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INTRODUCTION

At the beginning of the 78th Legidaiure, the Honorable Tom Craddick, Spesker of the Texas House of
Representatives, appointed nine members to the House Committee on Transportation. The committee
membership included the following: Chairman Mike Krusee, Vice-Chairman Larry Phillips, CBO
Peggy Hamric, Al Edwards, Timoteo Garza, Linda Harper-Brown, Fred Hill, James E. "Pete’ Laney
and Ken Mercer.

Pursuant to House Rule 3, Section 34, the Committee has jurisdiction over al matters pertaining to:

(1) commercid motor vehicles, both bus and truck, and their control, regulation,
licensing, and operation;

(2) the Texas highway system, including dl roads, bridges, and ferries

condtituting a part of the system;

(3) thelicensing of private passenger vehicles to operate on the roads and
highways of the sate;

(4) theregulation and control of traffic on the public highways of the State of

Texas,

(5) ralroads, street railway lines, interurban railway lines, seamship companies,
and express companies,

(6) arports, air traffic, arlines, and other organizations engaged in trangportation
by means of aerid flight;

(7) water transportation in the State of Texas, and therivers, harbors, and related
facilities used in water trangportation and the agencies of government

exercisng supervison and control thereover;

(8) theregulation of metropolitan trangt; and

(9) thefollowing state agencies. the Texas Department of Transportation and the
Texas Trangportation Commission.




HOUSE COMMITTEE ON TRANSPORTATION
INTERIM STUDY CHARGESAND SUBCOMMITTEE ASSIGNMENTS
During the interim, Spesker Craddick charged the committee with the following issues:

1. Review trangportation best practices in other states to determine possible improvementsin
adminigration, operations, ddivery of projects, and improving overdl efficiency of the Department of
Transportation.

2. Review and study dl exigting legidation affecting the development of trangportation infrastructure in
areas adjacent to the Texas-Mexico border. Study international trade issues as they relate to
transgportation, the adequacy of existing infrastructure to facilitate internationa traffic related to trade,
and potentia for development of inter-moda hubs and other mixed use facilities which promote more
efficient trade and economic development, and the opportunities for contracting with Mexico or any of
the Mexican gates for joint development of trangportation infragtructure. (Joint Interim Charge with
House Border and International Affairs Committee)

3. Actively monitor and review Texas Department of Trangportation's rulemaking, promulgation of
policies and procedures, implementation of programs, and other activities related to the implementation
of HB 3588, 78th Legidature. (Joint Interim Charge with Senate Infrastructure Devel opment and
Security Committee)

4. Actively monitor agencies and programs under the committeg's jurisdiction, including identifying
possible ways to merge or streamline agency functions to produce long term financia benefit to the State
and better efficiency of the agencies.

All charges were studied by the committee as awhole.




Charge 3

Actively monitor and review Texas Department of
Trangportation's rulemaking, promulgation of policies and
procedures, implementation of programs, and other activities
related to the implementation of HB 3588, 78th Legidature.




It All StartsHere-- HB 3588
"] have seen the future of highway finance and it works." *

"A clear vision for the future, coupled with a commitment to providing Texans with better
mobility, a better economy and a better quality of life, provided the foundation for what today,
by any measure, is overwhelming success in funding and delivering major mobility projects for
the citizens of Texas." 2

"I believe there are three key elements.. .funding, leverage and sweat equity. And what | mean
by that is the ability of raising funds, leveraging themin a partnership program, and ensuring
those who leverage the funds are able to move forward with transportation projects without fear
money is moved to some other portion of the state. And all those tools are in place now for the
first time." 3

Background

HB 3588, passed during the regular legidative session, and HB 2, enacted during the third caled specia
sesson of the Legidature, changed the transportation landscape in Texas dramatically.  Existing
trangportation policy was bolstered with new initiatives and financing mechanisms designed to accelerate
project delivery and generate additional cash flow. The legidation gives a voice to approved locdl

authoritiesby providing them the toolsto build the infrastructure they deemmost necessary to their region.
The Texas Department of Transportation has been given new respongbilities, such asral management and
public transportation, and new abilities to bring long-concelved transportation initiatives into the reelm of
redity, induding the Trans- Texas Corridor.

Testimony from Public Hearings

The Committee heard testimony on the implementation of HB 3588 and HB 2 during two scheduled
hearings in Audtin. Those who testified and their representation were:

January 26, 2004
Michadl Behrens, Texas Department of Transportation
Brian Cassidy, Central Texas Regional Mobility Authority
Frank Elder, Texas Department of Public Safety
Bob Jackson, Texas Department of Transportation
Michael Kdley, Texas Department of Public Safety
Mark Rogers, Texas Department of Public Safety

May 4, 2004 (Joint Hearing with Senate Infrastructure Development and Security Committee)
Michadl Behrens, Texas Department of Transportation
Robert Daigh, Texas Department of Transportation




Bob Jackson, Texas Department of Transportation

Robert Nichols, Texas Transportation Commission

Amadeo Saenz, Jr., Texas Department of Transportation

Michael Stevens, Governors Business Council/Texas Urban Transportation
Alliance

A New Visgon: TheTrans-Texas Corridor

HB 3588 established the groundwork for Governor Perry-svison: the Trans-TexasCorridor. TheTrans-
Texas Corridor, as conceived, is a 4,000 mile transportation network with separate highway lanes for
passenger vehicles and trucks, high-speed passenger rail, high-gpeed freight ral, commuter rall, and a
dedicated utility zone.

While the actud routes of the Corridor are only conceptua at this point, their purpose is to link mgjor
metropolitan areas. With that concept in mind, there are four areas that have been identified as priority
segments. These segments pardld [-35 from Denison to the Rio Grande Vdley, |-69 from Texarkanato
Houston to Laredo, I-45 from Ddlas-Fort Worth to Houston, and I-10 from El Paso to Orange.

Although ambitious, the plan does have its precedents. The interstate highway sysem and the
transcontinenta railroad both had their critics, and both changed history. But moreimportantly, the Trans-
Texas Corridor will help Texas solve its own trangportation problems, which are expected to grow
sgnificantly during the next fifty years.

HB 3588 broadens the authority of the Texas Department of Transportation to finance the Corridor.

TxDOT can usetall equity, right-of-way leesing and the TexasMohility Fund to ether fully or partidly fund
the Corridor. In addition to appropriations, fees, and bonds, financing may dsoindudefederd loans grants
and rembursements, private investments, and donations. TXDOT may authorize any other governmenta or
private entity to build or operate any part of the Corridor. 1t may grant franchiserights and accesslicenses
and may contract withrail operators, public and private utilities, communications systems, common carriers,

transportation systems, or other entities to use corridor facilities.  Instead of sdling their property,

landowners may enter into corridor participation agreements, receiving percentages of identified feesrdated
toacorridor segment. TXDOT may aso buy land and leaseit back to the sdllers, and buy land from willing
sdlersin advanceof find project location.* TXDOT may & so used expedited condemnation to acquireland
for the Corridor.

In response to a request for proposals (RFP), TXDOT has received three proposals from consortiums
wishing to develop the I-35 pardld portion of the Trans-Texas Corridor (from the Rio Grande Valley to
Dennison). Itisanticipated that TXDOT will eect ateam to begin negotiating acontract before the end of
the year. The firg phase of the contract dlows the team to begin the study and development of specific
segments of the I-35 corridor. Actua construction of the Corridor would entail the letting of an additiona
contract with any successful bidder.




Funding Tools
Texas Mobility Fund

Higoricaly, Texas has used a Apay-as-you-gofl mode to fund infrastructure projects. With Texas only
receiving 90% of its gas taxes back from the federd government, and with TXDOT forced to maintain an
increasing number of lane mileswith astagnant revenue source, this system has alowed only about one-third
of the new capacity required by the tate to be constructed. The TexasMohility Fund (TMF), established
during the 77th |legidative sesson through legidation by Senator Shapiro, and a congtitutional amendment
approved by Texas voters, sought to supplement the current system by alowing the Transportation
Commissionto issue bondson alimited basisfor trangportation infrastructure needs. Although thefund was
put in place, arevenue source was not established until the 78th legidative session.

HB 3588 created the funding source for the TMF with revenues from the Driver Respongbility Act and
increased traffic finesthat are expected to direct $138.7 million to the fundinfiscd year 2004. Thisamount
isexpected to increase each fiscal year; the furthest forecast is $325.1 millionin fiscd year 2011. Infiscd
year 2006, vehicleregigration feeswill directly fund the TMF and the Driver Responsibility Act fundsand
the increased traffic fineswill be directed into the General Revenuefund. The Trangportation Commission
will issue bonds funded by therevenue stream directed into the Texas Mobility Fund. Under current interest
rates, TXDOT should be able to issue gpproximately $2 hillion of bonds. These new funds will alow
TxDOT to accelerate completion of highway improvements and start new projects. Thislarge, one-time-
only alocation is not expected to be available again for many years.

Asaresult of the new tools provided by HB 3588, the Texas Department of Transportation awarded about
$4 billion in contracts during this fisca year. By comparison, Texas spent a billion dollars more than
Cdifornia, and $2.9 billion more than New Y ork.

The Metropolitan Mobility Plan

Inthe padt, the Texas Trangportation Commission determined how much Fund 6 money wasavailableevery
two years and then prioritized projects from across the state. Funds were then dlocated to the various
regions across the sate based on the prioritized projectsin that region. Last year, TXDOT implemented a
new system for dlocating funds, known asthe Texas Metropolitan Mobility Plan Under thisplan, theeight
largest metropolitan areas (Ddlas-Fort Worth, Houston-Galveston, San Antonio, Augtin, El Paso,

Lubbock, Hidalgo County (McAllen) and Corpus Christi) are given block grantsfrom the state to use on
projects those regons give the highest priority. The regions, through their metropolitan planning
organizations, are required to submit alist of priorities to the state by the fall of 2004. Find authority for
gpending on specific projects will ill rest with the Transportation Commission, but each region will be
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dlocated a certain amount of funding. The new plan will make it eesier for locd officids to predict how
much money will be available on an annua basis, as well as what projects will be financed. In the past,
desperately needed but expensive projects were often deferred to another funding period.

Thisnew funding plan aso diminatesthehigtorica Apunishment( incurred by aregion when it decided touse
its own money to accelerate congtruction of a badly-needed project. In the past, such adecision would
mean that the state money that would have cometo the areafor that project in futureyearswaslost. It was
ingtead given to the next project on the statewide list as opposed to replacing the loca fundstheregion
spent on that project. That should no longer be the case with the Metropolitan Mobility Plan®

Regional Mobility Authorities

Regiona Mobility Authorities (RMAS) were crested during the 76th legidative sesson for the purpose of
constructing, operating and maintaining toll road projectsin the sate. At thetime, it was envisoned that
RMAs would provide more loca control and investment in projects of sgnificance to the region
encompassed by an RMA. TheRMAs, however, were not given the necessary authority and toolsto fully
accomplish this objective until the 78th legidative sesson.

Among other tools, HB 3588 gave RMAs the power of eminent domain, the authority to enter into
comprehensive development agreements, and the authority to issue revenue bonds for trangportation
projects. HB 3588 aso expanded the projectsan RMA can develop to include airports, rail projectsand
ferries.

HB 3588 dso dlowsan RMA to acquire, congtruct, operate, maintain, expand or extend a transportation
project in a county that is not part of the authority if the transportation project in the affected county isa
continuation of the RM A:stransportation project extending from an adjacent county. RMASscan now enter
into agreements with a public or private entity, a toll road corporation, the federa government or any
individua state, Mexico or any one of its individud dates, another governmenta entity or a politicd

subdivision, to study the feasihility of a transportation project or to acquire, design, finance, congtruct,
maintain, repair, operate, extend or expand a trangportation project. RMAS can use surplus revenue to
finance other locd trangportation projects, and can participate in the development of the Trans-Texas
Corridor.

Those counties interested in forming an RMA must submit a request to the Texas Trangportation
Commission. Therequest must include aregiond implementation program outlining projects, apreiminary
financing plan, and the proposed makeup of aboard to oversee the RMA. Participating counties gppoint
board members with the chair named by the governor.

The Texas Trangportation Commission has approved RMAsin Grayson and Bexar counties, joining the
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Central TexasRMA dready in existence prior to the 78th sesson Petitionsfor RMAs have a so been filed
by Cameron County, Webb County, and the North East Texas RMA (Smith and Gregg Counties).

Hays County commissioners have created a committee to study whether the county should form its own
RMA or attempt to join the Central Texas Regiona Mobility Authority, currently made up of Travisand
Williamson counties.  The Paris Economic Development Council, City of Paris and Lamar County

commissoners are aso consdering formetion of an RMA. Othersinterested includethe Temple area, and
severd counties encompassing the Corpus Chrigti/Laredo region. All of these regions are weighing the
merits of forming an RMA as avehicle for developing needed projects.

Talling
New Technologies

Talling isnot anew concept. The state of Texas hashad tolling authority since 1913. Many opponents of
the practice picturean outdated scenario: amotorist approachesatoll booth, stops, tosses hismoney intoa
basket, and waits for the am to raise to dlow him to continue on his way. This collection method has
changed dramatically.

New technology alows motorists to purchase an eectronic toll tag, which is affixed to their windshidds.
Scanners mounted abovethetoll road read thetag and deduct payment, or charge payment to a credit card
whilethe car istraveling at anormal rate of speed. A camerasnaps apicture of the license plates of those
who do not have the tags, and they are mailed a notice of payment. Most who receivethe notices pay up
promptly. One toll booth is typicaly available to those who are not regular commuters, and don't have
passes.

A human toll taker can handle 300 cars per hour, says Jack Finn, national director of toll servicesfor the
engineering firm HNTB in New Jersey. Dedicated dectronic tolling lanes, with reduced speedsthrough the
toll plaza, can process 1,000 cars per lane per hour. Themost efficient of all, thetrangponder sysemwhere
toll plazas are diminated atogether, can manage 2,200 cars per lane per hour.®

With thistype of technol ogy, Houston and Dallas can combinetheir resourcesto allow amotorist to useone
toll tag for both regions. It is predicted tall tagswill eventudly beused interchangeably with other systems
on anation-wide bass. Other innovations being considered include using one'stall tag to pay for fast food
in a drive-through establishment. Credit card companies are looking into the feasibility of awarding

"frequent toll miles' ingtead of "frequent flier miles' to their cusomers.

Talling was addressed in severd waysin HB 3588. The legidation authorizesthe RMASto issue revenue
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bonds backed by tolls and to enter into comprehensive development agreements with private entities to
design, congtruct and operate toll road facilities. In addition, the Texas Transportation Commission was
given authority to convert regular ate highwaysto toll facilitiesand to transfer them to RMAsfor operation
and maintenance; and TXxDOT can now provide payment of per-vehicle fees (pass-through tolls) as
reimbursement to RMAS for congtruction and maintenance of state highways or as compensation for the
cost of maintaining toll fadilities transferred to an RMA.’

A Policy of Talling

The federa transportation re-authorization bill remains unresolved, and according © Transportation
Commisson Chairman Ric Williamson, the gasoline tax receipts of the entire state now just equals the
maintenance cost of the state's highway system. Obvioudy, the resources are going to befar fewer than the
needs; only about 36% of the needs can be funded.

Itisnow policy in Texastolook firg & tolling for al new limited-access highway projects. Commissioners
have been very up front about the fact that money from the Texas Mobility Fund will be used primarily for
the implementation of toll roads. Thispolicy isnot intended to be punitive, but to Stretch tax dollarsfurther.
By financing through toll revenues, aroad that would otherwise be built entirely with tax dollarswould now
require lessthan 40% in tax dollars. Future maintenance on the road, which hastaken alargeportionout of
TxDOT funding for years, would now be paid out of toll revenues. Toll roads can be used by RMAS,

regiond toll authorities, TxDOT, and certain countiesto build arevenue stream. Consider this comparison:
It has taken 14 yearsto build the eleven miles of Highway 183 in Ausgtin on the pay-as-you-go basis. On
the other hand, the current toll road construction on the north end of Loop 1 and SH 45 (45 miles of

pavement) will be completed entirdly in less than five years.

Motoristswill dwayshave afree dternativeto toll roads, dthough the dternative will typicaly be congested
with an uncertaintrave time. M oney raised through tallswill remain in the community of origin, not used for
projects in other parts of the state.

Opponentsof tolling prefer that roadsremain "free” They envision traffic pouring into quiet neighborhoods
by driversunwilling to pay tolls, resulting in neighborhood decline and loss of property vaues. Others, such
asthe city of El Paso, fed that TXDOT should first correct past transportation inequities before looking at
tolling. El Paso mayor Joe Wardy testified before a joint committee in May that the city would prefer a
phased-in approach. The mayor testified that the region does not have the basic infrastructure to meet the
traffic and commerce needsimposed by NAFTA, and does not havethe economy to support the use of toll
roads. Projectsthat are commonplace and long exigting in other cities have yet to be completed inthe city
of El Paso. Once El Paso hasthe basic trangportation infrastructure componentsin place, it will beableto
contribute to the advancement of Texas mohility with the development of tolled expansion projectsin the
community. Although El Paso knows tolls are inevitable, its leadership does not believe that the city is
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currently equipped to movein that direction.

The Audtin area reports its pockets of resstance, mainly among upper middle-class citizens who do not
believe that TXDOT will use Mobility Fund money only for toll projects, dthough that has been sated
policy. Tolling has gained its proponents as the popul ace has become more informed about the financid
gtuation, and the Capita AreaMetropolitan Planning Organization voted to approvetheregion'sroad plan
last duly.

The Ddlas-Fort Worth and Houston areas, having introduced tollsto their regions some years ago, report
less resistance than cities where tolling is a new concept, and officias from those areas report they will
gladly toll whatever is needed for alarger share of transportation money freed up by those metropolitan
areas who refuse to embrace tolling. The Ddlas/Fort Worth area has submitted proposals for twelve
projects that would require the entire $6 billion of one-time funding. All of these projects are being
examined for tall vichility.

San Antonio expects to begin collecting tolls by 2009; the city'sfirst toll project is expected to be Loop
1604 on the north side of the city. If San Antonio had waited for conventional funding for the project,
congtruction would not have begun until 2015.

Smith and Gregg countieswould liketo work together to complete L oop 49, which has been on the books
foryears. A prdiminary toll andyssindicatesacompletion of the southern, western, and northern ssgments
to bepartidly toll viadble. Regiond leaders support thetolling concept to findly complete thislong-awaited
project.

Pass Through Tolling

A pass through tall, aso known as a "shadow toll," is a payment by TXDOT of per-vehicles fees as
reimbursement to public entities or private companies for road construction, operation, or both. Pass-

through talling can be used by RMAs for condruction and maintenance of state highways or as

compensation for the cost of maintaining toll facilitiestransferred to an RMA. The payments are not mede
until after project completion, and completion of projects can often be expedited because the entity hasthe
assurance that TXDOT will repay them. The loca area benefitsfrom timely improvementsin mohility and
safety, and the state benefits by not having to pay the hefty initia investment associated with road building
and maintenance. TXDOT plans to use the money that it generaly alocates to counties through various
programs, athough those rules have not yet been established, but generdly it ismoney that would normally
cometo the county through theregular planning process. Ruleswill most likely set aminimum and maximum
amount that can be used to reimburse the counties.

Montgomery County, which hasthe highest death rate per capitaof any other county in the state of Texas,
hasagod of passng abond issue of $100 million towardshigh priority system projectsthat normaly would
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have been funded by ISTEA or TEA-21. Part of the $100 million would go towards Montgomery
County:sfirgt two toll projects. After the firgt phase is complete, Montgomery County is requesting that
TxDOT pay them back a portion of the dollars through pass-through tolls. Asthey are paid back through
the first round, the county is proposing to take those proceeds and reinvest them into new state highway
projects. It has been cdculated that the $100 million in local bonds could be leveraged into about $800
millionin projects. Thetotal source of fundswill befrom the TIF, the State pass-through money, toll dollars
and loca bonds. Critical projects will be moved forward as much as five to ten years. Montgomery
County leaders anticipate that this money will make the county more sdf-sufficient, and they will no longer
need to vist TXDOT on aregular bassto request funding for their projects.

Lamar County commissioners are teaming with Paris city leaders to determine if shadow tolls would be
feasible for the widening of U.S. 271 from Paristo the Sulphur River. According to County Judge Chuck
Superville, widening would be an economic, aswell asasafety issue. Trucking companies charge apendty
for picking up and delivering freight to alocation that does not have afour-lane connection to the interstate,
which increases the costs of shipping to and from Lamar County.®

Highway-to-toll Conversion

The Texas Trangportation Commisson may transfer non-toll road highway segments to counties, which
would then assumeall liahility and full respongibility for maintenance and operate them astoll roads. Thetall
revenue would be deposited into the state highway fund and it would be used to fund the improvement,
extension, expansion, or operation of the converted segment of highway and may not be collected except
for those purposes. TXDOT has proposed converting an eight-mile stretch of the Tombal Parkway into a
toll road. Revenues generated by tollswould be used to extend the freeway around Tomball and through
Magnolia to Navasotain Grimes County, where it would link up with Texas 6 into College Station. The
state will go through the public hearing process while analyzing the vigbility of the toll road.”

Tall Equity

Tall equity gives TXDOT the ability to put money into a project and not be reimbursed. For instance,
should TXxDOT provide a portion of the funding for atoll project, a private entity would provide the rest.
This saves the state money, since TXDOT it providing dl of themoney for congruction. When TxDOT
provides a portion of the funding, the road usudly reverts back to the state after a certain period of time.
TxDOT is currently limited to providing $800 million ayear for toll equity projects.

Public testimony indicated that legidation may be needed to darify funding when an exidting road is
converted to aturnpike. Themoney putin by TXDOT prior to the road becoming atall facility should not
count againg the $300 million per year that TXDOT is dlowed for toll equity projects.
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Public-Private Partner ships
Design-Build

Desgn-Build isamethod of project deivery in which one entity (design-builder) forges a single contract
with the owner to provide for architecturd/engineering design services and condruction services. By
contrast, the Atraditionall design-hid-build gpproach means that the owner commissions an architect or
engineer to prepare drawings and specifications under a design contract, and subsequently sdects a
congtruction contractor by competitive bidding (or negotiation) to build the facility under a congtruction
contract.

HB 3588 addresses design-build, and its more encompassing counterpart, comprehensive devel opment
agreements, asthey gpply to regional mobility authorities. According to the legidation, "a comprehensve
devel opment agreement isan agreement with a private entity that, at aminimum, providesfor the desgn and
congtruction ["design-build"] of atransportation project and may aso providefor thefinancing, acquisition,
maintenance, or operation of a transportation project.”

Benefits of design-build include asingular point of responsbility for quaity, cost and schedule adherence,
which servesasamoativation for quality and proper project performance. Ddlivery of the project isdonein
a more time-€efficient manner as the designers and contractors work as one team during the entire design
process. Because design and construction are overlapped, and because bidding periods and redesign are
eliminated, tota design and congtruction time can be significantly reduced. Change orders due to Aerrors
and omissonsl arevirtudly eiminated, asthe design-builder hasresponsibility for developing drawingsand
specifications as well as congtructing a fully-functioning fadility. ™

Comprehensive Development Agreements

A comprehensive development agreement (CDA) isan agreement with aprivate entity thet providesfor the
design and congtruction of aturnpike project. 1t can aso providefor financing, acquisition of property, and
the maintenance and operationof thefadlity. It isparticularly advantageousto those entities, such asstart-
up RMAS, that are congtrained in both financial and human resources.

CDAs are not anot anew concept. The Federd Highway Adminigtration, as well as anumber of sates,
have been successfully designing and building smaler road projects through CDAs or design-build since
1988. They are an accepted method of project delivery in roughly haf the statesin the U.S.

Texas first experiment under acomprehensive devel opment agreement is State Highway 130, currently the
largest highway contract in the nation a $1.3 billion.  This particular CDA takes a design-build approach
and coversit with atall financing package. By being ableto sign the CDA before designs of SH 130were
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100 percent complete, TXDOT was able to enter into a contractual agreement for aguaranteed maximum
price. Working in design-build speed, the new state highway should be completed by December 20071 If
the project had been built inthe traditiona, pay- as- you- go method, construction would have begun in 2007,
and concluded in 2020.

Ddlasofficidsarelooking into usng aCDA to recongtruct LBJ Freeway. TxDOT officids hopeto begin
condruction in July 2005, and have it finished in five or Sx years. Conventiona construction practices
would add five years to the opening.*?

Tegtimony during ajoint hearing in May indicated that there seemsto be atendency to definethe CDAstoo
rigidly on the front end, and leave no flexibility on the back end, consequently defeating the purpose of the
CDA. The more pre-engineering that is done on the front end by the owner, the more congtrained the
responses and innovation on the finished product. Testimony indicated that CDAs should be less
congtrained, rather than hdf-concelved and then low-bidded to the finisher. The baancing act is
complicated--the more engineering done by the owner beforethe CDA isawarded, the more dlowanceis
left for innovations. However, the less engineering done beforehand means that more risk istaken by the
bidders, and less by the owners (the taxpayers).

The Texas Trangportation Commissionistill working to develop CDA policy, and hasincluded the issueas
a discusson item during its monthly meetings. TXDOT has recommended that CDASs be used on large
projects, especidly in the turnpike area, and that they not be utilized for a broad range of nonspecific
services.

As to unsolicited proposds, TXxDOT is leaning towards proposds that focus on the business and the
finendd aspects, and specificaly their ability to leverage state and federd dollars. A high levd of
engineering would not be required, but enough to understand the basic concepts and validity of the plan.
Proposerswould rather see aprocesswherethe goa is defined, the amount of money isdecided upon, and
the proposers decide how to get to the goal. Commissioners haveindicated that they believethe rulesand
guidelines ought to be focused more on gods and objectives and less on process.

The issue of dipends paid to unsuccessful proposers is dso being examined by the Commission.

Proponents of stipendshavetedtified that pre-engineering work can makeabid expensive, and somesort of
reimbursement is necessary. Testimony before the Senate Infrastructure and Devel opment Committeein
May indicated that proposerswould aso like the opportunity to reject the stipend and retain ownership of
the design concept instead.

Trangportation Commission Chairman Ric Williamson hasindicated that the commisson needsto bevery
cautiousin developing rules and guiddinesto not protect those with whom they do business and guarantee
ther profits. Williamson admonished TxDOT that "what's in the public's interest is getting railroads and
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asphalt roads and water roads and air roads built in the state as fast and as chegply aspossible. 1t'snotin
the public'sinterest to guarantee an engineering firm aprofit; it'snot in the public'sinterest to guarantee that
72 congtruction companies get ashot at the same billion-dollar contract. Be cautious about that, please.'™®

Other Innovations
Land Acquistion

Land acquisition isoften abig obstacle to new highway projects, so HB 3588 introduces two creative new
gpproaches. Firdt, the Texas Trangportation Commission may purchase optionsfor possibleright of way
for a project, before the fina aignment has been determined. This does not affect Stuations where
condemnation is involved, only willing sdlers. Second, TXDOT may offer the owner of the property
[needed for right of way] a percentage of the [toll] revenue associated with a particular segment of a
turnpike rather than a single fixed payment for the property.** The Generd Land Office may manage an
acquired property at therequest of TXDOT. Inaddition to saving tax dollars, early right-of-way acquistion
dleviatesthe hardship on the public dueto the devel opment of new homes and bus nesses between thetime
of route determination and gpprova to acquire right-of-way.

Rail

Texas metropolitan aress utilize freight rail more than other U.S. metropolitan cities. Moving freight by rail
hasalot of pluses-- Rail movesfreight with lessenergy, and hasalower fatdity rate and shipping cost than
trucks.™ Additionaly, rail doesnot take up valuable highway space, or idlein congestion, which helpswith
ar quality issues.

Narrowly-drawn legidation during the 77th Session allowed TXDOT to acquirethe 391-mile South Orient
Rail Linethat runsfrom Presidio to just north of San Angelo. The department iscurrently working to ensure
that the line is rehabilitated to provide freight trangportation and economic development dong this vitd
corridor.

Sincethe passage of HB 3588, TXDOT now hasbroadened ability to put money toward owning, operating,
and maintaining rall fadilities, but must contract for rail operation. The department isallowed $12.5million
annud maximum use of state and federd funds for rail, excluding money spent on corridor rail projects,
grading and bed preparation, and acquisition of certain abandoned rall facilities.

Rail isexpected to play alarger portion in regiond trangportation solutions. Testimony inMay indicated thet
according to demographics in Dallas, more people will live outsde of the current three trangportation
authorities than inside by 2025. Planners in the region are preparing an inditutional recommendetion to
solve that problem in the Dalas-Fort Worth region, probably through the creation of a regiond rall
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authority. ™

Austin and San Antonio are working toward acommuter rail system, with the god of moving Union Pecific
from the centrd rail corridor to a line further east. HB 3588 authorized and encouraged TXxDOT to use
excess bond proceeds from the Centra Texas Turnpike project or from the Texas Mobility Fund to bring
freight rail into the State Highway 130 corridor. Thelegidational so authorizes and encourages TXDOT to
negotiate with a Class 1 railroad in achieving that godl.

Dueto anumber of factors, the region missed the chanceto get freight rail into the northern segment of date
highway 130. It isdill possible to move traffic to an dternate route, and to place freight ral into the
southern portion of 130 that moves between Lockhart and Seguin.  Union Pecific railroad recently
completed a mgjor study of upgrades needed to accomplish the relocation. Relocation would significantly
reducethetruck traffic through the Austin- San Antonio corridor and |essenthe destruction caused by those
vehides. The cogt of maintaining the infrastructure needed would shift to the railroads, the private sector,
and off of the taxpayers. In addition, capacity would be freed on | -35, public safety and air quaity would
be enhanced, and NAFTA traffic would be sped to its destinations across the country. Capacity would
as0 be freed to service the needs of the new Toyota plant in San Antonio.

Although some commuter rail planslean toward private investment and assstance, railroad officids caution
againg hoping for too much. Even though railroad productivity hasincreased sncederegulationin 1980, the
rallroads are not earning enough to meet their cost of capita to reinvest in added infrastructure. Most of
today's railroad budgets are committed to maintenance and preservation. Without significant investmentin
improved infrastructure, railroads will be unable to satisfy the increased demand.”’

Dennis Kearns, of BNSF, tedtified before the joint committee in May that the railroad is avery capitd
intengve indudry, with BNSF respongble for over 30,000 miles of rail nationwide that needs to be
maintained, along with over six thousand locomoativesthat pull trainsover thisnetwork. The average price
of alocomotiveis$1.3 million, and the cost of maintaining theright- of-way isover one billion dollarsayesar.

Although the railroads made $9 billion last year, the bottom line profits were $316 million.

According to Kearns, what freight rail can offer isleveraging of physicd track structure, and railroads can
participate on a pay- as-you-go mechaniam, likeatoll road. The current network can handle exigting traffic,
and the railroads operate in such a productive manner that other countries are coming to Americato see
how the class one railroads operate so well. However, the exponentia growth of traffic on the highways
andrailroadsisexpected to increase dramaticaly asthe American economy changesfrom amanufacturer of
goods to an importer of goods from the Pacific Rim. Therailroads are moving goods from the Cdlifornia
areato the cities. Once the cities are reached however, trucks move the goods from that point.

The railroads are willing to partner with urban and regiond transportation agencies when excess
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capacity isavailable on ther lines, the railroads are made whole for the use of ther right-of-way, and
their cgpacity to handle freight goodsis not diminished in the future.

L ocal Option Taxes

Loca option taxes are currently not avaldble in the state of Texas. Severd municipdities would like the
opportunity to raise the gas tax a few cents within its own area only, and use the money for loca
trangportation needs. One of the drawbacks to this plan is that one quarter of the gastax in the state of
Texas is conditutionaly obligated to education. A community that voluntarily taxed itsdlf higher for
trangportation needswould see one quarter of their extraeffort diverted to the satefor education. Asagas
tax of this nature can only be passed by avote of the people, it isunlikely that the populace would vote for
it.

The Texas Urban Trangportation Alliance, made up of membersfrom Ddlas, Fort Worth, Houston, Augtin
and San Antonio, would like the legid ature to consider two measures during the next regular sesson. One
would alow the gastax to increase with inflation. A second measurewould alow regionsto hold eections
for a loca-option trangportation tax. The group aso supports consideration of a measure to dedicate
revenue from any future gas tax increase solely to trangportation.*®

Committee Recommendations

Statutory authorization to use"design/build" procurementsto devel op tolled and non-tolled projects should
be considered.

Languageregarding the CDA process should be revised to assure that innovative ideas are encouraged and
rewarded. Also, condder language to permit "pre-qudification” of teams to avoid ddays in the CDA
Pprocess.

The current "cap” on the amount of toll equity TxDOT may invest in projects should be raised or removed
completely.

Language should be considered regarding presumptive vauation of used cars for sales tax purposes.
Issues concerning toll conversions should be darified. Thisincludes defining at whet point in the project
planning and devel opment process aconversion will be deemed to occur, and what approvasarenecessry

for aconversion.

Language should be consdered to assure that "franchises’ can be awarded either within the existing CDA
authorization or through separate statutory provisons.
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Language should be considered requiring TXDOT to rdease alist of projects throughout the state which
may betall viable based on TXDOT sudies.
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Rules I mplementing HB 3588/HB2
As of August 31, 2004

Subject

Status

Office of
Primary
Responsibility

ARTICLE 1 - TRANS-TEXAS CORRIDOR

Comprehensive Development Agreements Adopted August 2003 OGC/TTA
Environmental Review and Public Involvement | Adopted January 2004 OGC/TTA
Acquisition of Real Property To be proposed Summer ROW

2004
Relocation of Utilities To be proposed Summer ROW

2004
Use of Corridor Property To be proposed Summer ROW

2004
ARTICLE 2 - REGIONAL MOBILITY AUTHORITIES
Creation and Regulation of RMAs Adopted February 2004 OGC/TTA
ARTICLE 3 - ADVANCED ACQUISITION
Conforming Amendments to ROW Acquisition | Proposed June 2004 ROW
Rules
ARTICLE 4 - RAIL FACILITIES
Acquisition of Abandoned Rail Adopted January 2004 TPP
Acquisition of Real Property To be proposed Summer ROW

2004
Relocation of Utilities To be proposed Summer ROW

2004
Environmental Review and Public Involvement | Proposed July 2004 OGC /ENV
Contracting Procedures Adopted April 2004 OGC/TPP
ARTICLE 5 - ISSUANCE OF BONDS
Project Eligibility and Selection Criteria - Adopted March 2004 TRF
ARTICLE 6 - PASS - THROUGH TOLLS
Project Development, Determining Amount of | Adopted March 2004 OGC/TTA
Toll, and Risk Allocation
ARTICLE 7 - CONVERSION OF NONTOLL STATE HIGHWAY
Conversion to County Toll Road Under Adopted February 2004 OGC/TTA
Chapter 284
Conversion to TxDOT Turnpike Project Under | Adopted February 2004 OGC/TTA

Chapters 361 and 362
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Subject Status Office of
Primary
Responsibility

ARTICLE 14 - CONDITIONAL GRANT PROGRAM

Eligibility Requirements Adopted November 2003 HRD
ARTICLE 15 - TEXAS TURNPIKE AUTHORITY

Comprehensive Development Agreements Adopted August 2003 OGC/TTA
Contract Claim Procedure Adopted September 2003 0OGC

Toll Conversion Adopted February 2004 OGC/TTA
Repeal of Obsolete Provisions Adopted February 2004 OGC/TTA

ARTICLE 17 - NONREPAIRABLE AND SALVAGE MOTOR VEHICLES, SALVAGE VEHICLE
DEALERS

Comprehensive Revisions to Existing Rules Adopted February 2004 VTR

ARTICLE 18 - FUNDING OF PORT SECURITY, PROJECTS, AND STUDIES

Port Authority Advisory Committee | Adopted August 2003 | OGC / TPP

Projected dates are subject to change.
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Charge 1

Review transportation best practices in other states to determine

possible improvements in administration, operations, delivery of

projects, and improving overall efficiency of the Department of
Transportation.

Charge 4

Actively monitor agencies and programs under the
committee's jurisdiction, including identifying possible ways to
merge or streamline agency functions to produce long term
financial benefit to the State and better efficiency of the
agencies.
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Best Practices

"People hate flexibility because they have to give up control." *°

"There has to be permission and encouragement to find new solutions to problems. The one
thing | have found, in looking at government, is that thereis no incentive to innovate. Thereis
no reward for assuming the risk."

"Tollsaren't popular. But mobilityis." %

Background

HB 3588 created many innovations that have expanded the ability of the Texas Depatment of
Trangportation to do its job more effectively. More creativity will be required in the future, as states
continue to grapple with ever-increasing needs, and ever-decreasng funding. Learning from the best
practices of other states expands Texas ability for innovative thinking.

Testimony from Public Hearings

The Committee heard testimony during two scheduled hearings. Those who tetified and their
representation were:

February 9, 2004, in Augtin, TX
Phil Russell, Texas Department of Transportation
Amadeo Saenz, Texas Department of Transportation
Steve Smmons, Texas Department of Transportation

August 24, 2004, in Augtin, TX
Bill Albaugh, Florida Department of Transportation
Jm Ely, Florida Department of Transportation
Pete Rahn, former Secretary of Transportation, New Mexico
Shirley Ybarra, former Transportation Director, Commonwealth of Virginia

Texas Testimony

In 2001, the Texas Department of Transportation devel oped areport, ATransportation Partnershipsi The
report established five transportation gods that TXDOT isnow using: reliable mohility, improved safety,
preserving exigting transportation systems, streamlining project ddivery, and increasing economic vitdity.
The 78th Legidature changed some of the performance measures that the Department follows. Some of

those include: the number of engineering plans that the Department is producing, the dollar vaue of

contracts, the number of projects awarded, and the miles of sedl coat and overlay that are done.
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One of the innovative idess that TXDOT is examining to improve their efficiency is balancing theletting
schedule. TXDOT lets about $3 hillion of projectsayear. Inthe past, letting would belight when thefisca
year began in September, and would fluctuate throughout the year. Towardsthe end of thefisca yesr,
there would be arush of |ettings, which created problemsin planning in the contracting industry. TXDOT is
moving towards a st |etting amount, somewhere in the neighborhood of $250 to $300 million per month,
planning the number of projectsthat will belet monthly, and examining what TXDOT can do with their own
resources.

The didrict offices have been authorized to design twenty percent more projects than can be let with
availableresources. Often, an gpproved project will run into astumbling block such as problems acquiring
the right-of-way, or issues with utilities or the environment. If a selected project cannot be let by its due
time, there will be an aternate project ready to go.

Environmental Streamlining

Environmenta streamlining is generdly used to describe a new way of doing business that brings together
the timely delivery of trangportation projects with the protection and enhancement of the environment.
TXDOT has looked at this problem from severd angles. Externd efforts include Memorandums of
Agreement and Memorandums of Understanding with other state environmenta resources agenciessuch as
Texas Parks and Wildlife and the Texas Commission on Environmenta Qudity. Internd efforts include
advanceright-of-way acquisition and improved contracting agreemernts. Mitigation effortsinclude wetlands
banking, conservation easements, and feein lieu of mitigation.?

TxDOQOT is looking for ways to streamline the planning process by looking for environmenta shortcuts.
TxDOT workswith the Federd Highway Adminigtration to put into placeAprogrammetic agreementsf) For
certain environmenta documents, eighty percent are Acategoricd exclusonsf Under the categorica
exclusions, there are some sub- agreementsthat are much smpler, and TXDOT hasidentified different types
of documentsthat would fit into this program asroutine categorica exclusons, expediting projectsby usng
achecklist for the environmenta process, and TXDOT isableto clear theenvironmental much quicker. The
programmetic agreements have just been approved by FHWA, and TXxDOT has begun implementation.

Design and Construction

In the design phase, TXDOT has been working with the digtricts and trying to equalize their design
cagpabilitiesand use of consultants. Somedistrictsthat dorrt haveas much work as others are heping other
digricts with their work.

TxDOT istrying to speed up construction by using pre-fabricated bridge construction pieces, and ther pre-
fabricated construction practices are now being used nationwide. In an areawherethe road must be kept
open, the bridge can be entirely prefabricated offste. The old bridge can then be torn down, and the new
one congiructed in a shorter amount of time than previoudly.
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Outsourcing

Capitd trangportation programs in al states continue to grow at record levels, while saff levels at state
DOTshaveremained congtant or declined. Thishas prompted many state DOTsto increasethe volume of
outsourced activities. Florida, South Dakota and lowa have al experienced reductionsin saff during the
past few years.

Dedign activities most commonly outsourced include surveying and mapping, location sudies, plans and
specifications, environmental impact studies, design/build, program management and engineering design.
Maintenance activities most commonly outsourced include roadway surface, roadside, drainage, bridges,
traffic Sgnals and traffic signs®

Outsourcing of engineering servicesisencouraged in the state of Texas, athough the concept seemsdow to
gain ground, possibly due to qudity concerns. Where an analysis was undertaken, the literature clearly
indicates that consultant plans are at least equal to those produced in-house. Nowherein the literatureis
there any indication of poor quality work on the part of privateengineering firms performing work for Sate
DQOTs.

Some states outsource less than 10% of their program, whereas others outsource more than 75%. One
report published in the Professional Services Management Journal attempted to determine an optimal
level of outsourcing by comparing the cost of engineering with the total cost of congtruction for both in-
house and outsourced projects.  After reviewing 11 years of datafrom the FHWA, the authors concluded
that states that contract out 50% to 70% of their engineering services have the lowest overal cost of
engineering for their totad program of projects. Those with less than 10% have the highest cogt of

engineering for their program.

Taking Toolsto the Next L evel

Most of TXDOT:=s atention at this time is directed towards the federd level. TXxDOT isworking at the
federd leve to revise rules in order to maximize the use of date-level tools provided by HB 3588. For
ingtance, TXDOT isworking to have rulesamended in order to compressthetimetable for theevironmenta
process without affecting the quality of environmentd review.

Florida
L essons From Tolling

James Ely, Executive Director and Chief Executive Officer for Horidas turnpike, testified that heisnot an
advocate of toll roads, but an advocate for trangportation and enhanced mobility. Florida faces a $30
billion shortfdl for the next twenty years, and toll roadsand toll bridgesare hel ping to fund that gap. Horida
has over ten billion dollarsinvested in user-financed facilities. At the present time, $300 million iscollected
annudly on thetoll roads, and is plowed right back into enhanced transportation opportunities. Thereare
over ten billion vehicle miles traveled every year on Horidas toll roads and bridges, and every day 2.5
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million daily customers choose to use atoll road or bridge in the State of Horida

Florida has been tolling since the 1950's. In 1969, the turnpike authority became part of the FHorida
Department of Trangportation. The system currently covers 449 miles. One main line is the economic
backbone of severa expangon lines, providing capita to leveragetheother lines. 129 additiond mileshave
been built in the lagt ten years, with leverage from the main line,

The turnpike underwent more changes in 2000, when Governor Jeb Bush issued a chdlenge to run the
turnpike more likeabusiness. Inthat year, the legidature re-invented the turnpike authority asastatewide
enterprise, and the turnpike became a true public-private sector organization model. Expectations of the
new enterprise included enhancement of the financid leveraging cgpability and increasing revenues, but the
bottom line was the enterprise was expected to expand the capita program, improvetheleve of serviceto
its customers, and protect the bondholders. In short, the turnpike was now expected to achieve public
sector motives using private sector methods.

Ninety percent of dl turnpike employees are outsourced, only one out of ten employees is an actud
employee of the DOT. All turnpike staff were removed from the state's service career system two years
ago. Thereisno job protection or job security if you work for theturnpike. All serve at the pleasure of the
executivedirector. Theturnpikeisexempted from al DOT policies, procedures, and regulations, and that
exemption increases ther efficiency in business operation. The legidature has dlowed the turnpike to
experiment with new waysto deliver their program, and if those experimentswork, they arereplicatedinthe
remainder of the DOT. Revenues are increasing, becoming more diversified, and costs of doing business
have decreased over the last five years. The turnpike authority is maintaining a competitive edge in the
technology fidd, and hasa AA bond rating.

In 2003, 950,000 Floridians used eectronic tolling, caled "Sunpass.” That number has risen to over 2
million thisyear, astheturnpike authority encouragesthe use of thismeasureto reduce congestion. 75% of
al toll transactionsnow use Sunpass. Thereare over 200 dedicated Sunpass lanes, and snce2003 dl new
interchanges have been constructed as Sunpass only facilities. The new decds that are gpplied to the
windshield of the car will beinteroperablewith other liketoll facilitiesinthe nation. Beforethe end of 2008,
the turnpike will complete the conversion to open road tolling on one of its expressways. With open road
tolling, there will be notoll plazas, and therefore, no lines. Variable priced express lanes are now opening
for Sunpass users only.

Florida provided six lessons that they have learned from their tolling experiences:

Studies are important. Traffic and revenue sudies are part art, part science, and based on many

variables and many assumptions, some of which are out of the control of the toll agency. If you bond a
project that does not providethe projected revenue, there can be sgnificant financid implications, especidly
for agtand-aone project. If one project does not materialize as expected, every project getsablack eye.
Timeand effort must beinvested in traffic and revenue studies. Test the reasonableness of the assumptions,
perhaps even obtain peer reviews on traffic and revenue studies. These studies should be redigtic and
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independently done.

The power of leveraging. In 1986, the authority faced a turning point, becoming basicaly debt free.
Some thought that the best thing to do would beto remove dl thetollsfrom theturnpikeinthe mid-eighties.
Fortunately for the turnpike, the Florida Transportation Commission was created in 1987. The agencyad
the legidature took an entirdy different route in 1990, and decided to leverage the $85 million ayear in
revenues provided by the turnpike mainline and build moretoll roads. Revenue bondswere issued based
on this dedicated financid engine, and currently Florida has $1.8 hillion dollars of revenue bonds
outstanding, and plansto issue atota of $4.5 billion by 2010. Since 1990, another 140 miles of turnpike
have been congtructed or acquired, valued at 2.4 billion dollars. Each day about 1.5 million residents or
vistorsride the new facilities. Enterprise revenues will exceed $600 million thisyear. Just 15 years ago,
revenues were only $85 million per year. At the current interest rates, every dollar can bond 14 or 15
dollars. Today, one out of every four dollars in revenue comes from one of the expansion projects built
over thelast ten years. Texasisuniquely positioned, like Horida, with growing popul ations and growing
revenues, to leverage toll road revenues for transportation.

Safeguard your revenues. Tollsarenot dwaysthe most popular, but their revenue streams are coveted.
The rating agencies expressed concern in 1990 that as the revenue streams increased, there would be
greater pressure to divert a portion of these revenues to non-turnpike projects or even non-transportation
projects. Floridas legidature passed into Statute a law that forbids moving turnpike revenues off the
turnpike system. Every dollar collected must be put back into the transportation system for the benefit of
current and future users. Thisis one of the reasons Horida enjoys such a high bond reting.

Customers, not motorists. Run the turnpike like a busness. Customer service, workforce, project
delivery and financia stability are the primary objectives of the turnpike.

Go dectronic together. Tall callecting isan expensive and labor intensive operation, costing about 14.7
cents per transaction. Electronic toll collection costs less than ten cents per transaction. Currently, about
52% of thetollsin Horidaare collected e ectronicaly through the Sunpass program, and Horida'sgoa isto
increasethat to 75% by 2008. 1.5 million trangpondersarein use satewide, and Floridahopestoincrease
that to two million next year, asthe Sunpassisfully interoperable with other transpondersinthe state. One
percent of the turnpike revenues are spent to promote e ectronic tolling. FHoridarecently raised thetollsfor
cash customerson themain turnpike, to seeif the different toll would create more éectronic users. Sunpess
sdes went from 1500 a day to 8500 per day by creating that differentiated toll.

Expand out, not in. In 1990, a mgor workforce decision has paid mgjor dividends for the turnpike
program. The decigon was to maintain a smal cadre of highly-qudified internd daff, but aso use
consultants and other private sector groups to deliver the state-wide program. Of the gtaff of 4600, only
one out of ten are DOT employees. All turnpike design, al congtruction and engineering ingpection and
maintenance have been privatized, aswell asdl tall collection and service plazaareass. Asworkforce needs
have changed, the turnpike program has expanded externally, rather thaninterndly, for itsstaff. Privateand
date employees work as one unit. As a generd rule, private sdaries are higher than those for state
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employees, particularly inthe professona engineering ranks. If youlook at theDOT asawholein FHorida,
of dl the congtruction, engineering, and ingpection, 81% is privatized at FDOT, in theright-of-way support
area, 76 %, maintenance 80% and design about 82%. All toll collectors used to be DOT employees, and
as they were privatized, were offered their jobs as private sector jobs.

Stretching the Dollar s Further

Florida encourages the involvement of the private sector. In oneinstance, the Disney corporation paid for
haf the cost of anew toll road that was needed, the state the other half, and the state kept the revenues.
Donating right-of-way and design consulting are other ways that the private sector has become involved.

Asthe cogt of land continues to increase, Florida tries to identify future transportation corridors with the
god of purchesang right-of-way early.

Revenues come mainly from talls, but also from concession revenues. Florida currently has eight service
plazas on the turnpike that generate revenue. Forida has also congtructed a convention center dong the
turnpike, and it has dready been booked for the next five years. Two years ago, the Forida legidature
directed the turnpike to look at other revenue streams, with the god of bringing in as many dollars as
possible for trangportation needs.

Asset Management

Although Texas and Florida both have asset management programs, FHoridas approach is different from
that of Texas. Asset management is generdly described as contracting for routine maintenance work and
management services. Horida expands that definition by dso contracting out the planning of the work,
adminigrative decisons, and ingpection of the completed work.

The Horida Department of Trangportation is well-known for its demondtration of cogt savings from
decreasing in-house employeesand increasing privatization. InFlorida, private contractors perform nearly
al department toll collection and mogt congtruction and engineering, design, right-of-way, and routine
maintenance work. The percentage of work performed by private contractors continues to increase, and
the department has diminated more than 800 state maintenance positions by expanding privatization
between 1995 and 2003.

The Department has an innovative highway asset management program whereby the Department contracts
with a private entity for the management of dl assets located within the right-of-way for an entire
geographica areaor portion of roadway. The contractor isresponsgblefor al routine maintenance activities
associated with the roadway, structures, drainage, roadside, rest areas, wayside parks, vegetation and
aesthetics, traffic services, structure inspection, and incident management.
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The contractor invoices the department monthly, providing a breskdown of al work completed and
associated charges. The contractor is required to respond and deploy resourceswithin 15 minutesof initia
notification, 24 hoursaday, seven daysaweek, of any emergency. If the contractor does not arrive within
onehour of theinitid notification, $1,000 is deducted from the contractor-smonthly lump- sum payment for
each hour past the allowed response time it took the contractor to be on site.

Asof November 2003, the department reported saving 15.3% over thelife of asset management contracts
totaling $463.3 million. By July 2008, the department plansto have 28 active asset management contracts
toteling $978.4 million.”®

Florida's program is based on performance based results. In the past, the department would send
personnel out to determine when it was time to mow, and issue a work order to a contractor. Mowing
contractors were paid depending on how many acres they mowed. Now the department setsaminimum
and maximum height of vegetation, and it is up to the contractor to keep within those sandards, whether
they have to mow saven times ayear, or twelve.

When contracts are bid, it is at afixed price, for Sx totenyears. Monthly payoutsarefixed for theterm of
the contract. The assumption of risk istaken on by the contractor. If Horidahasaparticularly rainy year,
and the mowing has to be done more often, that cost is paid by the contractor.

Floridabegan their program with corridor contracts; acontract et for apecific number of center lanemiles
They have expanded with geographical contracts, whichisacontract let out for aspecific geographic area,
such as roadways within afive county region; facilities contracts, which include rest areas, weigh stations,
and welcome centers; and bridge contracts, where contractors are responsible for the maintenance of both
fixed and movable bridges.

A typicd asset management roadway contract includes al traditiona routine maintenance activities,
compliancewith environmenta requirements, incident response, natura disaster preparedness and damage
repair (such astherecent cleanup from Hurricane Charley), permitting (the contractor doesthelegwork, the
department signsthe find permit), highway lighting and call box maintenance, customer service complaint
resolution, forma ingpection of bridges and safety features, and motorist aid service patrols.

Florida has compared traditional maintenance contract methods with asset management contract methods
and found that the number of contracts under traditional methods would number 980. Asset management
contracts number 28. With traditional maintenance contracts, Florida would have to process 11,760
invoices annualy. With asset management, Florida processes 336. Annua |n-House maintenance costs
would be $144 million, declining to $134 million with traditional maintenance contracts, and declining further
to $121 million with asset management contracts. Horida has aso seen adeclining need to maintain some
of its own equipment and facilities.

Asset management companies contract out services, just asthe ForidaDepartment of Transportationdidin
the past. However, unlike the state agency, asset management companies have typicaly hired more
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minority and smal businessfirms, dueto the ability of the company to provide the performance bonding to
these smaller businesses.

Floridarecommends severa factorsthat maketheir program work. The scopeshould be properly defined,
so dl parties can easly understand what work is to be done. Edablished performance measures,
procedures and policies are used. Revisons are included throughout the contract period in the event that
FDOT changes its procedures or policies. For instance, guardrail standards change regularly, and
contracting policiesmust conform to those changes. Should those changes result in more than afive percent
change to the contract cost, FDOT will consder amending the contract. Adequate start up time must be
provided to contracting entities.

Florida sdlects its base contractors on a scoring method that includes technica proposal and price.
Technicad countsfor 60% of the score and 40% price. On thetechnica side, the contractor must provide
details on how the work is to be done. A team evauates the technica portion of the proposal so that
FDOT is comfortable that the bidder can do the job. Bidders are scored on both technical and price, so
that the lowest bidder may not get the job if he cannot prove that he can perform the job technicdly.

Florida requires an annua performance bond, pre-determined reductions in payment for failure to meet
established performance measures, and future contracting contingent upon satisfactory performance history
(when scoring technica ability, acontractor who did not perform well thefirst timewill be scored lower and
probably lose the bid the next time around). Proposasare written into the contract so that promises made
during theorigind presentation are kept. Anything the contractor putsinto their contract proposa becomes
atechnica requirement.

Georgia
Public Private I nitiatives

Dueto passage of legidation in 2003, road contractors would be alowed to come to the state Department
of Trangportation with projects before they have been planned or funded. Potential competitorswould be
given 90 days to study bids and submit their own proposal. Also, oversight of unsolicited contracts are
required from the Governor and legidature under the bill and unsolicited proposalswould belimited to those
that do not have funding or are not on the Department of Trangportatiorss project list. Intentions are to
speed up projects that are low on the DOT=s priority list.””

Kansas
I nnovative Contractors

The state of Kansaslooked at innovationsfor construction of 7.5 milesof Interstate 135 south of Newton.
The firdt, an accelerated construction schedule, was suggested by the engineering staff of KDOT Didtrict
Five. Engineersfdt that the project, originally dated to be completed in two construction seasons, could be
completedin one. Contractorswere given the option of providing two bids, onefor completing thework in
two years and one for a one-year completion.
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When the project was opened for bids, the winning company submitted thelowest overdl bid for the 2-yesr
option ($18.5 million) and aso submitted abid for the 1-year option a an additiona onedollar. The1-year
schedule was selected to reduce disruption to the traveling public.

KDOT dso added financia incentivesto speed recongtruction of the most heavily traveled interstate ramps.
Due to a $2,000 per day in incentives for early completion of the ramps, they were rebuilt in 23 days.

Other incentives included a $93,000 smoothness incentive, paid as aresult of the pavement profile on the

project. A $302,000 quality incentive was paid as well. The project was completed far ahead of the

accel erated schedule and has proven to be a high-quality highway improvement.®

New Mexico

Innovation from Desperation

In 1995, New Mexico's system was deteriorating quickly. The number of deficient road miles on the
system had increased every single year for 23 years. With few resources and few people, something
different had to be done.

Newly-appointed transportation secretary Pete Rahn came from outside the transportation and government
arenas, an illogicd choicefor thejob. Hewasgppointed to "do something different.” He believed that two
things mugt be in place for innovation to occur:  permission/encouragement to find new solutions to
problems; and arecognition that thereis an obstaclethat traditiona behavior will not solve. In government,
there is traditiondly no incentive to innovate, there is no reward for assuming risk.

The driving force behind New Mexico's undertakings was the desire and need to " plug their transportation
system into the regiond system and economy.” The needs were huge and the resources scarce. Rahn
believed that the lack of trangportation infrastructure led to the lack of economic activity. New Mexicois
48th in per capitaincome, and transportation had never been amgor issue for the Sate. An extremely
aggressive goa was st to build 650 miles of new four-lane highway that would connect with 570 miles of
exiding isolated sections of four-lane roads to create a contiguous 1200 mile (non-interstate) four-lane
system that would link over 97% of New Mexico's municipd resdents with a safer, more efficient
trangportation system. And it was to be completed in Sx years.

Theprocessthat ddivered thisgod wasthe Ma colm Baldridge Quality management structure that demands
organizational responsiveness to customer needs and complete involvement by department employees.
NMDOT implemented a performance measurement system, named the Compass, that tracked 16 tangible
resultsthat customers could reasonably expect to be ddlivered if their needsweretruly being met. Seventy-
eght indicators were reported quarterly to the Governor, the Legidature, the Commission and the media

Délivering the Goods

NM 44 was thefirg road built in the U.S. with a 20-year warranty. Thiswarranty alowed NMDOT to
empower the designers and contractors with wide discretion in the use of materias and congtruction
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techniques. 118 milesof completely new four-lane highway was constructed--under traffic--in 29 months,
dattofinish. Traditionadly, theproject would have been built in 3-5 mileincrements, and would havetaken
approximately 27 years to complete.

TheBig| Interchange set anational congtruction record when the $300 million project was reconstructed--
under traffic--in 23 months. In the heart of Albuquerque with 300,000 cars a day, the project was
delivered using traditiona bid/build procurement but put market derived/performance drivenincentivesinto
the contracts.

Innovetive Financing--meaning either advancing future dollars or receiving funding that normally would not
have been avallable at dl--became crucid. USDOT and USFS GARVEE Bonds were one technique
utilized. Thefirgtissue of GARVEE bondswere $100 million, issued in 1997 to fund thefirst piece of NM
44. They were to be paid back with future federd dollars. The New Mexico legidature then gave
NMDOT the ahility to issue state-backed bonds with the full faith and credit of the state of New Mexico.
NMDQOT officids moved to this revenue source instead of GARV EE bonds, dueto the lower interest rate
of the state-backed bonds. Loca participation was also stressed and private sector commitments were
leveraged.

Costs and standards were managed rigoroudy. Construction costs to add two lanes of highway to an
exiging two went from $1.3 million a mile in 1996 to $740,000 in 2001. This was accomplished by
creating as competitiveamarket aspossible. Although some contractorsfound the methodstoo draconian,
other contractorsworked closdly with the department. The department hired retired contractorsto comein
and evduate the projects beforehand for a congtructability review. Utilizing corridors for consstent
development improved the department’s control over risksand correct project sizing optimized competition.

Training was emphasized--every employee was expected to receive 80 hours annudly in job related
training. Supervisors were evauated on their employeeg's success in meeting this god.

Business executives from outside government were brought in to Sit on management selection pandsasfull
voting members. For example, Didtrict Engineers were selected using afive member pand with one of its
members coming from the private sector (and aso one from the district the DE would be managing).

New Mexico aso outsourced some of its functions, such as griping, as part of the state's overall effort to
reduce the number of state employees.

Ohio
Shortening the Environmental Process

Ohio has gotten areputation for being among the most adept trangportation departments at complying with
federal environmenta requirements. ODOT's work, in close cooperation with the FHWA, lets projects
with minima environmenta impact be processed as categorica exclusons rather than requiring the more
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complex environmenta assessments or environmenta impact statements. Projects like smple culvert and
structure replacements can now be processed without lengthy documentation. Currently, 99 percent of
ODOQOT s projects can be cleared through the categorical-exclusion process or are completely exempt from
the environmenta process. Ohio officids creditsitsimproved ability to coordinate, review, and approve
highway projects to more efficient processes and better partnerships with the pertinent government
agencies”

Pennsylvania
Environmental Streamlining

In the mid to late 1990's, PennDOT conducted severa environmenta streamlining conferences with

neighboring sate DOTsand with key federal and Sate resource agencies. During thissametimeframe, the
Department began an extensve environmental mapping effort to document natura, socid and cultura

features that require impact avoidance or minimization during project development. The Department aso
began itsfirgt initiatives to promote better coordination between land use and trangportation planning and
decisiorrmaking. Agency Coordination Meetings aso were begun whereby dl federd and state resource
agencies met with Penn DOT and its consultants on aregular bassto expedite preliminary engineering and
NEPA-dearance documents® The Department has developed project development processes that

facilitate coordination and consensus building, invested in database development, and indtituted various
programmatic and cooperative agreements.

The Department would now like to advance its sreamlining effort further, and will be presenting their find
report and recommendations to senior management a PennDOT in the next few months. PennDOT would
like to be dlowed to obtain certification on dl or individud environmentd actions. The Department has
aready begun the process to become 1SO 14001 certified viaits Strategic Environmental Management
Program. Asthisprogram advances, the Department would liketo usethisasameansto obtain delegation
for many state or federa environmenta requirements.

The Department would also like to diminate or reduce the review process for minor projects, and set a
maximum review time for federaly required documents. Currently there are no mandated time frames for
review and comment on environmenta documents. The Department would aso like to establish timdlines
for issue resolution, and isworking with AASHTO to encourage ahaligtic review of federd environmenta
requirements. PennDOT fed sthat because numerous environmenta |aws and regulaionswerewritten over
along period of time and designed to protect a specific intered, little consideration has been given to the
totd impact of trying to comply from a holigtic perspective. PennDOT would aso like to see improved
linkage between the environmental process and the planning process®

Virginia
Paving Roads

The Rurd Rustic Road Program offers savingsin paving rurd roads by paving within existing right- of-way
and making minima improvements. It contrastswith the moretraditiona gpproach of purchasing additiona
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right-of-way, widening and recongtructing the road, and improving aignment.

To qualify for the program, the road must aready be a state-maintained road in the secondary system of
date highways. The road cannot have any specid needs regarding alignment, drainage, or safety. 1t must
carry aminimum of 50 vehicles per day and amaximum of 500 vehiclesper day. Growth and traffic cannot
be expected to increase sgnificantly over the next 10 years. The county governing board and locd citizens
must support the paving concept, and the board must pass a specia resolution declaring the road aArurd
rustic road.i

In Augusta County, Virginia, Sx projects were completed under the Rurd Rustic Road Program that
resulted in 7.85 miles of paved road for $405,207. The origina cost estimate for the projects was nearly
$3.5 million.

The Pave-In-Place Program is very smilar to the Rurd Rustic Road Program except an digible road is
alowed to carry amaximum of 750 carsinstead of 500. Additionally, the Pave-1n-Place Program doesnot
require a specid resolution from the county and does not place redtrictions on future growth and traffic.
Paving is done within the exiding right-of-way, but abutting property owners are expected to donate
additiond right-of-way for gpot widening if necessary for safety. Minor improvements in aignment and
drainage aso are made if needed.*

New Waysto Toll

Virginiaislooking at using talls to address the problem of overcrowding of highwaysby truck traffic. One
of North Americas"scenic byways," the portion of Interstate 81 that windsthrough Virginia's Shenandoah
Valey has become one of the nation's busiest truck routes. Legidators are considering building truckers
their own road - and making them foot the bill. A private consortium has proposed to build a$7.9 billion,
four-lane truckway aongside I-81, complete with truck ramps at some busy interchanges and "fly-over"
ramps to let trucks access remaining exits. The project would use $1.6 hillion in federd funds over 15
years, and at least $95 millionin state funds. Truckswouldpay 23 centsamilein 2004 dollars, though tolls
could be reduced by 5 percent for each $200 million in state funding or through tolls assessed on cars.®

Unsolicited Projects

In 1995, the Virginialegidature passed the Public Private Transportation Act. Thelegidation included the
concept of accepting solicited and unsolicited proposas. Those submitting proposas could beany entity;
county, city or state, that hed the ability to construct either aroad, parking garage, or any transportation-
related project. The proposas had wide latitudes, they could be operation, maintenance, or capita- rdated.
Thefirst project proposed was amaintenance project; atota asset management project proposed for al of
the interstate. The project camein at the right time. Virginia government was experiencing a downsizing
movement, and VDOT had |ogt fifteen percent of its employees--eighty percent inthemantenancedivison.
Since it was anew concept, Virginiadid apilot project of 250 miles, on afive year term with afive year
extenson. This contract enabled VDOT to put their remaining maintenance employeeson the secondary
roads, the roads where population was greater. After the firdt five years, independent studies showed
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Virginiasaved $18 to $23 million, and the contract was renegotiated for another fiveyears. Thelegidature
is expected to extend the pilot project once the second five years has been compl eted.

Special Tax Digtricts

Virginia has experimented with specia tax digtricts, aconcept where businesses tax themsal ves to support
the bond for aroad. Thiswas used on Route 28 near the Dullesairport. The businessesvoted to support
the project by taxing themselves with a property tax, and using those revenues to support the bonds.
Ancther project to bring rail to Dulleswill dso useaspecid tax district, long with state and federd funds.

Committee Recommendations

Legidation should be considered that would alow the Texas Department of Transportation to removeits
requirement that its executive director be an engineser.

Legidation should be considered that requires long-term maintenance and capita improvements(i.e, life-
cycle costs) to be consdered in CDA and design/build procurements.

RMAs can be a vauable tool for developing much needed infrastructure throughout the stete while
benefiting the regionsthat utilize the RMA modd. Legidation should be consdered to assurethat start-up
fundingisavailablefor RMAS, so that thefinancia burden of start- up and organizational costs does not rest
s0lely on the counties forming the RMA.

Language permitting non-tolled travel on HOT lanesby hybrid and other vehicles should bereconsidered.

Tall violation and enforcement authority for varioustypes of tolling entities should be harmonized and should
accommodate increased use of ectronic tolling.

Language should be considered regarding participation by loca entitiesasinvestorsintall projectswho can
receive areturn on amounts contributed.
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Charge 2

Review and study all existing legidation affecting the
development of transportation infrastructure in areas adjacent to
the Texas-Mexico border. Study international trade issues as
they related to transportation, the adequacy of existing
Infrastructure to facilitate international traffic related to trade,
the potential for development of inter-modal hubs and other
mixed use facilities which promote more efficient trade and
economic development, and the opportunities for contracting
with Mexico or any of the Mexican states for joint devel opment
of transportation infrastructure.
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Border Trangportation

"NAFTA was a good idea, but it wasn't our idea." *

"Expecting border statesor citiesto finance NAFTA-related border infrastructureis akin to
requiring border states to finance border patrols and the immigration service." *

"NAFTA has added to the stress of the border, but the bottom line is the shortfall was here long
before we ever thought about NAFTA." *

The infrastructure built today to handle growth is insufficient to handle the congestion of
yesterday, much less tomorrow." ¥

Introduction
Road Building Initiatives

Canada, Mexico and the United States each built their transportation systems in pieces, according to the
needs of over acentury ago. Canada and the United States have tended to develop their transportation
network in an east-west direction, the United States, in part, did so to unite the two coasts. The United
States began their east-west planning with the Transcontinental Railroad, and continued that pattern when
planning the U.S. Interstate Highway System.

Mexico, in contrast, did develop north-south routes, but focused on the centra region of the country,
especidly Mexico City. Infrastructure along the northern border states was largely ignored due to thelr
remoteness and Mexico's desire to limit contact with the United States.

Since the origind roads were built in al three countries, existing infrastructure was reinforced, but not re-
routed in line with today's economic conditions. All three countries independently pursued their
trangportation goas aong the economic lines and needs of the times, and dl three were unprepared for
NAFTA.®

Testimony from Public Hearing

The committee heard testimony on border trangportationissuesjointly with the House Committee on Border
and Internationa Affairs a a hearing in Laredo on August 19, 2004. Those who tedtified and their
representation were:

John Adams, Laredo Devel opment Foundation

Hope Andrade, Commissioner, Texas Transportation Commission
Phil Bunker, Teamsters Local 657

Alfonso Casso, Border Affairs Coordinator, Texas Secretary of State
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Larry Dovdina, City of Laredo

Les Findeisen, Director of Policy, Texas Motor Transportation Association
Elizabeth G. Hores, Mayor, City of Laredo

Juan Gonzdes, City of Del Rio

Rene Gonzalez, Laredo Development Foundation

Dr. Ray M. Keck 11, President, Texas A& M International University

Jay Kimbrough, Office of the Governor

Augugtin Redwine, Senior Research Analyst, Texas Comptroller of Public Accountants
Mark Rogers, Texas Department of Public Safety

Amadeo Saenz, Texas Department of Transportation

Gerald Schwebel, Alliance for Security and Trade

Bill Stockton, Texas Transportation Institute

Juan R. Vea, Teamsters Local 657

Jorge Verduzco, The Alliance for 1-69 Texas

Regino Villared, Coordinator de Logistica, FIDENOR

NAFTA Fallout

NAFTA was written asatrade policy. There are no adjustment provisions for the resulting impacts on
other policy areas such as transportation.

Since the enactment of the North American Free Trade Act (NAFTA), United States trade with Mexico
has increased 400% over the last 15 years. Therewere 2,871,624 northbound truck crossingsin 2003in
Texas. According to Texas A&M Internationa University, there were 2,306,639 southbound crossings.
Approximately 79 percent of all Mexico/U.S. truck traffic enters through a Texas border point of entry.

The Laredo areaaccountsfor thelargest amount of border truck traffic of any port of entry onthe Mexican
border. Laredo hasfour pointsof entry with two used specificaly for commercid traffic only. Morethan
45 percent of dl import truck movement in Texas comesthrough Laredo. It isthe busiest southwest border
port with over 1.3 million northbound truck crossings in 2003. Second- and third-ranking San Diego-
Tijuanaand Cuidad Juarez - El Paso handle |less than one-hdf the volume of Laredo. Moreover, Laredo
accounts for nearly 45 percent of cross-border traffic railcars.

Although the enactment of NAFTA has brought increased prosperity to the Texas border, it has dso
brought strained infrastructure. The NAFTA trafficthrough Texasissgnificantly morethanthetotd traffic
through any other border state. Texas has spent much more of itsown money on border infrastructure than
other States.

Between 1994 and 1998, Texas spent over $500 million of its own money on border infrastructure,
compared to $150 million spent by California. Federd spending during that same period provided over $1
billion to Cdlifornia, compared to gpproximately $630 million for Texas. New Mexico received 37 times
more federd funding in relation to truck traffic volumes than Texas.

40



Two federal programs, the "Nationa Corridor Planning and Development Program and Coordinated
Border Infrastructure Program” can be utilized to pay for certain of the costs generated by NAFTA-rdated
trangportation impacts. However, while Texas received the largest share of such funds, these only

amounted to $32.32 million for FY 99 and FY 00 combined. If funding from these programsis split in half
for each program, then Texas, with 79 percent of the U.S.-Mexico border crossings, received only 26
percent of the Coordinated Border Infrastructure grant funding.* Texasisdearly not recdvingitsfar share
of funding from the federd government.

According to aDallas Federal Reserve Report, dueto the rapid growth intruck traffic and its concentration
on maor arteries, the border may need even greater spending to reduce congestion and the associated
socid codts. According to thesefindings, the current rate of border infrastructure devel opment will not meet
the future trade expansion and population growth Texas wants to enjoy in the future and to maintain its
leadership position. Asindustry outpaces the number of highways and customs booths, border cities are
becoming bottlenecks, chasing away tourism, dminishing the qudity of life for border residents, and
crippling the Texas economy. *°

Prior to September 11, 2001, more than 100 federa agencieshad somerolein approving or processing or
sharing data on truck traffic crossng the border. That number does not include the host of ate, loca and
private interests that have legitimate roles in the crossing process. Cross-border traffic has dowed down
even more since the September 11 attacks. The American Trucking Association, the trade organizationfor
the U.S. trucking industry, saysthat beefed up security procedures are causing truckers hours-longddaysa
border crossings. Asaresult, U.S. firmsthat rely on parts shipped quickly from Canada: -automakers, for
example--have had to rethink distribution strategies.**

One Main Route

I nterstate 35 has become theman NAFTA highway, linking the United Statesto Canadaand Mexico. The
I-35 corridor isatrade axisthat runs north from Laredo through the American heartlands and into the Red
River Trade Corridor, which includes North Dakota, South Dakota, and Minnesota, and the Canadian
province of Manitoba. The route and its connecting corridors are the only centrd, existing interstate
highway corridor linking the three NAFTA countries, according to North Americas Superhighway
Codlition, Inc. a Kansas City-based trade organization that represents communities along the border.*
Eighty percent of the United States trade with Mexico is passing through Texas, and 75% of that istraveling
by truck up I-35. NAFTA trucks comprise 16.5% of al truck traffic on Texas highways. From 1998 to
2002, Texas had the largest number of people killed in traffic accidents involving large trucks, excluding
large truck occupants, with 2,043 fatdlities.

The fastest growth in vehiclemiles of travel in our urban regionswas trucks, from about 1996 to 2001. In
the Ddlas-Fort Worth region, it is not uncommon for amgjor truck to be onein six vehicles on the system,
and one-third of that truck traffic is related to NAFTA growth.®
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In 1999, thefederd government did astudy of 1-35, al 1700 milesfrom Mexico to Canada, and what they
found was the highest vehicle counts, the highest fatdity rates, the lowest leves of service, the most
congestion, the dowest average speed per miled| occurred in the Austin-San Antonio corridor. The study
recommended that Texastry to shift 50% of what is currently being transported by truck between Laredo
and Ddlas to rail cariers. HB 3588 contains language specificaly drawn to attempt to address this
recommendation.

State Efforts

Although previous legidative studies have reported that the Texas Depatment of Trangportation has
provided little investment to the border areas, the Department is working to correct that impresson. In
1999, the Department put together atask forcethat eventually produced aborder infrastructure report that
identifying gpproximately $1.8 hillion in trangportation needs on the border. Designed to be aten-year
program, TXDOT has been working to accomplish the identified projects. Between 2000 and 2003, the
Department haslet $1 hillion of that $1.8 billion, or about 58% of what wasoriginaly promised. However,
the $1.8 billion origina estimate has grown to about $2.6 hillion, dueto refined cost estimates and inflation,
and current revenue estimates indicated that the tentyear program could easly become a twelve-year
program. Although the trangportation needs of the border far outweigh the level of resources available to
address them, the Trangportation Commission has stated that it remains srongly committed to fulfilling the
pledge to let the remainder of those projects as quickly as possible on schedule, and using a variety of
means to accomplish that task.

There is a posshility that some relief might come from the federal government. Congressis currently in
negotiations over the federd re-authorization of the Trangportation Act. The Senate verson increases
funding for dl fifty states by $300 billion. TXDOT isworking with their three border digtricts to get their
projects ready to go, in the event that increased federa funding should suddenly become available.

Federal Programs

The federal government has attempted to address the border problemwith the passage of two programs
that were part of the Transportation Equity Act for the 21st Century (TEA-21) in 1998. One of them, the
Coordinated Border Infrastructure Program, wasto improve the safe movement of people and goodsat or
across the border between the United States and Canada and the border between the United States and
Mexico. Thisprogramwasjoined with another program, the Nationa Corridor Planning and Devel opment
Program, which was conceived as a way to provide alocations to States and metropolitan planning
organizations for coordinated planning, design, and congruction of corridors of nationa sgnificance,
economic growth, and international or interregiond trade.

During the first few years of the program, Texas submitted candidate projects to the United States
Department of Transgportation. The firg few years, Texas was highly successful, but lost ground as the
Congress began to chip away at the funding with eermarks. In addition, funding was often misdirected to
non-border states and corridorslacking internationd sgnificance. Oneof Texas main federd transportation
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godsisto rework the program during the re-authorization of TEA-21, currently before Congress.

Itisimportant that Congressand the USDOT give priority to nationally-sgnificant corridor syslemsa ready
identified as High Priority Corridors and that support U.S./Mexican/Canadian trade patterns. This means
that priority should be given only to north/south High Priority Corridor routes and border improvements
connected to them that will enhance the flow of trade to and from border crossingsin that direction.

Texas Senator Kay Bailey Hutchison, Congressman Michael Burgess, and Congresswoman Eddie Bernice
Johnson authored legidation to make this focus aredity. The bills woud require the USDOT to direct
funding only to projects on High Priority Corridors that connect to Mexico or Canada, giving priority to
corridorswherethe trade traffic hasincreased under NAFTA. Thebillswould dso maintain the USDOT
discretionary aspectsof the current Coordinated Border Infrastructure Programto alow statesand locdlities
to do morein the key areato improve the efficiency of border trangportation infrastructure.

Alterndtive legidation by Michigan Congressman Vernon Ehlers and Michigan Senator Carl Levin would
fully or partidly eiminate the discretionary aspects of the coordinated border infrastructure program and
alocate program funding among the border states by a formula. The proposal also would maintain the
discretionary aspect of the corridor program by making digible both corridors that connect to the border
crossings and those that serve as an intermodal connector. This language made its way into the recently
passed Senate version of the reauthorization of the TEA-21.

SAFETEA (S 1072 as passed by the Senate on February 13, 2004) contains separate programs for
borders and corridors. The Border Planning, Operations, Technology, and Capacity Program would
digtribute more than $1 billion in program funds over Six years among the 15 border states by aformula
(weight of cargo, value of cargo, number of trucks entering, and number of passenger vehicles entering).
The Multi-state Corridor Program would give the Secretary of Trangportation the discretion to distribute
more than $1 billion in funds over Sx yearsto any state and MPO for multi-Sate highway and multimodal
planning studies and congruction.

TEA LU (HR 3550 as introduced in the House in November 2003) aso contains separate programs for
borders and corridors. No details are currently available on the proposed corridor program. However,
TEA LU'sBorder Infrastructure Program would digtribute $1.975 billion over six years by formula (number
of incoming commercid trucks, number of incoming passenger vehicles, cargoweight on commercid trucks
and number of ports of entry) among the 15 border Sates.

Between the SAFETEA and TEA LU border program formulas, Texas getsalarger share of the available
program funds under the SAFETEA formula. FHWA andyses show Texasreceiving 28% of the program
funds ($284.5 million out of $1.012 hillion) in SAFETEA and 24% of the program funds ($487.8 million
out of $1.975 billion) under TEA LU.*

At thetime of thisreport, negotiationsin the conference committee of Congresswere continuing concermning
the totd leve of funding with some issues resolved. It is expected that a short-term extension will be
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enacted to the end of September.
Trucking Issues

NAFTA origindly caled for Mexican carriersto have access to operate within twenty milesinward fromthe
border, and to be given total accessto operate throughout the United States and Canada after December
18, 1995.

Until the summer of 2004, trucks carrying goods from Mexico and points south had to stop at the U.S.-
Mexico border to change tractors, drivers and sometimes trailers. That requirement produced a brisk
business in short-haul trucking, in which drivers ferried their goods within the 20-mile wide border zone
dong either Sde of the internationd divide.*

Mexican access to the border was dowed by the courts. An appea was made to the Supreme Court due
to concerns by environmental and labor groups over truck standards. It was fet that lower Mexico
pollutant standards would contribute significantly to the pollution problemsaong theborder. Concernshave
aso been expressed rdating to truck weights--maximum truck weights in Mexico are much higher, and
there is fear that these trucks will sgnificantly damage United States roads, which are built to design

standards for lower-weight trucks.

Aging tractors and safety concerns are refuted by both U.S. and Mexican sources. Dilapidated tractor-
trailersare used only as short-haul drayage trucksthat brokersuseto ferry loads acrossthe border. Those
trucks are not the same trucks used to haul loads from their point of origin. To save the wear and tear of
long periods of idling, Mexican truckers start with loads hitched up to onetruck, then switch to an older and
indifferently maintained truck to make the border crossing. Once on the United States Sde, theload isre-
hitched to aU.S. truck. Mexican and U.S. experts say lifting the barriers to alow Mexican long-haulers
into the United Stateswould eliminate the need for the e aborate hitching and unhitching and encourage the
use of the modern Mexican flegt. Mexican carriers, liketheir United States counterparts don't want to risk
abreakdown of equipment or delaysin ddivering goods.*®

The Supreme Court ruled on June 7, 2004, that the Bush administration can open U.S. roadways to
Mexican trucks as soon asit wishes. But barriersremain. The Department of Homeland Security did not
exis when NAFTA ruleswerefirg drafted, and terrorism concernswill haveto be addressed. In addition,
Mexican truckers will need extra insurance, and will need to abide by U.S. safety and environmenta
standards.

In addition, now that they have preliminary gpprova to crossthe border, truckers on both sidesaren't sure
they want to. Mexican truckers fear larger, faster, more efficient American companies seding ther
customers, while American truckersfear that lower-paid Mexican driversmight erode whet they can charge
for their services*” In addition, Mexican truckers can haul only international cargo. A Mexican trucker
must immediately head back to Mexico after unloading cargo in aU.S. city, elther with goods bound for
Mexico or empty-handed, which cuts profits.




Texas Department of Trangportation officias believe that opening the border to Mexican long-haul trucks
will not specifically cause moretrucksto beon Texas highways, but Smply provide adifferent mix of trucks.
Rather than only United States trucks operating on Texas highways outside the commercia zone, some of
those U.S. long haulerswill be replaced with Mexican long haulers. The Texas Department of Public Safety
has estimated that opening the border will mean only up to about 500 Mexican trucks driving on Texas
roads in the near future. Should NAFTA trade continue to grow, however, steady growth of vehideswill
continue,

Removing the barriers to Mexican trucks alows the State to treat every carrier, whether it is Canadian,
U.S. or Mexican, inthesameway, and facilitatesfedera compliancewith NAFTA. Inaddition, traffic and
commerce may move more smoothly, by reducing truck re-hitching and dlowing long-haulers to move
graight through. The agreement, however, does not diminish the need for improvements of our bridgesand
roads on the border.

Terrorism Regulations

Tighter security a the border since September 11 has improved the flow of traffic for large trucking
companiesthat have the staff and resources. But smdler trucking companies say they canill-afford thenew
regulations. New border safety programslike CT-PAT (Customs- Trade Partnership Againg Terrorism),
the OSC (Operation Safe Commerce), or US-VISIT (United States Vigtor and Immigrant Status Indicator
Technology) haveincreased their burden. US-VISIT wasspecificaly mentioned during tesimony in Laredo
as being burdensometo the border. Under the new regulations, trucking companies sending anything north
of the Mexican border have to notify U.S. customs ingpectors of the shipment at least two hours before
arriva at the border. They have to provide a thorough profile of the driver, vehide, and cargo.*®

Studying the Bottleneck at the Border

Although infrastructure is a mgor concern & the border, traffic is origindly dowed by time consuming
border checks. One of the gods of the Federd Highway Adminigration isto help improve the economic
efficiency of the U.S. transportation system by reducing delays in the border crossng process. Getting
traffic through the border and on its way is an issue that has been sudied by various entities. The Texas
Department of Trangportation commissoned the Texas Trangportation Ingtitute and the Center for
Trangportation Research of UT-Austin to examine the feasibility of an expedited border process, which
would facilitete trade while permitting the federd and date agencies to mantain ther ingpection
responghilities.

Phase Oneof theinitial research onthe TexasModd Border Crossing Project determined that automation
of the crossing process is feasible and will not generate substantial additional costs. The project showed
that the greatest opportunity for efficiency gains comes with the implementation of express lanesfor pre-
cleared trucks. 1n 2003, the U.S. Bureau of Customs and Border Protection initiated theexpresslaneswith
the implementation of FAST (Free and Secure Trade) lanes. The FAST program isan initiative between
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the United Statesand itsSNAFTA partners using common risk-management prindples, supply chain sscurity
and advanced technology to improve the efficiency of screening and clearing commercial traffic at U.S.
borders.  The program offers expedited clearance to importers, carriers, foreign manufacturers, and
intermediariesenrolled in the program by reducing Customsinspection requirementsfor low-risk shipments
dedicating lanes at mgjor crossingsto FAST participants (where possible), usng common technology, and
physicaly examining cargo transported by these stakeholders with minimal frequency.®

Talling

According to the Governor's Business Council, over atentyear period, vehicles increased more than 26
percent, population increased 23 percent, and workers have increased more than 20 percent. Vehicle
Miles Traveled increased more than 40 percent, while new lane milesincreased less than 4 percent. The
traditiona pay-as-you-go financing has been unable to keep up with the increased demand.

Talling, one of the funding mechaniams of HB 3588, is the fastest way to improve mobility in Texas.
However, the tool has been ressted by communitieswhere it isanew concept. Thisisespecidly trueon
the border.

TheCity of El Paso, in particular, has been voca that their transportation needs have been overlooked for a
long time. The arealisin need of aloop, and sates that their economic base is insufficient to finance the
project with tolls. The city supportsthe concept of tollsin the future, but not until their basic infrastructure
has caught up with the rest of the state's metropolitan areas. Other border areas state that population
dengities and per-capita earnings would make it difficult to find the financia base to support atoll road.
Testimony by Elizabeth Flores, Mayor of Laredo, indicated that city leaders there fed the same.

The Texas Department of Trangportation is committed to thoroughly evauating al controlled-access
highway projects as possible candidates for tolling in order to ensure that the state's limited transportation
dollars are used to their fullest potentia. This includes roadways where one has not existed before, and
increased capacity projects such as adding additiona main lanesor condructing new mainlanes. Theintent
isto identify projects that make sense for tolling. Projectsthat are not toll viable will proceed through the
traditional funding process.

An example of such an evauation can befoundintheRio Grande Vdley. TXDOT hasbeen looking intothe
possibility of building a bypass around the city of Pharr to connect the Pharr International Bridgeto U.S.
281. At the present time, if the trucks need to travel north, they have to go through downtown Pharr and
countlesssignads. TXDOT isworking to develop a corridor for the area, but will not be able to finance it
until 2010. The project wasfound to have atolling feasibility of about 40%. If the project isa$200 million
project, TXDOT can issue revenue bonds for $80 million of that $200 million. This accomplishes two
objectives: Instead of having to alocate the entire $200 million on that project, $80 million can be gpplied
to another project.

TxDOT understands that not every project will betoll-feasble. Some projects areimportant and they will
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gill have to be condtructed. But if there is a possibility additional resources of money can be brought in,
then dollars can be stretched or leveraged to do alot more for less™

The Hidago County Commissioners Court hopes to form a Regionad Mobility Authority to study the
possihility of toll roads near the border. County officials want to examine the possibility that toll roads near
the international bridges will steer some of the commercid truck traffic away from residentia roads>

Truck Talling

Truck-only tollsaregaining favor onthefederd level. TheFedera Highway Adminigtration haspredicted a
31% increasein truck freight nationwide by 2015. 1n 2003, 77 milliontrucks hauled 13.2 billion tons of
freight. Truck-only toll (TOT) lanes would alow highways to be widened without using tax dollars.

Congtruction would be paid for with toll money. Concessonsto truckersare being consdered, such asthe
lifing of a 13- year-old restriction on double and tripletrailersfor TOT lanes, saving apotentia $40billiona
year for truckers. Truckers, thus far, have been opposed to the idea.™

Rail

Fiveout of savenrallroad crossingsfrom Mexico to the United States go through Texas. Freight rall traffic
has doubled since the enactment of NAFTA.. If more companiesinvolvedin NAFTA-rdated trade would
ship viarailroad, it could offset the amount of damage done to Texas roads due to increased truck traffic.
Recognizing the need for animproved and competitiverall systemn, Mexico began privetizing and revitdizing
its ral service in 1995. Since then, according to Ingituto Mexicano del Transporte (IMT) estimates,
Mexican rail systems have grown (in terms of freight tonnage), on average, 10.1 percent annually--largdy
due to better performance and coordination between U.S. and Mexican carriers.>

Four years ago, the legidature authorized the funds for transportation to purchase tracks and right-of-way
for the South Oriert railroad, to save it from destruction. TXDOT has oversight of the rehabilitation of the
South Orient Rail linefrom near Colemanto Presidio. The public- private partnership between the State of
Texasand Texas Pacifico Trangportation Ltd. will returnrail service dong the entireline, from adeep water
port on the west coast of Mexico through a re-opening of the line a Presidio, one of only seven U.S-
Mexico rail crossngs.

The Brownsville rall relocation project is a county project desgned to minimize highway-rail grade
crossngs. Significant safety benefits are expected by the dimination of seventeen existing highway-ral
crossings in Brownsville, and sx highway-rail crossngs in Matamoros. Freight train trangt time from
Brownsville to Monterrey would be cut by approximately two-and-a-haf hours, congestion would be
reduced, and anew highway corridor could be developed in the City of Brownsville. After congtruction of
the new line, the plan calls for use of the exiging right-of-way through Brownsville for future roadway
congtruction projects. Thiswould provide an additional roadway transgportation corridor that is needed to
access western Brownsville, the Amigoland Mall area, and the current B&M roadway-rail bridge into
Mexico.>
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The City of El Paso, with about forty crossings per day, is consdering moving its downtown railroad to
facilitate trangportation safety. A consulting firm has determined that moving the railroad lineswould be a
$921 million investment over a twenty year period. Complicating the move is El Paso's terrain, with
mountains on one side, ariver on the other, and Mexico to the south.>

Bridges

Bridges connecting Texasand Mexico are owned by variousentities. Twenty-three are currently operdting,
two have been closed. Thereare aso two dam crossings, one hand-drawn ferry, andfiverail-only bridges
that cross the border. Seven new bridges have been proposed.

Sixteen bridges are owned or operated by cities and/or counties, which charge atoll. Cameron County,
owner or part-owner of three bridges, has over eght million crossingsannually with agrossrevenue of over
$60 million.

Bridges owned by the federal government are not tolled. Federd legidation would be required to dlow
Texasto toll United States-owned bridges.

The Effect of the Trans-Texas Corridor

Border cities and counties have found themselves burdened with the increased codts related to traffic
congestion and accidents occurring in the farm-to- market roads and off-system streets that connect major
NAFTA trade corridors. Commercid vehicles, choosing the fastest route available, use roads that were
never meant to handle traffic of that nature,

The Trans-Texas Corridor is a system of roads, railroad systems and auxiliary services that will reduce
traffic congestion and environmenta pollution within our metropolitan areas, and will offer asafer dternative
for the trangportation of hazardous materia throughout the state. The Trans-Texas Corridor will be a
vauable toal in the effort to trangport freight efficiently and safely.  Animportant facet of the Corridor will
be to move freight more efficiently and safely from the border to its destinations further inland.

Congress has identified two important trade corridors. One is the I-69 corridor, that starts in the Rio
Grande Vdley in Laredo and comes up through Houston and up to northeast Texas and continues al the
way to Canada, the other isthel-35 corridor, which currently carriesthe most commercethrough the state
of Texas. TXDQOT is working to determine the environmenta impacts and specific locations for both
corridors. Public comments are continuing and will continue through the project. The Transportation is
putting emphass on multi-moda operations, both in the rail areaand the deep water port activitiesto help
complement the needs and demands of Texas trangportation system.

Governor Perry and TxDOT officids havemet with northern Mexican state governorsto discussthe Trans-
Texas corridor. Mexican officids are dso working on developing a corridor; expanding the existing
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corridor in Nuevo Leon, specificdly from Colombiato try to make aconnection down to Monterrey. The
Mexican corridor is expected to be similar to the one in Texas, dthough smaler, and with al thedifferent
modes of trangportation envisoned inthe Texas plan  They are aso working to makesurethat they have
enough right-of-way to tranamit utilities in the manner of the Texas portion of the Corridor. Thesgning of
the higtoric joint declaration by Governor Perry and Nuevo Leon Governor Fernando Candesto planthe
extension of the Trans Texas Corridor into Mexico marksthefirst time a Texas governor and agovernor of
Mexico have agreed to coordinate transportation efforts.

Trangportation officialsfrom Oklahomasee gainsfor their statein the Corridor, and are currently examining
a130-mileextension from the Red River to Tulsa. Members of Oklahomas Department of Transportation
have traveled to Texas for Corridor presentations, and are in close contact with Texas officids.

Other Condderations
The Pacific Rim

As more manufacturing and production shiftsto Asa, especidly China, more freight will be crossing the
Pecific Ocean for the U.S. market. With oceanic freight growing at 8 percent to 9 percent a year
worldwide, new ports will become necessary. The problem isthat al West Coast ports, United States,
Mexico and Canada, are operating at capacity, with no room to expand. Ports on the East Coast are
expected to reach capacity by or before the end of this decade. Reducing truck traffic is becoming a
priority in many Eagstern states, compounding the problem.

That leaves the Gulf Coast.”

Increased Cargo

The new trend in shipping freight is container ships. Containerization is a system of intermoda cargo
transport using standard containers that can be loaded on container ships, railroad cars, and trucks.
Container capacity is measured in twenty-foot equivaent units (TEU). A twenty-foot equivdent unitisa
measure of containerized cargo equal to one standard 20 ft. x 8 ft. x 8.5 ft. Most containerstoday are of
the 40-ft. variety and thusare 2 TEU.>® A container ship can unload and load againin 24 hours, compared
to up to four daysfor aconventiona freighter. A container ship can be handled a one berthin port, instead
of being shifted between piersto ded with different cargoes. One container ship, it hasbeen estimated, can
do the work of six ordinary freighters.®

This increased cargo will eventudly find its way to the Gulf Coast. Altogether, the Gulf Coast container
market posted a 9 percent increase to 1.5 million TEUs in 2003 compared with a nationa growth of 8.9
percent to 22.1 million TEUs in the same year. If congtruction begins as planned, the new $600 million
Texas City container terminal between Houston and the Gulf of Mexico could open by mid-2006. Thefirst
phase of the Port of Houston's $1.2 billion Bayport Container Terminal isexpected to open about the same
time. Although Asan tradeisnot expected to be a the samelevel aswhat isoccurring onthe West Coadt,
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magor retailers such as Wamart and Home Depot want flexibility inthe event of another West Coast Strike.
The Panama Cand cannot handle the largest container ships a this time, but they can handle up to 4500
TEUs.

Obvioudy, once the container freighters arrive and are unloaded, truckersand rail carrierswill travel with
them across Texas dready over-burdened infrastructure. Supporters of the congtruction of 1-69 have
testified before the Texas Trangportation Commission that container trade is expected to triple in the next
twenty years, and I-69 is vitd to dleviate the upcoming crush, particularly if it containsafreight e ement.®

Short Sea Shipping

Short seashipping, common in Europe, isthe movement of goodsfrom Mexico to the United States across
the Gulf of Mexico. Transportation time is generdly shorter than overland movement, and short sea
shippingislesspalluting thantrucks. Difficultiesincudefinding cargo to trangport on thereturnttrip, and find
adequate overland routes once the cargo has arrived. Increased pressure on exigting infrastructure should
make this dternative vigble eventudly.

The Port of Victoriaisworking to expand their operations to short sea ship goodsto the Port of Houston.
Although therr initid grant gpplication to the Texas Commission on Environmental Quality was denied, the
port will be re-submitting their application in the near future with additiona information required by the
TCEQ.

CAFTA

The Centra American Free Trade Agreement (CAFTA) is expected to be approved by Congress next
year. Thisagreement between United States, five central American countries, and the Dominican Republic
is designed to diminate trade barriers, including government regulationsthat indirectly affect trade, such as
zoning redrictions, and environmenta regulations in goods and services between these seven countries.

Traffic effects have not yet been determined.

Committee Recommendations

Texas ate officials and lawmakers need to continue to seek increased federd assistance in responding to
NAFTA-related costs.

Border communities need to continue to work closdy with TXDOT personnd to eval uate potentia tolling
projects. Regiond mohility authorities should be considered, particularly a border crossings, wheretolling
projects would be mogt viable.

The statewould redlize Sgnificant benefit from aggressively pursuing full integrationinto the FAST program,
which, as described in this report, is a harmonized clearance process by U.S. Customs for shipments of
known compliant stakeholders. The Texas Department of Public Safety has been diligent, but thus far
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unsuccesstul, in gaining access to relevant data maintained by U.S. Customs for the FAST program, nor
does the FAST program incorporate data from the DPS, such as identification data, violation histories,
credentias, operating authority and insurance coverage.

Policies regarding short sea shipping should be as liberd as possible, to encourage use of this dternative
to overland routes.
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Federal Funding

"We have so many growing needs. We can't afford to keep making such generous subsidies to
these other states."®

"Highway congestion is compounded by Texas unparalleled growth in population. Texasis
presently the fastest-growing state in the nation, and its population is expected to be nearly
double within the next 30 years." ®

"We want a bigger slice [of the pie], and we don't want them to tell us how to eat it." ®

Background

Texas hasaroadway network of over 300,000 miles, nearly twicethat of the state of Cdifornia. Every Sx
years, the federd government consders multi-billion dollar legidation to fund highways and other
trangportation projects in the United States. The current legidation, TEA-21 expired in 2003, and its
reauthori zation has been delayed five times.

Rep. Baron Hill, D-Ind., aleader in pushing for state equity, said that when thetrust fund was established in
1956, the main god was to build the Interstate Highway System, origindly promoted as a Cold War
defensetool. Less-populated Western states got amuch better rate of return. Republican House Mg ority
Leader Tom Delay of Texas contends that the spending inequity since 1956 has cost his state $5.3 billion
and 250,000 jobs.*

The Legidation

Conference committee members are currently working with severd pieces of legidation:

The RAPID Act: (Reforming, Accdlerating, and Protecting Interstate Design Act) Filed by Congressman
Burgess, a design-build trangportation bill. Origindly targeted to help donor sates get additiond flexibility
to hep make up for the lack of highway funding equity. Donor- state specific language ultimately removed
and now applies to any date. Revised bill language now being used in proposds for conference
amendments on HR 3550 (TEA reauthorization)

HR 3550 - TEA LU - Transportation Equity Act - A Legacy for Users.

S1072 - SAFETEA Senate verson.

What Texas Wants

A 95% rateof return for all statesby FY 2009. Depending on how you look at the numbers, Texas
currently receives gpproximately 87 to 90.5 centsfor every dollar the state sendsto the federd government.
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States receiving much more than what they send include South Dakota; $2.11 for every dollar sent,
Alaska; $7 for every dollar sent, and New Mexico; $1.21 for every dollar sent. If Texas could incresse
their rate of return to 95%, that would mean gpproximately an extra $200 million dollars for road
construction ayear.

TEA LU providesa78% rate of return. SAFETEA promisesa95% rate of return by FY 2009, but holds
high growth states such as Texas a a 90.5% rate of return every year through FY 2008, providing Texas
with an 81% rate of return on average. Texas|oses ground under both versions of the bill.

Texas-style design-build procurement for federal-aid projects. HB 3588 dlowed the Texas
Department of Trangportation to hire asingle contractor to conduct the environmentd review, desgn, and
project construction portions of atransportation project. The state needs HR 2864, the RAPID Act,
alowing a sngle consultant to do environmental work as well as design and congruction work a single
contract. Currently, the federa government ill favors using a consecutive gpproach to project
development, requiring separate environmenta review, design, and congtruction contracts. This process
adds unnecessary delay, leading to extra costs and reduced efficiencies. Texas needs authority under
federa law to follow state procurement practices for concurrent desigr/build contracts.

Unlimited federal-aid highway tolling authority language included in the RAPID Act. More and
more high-growth cities and states have turned to tollsin recent years. But the many federa redtrictionson
how and wheretollscan beused severdy limit their options. The RAPID Act allowsgtatesto congtruct and
impose atoll on ahighway, bridge, or tunnel on the Interstate System, and to recongtruct a previoudy toll-
Interstate highway and convert it to atoll facility. Also dlows Satesto use toll revenues from afederaly
funded project to be used on aproject that is not eigible for federa funds. It currently requires an act of
Congressfor aspecific route ssgment to gpply tollsto any portion of theInterstate. Although theHouseBill
addressed the subject of expanded use of tolls, the Kennedy Amendments severely gtifled their use. The
Kennedy Amendments dedicate al tolls to the road on which they were paid, forbid the use of cash tolls
and toll booths, and abolish the toll once the costs of building the road were paid (leaving no money for
maintenance). New Developments. Congressisedging toward adecison to give states broad authority
to levy tolls as away to bresk the gridlock over the funding leves.

Language inserted to modify the calculation of federal toll credits. States are rewarded by the
federa government when toll roads are built with theawarding of toll credits. These creditscan beusad to
draw down federd trangt dollars, reducing the non-federd share of afederdly-funded project, thereby
granting the state gregter flexibility initsfinancing optionsfor needed infrastructure improvements and trangit
projects. Currently, a state cannot receive toll credits if any federa money is used in aproject. Texas
would like the federd government to adlow & least a partid benefit when federd money is part of atoll
project.

Encourage private participation in surfacetransportation infrastructur e pr oj ectsby expandingthe
types of projects digible for exempt facility bonds to include highway facilities and freight
transfer facilities. Currently, private activity bonds are used to finance projects that are run by a nor+
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governmentd entity, but are for public good such asairport terminas, public housing and arports. Texas
desires to expand the types of projects digible for exempt facility bonds to include highway facilities and
freight trandfer facilities. This dlows private entities to operate maor infrastructure projects while
maintaining the tax- exempt status of the bondsissued to finance the projects. ThislegidationiscuretlyHR
3857 by Johnson, the Private Bonds for Modern Roads Act.

Bringthebordersand corridorsprogram back toitsoriginal purpose, separ ateinto two programs,
and give priority consideration to corridorsin which traffic hasincreased since
the date of enactment of NAFTA implementation.

Allow for federal reimbursement of options that are exercised when acquiring land for a final
alignment. Allows states to use federal funds to pay an option to purchase property that the state
ultimately incorporates into an digible surface trangportation project.

Dueto the current palitica climate, it islikely that anew transportation bill will be delayed for another year,
until after the presidentia eections. Therearevery few daysleft for Congressto work thisyear. Currently,
conferees cannot agree on a budgetary number, and have not begun to tackle contentiousissues within the
legidation.

Both the House and Senate approved a two-month extension of current law the week of July 19. The
measure continues the authorization of trangt and safety funds until September 30. Thislatest extensondso
continues highway funding until September 24.

Unlike past extensons, this extension changed current law by not alowing for the continuation of contract
authority to alow the twelve donor states to retain their 90.5% minimum rate of return in highway aid. It
aso sat aside $1.8 hillion for unspecified, unauthorized House projects. The House committeess origina
verson of the extenson would have added $400+ million in contract authority for the purpose of ensuring
that every state ends up with 90.5% rate of return for FY 2004, which iswhat TEA 21, the current law,
requires. However, budget hawks and Senators from recipient states objected and the provision was
stripped from the extension. Budgetersclaimed the additiona contract authority took thetransportation bill
over its budget limit, and recipient Sate€'s Senators didn't want to see donor states getting any additiona
money in the extensgon. The twelve donor states who deserved the additional contract authority may end
FY 2004 with lessthan a90.5% ROR of the programs covered by the TEA 21 Minimum Guarantee, abad
precedent for Texas and other donor states.®

Texas currently stands to lose $115 million in highway funding thet it should get if the TEA 21 Minimum
Guarantee provisons are gpplied using the latest motor fuels tax contributionsto the federd Highway Trust
Fund. So far, this year, the various extensons of TEA 21 have used FY 2003 factors. If the latest
contribution rates are factored in, Texas would have an 87.5% rate of return in FY 2004 highway fund. If
Congress choosesto hold the other states harmless for this adjustment (meaning they won't lose any funds
they've aready received in FY 2004 due to using older FY 2003 data), then they will have to add new
funding to make this adjustment for Texas and 16 other donor statesfor FY 2004. It wasthe addition of
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these new funds that caught the attention of the budget hawks and the recipient states, and they raised an
objection to the "fix." While Texas sandsto lose $115 million, the next highest Sate's adjusment isonly
$46 million, so Texas loss is significantly more then other states®

The Texas Department of Trangportetion isactively involved in the processin Washington, and isworking
to communicate inequities in the system to those with a stake in the future of trangportation funding.
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