in the U.S. trausporiation system, the
Commission recommended a 15-cent per galion increasc in the
gas tax dedicated solely to transportation funding. Id. at 24.

Given the urgency of the transportation crisis, inac-
tion is no longer an option. Rather than wait for this
wholly predictable crisis to descend on our country, en-
acting solutions now to balance the Highway Trust
Fund and expand the highway system will restore our
transportation infrastructure to its rightful and neces-
sary place as the world-class, unifying network that its
builders envisioned.

Appendix 1

in addition fo the recommendations in the primary
text of this white paper, the following four options are
also viable solutions. These options, however, fail to
fully meet the principles cutlined above. Nonetheless,
due to their potential as revenue-raising mechanisms,
they warrant brief discussion below.

Registration Fee Increase

All states impose an annual vehicle registration fee,
and at least half the states raise more than a quarter of
their dedlcated transportation revenues through this
mechanism.*? One posssble way to raise additional HTF
revenues would be to impose a flat federal registration
fee in addition to any state charges. The fee would be
set by the Congress and would flow to the Highway Ac-
count of the HTF. Because the fee would be collected
through states’ existing systems, this option could be
implemented with little additional cost. Unless fees be-
come particularly high, however, the revenue potential
of this solution may be limited. And although vehicie-
related, the registration fee is not as user-based as the
FIUF and FMCUF programs detailed in the main body
of this paper.

Infrastructure Bonds

Debt-financing, particularly via the use of tax-exempt
bonds offered by state and local governments, is a tra-
ditional source of funds for transportation infrastruc-
ture. This solution would expand the state and local
bond concept to the national level by attracting inves-
tors through an issuance of federal infrastructure
bonds. Federal infrastructure bonds would essentially
funetion as war-bond-like debt instruments that would
allow the public to invest in the federal highway system,
While a targeted infrastructure bond issuance i5 a vi-
able revenue-raiser, this solution lacks a direct link to
highway users.

Oil-refated solutions

Various oil-related taxes and tariffs could be imposed
on producers and importers in order to raise funds for
the HTF. For example, a straightforward tariff on oii,
charged as either a fixed amount per barrel oras a per-
cenhge of the value of imported oil, could be im-
posed.’™

A more complex system, but one which would more
directly affect oit consumption, would involve imposing
a tax on oil consumption plus a tariff on imports of re-
fined petroleum. The oil tax would be constructed as
a percentage tax on each barrel of oil consumed in the

% National Surface Transportation Infrastructure Finane-
ing Commission, supra .5, at 75,

P d. at 81,

% RAND Corporation, The Option of an Oil Tax to Fund
Transportation and Infrastructure 5-6 (2011).

72241

COPYRIGHT * 2011 BY THE BUREAU OF NATIONAL AFFAIRS, INC.  DER

ISSN 0148-8155



202

United States. The rate of the tax would be adjusted on
an annual or semi-annual basis (primarily o ensure
that consumers are not penalized during periods when
oil prices spike). The tax would be collected at the re-
finery level. To prevent international refiners from ob-
taining an undue advantage, imports of refined petro-
leum products would incur a tax equivalent to the oil
tax, Similarly, exporters would receive a tax credit or
rebate equivalent on the oil used to produce exported
products.

As other studies have noted, an oil tax or tariff could
be sef so as to internalize various external costs associ-
ated with the consumption of petroleum products, in-
cluding environmental and national security costs.*® An
oil tariff alene could alse promote U.S. energy indepen-
dence. While these may be desirable policy outcomes,
one drawback to a broad oil tax is that it is not user-
based; the tax on barrels of oil that are not eventually
used as fuels (or as asphalt) would nonetheless flow to
the HTF. While it may be possible 1o apportion the rev-
enue raised by the oil tax according to use, such a sys-

* See, e.g., id. at 10-14.

tem may be administratively difficult and lead to delays
in implementation. Additionally, because a tax on oil
would necessarily place a greater burden on certain
households (for example, because of regional weather
differences) and businesses that consume more oil, po-
litical apposition to an oil tax may be heavy or insur-
mountable.

Existing Revenue Streams.

A portion of international customs fees could be dedi-
cated to the HTF to cover the costs of improvements re-
lated to the movement of goods into and out of ports of
entry. It would also be possible to dedicate a portion of
corporate taxes from industries reliant on truck trans-
portation.

General Treasury Option.

A final option that would offer little by way of user-
targeting, but would be fairly simple to implement, in-
volves using General Treasury funds to supplement the
HTF's existing revenue streams. Again, however, a
General Treasury option would move away from user-
based taxation, and would potentially be an unstable
source of funding.
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Appendix il

Summary Chart: Highway Trust Fund Revenue Sources

POTENTIAL FEDERAL REVENUE OPTIONS

Categories based on avaluations by the National Surface Transportation Policy Commission and Financing
Commission.!!

Strong to Moderate

Weak

Not recommended

Automobile tire tax
Carbon tax/cap and trade
Container fee

Customs duties

Freight waybill tax
General fund transfer
Harbor maintenance tax
Heavy vehicle use tax

Auto-related sales tax
Bicycle tire tax
Congestion pricing
Dedicated income tux
Driver's license surcharge
Freight ton-mile fax
General sales tax
Innovative finance

Motor fuel exeise tax
Sales tax on motor fiels
Tariff on imported o1
Truck tire tax
Truck/trailer sales tax
Vehicle miles traveled fee
Vehicle registration fee
Vehicle sales tax

Federal tax on local parking fees

Federal tax on local transit fares

Minerals severance tax

Petroleum franchise tax

Value-added tax

Vehicle inspection and traffic citation surcharge
Vehicle personal property tax

Windfall profits tax

{1} National Surface Transportation Policy and Ruvenue Study commissiem, Franspartation for Tomoerrow3-38 {December 20073
National Surface Transportation Financing Commission, Paying Our Way: A New Framework for Transpartation Finance 96(February
2009). Note that the solutions above are Jederal, rather than state or local, options.

Appendix It

Examples of FIUF, FMCUF, and HTF Projects
Federal Interstate User Fee {FIUF).

The FIUF would be used on projects to modernize the
Interstate Highway System and make it, once again, the
crown jewel of our national surface transportation net-
work and the envy of the world, For example, FIUF rev-
enues would be used to:

® Restore the Interstate Highway System, which is
reaching 40-50 years of age, to a state of good repair
though an aggressive program of preservation, includ-
ing projects to substantially rehabilitate, or in some
cases replace, many of its 55,000 bridges; and recon-
struct major portions of its 210,000 lane miles.

= Improve system performance by applying the full
range of intelligent transportation systems (e.g., naviga-
tion systems, traffic signal control systems, real-time
parking guidance and notification systems, and vehicle
detection and notification systems) and aggressive sys-
tems of operation and management strategies,

® Replace aging interchanges that have become ma-
jor bottlenecks with interchanges that have wider lanes
and geometric designs to allow higher volumes of cars
and trucks to exit and merge more safely at higher
speeds.

= Reduce congestion by adding additional lane
miles to urban and rural interstates, where appropriate.

® Expand the Interstate Highway System, where ap-
propriate, to provide connections to new and emerging
centers of population and commerce.

Federal Motor Carrier User Fee {FMCUF].

The FMCUF would be used exclusively on freight
projects that benefit the trucking industry. For example,
FMCUF revenues would be used to:

w develop a national strategic freight plan;

s ¢reate and fund a national freight program;

® reduce congestion on national and regional non-
interstate freight corridors; and

® invest in intermodal connectors (access roads and
other systems that efficiently connect the shipment of
goods involving more than one mode of transportation)
to the nation’s ports, rail terminals, and air cargo hubs.

Base Highway Trust Fund {HTF} Program.

Since the FIUF would be used to fund all interstate
projects, existing HTF revenues would be freed to in-
vest in the non-Interstate portion of the federal-aid
highway system, which is no less important to the na-
tional transportation network. These hase HTF rev-
enues would be used to:

m Preserve and modernize the 115,000 miles of the
non-Interstate National Highway System, including im-
portant corridors such as the Avenue of the Saints,
Transamerica Corridor, Hoosier Heartland Industrial
Corridor, Great Lakes/Mid-Atlantic Corridor, Heartland
Expressway, US. 395 (Calif., Nev., Ore., Wash),

72211
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CANAMEX, Ports-to-Plains, Wisconsin Development
Corridor, Capital Gateway Corridor, East-West Corri-
dor, SPIRIT Corridor, Theodore Roosevelt Expressway,
and Camino Real Corridor, among others,

®m Address urban congestion through operational
improvements and, where necessary, increased capac-
ity.
= Improve rural highways to keep U.S. agriculture
competitive, especially lower-ciassification federal-aid
roads that link farm and local roads with the Nationai
Highway System.

m Upgrade narrow, two-lane, rural roads that cannot
safely carry the kind of trucks now moving across the
United States to support the renewable fuels industry,
wind farm energy production, and the development of
other energy resources.

® Improve rural highways to handle the growth in
international and domestic trade moving through the
heartland of America.

= Preserve and upgrade, where necessary, the Stra-
tegic Highway Network (STRAHNET), a network of
highways that are important to the United States’ stra-
tegic defense policy and that provide defense access,
continuity, and emergency capabilities for defense pur-
poses. STRAHNET Connectors—highways that provide
access between major military instaliations and ports—
would also be maintained and upgraded where appro-
priate.

m Provide connectivity between urban and rural
America, and address seasonal congestion and bottle-
necks associated with interstate tourism, especially at
national parks,

& Provide adequate access to new and emerging cit-
ies and towns so that our highway system will be the
unifying network that President Eisenhower envi-
sioned.
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Jack Schenendorf
Of Counsel
Covington & Burling LLP
1201 Pennsylvania Avenue, N.W.
Washington D.C. 20004

RESPONSE TO QUESTIONS
FROM
COMMITTEE ON ENVIRONMENT AND PUBLIC WORKS
UNITED STATES SENATE

[NOTE: These views are my own and do not necessarily reflect the views of
Covington & Burling LLP, the National Surface Transportation Policy and Revenue Study
Commission, or any other person or entity.]

Questions from Senator Vitter

Question #1: What are the potential middle to long-term effects on the Trust Fund of
continuing to fill the gaps between HTF receipts and outlays with offset general funds?
Are those concerns heightened as gencral funds make up a more significant portion of the
Trust Fund?

Answer #1: 1 start from the premisc that the best and fairest way to finance federal
investment in the national surface transportation systems is through the principle of user
financing. Personal and commercial travelers should pay for the transportation systems
and services they use in proportion to the costs associated with that use.

User charges on fuel, motor vehicles, and other elements of the transportation system
have been the backbone of surface transportation finance for decades. The revenues
generated by thesc user charges are deposited in the Highway Trust Fund and made
available to the states for reimbursement of the federal share of the costs of federal-aid
projects on a pay-as-you-go basis. Through what is termed "contract authority” (a special
type of budget authority), authorized amounts become available for obligation according
to the provisions of the authorization act without further legislative action. This gives the
States advance notice of the size of the Federal-aid program at the time an authorization
act is enacted and eliminates much of the uncertainty contained in the authorization-
appropriation sequence. Reducing this uncertainty is critical because it allows states to
plan for, and make the political and financing decisions necessary for, investment in large
transportation projects that are expensive and take years to complete,
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This federal-state partnership and user-based financing system built the Interstate
Highway System. It is well snited--and necessary--to meet the challenges of modernizing
the national surface transportation network for the 21st Century.

Against this background, the use of offset general funds to “fill the gaps between HTF
receipts and outlays™ is very troublesome. And the greater the amount of the general
fund transfers, and the longer the duration of such transfers, the more troublesome it
becomes. It could undermine the user financing principle, the Highway Trust Fund, and
the use of contract authority. This would have a devastating impact on efforts to
modernize America’s national surface transportation network.

Given that federal investment in the national surface transportation network should be
increased substantially, it would also be devastating if federal investment were reduced
below current levels.  Congress should prevent this from happening by increasing
Highway Trust Fund user receipts. This could be accomplished by increasing and
indexing existing user charges, adopting new user charges, dedicating a portion of the
revenue from existing transportation-related charges--such as customs tees—to the Trust
Fund, and ensuring the Trust Fund receives the full amount of the charges levied on
highway use by shifting the cost of exemptions and refunds to the General Fund of the
Treasury. However, if Congress were unable to increase user revenues before MAP-21
funding expires, a limited general fund transfer--despite its downsides--would be
preferable to a reduction in funding below current levels,

Question #2: There seems to be some consensus from the panel that the gas tax is
unsustainable for the middle or long term. Yet many have recommended the gas tax as a
possible short-term solution. Knowing that nothing around here is for the short-term does
that change your view of being a short-term solution?

Answer #2: As mentioned previously, user charges on motor fuels (gas tax and diesel
fuel tax) have been the backbone of highway finance for decades. Fuel taxes are a
particularly attractive source of surface transportation revenues because of their (1) low
administrative and compliance costs, (2) ability to generate substantial amounts of
revenue (each penny generates nearly $2 billion annually), (3) relative stability and
predictability, and (4) case of implementation. While the direct relationship between the
amount of travel and the amount of fuel taxes paid has diminished somewhat in recent
years as disparities in vehicle fuel efficiencies have grown, the fuel tax still bears a
reasonable relationship to the amount of travel. In the short to medium term--over the
next 15 to 20 years--revenue needs can be addressed through significant increases 1o
existing taxes and fees and taxing of alternative fuels, where possible, and through
greater use of innovative financing like public-private partnerships.

It is imperative, however, o explore alternates to the fuel tax as a medium- to long-term
revenue source to fund the surface transportation programs. Increasing disparities in
vehicle fuel efficiency will gradually erode the equity of the fuel tax, and in the long run
many vehicles may be operating on fuels such as clectricity that are difficult to tax. A
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strong case can be made that the current financing structure will be viable until at least
2025, especially if Congress ensures to the extent possible that vehicles not using
traditional motor fuels nevertheless pay their fair share. After that date, uncertainties
concerning the ability of the fuel tax to serve as the financial base for the surface
transportation programs are great enough that it is important to start developing and
testing alternatives. None of the potential alternatives identified to date, however, will
likely be ready for implementation in the short- to medium-term as a financial base for
the federal and state surface transportation programs.

Question #3: In your testimony, you advocate for a strong federal role. Can you expand
more on what the strong federal role that you envision? Can you have strong but still
limited federal role? What types of solutions embody that federal role or if it's easier
which ones don’t? Does our current system reflect either a strong or limited federal role?

Answer #3: America’s national surface transportation system is at a crossroads.
Commission after commission, study after study, and report after report has concluded
that the future of our well-being, vitality, and global economic leadership is at stake. As
a nation, we must take significant, decisive action now to modernize our surface
transportation system to meet the challenges of the 21st Century.

Addressing these challenges will require a strong federal role. What I mean by a “strong
federal role™ is strong leadership, the kind of leadership that the federal government has
provided in the past. From the First Congress' support of lighthouses, buoys and public
piers to make navigation "easy and safe;" to Henry Clay's support for internal
improvements; to President Lincoln’s support for the transcontinental railroad; to
President Teddy Roosevelt's support of the Panama Canal; to President Franklin
Roosevelt's support for a cross-country, high-level road system; to President
Eisenhower's support of the Interstate Highway System and the Highway Trust Fund; and
to President Reagan's support for increased motor fuel user fecs to preserve and
modernize the federal-aid highway network; the federal government has been
instrumental in the development of our nation's surface transportation system. [t must
once again provide the leadership necessary to ensure U.S prosperity and global
preeminence for generations to come.

A strong federal role can nevertheless be fimited, and it should be limited. Historically,
the highway program has been focused on the highways important to the interstate
movement of people and goods. During the latter half of the 20th Century, the federal
government, in partnership with the states, built the Interstate Highway System and
provided assistance to the rest of the federal-aid system, which comprises about 23
percent of the nation’s road mileage. These are the roads most important to interstate
travel. The remaining 75 percent of the nation’s road mileage was the full responsibility
of state and focal governments.

Congress took a critical first step toward providing the necessary federal leadership in
MAP-21, which made many important and fong overdue policy changes in the federal
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surface transportation programs. The programmatic reforms in MAP-21 further limited
the federal role by eliminating or greatly reducing the eligibility of activities that should
be the primary responsibility of state and focal governments. And importantly, MAP-21
focused about 75 percent of highway funding on the National Highway System, which
comprises just 5.7 percent of the nation’s road mileage but carries over 55 percent of the
vehicle miles travelled. These are the highways most important to the national interest.

MAP-21 did not, however, provide the necessary resources to make the system-wide
improvements in the national network necessary to ensure U.S prosperity and global
preeminence. Without significantly increased resources. the condition of national surface
transportation network will continue to decline and congestion will get worse. The
United States will become less competitive in the global marketplace. The challenge for
Congress in the reauthorization process is to provide the necessary resources, in
partnership with the states, to bring the national network into a state of good repair and
provide the capacity to meet future population and economic growth. This is the strong
federal role | advocated in my testimony.
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Questions from Senator Inhofe

Question #1: Members of my caucus are reluctant to spend money on our nation’s
infrastructure despite the fundamental federal responsibility we have to provide for it.
How would you suggest we address those who would not be willing to address the
catastrophic shortfalls to the Highway Trust Fund? What impacts would a lapse in
federal funding have on not just our infrastructure, but also on the cconomy as a whole?

Answer #1: Commission after commission, study after study, and report after report has
concluded that (1) underinvestment in the national surface transportation network is
threatening the nation’s well-being and global economic leadership, and (2) the federal
government, in partnership with states, local governments, and the private sector, must
take bold action to address this investment shortfall in order to modernize our surface
transportation system to meet the demands of future population and economic growth.

The problem of underinvestment is exaccrbated by the fact that the Highway Trust Fund
is facing insolvency and cannot support even the current levels of funding, much less
increased funding. The financing challenge is two-fold: (1) at a minimum, fill the hole in
the Trust Fund so that there are no reductions in the current levels of funding, and (2)
ideally, further increase Trust Fund revenues to support the increased levels of funding
necded to modernize the national surface transportation network.

Yet, despite the overwhelming evidence, some remain unconvinced and apparently
“would not be willing to address the catastrophic shortfalls to the Highway Trust Fund.”

I have four suggestions for addressing this situation.

First. continue to highlight the historic federal role.

From the First Congress' support of lighthouses, buoys and public piers to make
navigation "easy and safe;” to Henry Clay's support for internal improvements: to
President Lincoln's support for the transcontinental railroad; to President Teddy
Roosevelt's support of the Panama Canal; to President Franklin Roosevelt's support for a
cross-country, high-level road system: to President Eisenhower's support of the Interstate
Highway System and the Highway Trust Fund; and to President Reagan’s support for
increased motor fuel user fees to preserve and modernize the federal-aid highway
network; the federal government has been instrumental in the development of our nation's
surface transportation system. It is important to continue hammering home this message.

It is also important to highlight the fact that historically Republicans and conservatives
have been leaders in the development of our national transportation assets. Democrats
have been supportive as well. The reason why this has not been a partisan issue is that
the Constitution so clearly lays out federal responsibility for interstate commerce, post
roads, navigable waters, and ports. Moreover, our national transportation systems ar¢
critical to our national defense and national security, both of which are primary federal
responsibilities.
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Second, emphasize the support of the business community.

American businesses understand the need for increased federal investment in the national
surface transportation network. They understand the important and necessary role of the
federal government in modernizing the network. That is why they not only support the
improvements, they also support increased federal user charges to pay for the
improvements. They realize there is no free lunch. They arc willing to pay for the
increased investment. It's that important. The fact that shippers—the ones who pay the
freight bills—are willing to pay more should bhelp the unconvinced understand the
criticality of increased investment.

Third. make clear the consequences of inaction,

Today all fevels of government and the private sector are spending only about 40 percent
of the amount needed annually for the next 50 years to upgrade our existing surface
transportation system o a state of good repair and provide the additional capacity
necessary to sustain and ensure our strong economic growth and our international
competitiveness in the global marketplace. The National Surface Transportation Policy
and Revenue Study Commission, as well as many other commissions and studies, have
thoroughly documented the consequences of inaction, i.e.. the consequences of
continuing to invest at current levels. And, of course, these consequences would be even
more dire if funding lapsed or was reduced significantly from current levels.

Here are some of the key consequences of inaction:

¢ Continued deterioration. The nation’s aging surface transportation systems are
already in disrepair. At current investment levels, they will continue to
deteriorate. As a result, the performance of the transportation system will decline.
Individuals and businesses will face higher vehicle maintenance costs.

s Greater congestion. At current investment levels, congestion will increase as a
result of the mismatch between growing demand and limited capacity. This will
disrupt household and business activities across the country, and will exact a large
and expanding penalty on business productivity and the quality of life of
American families.

* More highway casualties. Continued deterioration of the highways, and greater
congestion on the highways, will result in more accidents, fatalities, and injuries,
exacting a considerable cost on society.

¢ Lower cconomic growth. The declining performance of the national surface
transportation network--as a result of both increased congestion and continued
deterioration--will choke economic progress, preventing the U.S. economy from
growing to its full potential. Our national surface transportation systems will be a
drag on economic growth.
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¢ Reduced international competitiveness. America’s economic leadership in the
world will be jeopardized when we cannot reliably and efficiently move our
goods. It is not an overstatement to say that the Nation’s potential for the creation
of wealth will depend in great part on the success of its freight cfficiency.
Without changes, countrics like China and India, with much greater investment in
transportation, will challenge the United States in economic power and world
influence.

* Fewer jobs. Inaction will cost American jobs. Lower economic growth means
fewer new businesses and less expansion of existing businesses. This means
fewer private seetor jobs over the long term.

Inaction is a decision to not act. It has consequences. It will hurt America. It is the
wrong decision.

Fourth, fet the unconvinced—and the convinced—know what they will get for their
money.

Since completion of the Interstate Highway System, there has been no clear federal
vision. Federal resources have not been sufficient or adequately targeted to produce
overall systemic improvements to the national network. In effect, we have been applying
patches to the network--projects here and there--during this period. Consequently, no one
is really sure what would be achieved with increased federal investment. In my view,
this is one reason why some may not be convineed of the need to act.

To remedy this situation, the next bill should show the convinced and unconvinced what
they will get for their money. As was the case with the Interstate Highway Construction
Program. the bill should provide substantially increased resources in a targeted way to
achieve a national goal over a reasonable period of time,

For example, a significant portion of existing highway funding and all of the increase in
highway funding from increased resources could be dedicated to modernizing a subset of
the National Highway System over a reasonable period of time. This “core NHS™ would
probably be about 1/3 to 1/2 of full NHS mileage. These would be the corridors
representing the highest national interest. It would include the Interstate Highway
System and other key NHS corridors important to national defense, national security, and
the movement of international and domestic freight, agricultural produce, and energy
resources.

The goal would be to modernize the “identificd core NHS™ over a reasonable period of
time. Significant investment would be needed to:

¢ Restore the Interstate Highway System, which is reaching 40 to 50 years of age,
to a state of good repair though an aggressive program of preservation, including
projects to—
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o Substantially rchabilitate, or in some cases replace, many of its 55,000
bridges; and
o Reconstruct major portions of its 210,000 lane miles.

e Improve system performance by applying the full range of intelligent
transportation systems (c.g., navigation systems, traffic signal control systems,
real-time parking guidance and notification systems, and vehicle detection and
notification systems).

¢ Replace aging interchanges that have become major bottlenecks.
¢ Reduce congestion by adding additional fane miles, where appropriate.

e Expand the Interstate Highway System, where appropriate, (o provide connections
to new and emerging centers of population and commerce.

e Preserve and modernize the non-lnterstate National Highway System corridors
included in the “core system.”

o Improve rural agricultural corridors to keep U.S. agriculture competitive.

o Upgrade narrow, two-lane, rural corridors that cannot safely carry the kind
of trucks now moving across the United States to support energy
development and production.

o Improve rural corridors as necessary to handle the growth in international
and domestic trade moving through the heartland of America.

o Preserve and upgrade, where necessary, the Strategic Highway Network
(STRAHNET). a network of highways that are important to the United States’
strategic defense policy and that provide defense access. continuity, and
emergency capabilities for defense purposes. STRAHNET Connectors—
highways that provide access between major military installations and ports—
would also be maintained and upgraded where appropriate.

e Provide NHS connectivity between urban and rural America, and address
seasonal congestion and bottlenecks associated with interstate tourism, especially
at national parks.

This is just one example. There are many different ways to do it. The key is to identify a
goal and then provide sufficient resources, in partnership with the states, to accomplish
the goal over a reasonable period of time. In this way. everyone would know what would
be accomplished with increased investment. And importantly, some of the unconvinced
may become convinced.
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Senator BOXER. Thank you very much.

In closing, Hon. Sean Connaughton. We are very interested in
hearing from you, because you have looked at a new way to fund
your transportation in Virginia, you are the Secretary of Transpor-
tation. We are very pleased you are here. Thank you, sir.

STATEMENT OF HON. SEAN T. CONNAUGHTON, SECRETARY OF
TRANSPORTATION, COMMONWEALTH OF VIRGINIA

Mr. CONNAUGHTON. Chairman Boxer, members of the Com-
mittee, thank you very much for opportunity to be here and tell
you a little bit about what we have done in Virginia.

First, I will preface it by saying, every State is a little bit dif-
ferent in their transportation programs and some of their chal-
lenges. But one thing that is the same for the States and for the
Federal Government has been about what has happened to the gas
tax. In Virginia, we have not raised the gas tax since 1986. The
buying power of the gas tax had gone down 54 percent in that time
period. We are seeing the impacts of much more fuel-efficient vehi-
cles. In fact, we can actually track that we have in Virginia more
cars registered, more vehicle miles being driven, yet our gas tax
revenues are actually going down.

Another thing is the increase in the cost of materials. Asphalt
binder, which is a basic construction material, maintenance mate-
rial that we use, has gone up alone 350 percent over the last 10
years. Revenues are flat, costs are going up and we just saw, obvi-
ously, like everyone else, some major problems with our major
source of revenue.

Virginia is what we call a maintenance first State. By State law,
we must use any of the revenues coming in to our transportation
fund first for maintenance, then for construction. We have had to
take, just in the last 10 years, $3.3 billion of construction money,
move it over just to do basic maintenance. And so everyone knew
that there was a problem in the State.

And the legislature has been looking at this for almost 10 years.
One of the challenges is, something that you are very familiar with,
we had a House that had one position and the Senate had another.
The House is very, very strongly conservative Republican and
wanted to see more diversion of existing revenues to transpor-
tation. The Senate Democratic Majority, now it is tied, but essen-
tially the position of the body was that they wanted to see addi-
tional revenues come in.

So in other words, we didn’t have anything happen for almost 10
years. We took office and, this is one of the things we really took
on as an administration on how we were going to deal with trans-
portation. The first thing is, we want to take all the excuses off the
table. We have done everything that anybody has ever talked about
regarding transportation funding and reform in our program. We
have done audits, we load off people, we ended up becoming a
model I think for the country for public-private partnerships. Last
year we were the most projects closed in the country. In fact, if we
were a country, we would have the second most projects closed in
the world.

We have ended up doing bonds, issued over $3.3 billion worth of
bonds. We ended up establishing our own infrastructure bank to
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lend money to our localities to help them move projects forward.
We have done all types of IT and better traffic management includ-
ing our express lanes you can see on 95 with dynamic tolling. We
have even proposed a very controversial toll on 95. We also look for
ways to maximize some of the revenues coming out of, well, every-
thing from naming rights to sponsorships to everything else.

We did all that over 3 years. And even with all that, we were
able to show to our legislature that we were not going to have
enough money even to do our Federal match by 2017.

By taking essentially all these arguments off the table, showing
that we were serious about reform, and as renewing public trust
in our program, we came forward with a very, very bold program
or legislative proposals here, and that was to essentially do away
with the gas tax, move over to a revenue source that we see grow-
ing. In Virginia, that is the sales tax. That actually passed our
House, the Senate took it, replaced it all with a big increase in the
gas tax. The conference committee came together and we came to
a compromise. And it was a compromise that ended up having, es-
sentially we lowered our gas tax and switched over to a sales tax.
We split off the diesel and actually increased the diesel tax and
made that a sales tax.

We ended up increasing the State’s sales tax statewide. We
ended up putting in an alternative vehicle fee on all vehicles,
whether electric or other alternative fuels. We took a little bit more
general revenues and devoted it to transportation. And so we ended
up a little bit of everything. It was a little piece of legislation I
think that in many ways, no one was happy with the complete
package, but it was a true compromise. And it ended up getting the
majority of Democrats and Republicans to support it in the legisla-
ture.

The bottom line is that this will mean about $1.5 billion a year
more to our transportation modes in Virginia. That is everything
from highways to transit to our airports to our ports and to pas-
senger rail. We are actually putting in money and are dedicating
these to passenger rail.

So this is a piece of legislation that I think has become talked
about throughout the country. And it is something that we think
will solve our transportation problems out into the future. Thank
you.

[The prepared statement of Mr. Connaughton follows:]
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Secretary Connaughton Bio

Sean T. Connaughton is Secretary of Transportation for the Commonwealth of Virginia
serving in the cabinet of Governor Bob McDonnell. As Secretary, he oversees seven state
agencies with more than 9,700 employees and combined annual budgets of $5 billion.

Connaughton was named U.S. Maritime Administrator by President George W. Bush in
2006. As Maritime Administrator, he was head of the Maritime Administration, U.S. Department
of Transportation, and responsible for the daily management of that agency and its promotional
programs for the marine transportation industry. Connaughton was appointed by the President
and confirmed by the Senate.

Prior to joining the McDonnell administration, he served as Corporate Vice President,
Government Affairs for the American Bureau of Shipping, one of the world's leading ship and
marine classification societies.

Connaughton is a graduate of the U.S. Merchant Marine Academy and served in the U.S.
Coast Guard as both a commissioned officer and as a civil servant in the Office of Marine Safety,
Security, and Environmental Protection. After gaining a Master's degree from Georgetown
University, he joined the American Petroleum Institute, representing companies involved in the
energy and marine transportation industries, during which time he also earned a law degree from
George Mason University.

As a lawyer in private practice he specialized in maritime and intermational law. He has
appeared before the United States Supreme Court and is a member of the Virginia Bar
Association and the District of Columbia Bar Association. He served in the U.S. Naval Reserve
from 1986 until retiring in 2006. He is a graduate (with honors) of the U.S. Naval War College.

Connaughton was elected Chairman At-large of the Prince William County (Va) Board of
Supervisors in 1999 and overwhelmingly reelected in 2003. Connaughton served on numerous
regional boards and commissions, including the Metropolitan Washington Council of
Governments and the Northern Virginia Transportation Authority. In 2004, he was recognized by
the National Association of Counties with its Distinguished Service Award for his efforts on
workforce development.
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Madam Chairman and distinguished members of the Committee thank you for the
opportunity 1o appear today to discuss the need to invest in America’s infrastructure and, in
particular, what states such as the Commonwealth of Virginia are doing to address this difficult

challenge.

Introduction

The Virginia General Assembly, lead by Governor Bob McDonnell, earlier this ycar
enacted the first comprehensive transportation funding reform legislation in Virginia in nearly 27
years. Not since 1986 — when the General Assembly increased the motor fuels tax to 17.5 cents
per gallon — had the legislature taken such bold steps to help fund our transportation
infrastructure. The 2013 tegislation — entitled Virginia's Road to the Future — not only provides
approximately $1.5 billion in additional funding per year for Virginia’s roads, bridges, rails,
transit systems, airports and seaports, but it fundamentally alters how Virginia pays for its

infrastructure by tying future revenues to funding streams that grow with economic activity.
Background

The Virginia General Assembly last raised the Commonwealth’s motor fuels tax to a rate
of 17.5 cents per gallon during a 1986 Special Session. The legislature also enacted a one-half
percent increase in the sales tax and imposed and increased several other taxes and fees to help
fund transportation infrastructure. In increasing the motor fuels tax, the legislature opted for a

flat, fixed-rate excise tax and chose not to annually adjust the tax to account for inflation ~ a
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practice commonly referred to as indexing. Since 1986, Virginia’s transportation funding
streams have remained largely unchanged, despite numerous attempts to provide additional

revenues.

Due in large part, but not solely, to the lack of indexing, the vatue of our gas tax was
declining. Today, a tax of 17.5 cents per gallon equates to approximately 8 cents per gallon once
adjusted for inflation to 1986 dollars. In other words, the purchasing power of Virginia’s motor
fuels tax has declincd by approximately 54 percent. At the same time the costs of constructing
and maintaining our infrastructure have grown dramatically. Fuel prices have continued to rise,
and the price for materials such as asphalt binder — an oil based derivative utilized for paving —

have grown by nearly 350 percent.

Further exacerbating this decline are the current and future increases in Combined
Average Fuel Economy (CAFE) Standards and the growing popularity of alternative fuel
vehicles. As vehicles continue to become more fuel efficient, the data in Virginia demonstrates
that, despite annual increases in the number of registered vehicles and the number of vehicle
miles traveled on our roadways, we have not seen a corresponding increase in motor fuels tax

revenues.

Until this past session of the General Assembly, the motor fuels tax served as the
Commonwealth’s single largest source of funding, with 85 percent of the revenues dedicated to
our Highway Maintenance and Operating Fund (HMOF). Virginia is a “maintenance first” state;
that is, by state law we must utilize available revenues to maintain existing infrastructure before
building new infrastructure. As a consequence, due to the atorementioned decline in the gas tax,
since 2003 the Commonwealth Transportation Board (CTB) has transferred over $3.3 billion in
revenues from the Transportation Trust Fund (TTF) — which supports capital projects for roads,
transil, airports and seaports ~ to the HMOF to suppiement our maintenance budget and maintain
our existing infrastructure. If left unaddressed, the amount transferred each year was projected to

reach over $500 million.

These transfers — referred to as “crossover” - were indicative of growing maintenance
needs and inadequate revenues. Crossover reduced funding available for capacity expansion,

major bridge and highway reconstruction, and safety improvements. In essence, we were
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robbing Peter to pay Paul, and, if crossover transfers were left unchecked, we would have

ultimately reached the point where the amount of construction funding spent on maintenance

waould have left Virginia with little or no money to meet federal matching requirements.

Against this backdrop, addressing the growing need to invest in Virginia’s infrastructure
has been among the top priorities — if not the top priority — of the McDonnell Administration.
Since taking office, we conducted four separate audits of the Virginia Department of
Transportation (VDOT) to improve efficiencies and focus, the most successful of which
identified over $1.4 billion in underutilized funds that have since been invested in projects. We
utilized every available option to leverage our existing revenues, including issuance of
approximately $3 billion in state and federal bonds, expanding our state-local Revenue Sharing
Program, creating a new state-funded infrastructure bank, and procuring over $6 billion worth of
public private partnership projects. We moved aggressively to invest in technology and active
traffic management programs and dynamic tolling express lanes on 1-95 and 1-495. Further, we
sought and received legislative approval for nearly 100 pieces of legislation aimed at improving
agency operations, reducing costs, and streamlining programs.  Additionally, we implemented
new programs such as the Sponsorship, Advertising, and Vending Enhancement (SAVE)
program and developed a naming rights program to generate additional revenues through our
existing assets, We also proposed tolling Interstate [-95 under the Interstate Systern
Reconstruction and Rehabilitation Pilot Program. Finally, VDOT is one of the only state
agencies to undergo any significant personnel restructuring, having laid off over 1,000 personnel

to right-size the agency to its current mission.

While these initiatives resulted in tremendous progress towards addressing the current
transportation challenges facing Virginia, they did not, however, address the long-term
challenges facing our revenues. In other words, we still needed to find a path forward that
provided the dedicated, sustainable revenues necessary to ensure Virginia's continued economic

prosperity and quality of life.
Virginia’s Road to the Future

Early in his Administration, the Governor pledged that before leaving office he would

submit comprehensive legislation to address Virginia’s transportation funding crisis. Heading
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into the fourth and final legislative session of his term in office, the Governor held true to his

commitment.

The Governor’s proposed solution had three fundamental elements. First, the Governor
called for a reduction, if not a complete elimination, of Virginia’s reliance on the motor fuels tax
as the principal state source of transpartation funding. Second, he called for tying future
transportation funding to the state’s {far more sustainable sales tax. Third, and finally, believing
transportation to be a true core function of government, he called for dedicating an increased

portion of general fund revenues to help pay for our transportation infrastructure.

These fundamental principles were based upon the goal of providing a long-term solution
to the challenges associated with the motor fuels tax while at the same time minimizing the
impact on Virginia taxpayers. Unlike the mator fuels tax, the sales tax inherently accounts for
inflation and reflects underlying economic activity. In fact, historical data show that sales tax
revenue growth — even in years where it did not meet projections — grew at a steady rate annually
while the motor fuels tax revenues did not. For example, in Fiscal Year 2013, sales tax revenue
grew at slightly over three percent while motor fuels tax revenues actually saw a one percent

decline.

The Governor’s introduced legislation passed the Virginia House of Delegates largely
unchanged. The Senate of Virginia, however, undertook a nearly wholesale rewrite of the
legislation and passed a significant increase in the motor fuels tax along with several other tax

and fee increases. Therefore, the legislation procecded to a Committee of Conference.

Following negotiations between the House, the Senate and the Governor, the Committee
of Conference put forward a proposed compromise, which was approved by over 60 percent of
the legislature. Forty-four Repuhlicans and 41 Democrats in both bodies of the General
Assembly voted for final passage of the legislation. While the conference report differed from
the legislation originaily introduced, the compromise met the fundamental principles outlined by

the Governor at the beginning of the legislative session.

Specifically, the legislation:
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* Eliminated the Commonwealth’s 17.5 cents per gallon excise tax on motor fuels and
replaced it with a 3.5 percent sales tax on gasoline and a 6 percent sales tax on diesel
fuel;

* Increased the statewide sales tax by 0.3 percent and dedicated the revenues to
transportation;

* Imposed a $64 alternative fuel vehicle fee;

¢ Increased the titling tax, or sales tax, on motor vehicle sales;

Dedicated an additional 0.175 percent of existing general fund sales tax revenue to

transportation;

* Dedicated any future revenues derived from the Marketplace Fairness Act to

transportation; and

Imposed additional taxes and fees in regions meeting certain population, registered

vehicle, and transit ridership criteria.

The legislation will generate over $6 billion in additional funding for transportation over
the next six years. Revenues are specifically dedicated to roads, transit, intercity passenger rail,
aviation, and the seaports. The legislation fundamentally alters how Virginia pays for its

transportation infrastructure.

Benefits of Virginia’s Road to the Future

The long-term benefits for the Commonwealth of Virginia generated by this year’s
transportation funding reform are enormous. First and foremost, the additional revenues will
climinate maintenance crossover transfers. Further, the additional $6 billion will grow Virginia’s
overall modal Six-Year Financial Plan to $33.2 billion, with $11.9 billion dedicated to highway
maintenance, $9.2 billion dedicated to construction, and $3.1 billion dedicated to mass transit.
The sales tax now becomes the single largest source of Virginia transportation funding, while the

gas tax falls to number four.

Additionally, the regional taxes and fees, which based on current criteria will apply in
Northern Virginia and Hampton Roads, will enable some of Virginia's most congested regions to
address their top prioritics. The Texas Transportation Institute ranked the Northern

Virginia/Washington, D.C. metropolitan area as the most congested region in the nation, and
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Hampton Roads is in the top 25. Virginia's Road ro the Future will provide approximately $300
million per year and $150 million per year, respectively, in additional to other funding to address

this congestion.

The legislation also benefits Virginia’s economy. According to a recent economic impact
analysis conducted by Chmura Economics of Richmond, Virginia’s Road to the Future will
generate up to $8.1 billion in economic impact and annually sustain 10,133 jobs. Further, with
the establishment of a dedicated funding stream for passenger rail, Virginia is now the first state
in the nation to provide funding for the provisions of Section 209 of the Passenger Rail

Investment and Improvement Act.

Perhaps most immediately important to Virginia’s citizens, the reduction in the gas tax —
approximately 6.4 cents per gallon — is leading to lower prices at the pump. According to AAA,
the average price for a gallon of regular unleaded fuel in Virginia was $3.38 per gallon, 21 cents
below the national average of $3.59 per gallon as of August 30, 2013. That is 6 cents — nearly
equal to the reduction in the gas tax — below our national average as of August 30, 2012. In
other words, the growing difference between the state average and the national average
demonstrates the positive impact reducing the gas tax has had on gas prices in Virginia. Virginia
now has the lowest gas tax rate in the continental United States and some of the lowest gas prices

in the country.
Why Virginia Was Successful

Virginia was successful in passing funding legislation this year for a number of reasons.
First, we had pursued and implemented numerous reforms, improved efficiency, reduced costs,
and maximized our ability to leverage existing resources. However, even with these initiatives,

it was clear that additional revenues were still needed to maintain and expand our infrastructure.

Second, due to the various reforms implemented during the first threc years of the
Governor’s term in office, we were able to build public trust in Virginia’s transportation
leadership and program. Public trust bred confidence that additional revenues would be
managed and invested wisely. That confidence led to political will and public support to pass

legislation.
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Third, the legislation, as introduced as well as enacted, addressed both current and long
term problems across all modes of transportation and in all regions of the Commonwealth. We
introduced concepts and proposals that were out of the box and caused a reevaluation of
previously held positions. The legislation embodied the spirit of compromise and good public
policy. There is not a single person involved in this legislation who agreed with every element
of it, but they supported it because it addressed the Cornmonwealth’s statewide and regional

transportation problems today and into the future.

Finally, it took leadership. That leadership was demonstrated by the Governor and those
voting for the legislation in the House of Delegates and the Senate. Leadership was also
exhibited by the public, businesses and stakeholders who stepped forward to support the
legislation getting passed. Many put their political and professional futures on the line in order

to address this critical issue.
Conclusion

This year’s historic transportation funding compromise is a tremendous, long-term step
towards addressing the growing infrastructure challenges facing Virginia. However, unless
Congress acts on the challenges facing the Highway Trust Fund, the impact of Virginia’s historic
achievement as well as actions in other states will be diminished. Our nation’s transportation
infrastructure has long been a partnership between the states and the federal government.
Moving forward, it is imperative that Congress maintain this partnership and take steps to ensure

the ongoing viability of the Highway Trust Fund, while maintaining the flexibility brought about
by MAP-21.

We very much recognize that there is no silver bullet to addressing investment in our
nation’s infrastructure. The solutions that are working in Virginia may not work in other states,
and the options available to the states may not be available to Congress. QOne common thread,
however, is the need to craft solutions that address the challenges, can pass the legislature, and

can be signed by the executive. The future economic competitiveness of our nation depends on
it.
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Madame Chairman and members of the committee, thank you again for the opportunity
to be here today. Ilook forward to our continued partnership as we work towards providing the

infrastructure network our great nation demands and deserves.
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Senator BOXER. Thank you. Thank you very much for that.

Senator Baucus.

Senator BAucus. Thank you, Madam Chair.

I would like you all four to give us advice on how we proceed.
I think everybody agrees, we have to fill up this hole. But the ques-
tion is how, and how quickly. Ms. Ruffalo gave several criteria, one
is how quickly, how it affects dates, move quickly to raise revenue
and whether to unmorph the funding from users, what is the effect
of that.

But a deeper question is how we politically proceed. Some sug-
gest that we are more likely to get the funding, which I think we
all agree in this room, mostly in this room, agree is necessary,
maybe through tax reform, maybe through an omnibus vehicle,
some other vehicle, some larger legislation, rather than standalone,
rather than straight highway legislation. The need to fill the gap
in the trust fund is clear. But sometimes it is easier to address rev-
enue questions in the context of larger legislation.

Could any of you give us advice here, what is the history? My
recollection is that increases in the gasoline tax in the past have
been part of larger bills. It is not just straight highway. Could
somebody else try a little bit? I don’t have a lot of time here.

Senator BOXER. You can have more time.

Senator Baucus. Jack, you go ahead, then Kathy, you can go
next.

Mr. BAsso. Thank you, Mr. Chairman. Yes, in fact, I can factu-
ally recollect in 1990 the Andrews Summit, which I worked on, the
staff worked for, which actually increased the gas tax and ad-
dressed deficit reduction. In 1993, President Clinton and the Con-
gress similarly addressed it. They came together and frankly, the
last time we actually standalone raised the fuel tax was 1982 in
the Reagan era at that point in time.

So that is informative or instructive to me as to how one could
move this forward. The thing that we face though I think, and here
is the problem, we don’t have in front of us 2 or 3 years to deal
with this. We have a situation where the opportunity presented
itself and a comprehensive solution. To my mind, we ought to take
that, and take it as quickly as possible.

Beyond that, we run out of money at the end of fiscal year 2014
to sustain the program. We are going to have to have a backup so-
lution as well. But I commend to basically the Congress the ques-
tion, what is the best way to take this on politically. And I am not
unmindful how difficult this is.

Senator BAucus. Ms. Ruffalo.

Ms. RurrFALO. Mr. Chairman, I agree with what Jack said. Cer-
tainly recent history has shown that being able to use these reve-
nues as part of a larger comprehensive package of spending and
revenue discussions is what makes sense. I would agree, I totally
defer to Congress as to which vehicle presents itself and when it
presents itself.

I would just say that as an industry, and I say myself as part
of that industry, probably most people sitting behind me and the
people who are at this table, we have done a really lousy job of ex-
plaining to the American people what they pay today at the Fed-
eral level for transportation. People think they are paying thou-
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sands and thousands of dollars each year in Federal fuel taxes to
pay for transportation. And that is just not the case. I think the
average is $250, maybe $300 a year for an average family of four.

So when you look at what you are receiving for that amount of
money, I just think we have not done a good job providing that
push from the grass roots for this kind of investment. I do think
as an industry we have to do a better job of providing you with that
political cover at home when you do make some of these tough deci-
sions, whether it is part of tax reform or some other vehicle that
may present itself. I think that is the charge that you need to give
all of us as we move forward, is to give you that grass roots support
for this kind of investment.

Senator BAUcUS. Mr. Schenendorf.

Mr. SCHENENDORF. I want to add a couple of points on this. The
first is, not only is it I think politically easier to include it in a larg-
er, more comprehensive bill. But I do think that larger, more com-
prehensive bill allows you to do some other things which help, to
the extent that you are raising revenues, which will need to be
done in the transportation sector. You can do other things in the
larger bill to help offset that and the impact that that would have
on various classes by the business or individuals.

So I think there is a real policy advantage to including it in that
larger bill and it will make it easier to sell to some of your col-
leagues in the Senate.

The only caveat I make is I don’t think anybody knows when
that big bill is going to come. And if it doesn’t come before the end
of next year, then something is going to have to be done for the
trust fund in a standalone bill, because there won’t have been this
mini-grand bargain or grand bargain or tax reform bill. So part of
it is just going to depend on the timing.

Senator BAucus. That is true. Chairman Dave Camp, chair of
the House Ways and Means and I and many others here are work-
ing on tax reform and have been for a couple of years. It has not
been on the radar screen, but a lot of staff work has been done,
working with the Administration, the Treasury on technical details
and how these various provisions work.

It is my goal to have a markup this year on tax reform. I know
Chairman Camp has the same goal. It is going to be difficult to
pass tax reform this year, but I think it is quite possible to get tax
reform passed in this Congress, next year. The last year was 1986,
and that was an election year. So elections didn’t get in the way.
In fact, it became quite popular to pass tax reform as a fall, maybe
late summer or early fall of 1986 for an election.

And certainly, the degree of tax reform does reduce complexity,
does close a lot of loopholes. And also helps with growth and jobs
in and of itself, makes America more competitive, and freight re-
duction and all that can become quite popular.

Now, you make a good point: can we get all this wrapped up in
time to fill the gap in the trust fund. Well, there are a lot of ways
to skin a cat around here. For example, we could have another
transfer, a temporary transfer. There are all kinds of things we can
do pending final approval of tax reform.

Other thoughts any of you have? Secretary.
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Mr. CONNAUGHTON. Senator, we in Virginia have been fighting
about this for 13 years, every session fighting about this. And a few
things looking back on it, the first was, we had to take all the ex-
cuses off the table. People wanted toll facilities, everyone want toll
facilities until we started putting toll booths up, and then everyone
started saying, well, maybe gas tax increases or other increases
might not be a bad thing.

People were complaining about our program was too top heavy.
We made those reforms. We took essentially all the excuses off the
table. I think we did some very good things so the public had con-
fidence that if we were to put more money into the system it was
going to actually lead to transportation improvements.

And then we were very clear from the executive branch that this
problem, this problem, we were heading toward a cliff. I think if
we did all these other things when we said that and we could show
them numbers, people bought into it. It took an enormous amount
of leadership. I think we had a lot of national groups coming in,
getting very active and trying to stop this, our proposal, just basi-
cally because of the implications nationally.

So it took leadership, it took some bold proposals, some different
proposals. And it just really took getting all these excuses off and
making sure people understood. I will tell you one thing that is a
challenge for us all. You hear it when we talk about this issue, we
talk about trillions of dollars’ worth of needs out there. It is very
hard for the public to get their arms around that. When we could
very much articulate what the immediate problems are, what we
could raise, what we could do, it made a major difference in getting
public acceptance.

Senator BAUCUS. May I just ask one more question?

Senator BOXER. Yes, Senator.

Senator BAUCUS. So in Virginia, was transportation reform part
of a larger effort or was it standalone in the State of Virginia?

Mr. CONNAUGHTON. It was a standalone. We actually have a
standalone special fund.

Senator BAucus. It changes? That change in how you finance
your transportation system?

Mr. CONNAUGHTON. Yes, sir.

Senator BAucUS. That was just purely focused on transportation,
nothing else? Was it part of a budget? Did the State have a budget
and that was part of it?

Mr. CONNAUGHTON. There was some discussion about making
part of a bigger reform effort for tax reform in the State generally.
We actually fought to keep it standalone, because we didn’t know
where the broader tax reform would go. Whereas we felt very con-
fident that once we could get the tax reform for transportation iso-
lated, we could get it through.

Senator BAUCUS. One question, I know it is something that you
have been interested in, Madam Chair, and that is these funds that
are one-off. Everybody talks about, not everybody, a lot of people
talk about trapped cash overseas. Very large multinationals have
lots of trapped cash overseas, given our current tax estimate.

And so the question is, shall we bring that back, tax at a lower
rate, not current 35 percent, which is the current U.S. corporate
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rate, bring it back to a lower rate and dedicate that to the Highway
Trust Fund. What do you think of that? Anybody.

Mr. CONNAUGHTON. We are trying to do that with supporting
your Marketplace Fairness Act, just for internet sales taxes.

Senator BAucus. That is a whole different subject.

Mr. CONNAUGHTON. Yes, sir. But we are dedicated that any new
revenues that come from, once we can start to collect those Inter-
net sales taxes would all be dedicated to transportation?

Senator BOXER. How much revenue from that?

Senator BAUCUS. From the Marketplace Fairness Act?

Senator BOXER. No, I am talking about repatriation.

Senator Baucus. Well, it depends. I mean, there is $2 trillion
overseas. So it depends on the rate. You can set any rate. In fact,
the early repatriation rate is like five and a quarter, something like
that. I don’t think that is going to fly right now. It might be a high-
er rate than that. But yes, it is a one-off, it is not continual. That
is the real question here.

But my time is expired. The point I am making is, we need to
figure out politically how to get the revenue we need and clearly,
we need to put the amount of revenue in that you are all talking
about. I sense that the Highway Trust Fund could be an engine
that pulls the train here. Because people do want to solve this.
They know it has to be solved.

Madam Chairman, you saw this article. I was just stunned when
I saw this article 4 or 5 days ago. Stunned. It is surface transpor-
tation, not highway, but surface. How China is building, and has,
is up and running now, these massive high speed passenger train
systems that go 180 miles an hour, connecting China. More people
have traveled trains in China than by air. You go to China, as you
know, oh, my God, all the airlines around and all the planes and
so forth. It has done what many of you said, their highways have
helped create growth. People get on a train, go 2 hours, go some-
place, different business set up. It is efficiency and speed, top notch
passenger transportation system.

So if we can get our highways going here, clearly it is going to
have a big impact, second and third degree, on growth in jobs. We
gave to break the gridlock around here and figure out how best to

o it.

Senator BOXER. Senator, I want to thank you for being here. 1
don’t have any questions for the panel, but I want to kind of wrap
up that way. Senator Inhofe was here, and he was just a very
strong proponent of doing something here. And you may be right,
maybe this pulls the train. But if it doesn’t pull the train, I think
we have to be prepared to separate it out. Because what is at stake
here, as you know, well, in your State particularly, the rural
States, everything is at stake in terms of roads.

The other aspect of all this too is with the extreme weather con-
ditions, it is even putting more stress on our roads than we ever
used to have. We have to get this done.

Now, what I want to say is, we are so fortunate to have Senator
Baucus here, because he is the chairman of the subcommittee that
deals with highways, plus he is the chairman of the Finance Com-
mittee. So it is a very important thing. I am going to do my part
as Chairman of this Committee to just give as many ideas as I can
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over to Senators Baucus and Camp, Levin and Hatch. And I just
want to thank all of you, you have been terrific, I wanted to look
at your paper to see the other ideas that you have come up with.

But we are meeting and we are going to do everything we can.
To me, failure is not an option, period. This is on our backs. This
is our responsibility. We have to be here at this particular time.

And I would say, Mr. Schenendorf, I would take exception with
a tiny bit of your critique. You made it sound like we haven’t done
anything since President Eisenhower, and I do think we have
picked this up. I do think we have kept it going. I do think despite
all odds we were able to keep this going.

So I am feeling certainly part of that segment of the Congress
that believes that this is an absolute obligation. But this is a no
turning back point, and we have to come through.

I would love to see a part of a big package, I say to my colleague,
it would be wonderful. Because there are lots of other reforms that
are important. But I think we have to be prepared, as you said, if
we have to go a separate route.

And on repatriation, count me in. Thank you very much every-
body, we stand adjourned.

Senator BAucus. If you don’t mind, may I just make one com-
ment?

Senator BOXER. Yes, you can.

Senator BAUcUS. We don’t have any more low-hanging fruit to
backfill the General Fund to reimburse the trust fund.

Senator BOXER. I made that point, for sure. We are struggling.

Senator BAUCUS. We have run out of stuff.

Senator BOXER. You can’t pull out that magic trick that you did
the last time. Remember?

Senator BAucus. That was just smoothing, that did it.

Senator BOXER. Smoothing and all these things I thought I
would never hear of. Thank you all for being here. You have all
been very helpful. Be prepared, because we are going to work to-
gether as never before. And thank you to Virginia for setting an ex-
ample on how to move forward.

We stand adjourned.

[Whereupon, at 12:35 p.m., the Committee was adjourned.]

[An additional statement for the record follows:]

STATEMENT OF HON. JOHN BOOZMAN,
U.S. SENATOR FROM THE STATE OF ARKANSAS

Chairwoman Boxer and Ranking Member Vitter, thank you for holding today’s
hearing on highway and infrastructure funding issues. We have broad bipartisan
support for smart spending on infrastructure. Senator Inhofe often points out that
he is one of the most conservative members of the Senate, but he supports invest-
ments in our national defense and spending on infrastructure. I agree that these
must be priorities. I compliment both of you for your work on WRDA earlier this
year. The bill passed the Senate, with over 80 votes. In the last Congress, MAP—
21 passed the Senate, with well over 70 votes, thanks to the work of our Chair and
then-Ranking Member Inhofe. I think we can build on this progress, but there is
a cautionary tale here.

After decades of growth, the level of revenue coming into the Highway Trust Fund
has begun to decline. This is due to good news and bad news. The good news is that
all of our vehicles, from tractor-trailers to passenger vehicles, have become signifi-
cantly more fuel efficient. People are also changing their driving patterns, and driv-
ing less. The bad news is that our sluggish economy has also contributed to declin-
ing revenues over the last 5 years.
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We've used General Fund transfers to supplement highway spending, but that
practice cannot continue. Again, I was proud to support MAP-21, and our Com-
mittee leadership did a remarkable job putting that bill together, but when MAP-
21 expires, we will still continue to rely on “pay-fors” in the bill for another 8 years.
In other words, it was a 2-year bill, with 10 years of “pay-fors.” This practice of bor-
rowing1 from the future is simply unsustainable. That’s why today’s hearing is so
critical.

We really are coming to a major turning point in the way that highway and infra-
structure projects are financed. It’s time to carefully reevaluate our programs in a
serious and comprehensive way. In order to sustain the support of the public and
of fiscally conservative members—Ilike me—we must continue to make progress on
accelerated project delivery, State and local control, programmatic reforms, and the
elimination of costly and counter-productive bureaucracy. The highway program
should supplement the work of States and encourage local and State investment.

Our infrastructure really sets our country apart. It helps American factories and
farms to compete on the global stage. We need to maintain this competitive advan-
tage. To do this, we must reevaluate how programs designed in the mid-20th cen-
tury can be reformed for the 21st century.

I am very encouraged that we are getting started now, and I appreciate the testi-
mony of our witnesses. Thank you.

O
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