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December 21, 2007

The Honorable Kirk Watson
Texas Senate

P.O. Box 12068

Austin, Texas 78711

Dear Senator Watson:

| appreciate your efforts as the chairman of the Capital Area Metropolitan Planning
Organization (CAMPO) to improve mobility in Central Texas. You showed tremendous
leadership in securing approval of the Transportation Improvement Program (TIP).
However, as you note in your letter, the state’s cash flow projections are such that we
cannot follow through with implementation of the TIP in the timeframe you and we
prefer. Please allow me to elaborate.

During the past year you and other Metropolitan Planning Organization (MPO) leaders
in the state have developed plans based on our forecast of available funds as of
January 2007. Since then new laws have been passed at the federal and state level,
new forecasts have been issued on the future of the Federal Highway Trust Fund,
construction inflation has accelerated and our population has increased beyond
previous forecasts which in turn has caused our existing highway system to deteriorate
at an ever increasing rate. WWe now know our forecast of cash flow for the next ten years
is inaccurate by more than $3 billion.

First, let me emphasize that we recognize this occurrence is ill-timed, given the
acrimony involved in approving your TIP in October. The Texas Transportation
Commission’s first public discussion of this matter occurred in May of this year, and they
have discussed this matter at each commission meeting for the past eight months.
Perhaps we have not been as blunt as we should have been as we began to come to
grips with this crisis. For this failure, | accept full responsibility.

In responding to your questions, a simple question and answer format does not convey
the whole story. The bottom line is that state transportation planners and MPOs across
the state have planned to contract for more projects than the current cash flow
projection indicates is feasible. In order to answer your questions as clearly as
possible, allow me to take a step back and look at how transportation projects are
developed from the time they are conceived to the moment in which the last contractor
is paid. My response might seem remedial to you, but as outside parties and the press
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are in possession of your letter, | feel it is important that my response be as thorough as
possible.

Once a need for a transportation project is identified, the department works with
the MPOs to “program” the project. We use the term “program” to describe the process
by which MPOs and local TxDOT offices evaluate and approve the project along with
other regional priorities and decide if the project should be advanced to the next step.
The Texas Transportation Commission has delegated to the MPOs the responsibility to
select projects based on an assessment at that time of how much funding will be
available over the next several years when the selected projects will be completed and
all bills related to the projects will be paid to the various contractors. While an MPO
might program a billion dollar project in 2004, it might not go to construction until 2008
and it might not be completed until the end of 2012. As we have seen during the past
year a lot can change after the project is programmed but before work starts. This
uncertainty is not new to transportation planners.

In 2004, based on the best data available at the time, we informed CAMPO $720 million
would be available from TxDOT between 2005-2015 for new construction. And in fact
projects approved by CAMPO have been started resulting in an expenditure or
obligation to expend some $191 million of those funds as of October 2008. The
$720 million forecast represents 9.26 percent of the total funds forecasted to be
available for new construction in the all metropolitan areas of the state. The CAMPO
share was agreed to during a series of consensus building meetings we hosted in
2002 and 2003.

Based upon our most recent evaluation of available cash flow our preliminary forecast
for CAMPO would allow for approximately $443 million for new construction, less the
$191 million expended or obligated to be expended to date. CAMPO is not alone—
every corner of the state and every employee of TxDOT have been impacted by our
revised estimate of available cash.

At the beginning of this year the commission had in place a plan to meet our -
transportation needs. We intended to use a combination of pay-as-you-go financing,
toll roads, bond funds, and private investment to ensure that resources would be
allocated in the most efficient manner. Had circumstances which | will discuss below
not occurred, our plan would be intact and CAMPO along with everyone else in the
state would be moving forward with transportation projects. Since the beginning of the
year several developments have occurred that have caused us to revise our plan to
expand highway capacity.



The Honorable Kirk Watson -3- December 21, 2007

Rescissions: Over the last two years, Congress has rescinded $666 million in
future reimbursement of federal motor fuel taxes to support transportation projects in
Texas. The current federal transportation appropriations bill includes another
$270 million cut for 2008. And the transportation authorization bill enacted in 2005
includes yet another $700 million rescission in 2009 for our state.

Appropriations: Another development, about which you have written eloquently, is the
amount of money the department was appropriated. TxDOT's appropriation for
2008-2009 was slightly increased from the previous biennium but this increase is simply
the appropriation of bond proceeds that are committed to pay for ongoing and approved
construction projects. Because these bond proceeds are fully committed to active
projects the slight increase in appropriation does not equate to an increase in future
projects. In other words, the slight increase in appropriation does not constitute a
source of new revenue that will help us address the mobility crises facing the state.

All done, after the legislature finished its work this year, $1.57 billion of transportation
tax revenue will be spent on non-transportation projects. This is a 15 percent increase
over the previous biennium before we consider the impact of Rider 19.80 which
conditionally appropriated $300 million, about which | will comment below.

Inflation: Perhaps the most significant factor we face is the declining purchasing power
of the State Highway Fund. The loss of purchasing power at the same time revenues
decline in proportion to need represents a situation almost impossible to accurately
project. Simply put, inflation alone is pushing projects further down the pipeline than
what was originally planned as recently as the beginning of the year. According to a
September 2007 report of the Federal Highway Administration: “highway construction
and maintenance costs nationwide grew approximately three times faster from
2003 through 2006 than their fastest rate during any 3-year period between
1990 and 2003, substantially reducing the purchasing power of highway funds. These
increases are largely the result of escalation in the costs of commodities used in
highway projects, such as steel and asphalt, and reflect structural, not transitory,
economic changes. Consequently, we expect these commodity costs to remain
elevated, and possibly continue expanding, in the near term.” In Texas, inflation has
increased 62 percent over the last five years.

Highway Trust Fund: In addition to rescissions, in the past three months we have
learned the Federal Highway Trust Fund is expected to become insolvent in 2009 by
$4 billion. As you can imagine, it is extremely difficult to project how much federal
funding of any amount will be available after 2008.
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Maintenance: As our population continues to increase faster than anyone believes
possible so too does the wear and tear on our existing infrastructure increase faster
than we would have imagined only a year ago. Add the impacts of hurricanes, wildfires,
freezes, and droughts and it is not hard to understand we have to increase planned
maintenance expenditures in 2010 and beyond.

Private Investment. | know this is controversial but the earnest truth is every toll road
requires- an equity investment along with revenue from toll bonds. In your area,
50 percent of the cost of the Central Texas Toll Project was financed from local, state
and federal tax revenue. Knowing that the state simply does not have the free cash
flow necessary to duplicate the CTTP Model around the state, we sought to supplement
our tax revenue projects with private investment. We believed (and still do) that if the
private sector was willing to risk equity to finance a project, that if the public would own
a road that might not have otherwise been built, and that if only those who chose to use
the road would pay for it, all Texans would benefit from such an arrangement. The
passage of SB 792 and the subsequent actions of local and regional toll authorities
have effectively imposed a moratorium on such arrangements.

Because of these circumstances, we have taken following actions to ensure we
. preserve the existing highway system and have sufficient cash flow to pay our bills.

Operating Costs and FTEs: Each TxDOT district and division has been instructed to
reduce operating costs by 10 percent. We will impose a hiring freeze to which only the
executive director can allow an exception. In fact, we will also look for opportunities to
consolidate functions, both in our District Offices and Austin Divisions, in order to
generate greater efficiencies and effect cost savings. As bonding authority and
comprehensive development agreements allowed our program to expand over the last
few years, we must now scale back as our resources diminish.

Construction Projects: After January and continuing for the remainder of the fiscal year
2008, we will not let any new added capacity projects to construction. We expected to
let $4.2 billion in 2008. We have scaled that back to $3.1 billion. See attachment:
“Projects to be Delayed from FY 08 Letting.” '

Engineering Consultants: It makes little sense to continue designing projects at
current levels if we know we will not be able to fund construction of the projects
consultants are designing. We have a goal to reduce our expenditures on outside
engineering consultants in 2008 from $439 million to $250 million. The Austin District's
budget went from $45.3 million to $19.6 million. The original and revised allocation
levels are shown in the attachment: “Professional Services.”
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Right of Way. Similar to engineering consultants, we do not need to acquire
right of way if there is nothing to build on the property. We have a goal to reduce our
right of way acquisition budget in 2008 from $500 million to $275 million. The
Austin District's budget went from $27.3 million to $18.2 million. The original and
revised allocation to all districts is shown in the attachment: “Revised FY-2008 Strategy
102 Budget Allocations.”

As you can see, the Central Texas region is not singled out for project reductions.
However, some regions will fare better than others. For instance, SB 792 included
a provision to allow the North Texas Tollway Authority the opportunity to leverage
its revenue in order to match the offer made by a private company to finance
construction of toll lanes on SH 121 in North Texas under a comprehensive
development agreement. As a result, the region recently received a payment of
$3.2 billion to spend on mobility projects. Obviously this will offset short term reductions
in construction projects in that area of the state.

Finally | would like to touch on the contingent appropriation Rider 19.80 providing
$300 million in general revenue to the department. | am extremely grateful to
Lieutenant Governor Dewhurst for his advocacy of this appropriation. Behind the
leadership of Chairman Ogden and Chairman Carona along with your support and the
support of many of your colleagues the appropriation was a remarkable step in the right
direction. Chairman Carona has asked us to put together a plan to use the $300 million
to address the difficulties facing CAMPO and other MPOs which are doing everything
they can to adopt regional plans under difficult circumstances.

Again, we recognize the struggles you faced in approving the TIP and we are well
aware that the decisions we face will not make things any easier. But whether you
engaged the citizens of Central Texas in October or at some other date when we had a
better understanding of our financial situation, the tough decisions you made were
absolutely necessary. And by supplementing state dollars with toll bonds, you are
providing the Central Texas region with more certainty in the project-funding process.

Your actions will have a lasting impact on the quality of life, the safety, and the
economic prosperity of the citizens you serve. We look forward to continuing to work
with you on this matter. If you would like additional information, | would be pleased to
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meet with you to discuss this further. You may contact me at (512) 305-9501, or should
your staff have any questions, they may contact Patrick Marotta at (512) 305-8983.

Sincerely,

Amadeo Saenz, Jr., %

Executive Director

Attachments
cc:  Texas Transportation Commission
Members, Capital Area Metropolitan Planning Organization
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Professional Services (Strategy 111)
Revised Allocations for FY 2008

FY 08
FY 08 Adjusted Allocations
Dist/Div Initial Allocations | as of November 2007
Abilene $ 2,320,454 | § 1,005,453
Amarillo $ 4195532 | 1,817,924
Atlanta $ 9,760,000 | § 4,229,008
Austin $ 45,282,863 | $ -19,621,065
Beaumont 3 6,478,650 | $ 2,807,199
Brownwood $ 1,100,000 1 $ 476,630
Bryan 3 3,500,000 | § 1,516,550
Childress $ 1,828,392 | § 792,242
Corpus 3 12,745,000 | $ 5,622,409
Dallas 5 56,405,000 | § 24 440,287
El Paso 3 22,561,254 | $ 9,775,791
Fort Worth 3 20,186,376 | $ 8,746,757
Houston $ 60,141,491 | $ 26,059,308
Laredo 1% 11,857,353 | § 5,181,121
Lubbock $ 4,392,723 | § 1,803,367
Lufkin $ 9,125,000 | $ 3,853,863
Odessa $ 3,498,500 1| % 1,515,900
Paris $ 4,000,000 | $ 1,733,200
Pharr 3 19,928,105 | § 8,634,848
San Angelo $ 750,000 | $ 324,975
San Antonio $ 24999074 | $ 10,832,099
Tyler 3 9,963,000 | $ "~ 4,316,968
Waco $ 12,063,000 | $ 5,226,941
Wichita Falls | $ 6,262,173 | § 2,713,400
Yoakum $ 2,191,068 | $ 949,390
Sub Total $ 355,635,107 | $ 154,096,695
BRG $ 14,929,231 | $ 14,929,231
CST 3 8,901,076 | $ 3,856,836
DES 3 5,746,148 | § 2,489,806
ENV 3 24,256,079 | $ 10,510,159
MNT % 1,300,000 | $ 563,290
TTA $ 80,745,086 | $ 46,320,846
TRF 3 583483 | $ 252,823
“(TPP - 3 6,253,790 | $ 5,290,417
Sub Total - 3 142,714,803 | § 84,213,408
Total $ 498,350,000 | $ 238,310,103

November 2007



L0/8/4 ) MOY :Aq pasedald
uonesolly zol ABsjeng [ejo) ur uononpal 000'sLy 6z
Uoleso|ly 01 ABalens UosIAlg Ul Uoonpal SV 66 LLLS
uolieoolly 20| ABajens o1s|g Ul uoyonpal §95'G28° 2814 s)jnsay
069'/62'2 v
e S T

$ha¥ 201 Abe1RS [ElOL
S SHOISIAIQ
&

L

/ 2GiE80"
¢ SOSISUS RS

n,N 24 000082

£65°82T
EGY'LEY
LLQLS!

l

069'E6B’;
099'8/9's
: S0P
62'6
|
065'812'8
Zlelye'El
Ehp'¥ES'L
59666108
665°'L9¥'c
HZgi

0£2'289'L¢2
57856

z8L'555'

%9129
%/961°2
%6180
%S

98v'E

%,6269

000'00
4

10
S uo uoieoo|y 106 euif

posde 800z-Ad O %61 UNM £00Z ‘8 “AON JO SY
suonedo|ly 186png zo1 ABejens g00z-A4 pasiney



