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S. 1501, THE PASSENGER RAIL
INVESTMENT REFORM ACT

THURSDAY, OCTOBER 2, 2003

U.S. SENATE,
COMMITTEE ON COMMERCE, SCIENCE, AND TRANSPORTATION,
Washington, DC.

The Committee met, pursuant to notice, at 2:30 p.m. in room
SR—253, Russell Senate Office Building, Hon. John McCain, Chair-
man of the Committee, presiding.

OPENING STATEMENT OF HON. JOHN McCAIN,
U.S. SENATOR FROM ARIZONA

The CHAIRMAN. Good afternoon. The Committee meets today to
hear testimony on the Administration’s plan for restructuring
intercity passenger rail service in the United States. Key elements
of the plan were announced in June 2002 when Amtrak was threat-
ening its entire system unless Congress provided yet another bail-
out. But it was only this past July that legislation was sent to Cap-
itol Hill. At the Administration’s request, I introduced the Pas-
senger Rail Investment Reform Act, S. 1501.

The Administration’s plan embodies what I believe are the con-
cepts critical for reform, a network of trains that makes economic
sense, fair and open competition for Amtrak, and cost-sharing with
the States. Equally important, the proposal would transform Fed-
eral support from sponsorship of an intercity passenger company,
that for all practical purposes is owned by the Federal Government,
to providing capital support for an intercity rail program along the
lines of the New Starts transit program. Amtrak could become one
of a number of companies providing service under contract through
a competitive bidding process.

While my colleagues and I may not agree on exactly how Amtrak
and intercity passenger rail service should be restructured, I think
we all agree that what exists today is far from ideal. Amtrak loses
over $1 billion annually, yet serves less than 1 percent of intercity
travelers. It operates routes that lose hundreds of dollars per pas-
senger that would not survive if service was based on market de-
mand rather than parochial political interests. For example, the
Sunset Limited, a train that operates through Arizona on its long
odyssey from Los Angeles to Orlando, loses over $400 per pas-
senger and it carries less than 300 passengers per day. At the same
time, four times as many people fly between Los Angeles and Tuc-
son as ride between all points served by the Sunset Limited.

While we continue to subsidize long-distance trains at hundreds
of dollars per passenger, there is no train service in many short-
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distance corridors where rail might actually attract enough cus-
tomers to break even at least on operating costs. Time and again,
reports have shown that the future of intercity service is in short-
distance corridors that can compete with other modes of transpor-
tation, and corridors are where states are proposing to invest their
own money.

The Administration’s plan is far from perfect. There are obvious
omissions in it, notably how much restructuring will cost. In some
aspects the plan may not be entirely workable. Nevertheless, the
plan is commendable for addressing head-on the difficult issues of
restructuring, including the existing Amtrak route network, access
to the rights of way of the freight railroads, and how new rail serv-
ice could be developed.

I'm also encouraged by the recent announcement of the Adminis-
tration’s intent to nominate Lou Thompson, the U.S. expert on
international rail reform, Bob Crandall, former CEO of American
Airlines, well known to the Senator from South Dakota and to me,
Floyd Hall, former CEO of K-Mart, to serve on the Amtrak Board
of Directors. We need a board that will exercise its fiduciary re-
sponsibilities, initiate some real change, and provide Congress
some constructive legislative recommendations. I'll certainly sched-
ule a hearing on the nominees as soon as possible once we receive
their paperwork.

Last June, during the Committee’s mark-up of our safety title for
the TEA-21 reauthorization, the Committee inserted a placeholder
for Amtrak of $2 billion for each of the next 6 years. The
placeholder provision would authorize a level of funding well above
the average $1.6 billion in annual funding requested by Amtrak in
its latest 5-year plan and would require no reform or restructuring.
I think we can do better.

This Committee has an obligation to come to terms with Am-
trak’s problems and why our passenger rail program is largely a
failure. Simply throwing billions more at Amtrak, whether through
appropriations, bonds, or some other scheme will not solve the fun-
damental problems, and if we're serious that the status quo is un-
acceptable, the longer we postpone making the tough choices that
need to be made, the harder it’s going to be and the more limited
our options become.

I remain committed to reform. I hope the Administration’s plan
can serve as a basis for developing a consensus proposal on Am-
trak. Unless we can make progress on legislation in a bipartisan
manner, I fear that Amtrak will remain the albatross blocking the
development of a program that actually helps meet the needs of the
traveling public. I know that the Senator from South Carolina has
had a long and deep involvement in the Amtrak issue, as has our
friend from New Jersey who arrives here today. I thank them. Sen-
ator Hollings.

STATEMENT OF HON. ERNEST F. HOLLINGS,
U.S. SENATOR FROM SOUTH CAROLINA

Senator HOLLINGS. Thank you very much, Mr. Chairman. Your
test, of course, of whether or not you have sufficient passengers to
warrant whether you're making sufficient money to sustain, those
are good business tests. But there are certain entities in public do-
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main that are exceptions from that test, obviously defense, we don’t
look upon defense as a money-making situation, it’s a service nec-
essary to a free government. Similarly with Medicare, similarly
with Social Security, and I say similarly with respect to a national
passenger rail service.

I happen to have been the attorney for the local city passenger
bus service. We constantly looked for how in the Lord’s world to
save money or to make it operate in the black. It never did, that
was 50 years ago. As of this minute it’s still not operating in the
black, yet theyre very capable people operating it, the pay scale is
appropriate, and all these other things, the routes and so forth cut
back and everything else and it’s still in trouble. And last week
when I met with the distinguished Administrator, David Gunn, and
I think the Government is lucky to have him, he just outlined an
emergency situation. He described the track. He brought a piece of
the track with him, and I hope he’ll bring it today or something of
that kind because you see how the track is just worn into half a
track, I can tell you that now.

He says he’s money in his own schedule to take that worn track
and have it replaced and that’s what he’s doing. He’s not risking
safety at the minute, but he will not be able under the present
budget to continue doing the necessary repairs to that track on the
one hand. Otherwise, he had a piece of cable, telling me that in
1935 going through the tunnel, Senator Lautenberg, into New
York, they put this cable, it was very sophisticated cable, very ex-
pensive, and there was three cables there to sustain the Amtrak
operation. One of them is gone completely, another one went out,
and they’ve got it repaired. From his particular experience up in
Canada, these repairs never last and that one cable that’s still got
it going, it might meet the demands of the distinguished Senator
from Arizona. Once that goes, Amtrak closes down.

I think we are in a critical, critical situation, an emergency situa-
tion. This committee ought to know it because Mr. Gunn has pro-
posed that, outlined exactly what he outlined to me and to the Am-
trak board, and as a result of having outlined that, Senator from
Texas, there has been no appropriations sent up here to take care
of the situation and to really establish a passenger rail service.

Now we are establishing one. We’re about to vote. In fact, the
final vote will be Tuesday, 2 weeks from now on a passenger rail
service for Iraq, but we don’t have a proposal from the Administra-
tion for a passenger rail service for the United States of America.
This Committee ought to come clean and ought to vote close it
down or close it up.

Of course, I favor a national system that’s going to cost—I think
the concerns of our distinguished Chairman are very well based in
other words, there’s no use to run a rail service just to call it na-
tional to where it’s not picking up any passengers at all. There are
going to have to be some cutbacks, but then theyre going to have
to be, if you're going to continue to go from north to south and east
to west, they’re going to have to be some inordinate expenses there
and they’ve got to be taken care of.

So I appreciate the hearing but I don’t think we can continue
with hearings or appointing new boards or whatever else. We this
year, before we adjourn, we ought to call a spade a spade and ei-
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ther vote to have a passenger rail service appropriating the money
or say that we’re not going to do it. If there’s some way to pose this
particular amendment to bring it to a head so we’ll know where
we're headed I would try to propose it. We’'ll look at it and see.
Thank you very much.

The CHAIRMAN. Thank you, sir. Senator Hutchison.

STATEMENT OF HON. KAY BAILEY HUTCHISON,
U.S. SENATOR FROM TEXAS

Senator HUTCHISON. Chairman McCain and I have battled over
Amtrak for years, but we agree on one thing: Amtrak is in bad
shape. We can choose to throw in the towel, we can dissolve Am-
trak, or we can work to make rail a viable transportation option.
I fear that the proposal before us today would be the elimination
of Amtrak. Why not cutoff funding for our highways and our avia-
tion system?

Rail opponents point to low Amtrak ridership numbers to justify
shutting it down, but as Mr. Gunn has learned from actually going
on the Sunset Limited, if you have bad service you really can’t test
the ridership. If we are going to have a reliable rail option, I think
we are going to have to fund it and we’re going to have to support
it and we’re going to have to treat it like the other modes of trans-
portation in our system.

The Texas Transportation Institute recently released its 2003
Urban Mobility Study, which surveys surface transportation condi-
tions across the Nation. The study depicts a bad situation getting
worse. In 2001, traffic congestion cost the Nation $69 billion, $4.5
billion more than in 2000. This figure includes 5.7 billions gallons
of lost fuel and 3.5 billion hours of lost productivity resulting from
congestion.

The study also found that the extra time needed for rush hour
travel has tripled since 1982. This situation is one of the greatest
domestic transportation challenges facing America today. We
should strictly act to reauthorize TEA-21 with adequate funding
for Federal highway and mass transit programs. We need to com-
plete the conference on the overdue FAA reauthorization bill and
we need to make rail a viable transportation alternative.

Senators Lott, Burns, Snowe, and myself have introduced legisla-
tion that would create a true national passenger rail system. Our
bill, the American Rail Equity Act, AREA, would create a national
passenger rail office at the Department of Transportation respon-
sible for coordinating with states and the railroads to ensure the
national system makes improvements necessary to efficiently oper-
ate an intercity passenger rail system. It provides increased capital
and operating funds so routes on the national system can finally
have a chance to succeed. In return, Amtrak must operate on time
or risk losing its routes to private operators.

I suppose the bill before us is better than no bill at all, but not
by much. It provides no funding for operating intercity passenger
rail, insufficient funding levels for capital needs, and it tasks the
states to fund an engineer of the network. Train tracks, like high-
ways, do not stop at State borders. If President Eisenhower had
adopted this approach, we would not have the interstate highway
system.
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Amtrak itself has much to answer for. I was extremely dis-
appointed in Amtrak’s proposed $9.1 billion capital plan, which al-
locates more than $8 billion to the Northeast corridor, leaving
crumbs for the national system. This inequity can not continue.
Area sponsors have adopted a motto, national or nothing. The Ad-
ministration bill, I'm afraid, is not much. If we fail to enact real
change in this reauthorization bill, I think we’re going to run out
of opportunities to achieve intermodal transportation systems. I
will not support a proposal that does not put the national system
on a par with the Northeast corridor. We face a new beginning or
the beginning of the end.

I hope that we can support a bill that will actually fund Amtrak,
will give us the capital needs to make it a good system, and commit
to it like we do highways and rail. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Lautenberg.

STATEMENT OF HON. FRANK R. LAUTENBERG,
U.S. SENATOR FROM NEW JERSEY

Senator LAUTENBERG. Thanks, Mr. Chairman. I'm going to re-
peat something I heard just now. Senator McCain and I have occa-
sionally disagreed on this matters, so that’s two against one. We
haven’t done well so far, but thanks, Mr. Chairman, for holding the
hearing. It’s the second time this year this Committee has held a
hearing on the topic of passenger rail service, and here we are with
another idea before us about what to do with Amtrak, this one
from the Bush Administration, and frankly I think it’s a non-start-
er.

In my previous stint in the Senate, I was the Chairman and then
Ranking Member of the Appropriations Subcommittee on Transpor-
tation and I learned one thing: Transportation takes money and
anybody who tells you otherwise isn’t being candid. David Gunn
was hired last year to stabilize Amtrak and he has done, as Sen-
ator Hollings said, a very impressive job and my hat’s off to him.
The job’s gotten harder since he has had the task. He has told us
in forthright terms what resources he needs to provide safe and ef-
ficient rail service to our country. He’s told us what we will get for
the funding we provide.

My read of the Administration’s Amtrak proposal is that it’s long
on ideology and short on practical solution. Let the states pay for
rail services is what the Bush Administration’s proposal is. It’s just
not realistic. The states are facing their biggest budget crunches
since the Great Depression, and I'll take the liberty, Mr. Chairman,
of reading something that I'd like put in the record. It’s a letter
dated September 1996 and it says in one paragraph on the second
page, “First, many of us believe that Amtrak finances and oper-
ations are a matter for the Federal Government. The Federal Gov-
ernment created Amtrak.” It’'s signed by George W. Bush, then
Governor of the State of Texas. So I don’t know what kind of a
change in view.

The CHAIRMAN. That will be made part of the record without ob-
jection.

[The information referred to follows:]
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STATE OF TEXAS—OFFICE OF THE GOVERNOR
September 20, 1996

Thomas M. Downs,

Chairman, President and Chief Executive Officer,
National Railroad Passenger Corporation,
Washington, DC.

Dear Mr. Downs:

Since our conversation, it appears that there is a discussion in a number of states
about subsidizing Amtrak’s operations. This letter is a report on some of the senti-
ments of leaders in the State of Texas.

Before I talk about funding options, I do want to reiterate how disappointed we
are with the Texas Eagle decision. I am particularly concerned about the inadequate
notice given to communities along the Eagle route. Amtrak has encouraged local of-
ficials to invest funds in depot facilities and to help market rail services. As I am
sure you can understand, this abrupt decision created a lot of consternation and
worry among the impacted communities. Secondly, it is hard for us to understand
the Texas Eagle decision since few Amtrak routes were eliminated, although many
lines are losing money just like the Texas Eagle.

Recently, congressional action allows Texas to spend our Congestion, Mitigation
and Air Quality (CMAQ) program funds as a short-term subsidy for the Texas
Eagle. After discussions locally elected officials, it appears that the CMAQ option
is not feasible. First, CMAQ funds are generally limited to projects within our
state’s four air quality non-attainment zones. Only one of these zones, Dallas/Fort
Worth, is served by the Texas Eagle. Secondly, the Dallas/Fort Worth area Metro-
politan Planning Organization has fully allocated all of its expected CMAQ appro-
priations to specific projects for the next five years. Finally, it is unlikely that the
portion of the Texas Eagle which operates in the Dallas/Fort Worth area will have
any significant impact on air quality in the region: a fact which would make a rail
subsidy a poor candidate for CMAQ funding. In short, many of the local leaders are
convinced that diverting CMAQ funds from ongoing air quality projects would hurt
efforts to meet air emissions reduction goals.

I have discussed the idea of long-term state funding subsidies with key members
of the legislature. I am not optimistic about long-term funding for several reasons.

First, many of us believe that Amtrak finances and operations are a matter for
the Federal Government. The Federal Government created Amtrak. If your long-
term plan is entice states to be Amtrak’s main funding source, as opposed to Wash-
ington, you should clearly state this goal and debate it. We understand that there
are efforts to dedicate some of the ??? cents of the gas tax to meet Amtrak’s capital
need. If this is the case, it seems wise to wait and see whether or not this course
of action is approved. It if is approved, the concept of state subsidies should be moot.

Secondly, state leaders, including me, worry about subsidizing a poorly run oper-
ation over which we will have no control. Germane questions such as routes, fre-
quency of traffic, capital improvements, and marketing plans, concern us. With no
florlltrol, it seems that any state’s subsidy would be like pouring money in a black

ole.

Finally, Texas is being asked to subsidize interstate long-haul services. This does
not seem fair since other states’ subsidies fund intrastate and short-haul routes. In
short, other states are buying more frequency and more runs, not just paying for
survival. Texas leaders do not want to be treated differently.

I appreciate your attention to this matter, and I hope this update helps in your
future planning.

Sincerely,
GEORGE W. BUSH,
Governor.

Senator LAUTENBERG. Thank you very much. The Bush Adminis-
tration officials argue that rail infrastructure shouldn’t be funded
at the same Federal/State share as highways and airports and the
Government has no business providing essential transportation
services. Well, that’s ideology talking and ideology doesn’t build or
maintain our Nation’s transportation infrastructure. It takes con-
crete and steel and human labor and engineering, yes, it takes
money, Federal money. It took Federal money not just gasoline
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taxes to build the Dwight D. Eisenhower interstate highway sys-
tem. It took Federal money to build our national aviation system.

Yesterday we celebrated the 75th anniversary of Newark Liberty
International Airport, one of the most utilized airports in our Na-
tion’s history. Ideology didn’t build it, money did. With regards to
witnesses who are here today on behalf of the Bush Administra-
tion, I have to ask them where some of their ideas come from. It
seems to me they’re bankrupt ideas to bankrupt a railroad. After
9/11 I thought it would be quite evident, self-evident, how impor-
tant Amtrak is as part of our national intermodal transportation
system, but I guess it didn’t.

According to the Texas Transportation Institute at Texas A&M
University, the average rush-hour driver wasted 26 hours stuck in
traffic in 2001, and that’s nearly a 20 percent increase in just 5
years. People in Los Angeles spent 90 hours a year stuck in traffic.
In Phoenix, in the Chairman’s home State, commuters spent 61
hours on average stuck in traffic each year. The annual cost of all
of this is estimated to be $70 billion, according to the Institute. In-
stead of solutions to these problems we get an ideology.

So if I sound angry, I am, that the Bush Administration wants
to abdicate its responsibility with regard to passenger rail in this
country. And I remind everybody that on 9/11, that fateful day
when America’s vulnerability was evidenced, the only thing that
moved in the busiest region of our country was Amtrak. Aviation
stopped dead, 5,000 airplanes directed to land because we were
afraid that their being in the sky was a danger to the passengers.
The country needs Amtrak and Amtrak needs Federal assistance.
It’s that simple and I thank you, Mr. Chairman.

The CHAIRMAN. Senator Burns.

STATEMENT OF HON. CONRAD BURNS,
U.S. SENATOR FROM MONTANA

Senator BURNS. Thank you, Mr. Chairman, and thank you for
this hearing. I will offer my statement for the record and I'll just
paraphrase. I want to hear from the testimony today.

We took a look at the recommendation or the idea that states
should participate more financially in the support of Amtrak in the
local states, and I just want to pass this along to you. In Montana,
we requested a report, analysis of the economic benefits of Am-
trak’s Empire Builder into Montana. I'm not going to go through
all the findings but we found out some very interesting things. The
Empire Builder is an essential transportation service, which is by
and large, in most communities served, the communities had had
no alternative means of transportation.

Direct spending by Amtrak using non-resident travelers in Mon-
tana by Amtrak is estimated between $5.3 and $5.7 million annu-
ally. Now that might not be a hill of beans to some States, but it
is to my State of Montana up on the High Line. And it plays a very
important part to the everyday lives of Montanans who live in iso-
lated areas and that is the High Line of my State.

I concur with the ranking member of this committee that if we
want a national railroad system it should be a national system. We
can’t draw it back into areas where the so-called heavily traveled
or demand for commuter routes, because we know one thing: High-
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way 395 North at 6 in the morning until 9 is the world’s largest
parking lot and it’s getting worse. And for us to be discriminated
against because we’re in rural areas and have no public transpor-
tation, our relief is just as great. So a national system in the bill
that was identified by my friend from Texas, and I'm a co-sponsor
on that bill, we think is the right approach.

And so we’ve got to wrestle with this and I think the Committee
is going to have to take on the responsibility of coming down on
one side or the other. So Mr. Chairman, thank you for the hearing
and I'll submit my full statement.

[The prepared statement of Senator Burns follows:]

PREPARED STATEMENT OF HON. CONRAD BURNS, U.S. SENATOR FROM MONTANA

Thank you Mr. Chairman for calling this important hearing. As you know, myself
and several others on this Committee have an ongoing interest in the future of Am-
trak. Together with Senators Hutchison, Lott and Snowe, who all sit on this Com-
mittee, we introduced S. 1505, the American Rail Equity Act of 2003, in response
to the bill we are reviewing today. I applaud the Administration and you Mr. Chair-
man for your work in this area, but I do not agree with you on this issue.

Our bill, in summary, reauthorizes Amtrak for six years to coincide with TEA—
21 reauthorization. It establishes a National Passenger Rail System that consists of
Amtrak’s current routes. Additionally, S. 1505 authorizes approximately $60 billion
over that six year authorization period, with $12 billion for operating costs and $48
billion in bonding authority.

Now is not the time to pull the plug on a national passenger rail system. Our
authorization alternative gives Amtrak the funds to prove itself over a six-year term
and doesn’t shift the burden to states whom without our assistance could not afford
to maintain service. If changes need to be made at the end of that time period then
we should deal with them. Amtrak should be given a decent shot and not provided
another year of “just enough.”

In this Committee and in Congress as a whole, we sometimes forget the true
positives Amtrak provides to many rural areas of the Nation. I want to take a mo-
ment and discuss the results of a report prepared in July of this year that addresses
Amtrak’s importance and footprint in my state.

In July an outside company provided a requested report for the Montana’s De-
partments of Transportation, Commerce and Agriculture labeled “Analysis of the
Economic Benefits of The Amtrak Empire Builder to Montana.” While I don’t intend
to go through all the findings, there are some important excerpts I believe should
be considered by the Committee.

e The Empire Builder is an essential transportation service for which there is, by
and large in most communities served, no reasonable alternative.

e Direct spending by Amtrak-using nonresident travelers in Montana and by Am-
trak is estimated to be between $5.3 and $5.7 million annually. This may not
amount to a hill of beans in some states but $$5—6 million along the hi-line of
Montana makes a dent in the lives of those who live there.

e The Empire Builder as an institution is no small part of everyday life to many
Montanans who live in rural isolation along the hi-line and who depend upon
it to get to medical services, send children to college, and for travel out of the
state.

Retention of long-distance trains and specifically the Empire Builder is essential
to my state. Without it, there would be relatively no transportation alternative
when looking at the rural and isolated character of Montana and adjoining states.

This Congress needs to remember there is a lot of land and a lot of people who
need transportation alternatives who reside between the east and west coast of this
country. Until we address the reoccurring problems with Amtrak and make a good
faith long-term effort to establish a national passenger rail system this issue will
dog us for years to come.

I look forward to hearing from the witnesses on this matter and I look forward
to hearing from the panel on their thoughts for the future of Amtrak.

Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you very much. Our first panel is the
Honorable Alan Rutter, who is the Administrator of the Federal
Railroad Administration. Pardon me? But first we’ll hear from Sen-
ator Dorgan.

[Laughter.]

STATEMENT OF HON. BYRON L. DORGAN,
U.S. SENATOR FROM NORTH DAKOTA

Senator DORGAN. Mr. Chairman, thank you very much. I feel like
a consolation prize.

The CHAIRMAN. He usually blends into the woodwork.

Senator DORGAN. That’s true. Let me just say that I appreciate
Mr. Rutter and Mr. Mead being here. Mr. Mead, you’ve been very
helpful to our Committee on a good many issues, and to Mr. Gunn,
thank you for assuming this obligation that you’ve undertaken.

The Amtrak rail passenger issue is a serious issue, and regret-
tably, I don’t think the administration’s Passenger Rail Investment
Reform Act is a serious proposal. It’s a serious proposal if you just
decide you want the message to be shut down the rail service on
the long-haul routes and continue the rail service on the Eastern
Corridor. That would probably be self-sufficient, raise revenues so
that you can have rail passenger service on the East Corridor from
Boston to Florida.

The Administration is not quite saying it that way, but it would
probably more appropriate for them to just say, look, we don’t be-
lieve in long-haul routes. We think the Empire Builder ought to
shut down and we’ll just continue an Eastern Corridor piece of rail
passenger service. They don’t do quite that, they concoct a mecha-
nism by which they say the states should create compacts and do
various things.

Transportation, I think, is critical to this country’s economy.
Whether it’s on wheels or on rails or on water or in the air, this
economy moves forward with transportation and the transportation
for people and freight makes this economy run. I happen to think,
as Senator Burns has indicated, that rail passenger service is
something very important to this country, and not just the service
on the East Coast. Roughly 70- to 80,000 North Dakotans use Am-
trak service in a year. Montanans use it. It’s a significant adjunct
to our transportation needs and it’s just very important that we
continue it. The Empire Builder has been a great part of our trans-
portation network and we want to continue it.

So the question is today how do we seriously address this. We
will, I think, dismiss quickly the Administration’s proposals be-
cause I don’t view them as serious. Then the question is, how do
those of us from both political parties serving in Congress construct
something that is serious, that recognizes we want to continue rail
passenger service in this country’s future. We can do this and we
should do it, but we ought not delay much longer, because we
delay, it seems to me, at the risk of having this service shut down
and that’s the last thing I want to have happen.

Finally, Mr. Chairman, one statement. Will this require some
subsidy? Sure. Frankly, we subsidize every form of transportation
in this country. We always have and I don’t think we ought to shy
away from providing a reasonable subsidy to create a rail pas-
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senger system that works, one that is national in scope, and one
that I think strengthens this country’s economy.
The CHAIRMAN. Mr. Rutter, Mr. Mead, welcome.

STATEMENT OF HON. ALLAN RUTTER, ADMINISTRATOR,
FEDERAL RAILROAD ADMINISTRATION, U.S. DEPARTMENT
OF TRANSPORTATION

Mr. RUTTER. Thank you, Chairman McCain, Members of the
Committee. Thanks for the opportunity to discuss the administra-
tion’s proposal for intercity passenger rail reform, the Passenger
Rail Investment Reform Act, which Senator McCain has so gra-
ciously introduced at Secretary Mineta’s request.

In my 2 years in office I've often come to this Committee to talk
about passenger rail and have been chastised, rightly so, for not
having more to say. Today I'm proud to describe and defend a com-
prehensive proposal to reform the manner in which passenger rail
services are provided to our citizens. I've been reading capsule de-
scriptions of our proposal in the press, often included in recent sto-
ries about the perpetual battle on Amtrak appropriations.

Our proposal has been described in general terms as this: The
Bush Administration seeks to dismantle Amtrak, dumping pas-
senger rail service on the states and privatizing the remaining
routes. I'd have to identify with newspaper readers, who upon read-
ing that assertion would react with incredulity. Not only does that
not sound like a great plan, it doesn’t sound like our plan at all,
its intent, or its likely effects.

I hope my testimony has clarified some of the features of our leg-
islation, but let me now respond to the three ways in which that
caricature fails to describe our bill. First, I don’t think the word
dismantle should be used to describe our proposal to alter the orga-
nizational structure of the current passenger rail provider. Dis-
mantle is a verb with intent. It describes a process or stripping
down and does not always imply reassembly. We have no such mal-
ice here. Rather, we are merely proposing a different institutional
arrangement for passenger rail service in hopes of providing an in-
crease in the quality and quantity of such services. We can dis-
agree about the effects or the pace of that restructuring, but no one
should impugn our motives.

Second, I'll object to the word “dumping”. After Isabel blew
through our region recently, I frequently joined my fellow Prince
William County residents at our county landfill to dispose of the re-
mains of our uprooted trees. When you go to a dump, you drive up,
drop off your refuse, and drive away. To apply that analogy to pas-
senger rail, we would have to be proposing to leave states wholly
responsible for all passenger rail provision and propose that the
Federal Government refuse to have anything to do about it ever
again, and that is not what we are proposing.

When I was in Buffalo a few weeks ago to discuss our proposal
with AASHTO’s standing committee on rail transportation, I heard
from State officials who disagree with our proposals for long-dis-
tance train operating support or capital matching percentages.
However, most of them appreciated that we are proposing a long-
term partnership where the Federal Government would share cap-
ital funding and service design responsibility with States.



11

Finally, I want to make sure we distinguish between the board’s
privatization and competition. I call your attention to my discus-
sion of this point in our testimony so I won’t repeat it verbatim
here. If states are already providing operating subsidies for intra-
state passenger rail service, we agree with many of them that there
should be a careful, routine process for allowing them to choose an
operator who will provide the best value proposition for their citi-
zens. We do so consistent with a core tenet of governmental pro-
curement policy that taxpayers receive more value when service
providers compete against each other. We deliberately chose this
path, not that of the British experience or that recommended by
the Amtrak Reform Council.

That’s my opening statement, Mr. Chairman. This is a com-
plicated issue and ours is a complicated proposal, and I look for-
ward to discussing it with your Committee. This hearing is another
step that we trust will lead to fundamental, sustainable, long-term
reform in intercity passenger rail policy. Thanks.

[The prepared statement of Mr. Rutter follows:]

PREPARED STATEMENT OF HON. ALLAN RUTTER, ADMINISTRATOR, FEDERAL RAILROAD
ADMINISTRATION, U.S. DEPARTMENT OF TRANSPORTATION

Chairman McCain, Senator Hollings and members of the Committee, I am hon-
ored to appear on behalf of Secretary of Transportation Norman Y. Mineta and the
Bush Administration to discuss our legislative proposal, the Passenger Rail Invest-
ment Reform Act (the PRIRA), and the future of intercity passenger rail service.

This year marked the first time in the last several years that there was no sum-
mer Amtrak crisis. There was no impending financial meltdown that required the
Congress and/or the Administration to bail Amtrak out yet again.

That was not a happy accident. Much of the credit goes to Congress: in the De-
partment of Transportation’s FY 2003 Appropriation Act, you imposed on Amtrak
the discipline and oversight of the formal Federal grant process. This is a process
that is common throughout the Department’s other programs but which had not ap-
plied to Amtrak for decades. FRA used the grant process effectively to hold Amtrak
accountable. Much credit also goes to David Gunn and his senior management team
who have embraced the need to change the way things have been done at Amtrak.
They have recognized the need for accurate and reliable financial reporting, and im-
proved fiscal controls. They have also recognized their accountability for the sound
and effective expenditure of the public’s funds. These are essential values for any
organization that depends upon the public’s investment and trust.

The lack of a crisis this year does not mean that the Congress and the Adminis-
tration can put intercity passenger rail service policy on the back burner. We must
confront the reality, as the Department’s witnesses have stated in our past testi-
mony before this Committee on April 29 and June 5 of 2003 and during the previous
year that this Nation’s present business model for intercity passenger rail service
cannot be sustained indefinitely. It will take more than authorizing mountains of
cash to address the need for improved intercity passenger rail service in this coun-
try, particularly since we know that such mountains will look more like molehills
in the final versions of the appropriations acts. The Department believes significant
structural reform is required. Only forceful action will permit this form of transpor-
tation to be anything more than an afterthought in transportation plans of our citi-
zens.

Any objective analysis of intercity passenger rail today leads to the conclusion
that this form of transportation is slowly withering away under the current system.
After $25 billion of Federal subsidies and countless Congressional hearings, studies,
and new business initiatives by Amtrak, intercity rail passenger traffic volumes
have remained essentially constant over the past 25 years, while airline
enplanements have increased to 250 percent of their mid-70s levels, and traffic vol-
glmgs for both commuter rail and intercity automobile travel have more than dou-

ed.

But the picture is not bleak across the board, not by any means. When the Ad-
ministration undertook an effort to reform the way we make passenger rail invest-
ments, we looked at where passenger rail is working and growing. Those places
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have a few things in common: broad public support for passenger rail and support
from local communities and states, often in the forms of capital investment and op-
erating assistance.

We have strived to build a system based on those descriptors of success, rather
than on the cobbled-together remnants of the failed passenger rail operations of
freight railroads. We need a passenger rail system that is dynamic, one whose serv-
ices and route structure can adapt to changing consumer needs, one coordinated
with the rest of our intermodal transportation system.

In every other mode of transportation, we get that flexibility and that degree of
planning and investment through a state-federal partnership. The Federal Govern-
ment cannot do good highway investment without partnering with states on where
those highways should go. We cannot do good work on maintaining and growing our
maritime or aviation infrastructure without state and local partners making some
key decisions. Thus, our proposal’s foundation is built on a strong, stable federal-
state relationship.

Before I talk about the specifics of the Administration’s legislative proposal to ac-
complish this reform, I wish to reiterate the consistent message of the Department
before this Committee and before other forums for the last two years. This Adminis-
tration believes that there is a vital role for intercity passenger rail service as part
of this Nation’s system of passenger transportation. That is the reason Secretary
Mineta reluctantly approved Amtrak’s proposed mortgaging of its rights to use Penn
Station in 2001, and why the Department expended substantial effort to provide
Amtrak a loan under the Railroad Rehabilitation and Improvement Financing Pro-
gram in 2002. Without either of those actions, Amtrak would today be in the hands
of the Bankruptcy Court. The Administration’s commitment to successful reform of
intercity passenger rail can also be seen in the President seeking out truly gifted
citizens such as David Laney, Robert Crandall, Floyd Hall, and Lou Thompson to
serve on Amtrak’s Board of Directors.

It is the Administration’s belief in intercity passenger rail transportation that also
led to the first serious review of intercity passenger rail service in a generation and
the first new Administration proposal for how that service should be provided in
three decades. In the Administration’s reform bill, we have addressed how to best
structure the decision-making and public financial assistance this form of transpor-
tation requires, taking into account the changes that have taken place in this coun-
try’s transportation needs and patterns over the last three decades and the changes
yet to come. And, quite frankly, we have also tried to recognize the realities and
limits of the Federal treasury.

The Fundamental Issues of Intercity Passenger Rail Reform

The Administration’s legislative proposal for the Passenger Rail Investment Re-
form Act contains a very detailed sectional analysis that describes not just the spe-
cifics of each section but how they work together. Rather than use this testimony
as an opportunity to say the same thing a different way, I will append that analysis
to this testimony. Instead, I will focus this testimony on the issues that are ad-
dressed by the reform bill and must be addressed by any other serious effort to pro-
vide for viable intercity passenger rail service over the long-term. After almost two
years of internal Administration analysis, review of options and debate, I am con-
vinced that the Administration and Congress must resolve these eleven funda-
mental issues, loosely grouped in three broad categories. These categories are:

o Governmental Roles and Relationships
o Constituency Issues
e Money

Governmental Roles and Relationships

Defining the future Federal/State and local roles in the provision of intercity
passenger rail service: The Federal Government and 12 State Governments have
taken on essential roles in the provision of intercity passenger rail service either
for that service in general, or for specific routes and services. It is difficult to
imagine the absence of a public sector role in this form of transportation, par-
ticularly over the upcoming five or six years covered by the next authorization
legislation. But are the current relationships in the public sector the optimum
or most desirable? In the proposed reform bill, the Administration says they are
not. The dominant decision-making and funding role of the Federal Government
in this form of transportation is inconsistent with Federal involvement with
other forms of transportation. This over-reliance on Federal initiative may be
a contributing factor to intercity passenger rail’s inability to effectively address
the changing transportation demands of this country. The Administration’s leg-
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islative proposal looks to the successful highway and transit programs as mod-
els for intercity passenger rail. The bill would establish a strong Federal/State
partnership much like those that exist for highways and transit where the Fed-
eral Government is responsible for safety, is a partner in capital investment,
and establishes certain minimum standards that services must meet to receive
this funding. The States, however, will be the initiator and implementer of ac-
tions.

And states are already taking that initiative. More than $136 million in pas-
senger rail investments were made by the states in FY03. Not coincidentally,
those investments are being made in places where demand for passenger rail
is high, where state and local commitments are strongest, and where the service
has the greatest chance for success. Right now, states are making those invest-
ments largely unsupported by the Federal Government. The Administration’s
proposal considers that kind of state supported investment as the most impor-
tant sign for where Federal investment should be directed.

Planning and Decision-making: Currently, intercity passenger rail planning is
primarily the responsibility of Amtrak. Amtrak’s exercise of that duty is marked
more by a defense of the route system it inherited in 1971 rather than initiative
to address changing demographics and travel patterns. While the reluctance to
change before 1997 might be attributable, in part, to the statutory restrictions
on the route system, neither highways nor transit nor aviation are subject to
centralized planning of this sort. These are the forms of transportation that
have seen explosive growth while Amtrak ridership has stagnated. The Depart-
ment does not believe this is some sort of unrelated coincidence.

Highway and transit programs require comprehensive statewide and metropoli-
tan area planning performed by the State departments of transportation and
metropolitan planning organizations. These are the organizations most in tune
with changing regional and local mobility needs. The Administration believes
they must play a primary role in passenger rail planning, deciding when,
where, how, how much and who provides intercity passenger rail service as part
of a coordinated, comprehensive and multi-modal transportation system.

Addressing Commuter Service Concerns: The intertwining of Amtrak and com-
muter rail operations has resulted in the latter being periodically held hostage
over issues relating to the financial condition of Amtrak but otherwise unre-
lated to commuter service. In recent years we have even witnessed a commuter
agency that prepaid for its Amtrak services having been threatened by an Am-
trak shutdown because Amtrak had commingled the commuter agency’s funds
with other funds in Amtrak’s accounts. The Administration strongly believes
that, while intercity and commuter rail service are complementary in many
ways, commuters should not go through the periodic stress and uncertainty
brought on by Amtrak’s regular flirtation with financial catastrophe.

Under the Administration’s legislative proposal, infrastructure currently owned
by Amtrak but on which commuters depend will be transferred to public bodies.
These new owners can structure contracts for the operation and maintenance
of these facilities that are independent of the financial condition of the intercity
rail service provider. Equally important, the States will be given the oppor-
tunity to select the operators of the intercity rail service important to them. In
making such selections, the States can balance the risks versus the advantages
offered by different operators. Indeed, some States might decide that the best
approach may be to have one entity provide both commuter and intercity pas-
senger service. But these will be local decisions based upon local issues, not
ones that result in threatened national shutdowns of commuter service because
of the failure of a single national intercity passenger rail carrier.

Addressing Intercity versus High-Speed Passenger Rail Concerns: Some believe
that high-speed passenger rail requires a Federal policy completely distinct
from other forms of intercity passenger rail. We don’t see it that way. The Ad-
ministration sees intercity passenger rail as one form of transportation that en-
compasses a wide range of speeds that reflect the mobility needs of the trans-
portation market being served. We should view high-speed rail, not as a distinct
and separate goal, but as a possible end state of current investment in pas-
senger rail.

The Administration’s legislative proposal is consistent with this perspective.
Section 7101 of the proposed Safe, Accountable, Flexible and Efficient Transpor-
tation Equity Act of 2003 (SAFETEA), would transform the existing program of
“high-speed” corridor planning into a program that supports State planning for
conventional as well as high-speed rail service. This planning program would
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help States make informed decisions on the where, what and how intercity pas-
senger rail service can play an appropriate role in enhancing passenger mobil-
ity. PRIRA would create a Federal/State capital investment partnership mod-
eled after that now used for the transit new starts program. This program
would provide capital grants, including full funding grant agreements, to imple-
ment State-based intercity passenger rail initiatives that are the product of
sound State planning. The scope of the planning and capital improvements that
can be undertaken under these programs allows the States more flexibility to
choose whether to support or expand services currently provided by Amtrak, or
to develop new or improved (including high-speed) intercity passenger rail serv-
ice on new or existing rail rights-of-way.

Constituency-Issues

The Role of Competition: One of the greatest challenges facing intercity pas-
senger rail is how to assure that the service provides the best value in terms
of cost and quality to the passenger and the public, both of whom must foot the
bill. This has always been an issue where States have provided financial sup-
port for specific trains. To them, Amtrak has looked like the monopoly utility,
dictating prices and conditions of service with little or no apparent connection
to the actual costs of that service. Missouri knows what Amtrak charges to pro-
vide the State-supported Mules and Ann Rutledge, but how does the State de-
termine whether that is the best possible price? Is Amtrak’s menu of service op-
tions all that can be done or are there service innovations that warrant consid-
eration? How can the State motivate Amtrak to reduce its enormous overhead
burden, which is currently about $400 million annually?

In aviation, in trucking, indeed in most commercial enterprises in this country,
the best possible price is determined by competition. Competition also is the in-
cubator of innovation. As Amtrak has stagnated for three decades, lower cost
commercial aviation and intermodal package delivery have seen creative and
successful new companies grow and flourish. The Administration proposes to
phase in the ability of States to use competition to select the operators of serv-
ices they deem important enough to justify State financial support. If the recon-
figured Amtrak operations group, which the Administration’s bill calls the Pas-
senger Rail Service Provider, is indeed meeting the State’s needs by offering the
best possible price and the highest quality service, then it will keep the busi-
ness. If it is not, competition will force it to improve. The riding public and the
State and Federal taxpayers will be the beneficiaries.

In discussions on the Administration’s bill, I have been struck by how some peo-
ple confuse the concepts of competition and privatization. They argue that be-
cause few if any passenger rail systems are profitable, our proposal, which they
mistakenly assume transfers the responsibility for intercity passenger rail serv-
ice solely to the private sector, is not workable. In fact, under our proposal, the
responsibility for intercity passenger rail rests with the States and Federal Gov-
ernment, just as it does for the National Highway System. States do not build
these highways. They competitively select design teams and contractors to fab-
ricate the bridges and pour the pavement. The States pay these contractors for
their services. However, through competitive selection, the States assure them-
selves they are getting a quality product and a fair price. But this role for com-
petitively selected contractors doesn’t make I-95 or any other highway private.

Passenger Rail Access to the Freight Railroad System: A corollary to the issue
of competition is how to provide access to the freight railroad system by service
providers other than the current Amtrak operating entity. The Administration
recognizes the reluctance of many of the freight railroads to host any passenger
rail service of any kind, but their preference is that Amtrak should provide pas-
senger service, if it has to be provided. The freight railroad system is too impor-
tant to this Nation’s economy to create uncertainty that could adversely affect
freight service. At the same time, intercity passenger rail cannot survive with-
out access to the freight railroads. The Administration’s proposal attempts to
reconcile these two positions.

First, the Administration’s bill provides a workable and legally sustainable way
to provide access to freight railroad lines for non-Amtrak providers of intercity
passenger rail service.

Then the Administration’s bill addresses concerns expressed by some freight
railroads that they would have to deal with multiple new, small passenger oper-
ators. The Federal Railroad Administration will review and approve the quali-
fications of any operator the States might propose. Such a review would go to
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all significant issues needed to assure that the carrier can meet its obligations
to operate over the specific freight railroad in a safe and reliable manner. No
more than one service provider will operate over any route thus eliminating the
possibility of having multiple intercity passenger operations on one line except
in limited areas around terminals. Going beyond this, the Administration’s bill
limits the current access to the freight rail system at incremental cost to those
routes and service frequencies currently operated by Amtrak. This amounts to
less than 15 percent of the freight rail system currently operated by the Class
1 railroads. An “arm’s length” agreement between the State and freight railroad
would be required to establish service over a new route or expand service on
an existing route.

Addressing the Concerns of Liability: One of the recurring issues related to
intercity passenger rail service revolves around issues of liability and insurance.
The Administration believes that the Amtrak Reform and Accountability Act
adequately addressed this issue by setting liability limits. The issue then be-
comes the ability of States or their designated operators to obtain insurance up
to those liability limits. Experience with Amtrak has shown that insurance is
generally available for the higher levels of liability—in the $10 million to $200
million range. It is the first dollar of coverage that is more difficult to obtain
because of the greater likelihood of successful claims in amounts less than $10
million. The Administration’s bill addresses this issue by making first dollar of
insurance coverage an eligible cost under the proposed capital program.

What Happens to Amtrak’s Employees: It is natural that Amtrak’s employees
are very concerned about the future of intercity passenger rail service. The
short-term prospects for Amtrak’s financial condition should raise greater ques-
tions for them than the long-term effects of the potential introduction of com-
petitive selection of operators and of maintainers of the Northeast Corridor.
Over the long run, the reforms of intercity passenger rail service will result in
stable if not growing employment in this industry, much as has occurred in the
commuter rail industry. But that prospect provides little solace for someone fac-
ing this transition. The Administration’s bill seeks to address these concerns in
a number of ways. It provides a relatively long transition in areas that affect
employment; requires that current collectively-bargained agreements transfer to
Amtrak’s successor corporations; provides current employees with priority con-
sideration for employment with new operators; requires that new operators be
subject to the Railway Labor Act, railroad retirement and other railroad laws
in the same way as Amtrak; and, provides an employee transition program
modeled after the program that helped ease the impact on employees of the
changes that made Conrail financially viable.

Money

Operating Assistance: One of the lessons learned from the Amtrak Reform and
Accountability Act of 1997 is that Amtrak requires operating subsidies. While
many of the other reforms the Administration proposes will help reduce the size
of the subsidy requirements for specific routes and services, some amount of op-
erating assistance will be required for almost all of these routes and services
for the foreseeable future. Such subsidies should be the responsibility of the
State or States that believe these services are important enough to warrant
their support. The Administration really sees no difference between commuter
and intercity passenger rail in this regard. Having said that, the Administration
is cognizant of the challenges many States will face in first determining wheth-
er a particular train or service warrants financial support, then identifying the
sources of that financial support. For those reasons, our legislative proposal
would not seek the State operating assistance requirement for corridor trains
until two years after enactment and phase in this assistance for long distance
trains over five years.

The extended phase-in period is also intended to provide opportunities and in-
centives to improve the financial performance of these trains. Moreover, the
gradual reduction in financial support on an even-handed basis across the sys-
tem will necessitate addressing first the trains that perform the worst. That
should yield important improvements in financial performance each year.

By the end of the period covered by this authorization bill, the proposed reforms
would also provide financial equity among the States supporting intercity pas-
senger rail. The States that choose to pay for more service would receive more
service. No State would get for free that for which another State must pay.
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Design of the Capital Assistance Program: One of the Federal Government’s con-
tinuing responsibilities for intercity passenger rail will be as a capital invest-
ment partner of the States. Intercity passenger advocates aspire for a capital
program that is like those for other modes of transportation, and our legislative
proposal contains such a program. The proposed structure of the capital pro-
gram in the Administration’s proposal is closely modeled after the Federal
Transit Administration’s Transit New Starts program. It will have the same
sort of eligibility criteria. It will require the same rigorous planning and anal-
ysis by applicants, including the development of project management plans with
regular updates. Finally, it will include the same safety, procurement, manage-
ment and financial compliance reviews and audits as the Department under-
takes with recipients of FTA funding.

Amounts and Sources of Capital Funding: The Administration has consistently
said that it is willing to invest in a reformed system of intercity passenger rail
service. The Administration’s willingness to support funding for intercity pas-
senger rail recedes the less the system is reformed and the more it resembles
the flawed business model we currently use. The Administration also believes
that this funding should be upfront and honest and thus come from the General
Fund of the Treasury. The Administration cannot support the use of the High-
way Trust Fund nor can we support back door approaches to financing from the
Federal treasury such as those using tax credit bonds.

A National System

One other issue that should be addressed as part of intercity passenger rail policy
is the meaning of a “national system”. Must such a system involve a single carrier
national in scope? The Administration does not believe so. Indeed, before the cre-
ation of Amtrak, there was no national carrier of rail passengers. Our Nation’s sys-
tem of intercity passenger rail service was really composed of regional services pro-
vided by multiple carriers that came together in precursors of what we today call
intermodal terminals but back then were frequently called “union stations.” The Ad-
ministration’s proposal envisions a modern view of a national system that has at-
tributes of the past. This would be a coordinated system of passenger transportation
that takes advantage of the strengths of all forms of passenger transportation; a
system where connections to rail, air, highway and personal transportation come to-
gether in intermodal terminals. This is the promise of the Statewide and metropoli-
tan area planning that are part of the surface transportation program. The Adminis-
tration’s intercity passenger rail legislative proposal would provide additional en-
couragement to the States to consider the merits of all forms of passenger transpor-
tation in their planning and to prioritize their investments based upon how the dif-
ferent forms of transportation can work together to provide for effective passenger
mobility throughout this country.

The Passenger Rail Investment Reform Act is a serious effort to address a serious
problem, the declining state of intercity passenger rail transportation in this coun-
try. For the first time in 30 years, an Administration has made a proposal that actu-
ally has a chance of providing long-term stability for this form of transportation. It
deserves thoughtful consideration by this Congress. Secretary Mineta and I look for-
ward to working with this Committee and Congress to craft a meaningful authoriza-
tion of intercity passenger rail service that looks beyond the failures of the past to
the needs and opportunities of the future.

Sectional Analysis

Summary: The purpose of the bill is to undertake a restructuring of intercity pas-
senger rail transportation in the United States that will increase management ac-
countability and encourage response to market forces. The assumption adopted in
1970, at the time Amtrak was established, that a single for-profit private entity
could succeed in planning and providing nation-wide passenger rail service has long
since been shown to be unworkable. The losses of several predecessor railroads on
passenger service foreshadowed this outcome and, in any case, the Federal Govern-
ment has provided $26.6 billion in subsidies to Amtrak over its 32-year existence.

Notwithstanding Congress’ enactment in 1997 of a strong reform mandate, Am-
trak has demonstrated since that date that, in its current form, it is either unwill-
ing or incapable of rationalizing its operations. Five principles for change are:

e Create a system driven by sound economics.
e Require that Amtrak transition to a pure operating company.

e Introduce carefully managed competition to provide higher quality rail services
at reasonable prices.
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e Establish a long-term partnership between the states and the Federal Govern-
ment to support intercity passenger rail service.

e Create an effective public partnership, after a reasonable transition, to manage
the capital assets of the Northeast Corridor.

This bill proposes a different course for Amtrak, one that has been shown to be
viable and beneficial in earlier examples of legislative restructuring in the transpor-
tation area. One instructive example is the transfer of the Alaska Railroad, a feder-
ally owned and operated railroad, to the State of Alaska in 1985. More recently, in
1987, the Federal Government entered into a long-term lease of the two federally
owned airports in the metropolitan Washington region (Reagan National and Dulles
International) to an airport authority created by the Commonwealth of Virginia and
the District of Columbia. In both cases, governmental entities with a direct stake
in the service accepted planning and management responsibility for these facilities,
with subsequent major improvements. A third example, very close to the Amtrak
situation, was the Northeast Rail Service Act of 1981, which provided for transfer
of Conrail commuter operations in the Northeast Corridor to the states or localities
involved, or to an alternative Amtrak operating subsidiary that was not considered
a serious competitor at the time. This shift in responsibility also succeeded.

The model for the restructuring proposed in the bill is the Federal-State-local
partnership found in the public transit mode. Under this model, the regional, state,
or local entity (“public entity”) makes the fundamental decisions about what service
is justified, undertakes the planning that fits this service into overall passenger
transportation patterns in the area, and manages the enterprise to best advantage.
The Federal role is to participate in making capital investments that support high-
quality, integrated services in an area, but not to subsidize service that the local
entity itself would not subsidize.

Throughout the bill and this analysis, the time-frame for actions is expressed in
relation to the date of enactment and the subsequent Fiscal Year (that is, the first
Fiscal Year after enactment is defined to be “Year One,” with subsequent years
identified in the same manner. If the legislation is enacted sooner than 61 days
after a Fiscal Year begins, that Fiscal Year is defined to be “Year One.”

The bill consists of three Titles. Title I provides the foundation for Amtrak’s fu-
ture—the basic realignment of Amtrak management and services that would permit
a public entity to inherit and enhance existing routes through decisions that it has
the ability to develop and implement itself. Specifically, (1) the Board of Directors
would be directed to restructure Amtrak to prepare for the transfer of decisions
about what service to provide and how to pay for it to public entities; (2) all but
a few residual but important legal rights and duties would be shifted into two sepa-
rate, free-standing corporations (along with associated personnel and assets) that
would undertake arms-length contracting with public entities for services starting
not later than the second year after enactment; (3) a North East Corridor Compact
Commission would be created to formulate an interstate compact among the eight
states comprising the Northeast Corridor and the District of Columbia to, under a
99-year lease from the United States, manage all rail operations in the Corridor;
(4) an employee severance payment modeled on that provided to Conrail employees
in the Northeast Rail Service Act of 1981 would be offered to current Amtrak em-
ployees; and (5) a schedule for phased reduction of operating subsidies to Amtrak’s
17 long-distance routes would be put in place over the second through sixth years
after enactment, to enable states or groups of states to determine whether and how
to continue these operations in whole or part.

Title IT addresses the many financial matters Amtrak must deal with to ready
itself for transfer of services and equipment and other assets to successor organiza-
tions. Specifically, (1) the Fiscal Year 2003 limits on grants to Amtrak to ensure
more accountability would be made permanent for the transition period of continued
operations by Amtrak; (2) Amtrak would prepare the necessary financial and engi-
neering plans to address the backlog of capital projects in the Northeast Corridor
and elsewhere; (3) Amtrak’s common stock would be redeemed or acquired by emi-
nent domain at book value to simplify the corporate structure in advance of trans-
fers; (4) an exchange of assets held by Amtrak and debt held by the United States
would occur to place the fee simple title to the Northeast Corridor and other assets
in the United States for subsequent lease or transfer to other government entities;
(5) unneeded real estate and other facilities would be liquidated over the 2004-2006
timeframe; (6) the outstanding debt secured by real estate and rolling stock would
be readied for transfer to the entities that accept this property, with a process for
possibly refinancing the debt at more favorable rates; and (7) necessary operating
and other assistance to effectuate transfer would be authorized.
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Title III establishes the permanent Federal program of grant assistance for cap-
ital projects to be provided to the public entities that succeed to Amtrak nation-
wide, including the Northeast Corridor. This title is intentionally structured to par-
allel the existing capital assistance program for public transit (49 U.S.C. 5309). It
is quite likely that existing transit properties will accept management responsibility
for existing Amtrak services in some metropolitan locales and would benefit from
adoption of a familiar, time-proven, grant program mechanism.

Short Title and Purposes: The Act would be named the “Passenger Rail Invest-
ment Reform Act.” This signifies that the bill is designed to maintain and enhance
rail passenger service nation-wide, not to undermine it.

The purposes of the bill emphasize the need to restructure passenger rail service
in the United States to adapt to competition from other modes by establishing a
long-term partnership among the states and the Federal Government to support
intercity passenger rail service through mutual commitment.

Title I—National Passenger Rail Service Restructuring

Transition Board of Directors: Section 101 would expand the current 7-member,
reform Board of Directors to 11 members, to equip the Board with enough depth
and expertise, such as corporate financial management and accounting experience,
to undertake the many transition duties set forth in the bill. Current members
would continue to serve for their established terms, the Department of Transpor-
tation (DOT) Secretary would remain as an ex officio voting member, and the Am-
trak President would remain as an ex officio non-voting member. In anticipation of
the decreased membership due to the expiration of terms prior to enactment of the
bill, a quorum of members for conducting business is defined as a “majority of the
Board members who have been lawfully appointed.” This will allow decisions to be
reached and implemented while additional Presidential appointees are considered
by the United States Senate.

To ensure that the valuable rail assets currently held by Amtrak are used to best
advantage and in the public interest, the Board of Directors would be directed to
form an Asset Transition Committee comprised of the DOT Secretary and two other
Board members (or one other member if two other members are not lawfully ap-
pointed). The Asset Transition Committee would ensure that the public interest is
served in Board decisions and Amtrak management actions that change the use of
or status of (1) the Amtrak’s contractual right of access to rail lines of other rail-
roads; (2) Amtrak secured debt; (3) Northeast Corridor real property and assets; and
(4) rolling stock. This committee would approve any Amtrak management actions
that would affect the four subject areas.

Elsewhere in the bill, Amtrak is directed to transfer most of its personnel, assets,
and duties to two successor corporations. In recognition of the public nature of the
remaining duties following these transfers, the Transition Board of Directors would
then be reduced to three ex officio officials of the Department of Transportation: the
Secretary of Transportation and possibly the Federal Railroad Administrator and
Federal Transit Administrator. The residual duties are set forth below. The other
members of the Transition Board of Directors would thereafter no longer serve as
appointees of the President to the Amtrak Board of Directors, but could instead be-
come members of the Board of Directors of the successor corporations.

Passenger Rail Service Restructuring: Section 102 sets forth requirements for the
fundamental restructuring of Amtrak to prepare for the transfer of its duties, per-
sonnel, and assets to successor entities. Within 6 months of the beginning of Year
One, the Board of Directors is required to prepare a plan to restructure Amtrak
management, personnel, assets, operations, and other activities and relationships
into three entities: (1) a “holding company” staff to oversee and manage Amtrak’s
contracts with host railroads, including the “right of access” to rail lines of other
rail carriers, and contracts with operators of passenger trains chosen by states or
interstate compacts (including the rail passenger service provider discussed next);
(2) a nationwide rail passenger service operator, to continue rail services and to in-
clude the Reservations Center and rolling stock ownership and maintenance; and
(3) a rail infrastructure manager. This would involve the assignment of all Amtrak
personnel by name to one of the entities and the division of accounting, finance,
budget, and assets to provide for the operation and funding of each entity independ-
ently. Amtrak would operate under this division of responsibility as of the first day
of Year Two.

An initial step in the restructuring would be the requirement that Amtrak file ap-
propriate Articles of Incorporation under state law for two business corporations
that are entirely independent of Amtrak, referred to in the legislation as the “Pas-
senger Rail Service Provider” and the “Passenger Rail Infrastructure Manager” or
the “successor corporations.” No later than the first day of Year Two, the two divi-
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sions of Amtrak that generally correspond to the descriptions of the successor cor-
porations would be transferred to create the successor corporations. Employees of
Amtrak on the date of enactment would retain their pay and benefits, seniority, and
other collective bargaining rights for a minimum of four years from date of transfer.
The corporations would only undertake railroad activities on a contractual basis
with Amtrak or another entity.

The first successor corporation, the Passenger Rail Service Provider, would enjoy
the exclusive right, until the last day of Year Three, to continue to provide the inter-
city passenger service that is being provided by Amtrak on the date of enactment,
and would provide interline reservations services to any other provider of intercity
passenger rail services on the same basis and rates as services are provided to the
operational entities that provide service within Amtrak on the date of enactment.
This corporation would also take ownership of Amtrak rolling stock and associated
debt. The President of Amtrak on the date of enactment of this section would be
offered the position of Chief Executive Officer of the Passenger Rail Service Pro-
vider. Prior to the last day of Year Three, a competitive process would be required
to decide who would provide services after that date.

The second successor corporation, the Passenger Rail Infrastructure Manager,
would enjoy the exclusive right, until the last day of Year Six, to continue to provide
the dispatching, maintenance, and infrastructure services that are being provided
by Amtrak on the date of enactment in the Northeast Corridor, and would begin
to carry out the capital backlog investment plan prepared by Amtrak, to the extent
funds are made available. Prior to the last day of Year Six, a competitive process
would be required to decide who would provide those services after than date.

While the successor corporations and the “holdover company” entity have no com-
mon carrier obligations, they would continue to be subject to laws and regulations
governing railroad safety, employee representation for collective bargaining pur-
poses, the handling of disputes between carriers and employees, employee retire-
ment, annuity, and unemployment systems, and other dealings with employees that
apply to a rail carrier providing transportation subject to subchapter I of chapter
105 of title 49, U.S.C.. In addition, retirement, annuity, and unemployment system
rights would be maintained for employees in the remaining Amtrak entity.

This section directly addresses the interests of commuter authorities and freight
railroads whose facilities and operations are intertwined with Amtrak’s. As a gen-
eral matter, Amtrak is required to ensure that the implementation of the restruc-
turing gives due consideration to the needs of freight and commuter rail operations
that, as of the effective date of the Act, operate in the Northeast Corridor on Am-
trak right of way. In addition, two restrictions are placed on use of the “right of
access” to freight lines as of the date of enactment: (1) the terms and conditions for
operation of an intercity passenger rail route or frequency that is not in place on
the date of enactment of this section would be subject entirely to negotiation and
mutual agreement between the host railroad and Amtrak, or any successor to Am-
trak, and would not operate under the pre-existing right of access; and (2) the right
of access to any segment of rail line of another rail carrier would not be available
to more than one intercity passenger rail operator, whether Amtrak or a successor
to Amtrak, during any period of rail passenger service over that line.

Other portions of the section address the terms that would apply after “exclusive
rights” for the successor corporations terminate if a public entity chooses to replace
the successor corporations. For example, “legacy equipment” (rolling stock associated
with a particular route) would be made available on an equitable basis, and pas-
senger reservations services would be provided at reasonable cost.

North East Corridor Compact: Under section 103, Congress would encourage cre-
ation of an interstate compact among the eight states that comprise the Northeast
Corridor, plus the District of Columbia, to succeed to Amtrak as the provider of pas-
senger rail services in the Corridor. The United States would lease the Corridor and
its facilities to the NEC Compact for 99 years at no cost. The Compact would, in
turn, accept full responsibility for managing service at its expense, with the excep-
tion of capital grant assistance. The Compact would be established no later than the
last day of Year Two, and operating no later than the following June. The Compact
would contract with the two successor corporations at least until the end of the peri-
ods of exclusive rights enjoyed by the corporations, and thereafter at the option of
the Compact if the contracts are competed.

The minimum responsibilities and authorities of the Compact specified by section
103 are as follows: (1) full responsibility for 99 years to succeed to Amtrak as oper-
ator of the Northeast Corridor, subject to the provisions of a lease from the Depart-
ment of Transportation; (2) execution of a lease of the Northeast Corridor from the
Department of Transportation for a period of99 years; (3) responsibility for Corridor
maintenance and improvement; (4) operation of intercity passenger rail service; (5)
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arrangements for operation of freight railroad operations and commuter operations;
(6) assumption of financial responsibility for Northeast Corridor functions; (7) au-
thority to make use of the Corridor for non-rail purposes; and (8) provision for par-
ticipation by the U.S. Department of Transportation as the non-voting representa-
tive of the United States. Authority (7) contemplates creative use of the Corridor
right of way and easements to help finance Corridor operations over the long term.

The section provides for a “Compact Commission” of five members that must pro-
pose a Compact for adoption no later than the last day of Year One. Two of the
members are appointed by the DOT Secretary; two by the governors of the North-
east Corridor states and the Mayor of the District of Columbia; and a fifth member
chosen mutually by the other four members. Elsewhere, section 207(c) of the bill
provides an authorization of funding for the activities of the Commission. In addi-
tion to the Compact responsibilities and authorities set forth above, the Commission
must create a Compact that addresses the basis for Compact debt issuances; the as-
surance that the Federal Government is “held harmless” as to lease of the Corridor;
and guarantee of any residual rights of organized employees who transfer to a re-
placement organization from a successor corporation. The Commission would termi-
nate upon the completion of its work.

Three inducements to adoption of the Compact are provided by this section or
elsewhere in the bill. First, the “backlog” capital funding authorized to bring the
Corridor to a state of good repair would not be released until the Compact is estab-
lished and operationally prepared to accept a grant. This best assures that this
large amount of capital investment will be made in ways that best serve the pas-
senger rail service the Compact decides to provide. Second, commuter services
headquartered in a state that does not join the compact would pay fully allocated
costs of commuter operations on the Corridor after the last day of Year Two. Third,
in the event the Compact is not adopted, the legislative directs that the DOT Sec-
retary to make appropriate legislative recommendations to Congress that address
the monetary contributions by Northeast Corridor states and the District of Colum-
bia that would be necessary to provide continued intercity passenger rail service to
those states and the District.

Assistance to Address Capital Needs: Section 104 provides an authorization for
“backlog” capital assistance grants on a one-time basis (spread over several years)
to restore rail facilities and equipment nation-wide, including bringing the North-
east Corridor back to a state of good repair, consistent with capital spending plans
developed under section 202 of the bill. In the case of the Northeast Corridor, the
funding would only be released with the NEC Compact is functional. Such sums as
may be necessary are authorized to be appropriated over the time-frame of Years
Three through Six. The Federal share of expenditures for capital improvements
under this section would be up to 100 percent but solely for the purpose of funding
deferred maintenance, safety and security projects. Expenditures for capacity expan-
sion are not authorized by this section.

Employee Transition Assistance: Section 105 provides an authorization for vol-
untary buyouts for current Amtrak employees that are modeled on, but (when ad-
justed for inflation) are more generous than, those available to Conrail employees
at the time Conrail was readied for sale to the private sector. A maximum payment
of $50,000 would be offered during Years One and Two to employees of Amtrak who
voluntarily terminate their employment with Amtrak and relinquish any legal
rights to receive termination-related payments under any contractual agreement
with Amtrak. Amtrak would be required to certify that the financial assistance re-
sults in a net reduction in the total number of employees of Amtrak equal to the
number receiving financial incentives; the financial assistance results in a net re-
duction in the total employment expense of Amtrak equivalent to the total employ-
ment expenses associated with the employees receiving financial incentives; and
Amtrak would not increase the total number of employees eligible for termination-
related payments without the express written consent of the DOT Secretary.

Limit on Operating Assistance for Long-Distance Routes: Section 106 provides an
authorization for a gradual reduction in and phase-out of the Federal subsidies of
Amtrak’s 17 “long-distance” routes, over a five-year period to permit adequate time
for the adjustments in service or provision of state-funded operating subsidies that
would permit continuation of service desired by affected states. States or interstate
compacts might be able to preserve some long distance routes by making modest in-
cremental improvements in their economic performance each year. In other cases,
states or interstate compacts might decide that they want to preserve a portion of
a long distance route that performs well and stop or reconfigure other portions. Sec-
tion 106 is designed to facilitate such decisions by the states. The technique pro-
posed would effectively preserve the existing subsidy levels longest for the most
cost-efficient service, by capping the per-passenger mile subsidy amount at $0.40 in
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the first year of restriction (Year Two) and gradually reducing the cap to $0.10 in
the last year of subsidy (Year Five). This relatively long transition for long distance
routes compared to other routes is provided in recognition that it is more difficult
to form interstate compacts among large numbers of states and the states involved
with long distance routes may need more time to work out what to do and imple-
ment it.

Title II—Financial Reforms

Limitations on Availability of Grants to Amtrak: Section 201 would make perma-
nent the Fiscal Year 2003 restrictions on grants to Amtrak that bring more account-
ability to the use of those Federal funds. Because two successor corporations will
take over from Amtrak in Year Two, a revised form of the restrictions would then
be applicable to them, as appropriate to their duties.

Spending Plans for Capital Backlog Reduction: Section 202 would direct Amtrak
to undertake the development of the backlog capital investment plans for the North-
east Corridor and elsewhere in the system. The plan would be required within 6
months of the beginning of Year One, and this section would specify that Amtrak
submit the capital spending plan prepared under this section to the Secretary of
Transportation for review and approval The plan could be implemented only after
approval by the Secretary, and with any modifications specified by the Secretary.
When the NBC Compact becomes effective, it would take over the plan for the Cor-
ridor. Authorizations for grants is separately provided in section 104 of the bill.

Redemption of Common Stock: Section 203 provides for the redemption of Amtrak
common stock, to simplify the governance of the corporation as it is restructured.
Given Amtrak’s current assets and liabilities, it is anticipated that the common
stock has little or no value. This section would provide for mandatory redemption
of the stock on the basis of current book value, after an impartial valuation super-
vised by the Secretary of the Treasury. In the event the shareholders do not accept
this outcome voluntarily, the section provides for use of Amtrak’s eminent domain
authority to acquire the stock. Judicial review of such an action would be limited
to the question of just compensation. The common stock would not be reissued, with
the exception of a token amount to the DOT Secretary in recognition of the financial
contributions of the United States to Amtrak over time.

To prepare for the stock redemption, the DOT Secretary would arrange, at Am-
trak’s expense, for a valuation of all assets and liabilities of Amtrak to be performed
by the Secretary of the Treasury, or by a contractor selected by the Secretary of the
Treasury. The valuation would be completed not later than 6 months after the be-
ginning of Year One.

Retirement of Amtrak Preferred Stock; Transfer of Assets: Section 204 provides
that, subsequent to the redemption of common stock, Amtrak would exchange its
assets, including the Northeast Corridor, to the DOT Secretary in return for extin-
guishing the mortgage held by the United States on the Corridor and the cancella-
tion of more than $10 billion in accrued but unpaid dividends on preferred stock
that Amtrak owes the United States. The United States would also surrender its
preferred stock, in exchange for a nominal amount of common stock. Amtrak would
remain liable for debt secured by these assets that is not held by the U.S., such as
the mortgage on Pennsylvania Station in New York City. These debts would ulti-
mately be assumed by the successors to Amtrak. At the time of transfer of assets
to the United States, the DOT Secretary would enter into an agreement with Am-
trak under which Amtrak would exercise on behalf of the Secretary care, custody
and control of the assets transferred.

An element of the valuation and exchange process under section 203 and 204
would be to accomplish a detailed specification of the assets, personnel, and activi-
ties that support commuter authority operations in the Northeast Corridor and else-
where. This would permit the uninterrupted continuation of commuter service in the
event of other service disruption in the Amtrak system.

It is contemplated that, outside the Northeast Corridor, the DOT Secretary would
consider the retransfer of certain real estate assets to appropriate state authorities,
including Chicago Union Station and rail-related assets in the Chicago metropolitan
area, and properties owned by Amtrak between Boston, Massachusetts and Wash-
ington, District of Columbia that constitute the route through Springfield, Massa-
chusetts and the routes to Harrisburg, Pennsylvania and Albany, New York from
the Northeast Corridor mainline.

Real Estate and Asset Sales: Section 205 mandates liquidation in the Year One-
Year Three time-frame of the many properties held by Amtrak that are not integral
to the provision of rail service and do not convey to successor entities. Any proceeds
from the liquidation of assets under this section would be credited as an offsetting
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collection to the account that finances grants for debt and interest payments under
section 206 of the bill to the Passenger Rail Service Provider.

Management and Transfer of Secured Debt: Section 206 sets forth a number of cri-
teria for the future handling of Amtrak debt. First, except as approved by the DOT
Secretary to refinance existing secured debt, Amtrak would not be allowed to enter
into any obligation secured by assets of Amtrak after the date of enactment. Second,
when the Passenger Rail Service Provider successor corporation is in place and it
accepts the transfer of ownership of the existing rolling stock from Amtrak, all debt
secured by the rolling stock would be transferred to and become a liability of the
Passenger Rail Service Provider. An equivalent transfer of debt obligations would
be made to the North East Corridor Compact.

This section would also authorize such sums as may be necessary to the Secretary
for grants to the Passenger Rail Service Provider and to the North East Corridor
Compact to pay principal and interest payments on its secured debt for Years Two
through Six.

Transition Operating Assistance: Section 207 sets forth the final operating assist-
ance that would be provided by the Federal Government for intercity rail passenger
service (other than the separate long-distance subsidies described above). Specifi-
cally, the section provides “such sums as may be necessary” for grants to Amtrak
for operating expenses in Year One; grants to the Passenger Rail Service Provider
for operating expenses of all services except long-distance trains and routes in Year
Two; the administrative expenses of interstate compacts in Years One through
Three; and grants in Years Two through Six to cover administrative expenses of the
“holding company” Amtrak.

This section also provides that, after the last day of Year Two, the Federal Gov-
ernment would only enter into a grant agreement with a State, regional Compact,
or other public entity.

Title III—Grants and Other Assistance for Intercity Passenger Rail Service

Capital Assistance For Intercity Passenger Rail Service: Section 301 adds a chap-
ter 244 to title 49, United States Code, to set forth a permanent program for Federal
grant assistance to rail passenger operations for needed capital investments. The
provisions of the chapter are closely modeled on the existing Federal transit capital
assistance program (49 U.S.C. 5309). The new program is intended to adopt the
same stance as the current transit program, in leaving the management and oper-
ations of transit systems to appropriate government entities and restricting the Fed-
eral role to up to a 50 percent share in the capital projects that qualify under plan-
ning and other criteria for Federal assistance. As an interim measure, the Federal
share could be a higher percentage (up to 100 percent in the first year of the pro-
gram (Year Two)). Up to an additional 30 percent of project net capital cost could
be funded from amounts appropriated to or made available to a department or agen-
cy of the Federal Government that are eligible to be expended for transportation.

Grants could be used for acquiring, constructing, supervising or inspecting equip-
ment or a facility for use in intercity passenger rail service, expenses incidental to
the acquisition or construction (including designing, engineering, location surveying,
mapping, environmental studies, and acquiring rights-of-way), payments for the cap-
ital portions of rail trackage rights agreements, passenger rail-related intelligent
transportation systems, highway-rail grade crossing improvements on routes used
for intercity passenger rail service, relocation assistance, acquiring replacement
housing sites, acquiring, constructing, relocating, and rehabilitating replacement
housing, and rehabilitating, remanufacturing or overhauling rail rolling stock and
facilities used primarily in intercity passenger rail service.

In addition to these purposes, the grant funding would be available to fund self-
insured retention of risk for the first tier of liability insurance coverage for rail pas-
senger service associated with the capital assistance grant, but the coverage may
not exceed $20 million per occurrence or $20 million in aggregate per year. This op-
tion addresses the difficulty that replacement operators for Amtrak may have in ob-
taining “first dollar” liability insurance coverage.

Final Regulations on Applications by States for Corridor Development Grants: Sec-
tion 302 provides that the Federal Railroad Administration must issue final imple-
menting regulations for the new capital assistance program not later than June 1,
2004, so that the program can be available in Fiscal Year 2005.

Authority for Interstate Compacts for Corridor Development: Section 303 encour-
ages the formation of interstate compacts (other than the NEC Compact, addressed
separately) that can succeed to Amtrak as a regional operator of continued rail serv-
ice. Formation of such entities, along with states that take on Amtrak service, is
a necessary step in the restructuring process.
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The CHAIRMAN. Thank you very much. Mr. Mead, welcome back
to the Committee.

Mr. MEAD. Thank you, Mr. Chairman.

The CHAIRMAN. Next time you come tell me how many appear-
ances you've made before this Committee.

STATEMENT OF HON. KENNETH M. MEAD, INSPECTOR
GENERAL, U.S. DEPARTMENT OF TRANSPORTATION

Mr. MEAD. I'll have to add them up. I think working with com-
m}iltﬁees like this though is what makes being a civil servant worth-
while.

The CHAIRMAN. Or makes you earn your pay.

Mr. MEAD. Well, it is a hard way to earn a dollar, sir. Reauthor-
ization of the aviation, highway transit, and rail programs all seem
to involve difficult policy and funding issues this year, more so it
seems to me than in the past, but Amtrak and passenger rail, in
fact, may be the most difficult of all of the reauthorizations that
you face. Fiscal 2004 actually marks the second year that Amtrak’s
getting Federal money without any authorizing legislation. I think
Congressional direction is needed to move the current system be-
yond the unsatisfactory status quo.

I want to reiterate a point we made at the hearing this past
spring that the current model for designing, governing, and funding
the intercity passenger rail system in this country is broken, that
problems manifest by numerous indicators, most notably the per-
sistence of Amtrak’s cash operating loss, growing debt burden, and
declining on-time performance. There are charts in my testimony
to that effect and I'm not going to belabor it here.

Something that’s not commonly understood is that for the past
6 years those results, the declining performance, have developed in
an environment where Amtrak had access to external funding of
about $8.4 billion. That’s an average annual amount of $1.4 billion
per year. Most people think they’ve been getting $650, $670 million
a year, which is their annual appropriations, and they have gotten
that, but you add to that the money that came from the taxpayer
relief fund and from their borrowings, a couple billion dollars of
borrowing and going further into debt.

I don’t want to paint this though as just a problem of money. It
goes well beyond that to the amount of services provided, who con-
trols the investment, who provides the service, who selects the pro-
viders. And without a reauthorization, the answers to those ques-
tions, you're likely to see a continuation of the stalemate or current
status quo.

I want to make a strong point of saying I think the Department,
the Amtrak board, and David Gunn, his management team, all
have done a good job over the last year of controlling expenses,
something we have not seen in the past. Make no mistake about
it, those efforts are not going to save you from a limp-along, dete-
riorating Amtrak without either a significant increase in funding
for the current system or fundamental changes to it. There is no
way that Amtrak is going to save its way through success. There
is no way that pinching pennies alone is going to make the current
model we have work.
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Some thoughts, Mr. Chairman, on the Administration’s proposal.
In fact, I think the Administration’s proposal confronts several key
issues in a straightforward and comprehensive way while leaving
others quite vague or unanswered altogether. In particular, its pro-
visions on corridor development and governance, that is giving the
states greater control over passenger rail service and decisions in
their state. I think that has merit and deserves consideration.

But the proposal leaves open and unanswered what level of Fed-
eral capital funding it’s prepared to support. The bill says, “such
sums as are necessary” and that’s it. Answers are needed here be-
cause probably the biggest problem facing the current system, in
our view, is the condition of its infrastructure, and that of course
is going to be a show-stopper to any corridor development.

This lack of clarity on the funding issue has also fostered a con-
ception that the burden of funding operating losses is going to fall
on the states in a relatively short period of time with no compen-
sating, sustained, Federal commitment to significantly expanded
Federal capital funding. Given the current fiscal climate in the
states as well as the Federal Government, this funding uncertainty
has got to be addressed as a central part of any reauthorization
measure.

I also want to point out that the Administration’s proposal calls
for the separation of the Northeastern Corridor infrastructure from
the operations. In our view, keeping the infrastructure, the tracks,
the bridges, signaling, as well as the operations of the trains as one
integrated unit is likely to introduce the least risk to the successful
transfer of its governance to the Northeastern states or to disrup-
tion of operations. The concern here is that if you have two sepa-
rate units, a separate infrastructure group would have different in-
centives and priorities than the operations group and that could be
pretty disruptive.

And as for the proposed phase-out of operating subsidies, 3 years
may seem like a long time, but it’s likely to prove logistically and
financially difficult for the states to deal with in the timeframes
contemplated, especially in the current budget climate. I think that
requiring a large increase at this pace in State operating subsidies
for their trains is more likely to lead to their elimination and re-
structuring than improvement.

I want to say a couple words about the Administration’s focus on
short-distance corridors. These are corridors that are 500 miles or
less. I think this is a central element of the proposal. I think it de-
serves your consideration. That’s because these corridors are the
ones that are most patronized today. They're all over the country,
there’s not just a Northeast Corridor, and they hold the greatest
potential for some growth.

I'll give you a frame of reference. Amtrak ridership in 2002 to-
taled about 23.4 million people. The short-distance corridor trains
carried 19.8 million, or 84 percent, of them. Forty-seven percent
were in the Northeast Corridor, 37 percent outside. The remaining
16 percent of the passengers, or 3.5, 3.6 million, rode the 17 long-
distance trains. Many of the people that rode the long-distance
trains are traveling only between stations located on existing cor-
ridors that could be served by improved service on the corridor
trains, which are the Amtrak trains, rather than riding on long-dis-
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tance trains that go well beyond the corridor and sometimes arrive
very late at night or in the early a.m.

A word on Amtrak’s 2004 funding needs. I'm assuming no reau-
thorization before enactment of the Fiscal Year 2004 appropria-
tions. We think that Amtrak can get by and run the current system
with about $1.5 billion in 2004. How can that be accomplished? It
can be accomplished by limiting the capital spending to the min-
imum needed to maintain reliability. Amtrak ought to be able to
cover the difference between the 1.5 billion and the Senate mark,
which is around 1.35, because it’s going to have $200 million in
carry-over funds from 2003. But I don’t want to leave with you the
erroneous impression. You shouldn’t make any mistake about it,
that level of funding is merely going to postpone the day of reck-
oning. Amtrak can’t continue to operate the current system without
eventually and soon addressing the backlog investment needed to
bring the system to a state of good repair. The price tag on that
is about $6 billion.

I noted earlier that the Administration’s bill provided no guid-
ance on funding levels and it merely authorizes such sums as may
be necessary. Well, I wanted to give the Committee an illustration
of how this bill might work, and so we assumed, that is the Inspec-
tor General, this isn’t the Administration, that given the fiscally
constrained budget environment, the total annual funding would be
about $1.5 billion. That’s illustrative only and it may sound con-
servative but it’s more than has ever been appropriated to Amtrak
for intercity rail in a single year and it’s more than the Senate
2004 mark.

After allocating funds to cover the operating costs, we allocated
the remaining money between capital and debt, and we were able
with that level of funding to pay off about two-thirds of Amtrak
debt, while also providing an increase in capital funding continu-
ously over the period of reauthorization. There’s a chart in my tes-
timony, and I don’t want to get into a lot of detail now, I'll answer
questions in the Q&A period, but I want you to keep in mind
please that the Administration bill provides that the Federal Gov-
ernment would share in the capital investment. The states would
be required under the bill to pick up the full cost of subsidizing op-
erating losses on all the trains. That’s going to be about $600 mil-
lion a year. Additionally, that proposal would eventually require a
50 percent capital match, which would total another $600 million
per year.

I think the capital match requirements and the phase-in of the
operating subsidy, that the states should pick that up. I think
those could usefully be points in negotiation and compromise. I
think the states this is a mode of transportation like highways and
the others and I think they should pay their fair share. It’s a ques-
tion about what their fair share is and when the fiscal situation is
such that they can responsibly assume it. Thank you.

[The prepared statement of Mr. Mead follows:]
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PREPARED STATEMENT OF HON. KENNETH M. MEAD, INSPECTOR GENERAL,
U.S. DEPARTMENT OF TRANSPORTATION

Mr. Chairman, Senator Hollings, and Members of the Committee:

We appreciate the opportunity to testify on the reauthorization of intercity pas-
senger rail service and Amtrak, and the Administration’s proposed reauthorization
legislation. Fiscal year 2004 represents the second year that Amtrak will have re-
ceived Federal funding without new authorizing legislation providing guidance on
how that money should be spent. In the interim, Congress has provided that direc-
tion in piece-meal fashion in the appropriations process. At this crossroads for pas-
senger rail service, a comprehensive reauthorization that provides new direction is
needed to move the current system beyond the unsatisfactory status quo.

Current Model Is Broken. We want to start today by reiterating a point we made
to this Committee last spring which is that the current, overall approach to design-
ing, governing, and funding the intercity passenger rail system in this country is
broken. As shown in the following table, these problems are evident in the persist-
ence of Amtrak’s cash operating loss, growing debt service burden, and declining on-
time performance.

1999 2000 2001 2002 2003*
Cash Operating Loss $579 $561 $770 $631 $671
Debt Service (Principal & Interest) 139 131 145 233 247
On-Time Performance 79% 78% 75% 77% 74%

*2003 figures are forecast except for on-time performance which is for the 11 months through August 2003. Cash operating loss
and debt service are in millions of dollars.

What is not commonly understood is that these results have developed in an envi-
ronment in which Amtrak has had access to external funding of $8.4 billion over
the last 6 years (1998-2003). This is an average annual amount of $1.4 billion per
year—more than twice the average $670 million in appropriated funds during this
period. These funds consist of Federal funds of $6.2 billion split between $4 billion
of annual appropriations and a one-time infusion of $2.2 billion in Taxpayer Relief
Act funds. To supplement these Federal funds, Amtrak tapped private financial
markets to borrow an additional $2.2 billion in this period. In spite of the resulting
$1.4 billion per year in funding, the accumulated backlog of capital investment has
grown to at least $6 billion.

Reauthorization Guidance Is Essential. The problems with our current approach
to intercity passenger rail service extend beyond issues of funding to questions of
who decides on the types and amounts of services provided, who controls the invest-
ment in infrastructure and operations, who provides service, and who selects the
providers. Without a reauthorization that answers these questions, we are likely to
see an unfortunate continuation of the status quo that provides too little money to
adequately fund the current system—a system that, as a result, provides unsatisfac-
tory service.

Although that sounds critical of current operations, on the contrary, we think the
Department, the Amtrak Board, and David Gunn and his management team have
all done a good job over the last year of controlling expenses—an issue we have con-
sistently cited in our annual Assessment Reports as a key to improving Amtrak’s
financial performance. Nevertheless, such efforts will not free us from a limp-along
Amtrak without either significant increases in funding for the current system or
fundamental changes to it. As we have noted before, Amtrak can’t save its way to
financial success—pinching pennies alone won’t make this model work.

The Administration’s bill confronts several key issues in a straight-forward and
comprehensive manner while leaving others less clear or unanswered. In particular,
its provisions on governance and corridor development are well-developed. It leaves
unanswered, however, what level of Federal capital funding it supports. Also, we
would suggest a different approach to organizing the Northeast Corridor (NEC)—
separating operations and infrastructure may risk disruptions to service—and the
timing of the phase-out of Federal operating support could prove problematic, espe-
cially in the current fiscal climate.

The elimination of all Federal operating support over a short timeframe, in con-
junction with stepped-up requirements for the states to match Federal capital funds,
would create significant financial difficulties for states wishing to preserve long-dis-
tance train service. Although we make clear in this testimony the trade-offs that
may need to be made between long-distance and short-distance service if funding
remains at recent levels, we recognize that resolving this is a policy call for the Con-
gress and the Administration.



27

Focus on Short-Distance Corridors. The Administration’s bill proposes to focus
Federal capital funding on developing and investing in short-distance corridors
(routes with end-to-end distances of less than 500 miles). This would target service
improvements to the services that are most patronized today and that hold the
greatest potential for passenger growth in the future. Specifically, Amtrak ridership
in 2002 totaled about 23.4 million passengers, and short-distance corridor trains car-
ried 19.8 million (84 percent) of them—47 percent in the Northeast Corridor and
37 percent on other corridor trains. The remaining 16 percent of passengers (3.6
million) rode the 17 long-distance trains. (Attachment 1 provides more details on
ridership and revenue by route for 2002.)

In addition, most long distance trains overlap at least one and often two or more
corridors. As a result, many of the passengers on long-distance trains are traveling
only between stations located on existing corridors and could be served by improved
service on corridor trains rather than riding on long-distance trains that continue
on beyond the corridor. For example, on the Coast Starlight from Seattle to Los An-
geles, only 5 percent of passengers (about 27,000) in 2000 rode from one end of the
route to the other. Over 50 percent of passengers (277,000) boarded and alighted
within one of the three corridors on the route. In other words, if the Coast Starlight
had not run, 55 percent of the passengers it carried had alternative rail service on
either the Cascades, Capitols, or Pacific Surfliner services. (Attachment 2 provides
the “enc%-to-end” and “corridor” passengers for each of the 17 long-distance trains
in 2000.

Maintain Integrated NEC and Slow the Pace of Operating Subsidy Phase-Outs.
We would take a different tack than does the Administration on certain issues, how-
ever, particularly on the separation of NEC infrastructure from operations and the
pace of the phase-out of operating assistance. Maintaining the NEC as an integrated
railroad is likely to introduce the least risk to the successful transfer of its govern-
ance to the northeastern states or of disruption to operations in the period leading
up to that transfer. The proposed phase-out of long-distance subsidies is likely to
prove logistically and financially difficult for the states to deal with in the time-
frames contemplated. In today’s state budget climate, requiring a large, rapid in-
crease in state operating subsidies for both long-and short-distance trains is more
likely to lead to their elimination than restructuring and improvement.

Funding and Fiscal Capacity Are Open Questions. We note also that the Adminis-
tration’s proposal leaves open the question of the level of funding committed to
short-distance corridor development and its source. This lack of clarity has fostered
the perception that the burden of funding system operating losses would fall on the
states with no compensating Federal commitment to significantly expanded Federal
capital funding. Such a perception weakens support for the governance reforms in
the proposal, particularly given the current fiscal climate in the states.

The basic equation confronting the Congress in reauthorizing intercity passenger
rail service is that, without a substantial increase in funding, the entire current,
interconnected system cannot be adequately maintained while also investing in
short-distance corridor development. In fact, it will require an increase in appro-
priated funds of nearly 50 percent compared to 2003 enacted levels just to maintain
the current system ($1.50 billion versus $1.05 billion). To significantly increase in-
vestment in the corridors, which serve the majority of passengers, would require an
additional increase of a like amount. If such funding increases are not feasible, new
investments in corridors could only come from either cuts to long-distance train
services or, as reflected in the Administration’s bill, the transfer of the funding re-
sponsibility for their operating losses to the states.

A number of reauthorization proposals have been made in addition to the Admin-
istration’s bill. Although each has its strengths, the incremental improvements we
discuss in this testimony could be lost if this contention between funds for new in-
vestments or for long-distance train subsidies results in a stalemate. Then we are
likely to see a continuation of the ugly status quo into the indefinite future.

Amtrak’s 2004 Funding Needs. We think that Amtrak can maintain reliability on
its system and meet its other obligations if its 2004 appropriation were near to or
matched the Senate figure of $1.346 billion. Although Amtrak has requested $1.8
billion, about $300 million of this amount is for reducing the backlog of capital in-
vestments on the system or for lower priority investments. Therefore, we estimate
that Amtrak can get by with about $1.5 billion in 2004 by limiting capital spending
to the minimum needed to maintain reliability. Amtrak should be able to cover the
difference between this amount and the Senate mark from its carryover funds from
2003, which are about $200 million.

One should keep in mind, however, that the Senate level of funding merely
postpones the day of reckoning and that day is surely coming. Amtrak cannot con-
tinue to operate the current system without eventually and soon addressing the



28

backlog of investment needed to bring that system to a state-of-good-repair. Other-
wise, unacceptable and unpredictable equipment and infrastructure problems will
surely begin a downward spiral of diminished service levels and disappearing pas-
senger revenue.

Cost of the Administration’s Bill. The Administration’s bill provides no guidance
on funding levels, but merely authorizes “such sums as may be necessary.” As a re-
sult, providing a projection of the costs in the bill requires making assumptions
about the annual spending totals and the amount of funds to allocate among capital
backlog investment, corridor development, and debt amortization.

We have made the following assumptions to give the Committee an illustration
of how the bill might work. First, we have assumed that, given the fiscally con-
strained Federal budget environment, total annual funding would remain flat
throughout the reauthorization period at about $1.5 billion. This is the amount we
have estimated Amtrak needs in 2004 to maintain system reliability and have arbi-
trarily adopted that as the 2005 baseline. We note this is more than Amtrak has
ever received in a single appropriation.

After allocating funds to cover projected operating requirements, we have allo-
cated the remaining funds in each year between capital and debt based on the fol-
lowing approach: we have dedicated sufficient funds to amortize about two-thirds of
Amtrak’s non-defeased equipment debt while providing sufficient funds to increase
capital funding continuously over the period. The slow but steady growth in capital
funding should permit the parties to plan for and efficiently invest the new capital
funds. The reduction in debt would provide the needed flexibility to either use Am-
trak’s legacy equipment or retire it depending on each route’s future operating re-
quirements or alternative equipment opportunities. Otherwise, this legacy expense
will fall on the states, saddling them with a burden they did not create, or new serv-
ice providers, reducing their inclination to compete to provide existing services.

The detailed projection of the bill’s cost based on these assumptions is provided
as Attachment 3 and the table below provides an abbreviated version of that esti-
mate.

Amtrak o1G OIG Estimate Of Administration’s Bill
Request Estimate Total
2004 2004 2005 2006 2007 2008 2009 2010 9005-2010
Capital (except
debt) $927 $600 $600 $650 $700 $800 [ $1,000 | $1,200 $4,950
Debt Principal 117 117 113 88 177 138 126 120 762
Net Added Debt
Service 0 0 0 4 37 272 276 83 672
Total Capital $1,044 $717 $713 $742 $914 | $1,211 | $1,402 | $1,403 $6,384
Operating Loss $607 $607 $634 $664 $476 $189 $2 $2 $1,966
Interest Expense 163 163 153 118 111 104 98 92 676
Total Operating $771 $771 $787 $782 $587 $293 $100 $94 $2,642
Total Request $1,814 $1,487 | $1,499 | $1,5624 | $1,500 | $1,503 | $1,502 | $1,497 $9,026

Keep in mind, however, that the Administration’s bill and these figures assume
that the Federal Government would share in capital investments, but the states will
pick up the full cost of subsidizing operating losses on both the long-distance and
corridor trains. After the 3-year phase-in period in the bill and absent any restruc-
turing, this would amount to $650 million per year. In addition, for the states to
fully tap the capital funding we have projected, the Administration’s proposal would
require a 50 percent capital match at full phase-in, totaling $600 million per year.
Thus, the $1.5 billion in Federal funding we have projected for 2010 would require
a state match of about $1.2 billion.

We note that the Administration’s proposal has an increasing state capital match
requirement over the course of the reauthorization period. Both highway and transit
programs over their histories have had changing state matching requirements, some
as low as 5 or 10 percent, that grew over time as the programs matured. Because
of the tough fiscal climate facing the states, setting the value of the state matching
percentages as well as the timing of the phase-out of operating support will be
points for negotiation and compromise in this reauthorization.
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In the remainder of our testimony, we would like to comment in more detail on
six reauthorization issues and how the Administration’s bill proposes to address
them:

e Targeting system development and capital investment to short-distance cor-
ridors;
e Implications for long-distance trains of refocusing investment;

e Maintaining the Northeast Corridor as an integrated railroad and addressing
its capital needs;

e Improving the governance of intercity passenger rail service by giving the states
more control,;

e Funding the legacy expenses of the current system including debt and excess
retirement costs; and,

e Providing reliable Federal funding for passenger rail service.

The first two issues address the nature of intercity passenger rail service, the sec-
ond two focus on how to produce and govern that service, and the last two address
funding issues.

Targeting development and investment to short-distance corridors

The Administration’s bill would target investments in intercity passenger rail
service to short-distance corridors with the goals of increasing speeds, increasing
frequency, and improving the quality of the services offered. Short-distance corridors
are those routes whose endpoints are less than 500 miles apart. This distance lends
itself to services that can compete with the automobile for both leisure and business
travelers and with air service if the trip times are low enough and frequencies of
service are high enough.

Because constraints on Federal and state budgets are likely to persist for many
years, investments in these corridors by necessity must be made on an incremental
basis. Track capacity, train equipment, and signaling and control improvements will
have to be added as funding permits and in phases that gradually increase speeds,
decrease travel time, and improve service quality. Realistic goals are to achieve
eventual top speeds of 110 miles per hour, end-to-end travel times of 3 to 4 hours,
and 5 to 15 round trips per day in these corridors.

Section 301 of the Administrations’ bill proposes a capital investment program for
these corridors that would match Federal capital funds to those raised by the states.
Successful development of the corridors will require such a dedicated program with
a separate funding allocation. Success, however, requires more than a program, it
will hinge on identifying reliable levels of funding.

Corridor services currently exist in the Northeast, in the Pacific Northwest on the
Cascades route between Vancouver and Eugene, between San Diego and Santa Bar-
bara on the Pacific Surfliner service, and between Chicago and Milwaukee on the
Hiawathas. Examples of emerging service corridors are Chicago-Detroit and Chi-
cago-St. Louis in the Midwest and Washington-Richmond and Richmond-Charlotte
in the East.

Implications for long-distance routes of investment in short-distance
service

There is no magic answer to the fundamental dilemma of corridor development
versus long-distance service facing the Administration and Congress. Without a sig-
nificant boost in funding from some source, whether Federal or not, investment in
short-distance corridors is not possible without reducing funding for long-distance
service. However, as we pointed out last spring, the long-distance trains have been
the political glue that has held the Amtrak system together for the last 30 years.

One option that might provide some fiscal relief is the restructuring of some long-
distance trains into corridor feeder services. Much of the territory and stations cov-
ered by the 17 long-distance trains are also covered by short-distance corridors and
trains today. In fact, on some long-distance trains, significantly fewer than half of
the passengers travel the entire route from endpoint to endpoint. (See Attachment
2.) By redesigning train services that operate in the gaps between corridors, but not
overlapping them, feeder services could continue to provide services to stations cur-
rently served by the long-distance trains and do so on more convenient, daytime
schedules and likely on more frequent schedules. This restructuring can be accom-
plished over a period of years that would minimize transition costs and would allow
for the growth of the complementary short-distance corridor services.

Some long-distance trains are not well-suited for restructuring as corridor feeder
services, particularly the trains from Chicago to the West Coast. To maintain serv-
ices to the stations on these routes may require the indefinite continuation of oper-
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ating subsidies. Corridor feeder services may require operating subsidies as well,
but are likely to be less expensive to operate and generate more revenue resulting
in lower losses and subsidy requirements.

Restructuring most long-distance trains into feeder services mitigates the “free
rider” problem in cost sharing with the states. If one state in the middle of a route
refuses to contribute to the operating subsidy, bordering states may be required to
bear an increased burden to maintain the service. Because most of the feeder routes
would operate in only one state, funding responsibility and operating control would
reside with that state alone.

Maintain the Northeast Corridor as an integrated railroad

The Administration’s bill proposes to divide activities on the Northeast Corridor
among two companies, separating train operations from the maintenance and con-
trol of the infrastructure. Separating operations from infrastructure increases the
risk that conflicts will arise between operations and investment because each com-
pany will be responding to different incentives that may not be reconciled. The re-
sult could be disruption to service and a decline in on-time performance. Outside
the Northeast Corridor, operations and infrastructure are separated and system per-
formance there is markedly worse than on the NEC.

The fundamental goal of the Administration’s proposed realignment is to facilitate
the eventual transfer of control of the NEC to the northeast states. Maintaining the
NEC as an integrated railroad, however, can achieve this goal just as well while
also providing additional benefits. In particular, keeping operations and infrastruc-
ture integrated offers advantages of simplicity, performance, efficiency and risk.

Simplicity. Realigning the NEC as an integrated railroad would merely involve re-
establishing something similar to the old NEC Strategic Business Unit (SBU). A
combination of the old Intercity and Amtrak West SBUs would constitute the na-
tionwide passenger rail service provider.

Performance. Consolidated control of infrastructure and operations would produce
substantially better on-time performance based on current experience with on-and
off-corridor results, (on-time performance in the 90 percent range versus 70 percent
and below for intercity services).

Efficiency. An integrated NEC provider of track maintenance, capital programs,
operations, and dispatching is likely to be more efficient and less costly than two
providers, each having a monopoly over a subset of these services.

Risk. A bifurcated approach would require a fully functional oversight and control
organization at the outset lodged in the NEC Compact to coordinate between oper-
ations and infrastructure. If the NEC Compact is delayed, there could be disruptions
to smooth operation of the corridor.

Improving system governance through greater state control

The Administration’s bill proposes to vest primary control of intercity passenger
rail services in the states. It also proposes to shift significant funding responsibil-
ities to the states as well. We support this refocusing of decision-making authority
onto the state level because a new relationship must be established among Amtrak,
the Federal Government, and the states if higher speed, higher frequency, short-dis-
tance corridors are going to be successfully developed.

Many interested parties have raised concerns that multi-state compacts will be
needed for many of the routes currently operated and that, depending on the num-
ber of states involved, they will either be impossible to negotiate or unworkable in
practice. This concern is overstated. Most corridor and feeder services will be pri-
marily in one or two states. A few will extend to 3 states. Though not without poten-
tial difficulties, negotiating these compacts should not present an insurmountable
obstacle to corridor development.

The most complicated compact will involve the NEC states (nine states). Although
the potential problems in developing a workable governance, operating, and funding
structure are perhaps great, the potential benefits to the states are great as well
from assuming control of the NEC. There should be sufficient incentive to reach a
workable consensus on the NEC because the problems for these states for their com-
muter operations as well as intercity services would be severe without a rebuilt and
efficiently functioning corridor.

The Administration proposal models a Federal passenger rail program on the cur-
rent transit program for New Starts. Under this approach, states would: (1) decide
on the corridor service attributes such as speed, frequency, and quality, (2) choose
who operates the service, and (3) negotiate with freight railroads to operate and in-
vest in the services, and (4) apply for Federal capital grants for equipment and
track investment.
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We have heard concerns about how complex and time-consuming the application
and other processes might be that are developed to implement the program. One
way of dealing with this issue is to tie the level of Federal requirements and control
to the Federal funding requested for a project. As the Federal funding percentage
exceeds certain thresholds, then additional criteria and procedures would apply, and
where state and private funds exceed some percentage of a project’s total cost, max-
imum local flexibility and minimum filing requirements would apply.

Funding the current system’s legacy expenses, principally debt

Adopting a new approach to organizing, investing in, and operating intercity pas-
senger rail service as proposed by the Administration raises the question of what
to do about the legacy expenses of the current system. Amtrak has long-term debt
with amortization periods as long as 25 years that must be financed. In addition,
Amtrak pays excess railroad retirement taxes (excess RRTA) because of the decline
in freight railroad employment over the last 30 years that is unrelated to passenger
railroad employment which has been essentially constant over the same period. Di-
rect and separate Federal funding of these legacy expenses would facilitate the de-
velopment and experimentation with alternative operating models and route struc-
tures. Otherwise, these legacy expenses, principally debt, will fall on new service
providers and the states, reducing their inclination to compete for existing services
and, in the case of Amtrak’s debt load, saddle them with a burden they did not cre-
ate.

o Long-term Debt. Because Amtrak requires Federal operating and capital sub-
sidies greater than its debt principal and interest payments, these obligations
are currently financed by Federal funds. Just to service the current long-term
debt and capital lease obligations will require an average of $285 million per
year through 2010. Because all current and future Amtrak debt would likely be
paid by the Federal Government, Amtrak’s ability to incur additional long-term
debt should be permanently frozen, except for refinancing opportunities that
lower interest expense and do not increase the outstanding principal. Further-
more, because Amtrak borrows at higher interest rates than the Federal Gov-
ernment, a one-time appropriation that repays immediately any debt that can
be economically amortized would produce long-term Federal savings.

e Excess RRTA. Future retirement tax payments for any passenger rail providers
that would qualify today as excess Railroad Retirement Tax Act payments
should be funded through a direct appropriation to the Railroad Retirement
Board. The estimated annual cost to Amtrak for excess RRTA is about $160 mil-
lion per year. Direct funding would establish and maintain a level playing field
for all competitors to provide intercity passenger rail services.

Securing a Federal consensus for consistent funding

As we have noted before, the Federal quid pro quo to a stepped-up state funding
role in passenger rail services should be the provision of some assurance to the
states that past uncertainty concerning the levels of Federal funding would not
recur. Investments in corridor development can proceed most efficiently where long-
term decisions and multi-year investments can be made without the threat of a dis-
ruption in Federal funding.

This is, perhaps, one of the toughest nuts to crack considering the tight fiscal con-
straints facing the Federal budget. Highway, transit, and aviation trust fund rev-
enue projections are down and, as a result, those programs are likely to add new
demands on the general fund over the next few years. Alternate funding arrange-
ments, such as tax credit bonds, have not found favor. In spite of these difficulties,
a reliable Federal funding commitment will likely be needed to generate state sup-
port for a new Federal-State financing partnership. A broad and committed con-
sensus needs to be reached so that achieving the authorized funding levels and Fed-
eral capital funding commitments will be much more tractable in future budgets.

Mr. Chairman, this concludes our statement. I would be pleased to answer any
questions.
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ATTACHMENT 1

Amtrak 2002 Ridership Distribution

Fiscal Year 2002

IEB%%);S % of Total R?(\]rgg;xe % of Total
Long Distance Train
16—Silver Star 252 1.1% $25,088 1.9%
17—Three Rivers 127 0.5% 9,863 0.8%
18—Cardinal 74 0.3% 3,921 0.3%
19—Silver Meteor 248 1.1% 28,347 2.2%
26—Capitol Ltd. 146 0.6% 12,558 1.0%
45—Lake Shore Ltd. 288 1.2% 24,295 1.9%
48—Silver Palm 206 0.9% 18,262 1.4%
52—Crescent 246 1.0% 25,287 2.0%
57—Pennsylvanian 76 0.3% 2,855 0.2%
63—Auto Train 202 0.9% 50,742 3.9%
25—Empire Builder 368 1.6% 39,717 3.1%
27—California Zephyr 327 1.4% 36,521 2.8%
28—Southwest Chief 256 1.1% 36,770 2.8%
30—City of New Orleans 159 0.7% 11,676 0.9%
32—Texas Eagle 129 0.6% 14,349 1.1%
33—Sunset Ltd. 97 0.4% 13,794 1.1%
34—Coast Starlight 446 1.9% 33,272 2.6%
Total Long Distance 3,646 15.6% 387,315 30.0%
NEC
1—Acela Express/Met. 3,214 13.7% $ 364,150 28.2%
5—Regional 5,760 24.6% 298,788 23.1%
13—Clocker 1,979 8.5% 18,867 1.5%
Total NEC 10,953 46.8% $ 681,804 52.7%
Other Corridor
3—Ethan Allen 39 0.2% $ 1,726 0.1%
4Vermonter 67 0.3% 3,759 0.3%
6—Twilight Shoreliner 215 0.9% 13,291 1.0%
7/15—Maple Leaf/Empire 1,241 5.3% 47,853 3.7%
9—Downeaster 245 1.0% 3,844 0.3%
14—Keystone 949 4.1% 21,969 1.7%
40—Adirondack 91 0.4% 4,116 0.3%
66—Carolinian 215 0.9% 11,328 0.9%
67—Piedmont 44 0.2% 596 0.0%
20—State House 226 1.0% 5,656 0.4%
21—Hiawatha 404 1.7% 6,689 0.5%
22—Wolverine 300 1.3% 9,695 0.8%
23—Illini 92 0.4% 2,886 0.2%
24—Illinois Zephyr 94 0.4% 2,339 0.2%
29—Heartland Flyer 53 0.2% 903 0.1%
35—Pacific Surfliner 1,725 7.4% 28,357 2.2%
36—Cascades 580 2.5% 13,004 1.0%
37—Capitols 1,080 4.6% 11,014 0.9%
39—San Joaquins 734 3.1% 17,620 1.4%
41—International 92 0.4% 2,774 0.2%
54—Kentucky Cardinal 21 0.1% 664 0.1%
56—Mules 144 0.6% 3,153 0.2%
65—Pere Marquette 60 0.3% 1,604 0.1%
XX—Special Trains & Buses 98 0.4% 8,640 0.7%
Total Other Corridor 8,808 37.6% $223,480 17.3%
Grand Total 23,407 100.0%  $1,292,600 100.0%

Source: Amtrak’s Fiscal Year 2002 Ridership and Revenue summary.
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ATTACHMENT 2

End-to-End vs. Corridor Passengers
On Long Distance Trains

2000 Passengers

Train - End-to-End Comidor:
End-to-End Corridor?! Total
1 Auto Train 233,900 233,900 233,900 100% 100%
2 California Zephyr 33,362 72,198 382,002 9% 19%
3 Capitol Limited 62,481 16,698 145,196 43% 12%
4 Cardinal 3,631 16,087 74,479 5% 22%
5 City of New Orleans 39,433 — 200,682 20% 0%
6 Coast Starlight 26,174 277,299 505,098 5% 55%
7 Crescent 8,561 77,610 265,789 3% 29%
8 Empire Builder 40,307 155,159 433,404 9% 36%
9 Lake Shore Limited 67,264 99,326 300,989 22% 33%
10 Palmetto 28,148 70,524 217,865 13% 32%
11 Pennsylvanian — 33,590 33,590 0% 100%
12 Silver Meteor 52,063 69,913 254,229 20% 28%
13 Silver Star 34,877 129,397 269,577 13% 48%
14 Southwest Chief 47,079 2,683 268,267 18% 1%
15 Sunset Limited 13,685 5,972 119,444 11% 5%
16 Texas Eagle 2,192 30,675 145,023 2% 21%
17 Three Rivers 20,599 55,947 133,206 15% 42%
Total Long Distance 713,756 1,346,978 3,982,740 18% 34%

1 Represents the number of passengers who get on and get off the train within the confines of a single corridor. Corridors include
stations on existing Amtrak corridors and those on planned high-speed rail corridor routes.
Source: OIGs analysis of Amtrak’s 2000 Origin/Destination station pair data.

ATTACHMENT 3

Am- Administration’s Bill
Section Account rak 0 9008 2009 2010 Gear
2004 2005 2006 2007
Capital
104 Capital Backlog [100% Federal; Sec- 252 —_ —_ - 350 400 500 600 1,850
tion 202 Plans]
207/301 Capital Grants [100%—50% Federal; 675 600 600 650 350 400 500 600 3,100
Section 207 for 05/06]
Total Capital (except debt principal) 927 600 600 650 700 800 1,000 1,200 4,950
[Section 301—States’ Capital Match] — — — — 88 267 500 600
[Section 301-States’ Percentage 0% 0% 0% 0% 20% 40% 50% 50%
Match]
Operating
207/106 Long Distance Losses [Amtrak 2005; 563 563 580 501 395 187 — — 1,662
PRSP thereafter]
207 Short-Distance Losses [Amtrak 2005; 188 188 194 169 — — — — 362
PRSP 2006]
207 Multi-State Administrative Transition — — 4 5 4 — — — 13
207 Amtrak Administrative Expenses 2 2 2 2 2 10
103 NEC Compact Commission — — 2 — — — — — 2
105 Employee Buyouts [PRSP & PRIM] — — — 75 75 — — — 150
Total Operating (except interest ex- 751 751 779 752 476 189 2 2 2,200
pense)
NEC Operating Loss | (Profit) (144) (144) (146) (88) — — — — (234)
Amtrak Legacy Debt
207/206 Amtrak/PRSP Principal 117 117 113 88 177 138 126 120 762
206(d) Additional Principal Paydown — — — 39 292 315 130 776
207/206 Amtrak/PRSP Interest 163 161 153 118 111 104 98 92 676
206(d) Interest Savings from Paydown — — — — (2) (20) (39) (47 (108)
Total Debt Service 280 278 266 206 325 515 500 295 2,107
TOTAL 1,814 1,485 1,499 1,520 1,500 1,503 1,502 1,497 9,023
Amtrak Legacy Debt 2004 2004 2005 2006 2007 2008 2009 2010 Total
Total Principal 117 117 113 118 207 168 156 150
Total Interest 163 163 153 148 139 130 122 114
NEC Compact
Operating Profit 144 144 146 148 150 152 155 157 908
Amtrak Legacy Principal — — — (30) (30) (30) (30) (30) (150)
Amtrak Legacy Interest — — — (30) (28) (26) (24 (22) (130)

Compact Net Profit 144 144 146 88 92 96 101 105 628
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The CHAIRMAN. Thank you, Mr. Mead, and the Senate mark is
1.35 and you say they’ve got 200 million rolled over from last year.
Is that correct?

Mr. MEAD. Yes, sir.

The CHAIRMAN. But yet the Administration has only asked for
$900 million, Mr. Rutter. Where do you think that you and Mr.
Mead differ here on the estimates of what level of appropriations
are required?

Mr. RUTTER. I think the main difference is that our appropria-
tion, or at least the President’s budget for 2004, talked about a
$900 million number and that any amount over that should be ac-
companied by concrete moves in the direction of reform. Frankly,
the 2003 appropriation, which came out after the President’s 2004
budget, contained many of those steps, and we believe that there
are additional steps that the appropriators can take to move con-
tinuously toward this point away from the status quo.

I would, however, note that that $900 million is 70 percent more
than the previous year’s request and is much higher than the last
3 to 4 years of the previous Administration’s requests for Amtrak
appropriations.

The CHAIRMAN. Well, you have a point there. Mr. Mead, do you
still think that Amtrak needs to restructure its debt?

Mr. MEAD. Oh yes.

The CHAIRMAN. How do you do that?

Mr. MEAD. Well, I mean, it’s a matter to some extent of a per-
sonal philosophy, but I think if you're going into a reauthorization
period we’re really going to try to make a difference. My own view
is that you ought to freeze the debt, the Federal Government prob-
ably ought to pay it off, because frankly we’re paying off the debt
anyway and we can borrow money cheaper than Amtrak’s interest
rates. We could just pay it off.

The CHAIRMAN. So we ought to just pay off their debt?

Mr. MEAD. Yes, as part of the reauthorization. I certainly
wouldn’t recommend you do it as part of the appropriations proc-
ess. I think it should be part of a larger package. And I say that
also because if we're going to be looking to the change in govern-
ance and structural change in Amtrak, and look to the states to
take more responsibility and start governing, the states aren’t
going to be interested in picking up anything if you say, well,
you're going to be saddled with debt to boot.

The CHAIRMAN. You've observed as I have over the years by the
way, I really regret that Yogi Berra ever made that comment about
deja vu all over again because we all get real tired of hearing it,
but over the years we’ve sort of had this same debate, this same
discussion, and you have noticed many of their long-distance routes
that have, as I mentioned in my earlier opening statement, as
much as $400 per passenger subsidy. Is there any way that any of
those long-distance routes in your mind, from your experience, are
ever going to come close to any kind of reasonable cost per pas-
senger?

Mr. MEAD. Some of them won’t, but I believe there is a mis-
conception about what a long-distance route actually is. If you stop
and look across the United States and take the East Coast as point
A and the West Coast as point Z, there are very few people that
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are actually going to ride from point A to point Z, but there are
lots of people that will be going between intermediate points across
the United States, and it’s those intermediate points that hold a lot
of promise that are called corridors. And that is what I think is a
very important feature of the Administration’s bill to invest in
those, regardless of the State. In many states, such as Texas, there
are corridors in Texas that could stand development.

The problem is that when you're just relying on long-distance
trains, the train that’s one train going across and it may show up
at 3 a.m. in the morning. It’s one train, it’s really not maximizing
the growth potential, but there are some in this country, Mr.
Chairman, that the distances between one corridor and another ex-
ceed 500 miles, maybe 1,000 miles. Frankly, those people probably
ought to consider getting on a plane.

The CHAIRMAN. I think most of them . . .

Senator BURNS. We've got airplanes that show up at 3 in the
morning. That doesn’t solve any problems.

Mr. RUTTER. Mr. Chairman, if I could add to that.

The CHAIRMAN. Please, Mr. Rutter.

Mr. RUTTER. The other thing that treating all long-distance
trains equally is inaccurate because not all long-distance trains
have the same characteristics, either their on-time performance or
the kind of people who ride it. You have two members of your com-
mittee here who represent states served by the Empire Builder.
The Empire Builder travels on BNSF freight ride-away and BNSF
operates that train at about 80 to 90 percent on time.

The other thing that characterizes that particular route is that
if you looked at between Minnesota and Chicago and North Dakota
and Washington, you've got different characteristics of where peo-
ple are traveling. People in North Dakota and Montana are mostly
going between those two states or to Washington. Very few of those
people go to Chicago. Similarly, Chicago to Minnesota, Min-
neapolis, that’s where most of that traffic happens on that end.
One of the things that could be possible is to look at bifurcating
long-distance trains into shorter segments, serving those segments
with coach service rather than more expensive sleeper service and
particularly the Empire Builder is in a situation where it’s the
least avoidable costs aren’t nearly as high as some of the other
Western routes. So it’s important to recognize that there are dif-
ferent circumstances for each of these particular services.

The CHAIRMAN. Well, my time has expired but I'm afraid we may
be headed in the same direction we have, and that’s we’ll give them
enough money to limp along and the debt goes up and the oper-
ating losses continue and that’s very unfortunate because at some
point or another we’re going to have to maybe never, maybe we
won’t ever have to make a touch decision. We've avoided those
pretty well in some other areas. Senator Lautenberg.

Senator LAUTENBERG. Thanks, Mr. Chairman. The thing that
struck me is that we talked about when we heard from Mr. Mead
about giving, limiting the funding to $1-1/2 billion above, that’s
certainly above where we are now, but it goes with the statement
that says, minimize the capital to maintain reliability. And one of
the things that we’ve done here is we've constantly minimized what
it is that we put into the road, and I think the chairman just said
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the same thing and I'm inclined to agree with him. He didn’t say
quite what I'm going to say, but we are talking about kind of fish-
er-cut bait here, I mean, either we’re going to put enough into the
railroad at one time or over a period of a few years to bring it up
to the kind of travel that people would like to see or just limp along
as we see and not really do much.

Chairman McCain and I a few years ago were in Brussels, Bel-
gium, at the same time, and I headed for Paris where my trip was
to continue and I got on a train and in an hour and 25 minutes
we went 200 miles. I don’t think you could get an airplane there
if you wanted to, and at what point does it take us to in this coun-
try to say, hey listen, when you get those distances that are 500
miles or less, there almost ought to be no dispute. Certainly be-
tween here and New York City, if we could get there in an hour
and a half, an hour and 45 minutes, one could speculate but make
some pretty optimistic guesses about how much rail service would
be occupied, would be taken. Even now you get a cloudy day out
here, a rainy day, and I usually use Acela if I can, it’s crowded.
People want to know the reliability of rail service is there.

So I would ask if there shouldn’t be a point, Mr. Rutter, that we
say, look, I read the statement that then-Governor Bush about it
being a Federal responsibility, Federal costs for capital and oper-
ations, and I can ask you what changed in his mind, I guess the
job probably from being Governor out there and knowing you can’t
afford to do much about this, but there are those national causes.
What should we do about you said refinance the debt in some way,
Mr. Mead. Well, that’s a nice idea but it’s the how-to that’s bother-
some. If we’re going to restructure the debt we’re going to have to
put a lot more money into it. So at what point do we face up to
our responsibility and say that we want to get it done? Is the Ad-
ministration allowing Amtrak to spend its funding to cure the same
safety defect as it criticized Amtrak for, funding provided for Am-
trak adequate to address all these safety concerns, Mr. Rutter?

Mr. RUTTER. Well, we’re certainly one of the things I get to do
is represent the Secretary on Amtrak’s board, we regulate Amtrak
from a safety perspective as well as advise the Secretary and the
Administration on passenger rail policy. Getting back to I think
part of your question on the amount of money, it’s also much a
matter of what are you going to spend that money on. When Mr.
Mead talks about buying down debt, dollars invested toward that
have serious and significant benefits in a present value situation
now. If that has appeal to spend money on, rather than spending
money on the status quo without any further change, I think the
other thing that those dollars going toward of a different kind of
system would be illustrated between the difference in what we
were being asked to do when that letter that you quoted from,
when Tom Downs was going to shut down the Eagle and said, we’d
enjoy you picking up the difference, and the current Governor, Gov-
ernor Perry, who’s talking about resuscitating some plans for high-
speed passenger rail, not where the Eagle goes, but where the most
people in Texas are.

I think that’s one of the distinctions that we’d like to move to-
ward in our proposal, which is to make investments in services
that have the most potential for serving people.
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Senator LAUTENBERG. Well, I'd ask you this. I understand that
the Administration has recently released the names of three people
that it proposes to nominate to the Amtrak board. One is a long-
time advocate of railroad privatization, the second is an experi-
enced hand at working with companies headed into bankruptcy,
and the third has a reputation as an outspoken business person,
no experience whatsoever in the rail sector and perhaps has some
conflict of interest in modes of transportation. So were these indi-
viduals selected by the Administration for the purpose of admin-
istering a coup de grace to the railroad once and for all?

Mr. RUTTER. Absolutely not, sir. First, let me talk about well, I'll
get to the people we’ve named, then we’ll talk about killing Am-
trak. The people that we’'ve named, the three that you mentioned,
all have qualifications that speak to the kinds of qualifications set
out in the statute for Amtrak’s board, people who are familiar with
business, with transportation services, and all three of those folks
are very qualified. They’re outspoken, they’re going to speak their
mind, but they’re very bright, and we believe they’re the kind of
people that are going to help offer assistance to David and to the
rest of the board members as we try to make Amtrak better.

Finally, let me speak directly to the frequent not necessarily here
but frequent accusations that this Administration is about killing
Amtrak. If that were indeed our interest, we would have done that
last summer. Amtrak was in dire straits, they were on the brink
of bankruptcy. Instead of having them go bankrupt, our Adminis-
tration came in with a $100 million RIF loan and Congress came
in with $200 million in supplemental appropriation, and we've
worked with David and the Amtrak team to make sure that they're
able to live within the means that Congress provided for them.

It is not the Administration’s proposal or its policy that pas-
senger rail service go away. We'd like to make it better and the
people that we will soon send paperwork up here for the three ad-
ditional board members we believe are capable, talented people
who are going to help make a positive difference in how Amtrak
meets that need.

Senator LAUTENBERG. And Mr. Rutter, we don’t expect the nega-
tive difference to be the target, but this isn’t an 1Q test. I want to
know whether these people have experience in passenger rail serv-
ice. I want to know whether their business experience is appro-
priate for what is a quasi- government corporation and the respon-
sibility of providing service. You look at what we spent for aviation
and for highways and compare that to the monies and funds that
we put into rail service. There is no comparison.

Mr. RUTTER. One more response to that. It’s certainly as quali-
fied or more qualified than some of the people that have served on
the board in the past 2 or 3 decades. You look at Mr. Crandall, who
knows about running a transportation business. You look at Mr.
Hall, whose entire life has been about customer service, retail busi-
ness, which frankly should be a concern of Amtrak’s about what its
passengers need.

Senator LAUTENBERG. Well, we're not going to debate that here,
I assume, Mr. Chairman. Mr. Crandall, you know, very capable
guy. He opposed my stopping smoking in airplanes when he was
smoking five packs of butts a day.
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The CHAIRMAN. Senator Smith.

STATEMENT OF HON. GORDON H. SMITH,
U.S. SENATOR FROM OREGON

Senator SMITH. Thank you, Mr. Chairman. I'd like to put an
opening statement if I may.

The CHAIRMAN. Without objection.

Senator SMITH. And I do want to note with appreciation Claudia
Howells from Oregon who’s come to testify on the next panel. I ap-
preciate her coming here. Also, gentlemen, 'm quite mindful as a
former State legislator that every time an Oregon State budget was
made we had a big Amtrak issue and we would put millions of dol-
lars into it to keep it going to do our part of it, and I know the
State of Washington does the same. In other words, the states
value the service. I'm also mindful that many states don’t pay any-
thing for it and I'm wondering if there isn’t something that can be
fairly done to share the burden. If it’s a value, why don’t they par-
ticipate? And resources are scarce, but if it means something, why
does the Federal Government pick up all for some and not all for
others?

Mr. MEAD. I think that point is well taken. I view intercity pas-
senger rail much like the highways, much like the airports, that
the states ought to have more to say about what happens. I think
one problem with this bill though is that it comes before you with
no money in it. And when you say, well, such sums as are nec-
essary, you say, well, what that may mean to one person may
mean something quite different to another. And the other is that
this whole problem with Amtrak actually began, well, many years
ago, but it started coming to a head 2 years ago and now the Fed-
eral budget situation is quite different than it was a couple years
ago. We have more Federal obligations and the State fiscal crisis,
as Senator Lautenberg was saying, I don’t know if it’s the worst
since the Great Depression, but it’s almost the worst fiscal situa-
tion facing the states since the Great Depression.

And you have that, the confluence of the Federal situation and
Amtrak and it’s hard to go to the states at that point and say, well,
we want some money, we want you to belly up and contribute
something too. But I do think they have to pay their fair share, but
we need to look very closely at this bill in terms of the phase-in
period and the size of the capital match. On the capital match
issue, sir, I'd point out that over the years different transportation
programs have had different matching levels. This bill proposes 50
percent. The highway program, when you were starting the inter-
state, I think it was 90 percent at that point. Now for most high-
way programs it’s 80 percent. In transit I believe it’s 50 or 60 per-
cent. Airports it’s even different. So I think Congress has some
flexibility there on the exact match to require.

Senator SMITH. But it’s prospective, it’s not a part of this bill
that states would have to contribute if they want to continue?

Mr. RUTTER. Well, no actually. Part of this bill is to do two
things that meet or at least respond to the situation that Oregon,
Washington and California have particularly seen. And that is, one,
that those states have made substantial investments in increasing
and improving passenger rail. It’s been responded to by lots of pas-
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sengers, but they’'ve done so without a Federal partner, any Fed-
eral dollars. Our bill would create a capital partnership where the
Feds and the states would be able to participate in that.

And the other point that you made is that there ought to be some
degree of equity among states for that operating subsidy. No State
should get for free what other states choose to pay for.

Senator SMITH. And do you find when the states are involved like
Oregon, California, Washington, that you have a better system?

Mr. RUTTER. I think that one of the things that informed our bill
was the success that’s happened on the West Coast, and it’s hap-
pened not at high speeds of 110 or so, it’s happened with fre-
quencies, it’s happened with reliability, which resulted from invest-
ments made in the freight infrastructure, and it’s happened with
new and newer rolling stock, all of which have meant that it’s
much more patronized, as Mr. Mead has talked about, the number
of Amtrak passengers who are on shorter corridor distance.

Senator SMITH. Thank you. That’s a very helpful update. Another
update I would appreciate, Mr. Chairman, is on the Pioneer Line
that Amtrak used to run between Boise actually it used to go from
Chicago to Portland, Oregon but now from Boise to Portland and
my understanding of that was actually, well, not a money maker,
it was far better for Amtrak than many of the lines that are still
running. I wonder if you can give me an update as to what the sta-
tus is of that. Is there still a consideration of a freight passenger
rail component? Is there anything happening on the Pioneer Line?

Mr. RUTTER. Not that I'm aware of. One of the things that would
certainly be possible, and Ms. Howell’s from Oregon, would cer-
tainly be able to talk about, one, the difficulty that they’ve just
gone through keeping the service they have, and that’s they’re con-
tributing where maybe some other states aren’t. But to the extent
that that lift for a Portland to Boise service may not be huge, that’s
certainly something that this bill would anticipate that those two
states could make that choice jointly together.

Senator SMITH. Thanks, Mr. Chairman.

[The prepared statement of Senator Smith follows:]

PREPARED STATEMENT OF HON. GORDON H. SMITH, U.S. SENATOR FROM OREGON

Thank you Chairman McCain. I appreciate you for holding this hearing on a very
important issue to my State of Oregon and our country.

Oregon is fortunate to be served by two Class I freight railroads, 19 shortlines,
and Amtrak. As this hearing considers the Administration’s legislative proposal for
restructuring intercity passenger rail service and Amtrak, one area of improvement
I would like to see is more equitable participation by all the states in supporting
Amtrak. In the Pacific Northwest, the states of Oregon and Washington provided
$16.5 million in operating support in 2002.

In addition, according to Amtrak, since 1992, Amtrak, the states of Washington
and Oregon, and their freight partners have committed more than $600 million in
track and signal upgrades, train equipment and station improvements on the Pacific
Northwest Rail Corridor. Many other states with Amtrak service, however, con-
tribute nothing. As we debate the future of Amtrak, I hope we can devise a system
whereby all states make a fair contribution to supporting intercity passenger rail
service.

I would like to extend a special welcome to one of my constituents who is testi-
fying today—Ms. Claudia Howells from the Oregon Department of Transportation’s
Rail Division. I look forward to hearing your views regarding Oregon’s partnership
with Amtrak and how the rest of the country can learn from Oregon’s experience.



40

I would also be interested from all the witnesses on how we can encourage more
states to contribute financially to an intercity passenger rail system that benefits
the traveling public.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Dorgan.

Senator DORGAN. Mr. Chairman, thank you. Mr. Rutter, as I un-
derstand the Rail Investment Reform Act, which the Administra-
tion has proposed, the long-distance trains would operate with 100
percent of the operating costs of those trains being guaranteed by
the states in which it operates?

Mr. RUTTER. At the end of that authorization period. It wouldn’t
start immediately.

Senator DORGAN. So 100 percent of the operating costs and 50
percent of the capital, correct?

Mr. RUTTER. It would be 100 percent of that operating subsidy.
That’s a pretty big difference, the difference between revenues and
expenses, which differs by route.

Senator DORGAN. But long-distance trains, by and large, are not
profitable, is that correct?

Mr. RUTTER. That’s true.

Senator DORGAN. And so

Mr. RUTTER. And nor do we pretend that they ever will be.

Senator DORGAN. I understand. And so the losses that exist on
the long-distance trains are not offset by, for example, profits on
a heavily populated Eastern Corridor, which is circumstantial
where you have a national system? Instead you take pieces of this
apart and separate them and you say there shall be a Northeast
Corridor and there shall then be long-distances trains in states in-
volved in paying the operating losses of those trains and then
staﬁeg also paying 50 percent of the capital costs, do I have that
right?

Mr. RUTTER. At the conclusion of that authorization cycle that’s
how it would work.

Senator DORGAN. And tell me how long the phase-in, when is
that conclusion of that cycle?

Mr. RUTTER. Our bill sets out a 6-year pace and certainly as Mr.
Mead has mentioned, there are those who would question the speed
with which that happens, and certainly that’s a conversation that
we’d be happy to have with Members of this Committee and the
House, as long as we’re moving toward away from the status quo
and toward a better future.

Senator DORGAN. But isn’t this a philosophy that says, look, to
the extent that there are trains out there, the Empire Builder
being one, as part of our rail passenger service that are losing
money, the Federal Government’s going to have nothing to do with
that, 50 percent of the capital costs, but otherwise we’re going to
have nothing to do with that. If somebody wants to run them, God
bless them, we don’t have any interest in it. And the reason I ask
that question is philosophically I think it would have been much
more up-front if we just say, the Administration does not believe
in subsidizing long-distance trains. We believe that we ought to
have a Northeast Corridor, which likely would be self-sustaining,
I assume, and then the long-distance trains, we don’t want any-
thing to do with them really, if somebody else wants to cover the
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losses, let them do it, but our philosophy is not to do that. Why
would you just not say that because that’s what your bill is?

Mr. RUTTER. Well, our bill is trying to put passenger rail in the
same position that we have for other surface transportation pro-
grams, which is the Federal Government is a capital partner and
that operating and maintenance expenses are primarily a responsi-
bility of States. That’s how we do highways, that’s how we do tran-
sit. There can be arguments about the level of capital participation
and there can be probably some talk about how you transition from
viflher% we are now to where that would be and how fast do you get
there?

Mr. MEAD. You know, very substantial parts of what people
think of as long-distance routes today, the Administration, if I'm
reading the bill correctly and I think I am, does see an interest in
and that’s where they want to put up capital money, and I think
that’s really important.

Senator DORGAN. Well describe that to me. Describe where those
routes would be.

Mr. MEAD. Well, you could take a long-distance route, take Chi-
cago to Los Angeles.

The CHAIRMAN. Try Orlando to Los Angeles, that’s my favorite.

Mr. MEAD. Orlando to Los Angeles, OK, we take Orlando to Los
Angeles.

Senator DORGAN. Well, don’t take too much time, I only have 5
minutes.

Mr. MEAD. I'll be real quick. There are few people that are going
to go from end to end, get on that train in Orlando and ride it all
the way to Los Angeles, but there are lots of cities in between. In
some instances, 400 or 500 miles separate those two cities. Those
two cities would be eligible for funding as a capital grant to develop
corridor service. Right now, the service they get is that long-dis-
tance train coming through going all the way across country and
yet those two communities could probably sustain or may very well
be able to sustain additional frequencies, and that’s why the capital
program in the bill, I think, has some merit. But the Administra-
tion would not be funding the whole route all the way from Or-
lando to Las Vegas.

Senator DORGAN. I'm much more interested in the operating
costs and the operating subsidy in the bill. I've often asked the
question if we did not describe the interstate highway system of a
national system, who would have decided to invest the money that
was needed to be invested to build an interstate highway from
Fargo, North Dakota to Beech, North Dakota, which travels
through a substantial part of our State where there are very few
people living and yet we build an entire interstate highway
through North Dakota, through Montana. Why? Because we are
bridge states in which that piece of the interstate highway is every
bit as important as every other piece of that highway in this coun-
try.

And the same is true, exactly the same thing is true, as between
Rugby, North Dakota, and Williston, North Dakota with Amtrak.
You simply can’t stop Amtrak at Fargo, North Dakota and decide
to pick it up again in Helena, Montana, going to Seattle unless
you’re going to airlift that locomotive and the cars. I mean, it is im-
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plausible, you just can’t do that. So my point is that what you've
described here is a system that I think says we don’t want to sub-
sidize any long-distance trains and we know from the start that
long-distance trains require subsidy, we know that. You're taking
tons of metal across this country on a track and we know it takes
money, so we have decided as an affirmative matter to subsidize
that over the years.

I'm perfectly comfortable with that. I want it to be effective and
efficient but I'm perfectly comfortable because we subsidize every-
thing else in transportation. So let me just ask this question. We
know that you proposed this at a time when State governments are
financially flat on their back and there isn’t a ghost of a chance in
my judgment for you to, just as you could not have with George W.
Bush back in 1996, you won’t now convince those Governors to
spend money they don’t have to subsidize long-distance trains. And
even more than that, my understanding of the way this would work
is you’d have to have groups of States, all of which would agree to
meet that subsidy to get, and probably two of seven states would
say no, five say yes, and you don’t have an opportunity then to run
that train and provide the operating loss or the subsidy for the op-
erating loss.

So, Mr. Chairman, I appreciate the support not the support, I
should say the testimony—of Mr. Rutter and Mr. Mead, but I end
this questioning exactly where I began with my statement. This is
a plan that says, let’s abandon the Federal support for long-dis-
tance trains. It is exactly moving in the wrong direction, exactly in
the wrong direction.

And, Mr. Mead, you might say in the long run, or Mr. Rutter,
you might say in the long run wouldn’t it be nice to be able to pro-
vide some State support? Sure, that would be nice in the long run,
but the fact is, this railroad, this Amtrak, will either live or die in
the short and intermediate run and the fact is this proposal comes
at a time when you don’t have a ghost of a chance of connecting
the dots to keep long-distance trains running with your plan. And
there are a lot of folks in this country that are going to be dis-
advantaged by this and I think it takes an important part of our
transportation system and renders it inoperative at a time when
we really need it.

The CHAIRMAN. Mr. Rutter and Mr. Mead, would you care to re-
spond?

Mr. RUTTER. Well, first off, we do continue to plan for and look
at the Federal Government having a responsibility and an ongoing
partnership with states to provide dollars for capital assistance.
The other thing that I'd say is that we’ve done an awful lot of out-
reach with a lot of States, State DOTs, the Governors’ offices, and
they share your concerns about long-distance trains. They've said
that about 60 or 70 percent of your bill, Mr. Rutter, is OK, but
don’t ask us to do that.

I would I mention that to show that we’ve actually talked to folks
and we’ve heard that same thing. The other part of that though is
that most of the states are also quick to note that what our bill
proposes at a 50 percent capital participation rate is 50 percent
more than they have now, which is zero. We think that the Federal
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Government ought to be a capital partner with states in making in-
vestments in places that they choose.

The CHAIRMAN. Mr. Mead, do you want to respond?

Mr. MEAD. I believe that the long-distance train issue, I think,
has been overblown a bit and it isn’t my job to carry the Adminis-
tration’s water anywhere and I wouldn’t do that. But I think it
might be beneficial, just as we have with the highway reauthoriza-
tion, is to sit down and look at every, each situation. For example,
you’re pointing to some specific situations. I can’t respond to those
right now because I'm not familiar with them all, but it does seem
to me that the future of intercity passenger rail is going to rise or
fall on how much people use passenger trains in this country and
the quality of the service and the on-time performance of it and
how well the capital infrastructure is, and if we don’t pay attention
to that because we’re focusing on the preservation simply of long-
distance trains, I think the future of passenger rail is going to
down the tubes and I'd hate to see that happen.

The CHAIRMAN. Well, I thank you both and I appreciate you com-
ing here and testifying and we’ll be seeing you again. Thank you.

Our next panel is Mr. David Gunn, who is the President and
Chief Executive Officer of the National Railroad Passenger Cor-
poration, and Ms. Claudia Howells, the Rail Division Administrator
of the Oregon Department of Transportation. Mr. Gunn, welcome
back before the Committee.

Mr. GuNN. Thank you, sir.

The CHAIRMAN. Please proceed.

STATEMENT OF DAVID L. GUNN, PRESIDENT AND CHIEF

EXECUTIVE OFFICER, AMTRAK

Mr. GUNN. I haven’t been here as many times as Mr. Mead but
I

The CHAIRMAN. I hope you never have to.

Mr. GUNN. I don’t think I'd want to. Mr. Chairman and Ranking
Member, Hollings, and distinguished Members of the Committee, I
want to thank you for the opportunity to testify today on the hear-
ing on the Administration’s proposal for Amtrak reauthorization. In
the interest of time, I have submitted written testimony.

The CHAIRMAN. Without objection, your full statement will be
part of the record. You, too, Ms. Howells.

Mr. GUNN. And I will just make a brief statement if that’s per-
missible. If you look at the Administration’s proposal, there are a
number of things that I think are troublesome. The idea of engag-
ing in a debate about the future of Amtrak I think is laudable, but
this specific proposal, I think, has a number of practical problems
in it. It requires a series of very complicated actions and the time
lines provided in the proposed legislation I think are very inad-
equate. For example, you would expect the Amtrak management to
create 3 Amtraks in 6 months and I think that that is just admin-
istratively very, very ambitious if not impossible.

The other problem that I have with the proposal is that there is
no mention or no specific funding provided for in this bill, and I
disagree with the philosophy personally on the long-distance trains,
but that set aside you have a proposal that is very ambitious.
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The CHAIRMAN. What is your philosophical difference on long-dis-
tance trains?

Mr. GUNN. I think they are a national service, that they should
be provided to these communities. I have ridden most of them. In
fact, I'm going to be on the Empire Builder next week, and I find
that these trains in the rural areas actually are used, the ridership
is growing, and that they are an important service to rural areas.
But the proposal contained in the Administration’s legislation is
just impractical, that’s my point, and it is impractical particularly
when you look at the condition that Amtrak is in.

I mean, we are struggling to regain fiscal discipline and control,
which I think we’re doing. We have an enormous backlog of de-
ferred maintenance throughout the system, which we’re trying to
overcome, and to try to run trains and engage in this sort of re-
form, to have Amtrak management do both things I think is very,
very unwise. So with that I'll turn it over to my compatriot here.

[The prepared statement of Mr. Gunn follows:]

PREPARED STATEMENT OF DAVID L. GUNN, PRESIDENT AND CHIEF EXECUTIVE
OFFICER, AMTRAK

Mr. Chairman, Ranking Member Hollings, and distinguished members of the
Committee, thank you for the opportunity to testify at today’s hearing on the Ad-
ministration’s proposal for Amtrak reauthorization.

I have read the Administration’s proposal. Let me give you my general observa-
tions about their plan and approach. I want you to know that the testimony I am
presenting today reflects comments I shared with the Board of Directors and em-
ployees shortly after the plan was unveiled.

I realize that the Administration’s proposal is one of several bills and in many
respects the reauthorization discussion is in its early stages. While I have strong
concerns about the Administration’s plan, I appreciate their intentions through their
bill to play an active role in the debate. As you know, Allan Rutter is not only the
Secretary’s representative to the Board, but he also provides regulatory oversight
on a number of fronts as it relates to our operations, not the least of which is the
responsibility for managing our Federal grant. He has been a good member of the
Board and has been fair to us in his other roles. Therefore, I wish I could offer more
positive views on the Administration’s proposal.

In short, I believe that the timelines set are unrealistic and the overall approach
is unworkable. As you know, the timelines in the bill start with passage of the legis-
lation and extend for six years.

The Amtrak board is given six months to prepare a transfer plan. As I understand
it, this requires creating three independent companies:

e Residual Amtrak
e Passenger services operating company
e Infrastructure company

At the end of the first year, the transition must be complete and the companies
incorporated, which would require articles of incorporation, by-laws, changes in
board structure, and additional management changes.

Also at the end of the first year, you would have to have contracts for service to
have been negotiated between the entities. I believe this would be a very complex,
and needlessly distracting, undertaking.

Simultaneously, with the above mentioned activities, and by the end of year one,
a proposal for an interstate compact for service and maintenance of the Northeast
Corridor would have to be presented to the eight Northeast states and the District
of Columbia. This arrangement would in essence be controlled by the Department
of Transportation through a new Northeast Corridor Compact Commission. My
reading of the proposal left me in some doubt as to what will occur if the Compact
is not formed. One could infer that absent the compact the Administration would
have to propose and submit to Congress new legislation to provide for the continu-
ation of NEC service—intercity, commuter, and freight.
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What is clear is that at the beginning of year two, there would be three aforemen-
tioned companies: Residual Amtrak; Passenger Services Operating Company; and
Infrastructure Company.

The legislation prov1des for the Federal Government to fund capital grants to
overcome deferred maintenance in years three to six, but only if the Northeast Cor-
ridor Compact is formed.

It is not clear who would advocate for the ongoing funds necessary to run service
and the costs for the creation of these new entities. It is also not clear how this
funding would be obtained, but presumably it would be through the appropriations
process but without any spemﬁc levels of funding authorization for appropriations.
All of this occurs with a $50,000 voluntary severance available to existing Amtrak
employees.

As I indicated to the Board in my summary of the bill, one can appreciate the
enormity of the task that would be at hand. The Amtrak Board will be attempting
to run a railroad, which is in serious physical difficulty. There is apparently no at-
tempt to address deferred maintenance until year three. All the while, Amtrak will
be losing skilled hourly workers and a significant portion of management to the sev-
erance arrangements or resignations. The Board will be responsible for the oper-
ation, safety, and reliability of a company whose assets are deteriorating and whose
organization is in turmoil. Key existing vacancies and newly created positions will
have to be filled in the surviving companies while the Board will have to continue
to address existing financial control issues by a finance department that could be
in chaos. Furthermore, every decision the Board makes would be subject to approval
by the new Asset Transition Committee of the Department of Transportation to “en-
sure” that the pubic interest is being served.

There are many other provisions in the proposed legislation concerning:

long distance routes; liquidating real estate; debt; exclusive rights; common stock
and preferred stock, etc. In particular, this bill will radically alter the relationships
between Amtrak and commuter authorities who will have to pay substantially more
for access to the corridor. Additionally, it proposes stringent new financial standards
for long distance trains that will result in the extinction of all long distance trains
within three years of enactment if not sooner. Eventually, any route that survived
the test would go on the auction block for privatization.

As I said, I realize that the reauthorization of Amtrak is no easy task and there
are many different ideas for reforming Amtrak. I also know that none of this will
happen overnight. So, I am proceeding to carry out the capital and operating budg-
ets, which were approved by the Board. I recognize that large organizations tend
to be resistant to change. It is easy to be critical and sometimes it 1s human nature
to resist change. I am not being critical for the sake of being contrary. But I do not
believe that the Administration’s plan is workable.

The closest parallel would be the privatization of British Rail, which began in
1993, and the separation of their operations and infrastructure maintenance. In that
case, it took years to accomplish and it consumed billions of dollars in government
funding. For 25 years the NEC states and Amtrak have worked to improve capacity,
reliability and utility for rail passengers. One of the key reasons for its success is
that Amtrak largely controls the infrastructure and operations on the NEC.

I will say that I do agree with the Administration’s proposal that states ought to
pay operating support for services that they request and that there be Federal
matching funds for states for capital investments.

Before I conclude, I want to say a word or two on some of Fiscal Year 2003’s high-
lights and give you some preliminary year-end figures. For the first time since 1995,
we did not have to seek emergency funding or borrow money to cover our costs and
get through the year. Despite the war, blackout, hurricane and weak economy, Am-
trak finished the year with an all-time high ridership record. We expect to record
nearly 24 million trips, breaking the record of 23.5 million in 2001. Similar to the
rest of the travel industry, our ticket revenues will fall short of last year and budg-
et. We expect that our revenues will be about 6 percent below last year and 10 per-
cent below plan. We have made substantial progress overhauling damaged and
wrecked cars returning 22 cars to service (when I came to Amtrak we had about
110 wrecked and damaged cars, so we have chipped away about 20 percent of the
total), and we have successfully replaced 40 miles of wood ties with concrete ties
and replaced old rail with new rail where needed. We have undercut an additional
22 miles of rail. We also have exited the express business and eliminated two
routes.

As we look ahead, what is clear to me is that the railroad is in desperate need
of investment for both plant and equipment. In the absence of any reauthorization
legislation, I am moving forward with a capital plan and reforming Amtrak’s inter-
nal structure. No matter what happens, work on both fronts must occur. The work
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we have begun this year is work that would have been done no matter which plan
is adopted and has set the foundation for Fiscal Year 2004, the first year of our five-
year capital plan that, with adequate funding, will bring the railroad to a state-of-
good-repair.

Again, thank you for the opportunity to testify and I look forward to responding
to your questions.

The CHAIRMAN. Welcome, Ms. Howells.

STATEMENT OF CLAUDIA L. HOWELLS, ADMINISTRATOR, RAIL
DIVISION, OREGON DEPARTMENT OF TRANSPORTATION

Ms. HOWELLS. Thank you. For the record, my name is Claudia
Howells. I'm the Administrator of the Oregon Department of Trans-
portation, Rail Division, and I very much appreciate the oppor-
tunity to be here today. It’s very flattering that so much is said
about the Cascades service and indeed it has been very successful.

To give you a little bit of an idea of where we’ve grown in actu-
ally a very short time, in Oregon alone, and our service by the way
runs from Eugene, Oregon, to Vancouver, British Columbia, in Or-
egon alone in 1993 with only the Coast Starlight we handled
25,000 riders. This most recent year I'm sorry, 2002 we handled
120,000 riders. The entire corridor, including the Coast Starlight,
this year will handle very nearly 1 million passengers in a part of
the country that is not all that heavily populated.

Our customer satisfaction is very high and we think that there’s
really no magic in why that’s true. We have frequent train service,
we’d like to have more frequent train service, we have reliability,
we have clean and modern train equipment. Most of the time, if we
get someone riding our trains they come back again and again.

It has been a very difficult struggle though for our state. As Sen-
ator Smith pointed out, every legislative session has been a strug-
gle to maintain our operating support and it’s not because Orego-
nians don’t support rail, it’s simply that we have to compete with
the most essential of State services. We have received no capital
funds for improvements in the corridor since an initial infusion of
Federal dollars in 1993.

I'm here to tell you today that without some level of financial
partnership with the Federal Government very, very soon we will
not be able to sustain service, which would be very sad given the
support that we have. We will certainly not be able to grow service
or even explore the notion of restoring operations like the Pioneer,
which I actually think could be viable if we could actually get back
there again.

There are some good things about S. 1501 and even about the
growing level of discussion about passenger rail. It’s good that
intercity passenger rail is recognized as a transportation mode and
part of the national transportation system. We also agree that
there needs to be a State role in the development and management
of the passenger rail system. And finally, most important to us, rec-
ognizes the need for State and Federal partnership in funding cap-
ital investments in passenger rail corridors.

We are concerned though about the notion that privatization or
competition or actually anything you want to call it is something
that we can actually work with, certainly given the short time-
frame within the bill, or that it actually deals with some very
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sticky issues that we as partners with Amtrak fully understand.
We could not have begun the Cascades without the legal and the
institutional framework that Amtrak provides. Transferring the re-
sponsibility of the states or coming up with the notion of multi-
State compacts sounds pretty good theoretically, but it could
present significant legal, political, and financial challenges to
States, particularly when looking at regional multi-state, or in our
case multi-national, rail systems.

Compacts among multiple political entities will not be easy.
There are also the issues such as access to freight lines and some-
thing that I really want to emphasize, the insurance of insurance
and liability as well as how you manage a system with multiple po-
litical governing bodies. I have no doubt that managing a cross-bor-
der system will require some form of separate rail authority, which
of course will be another level of bureaucracy and will unlikely
save money.

Some of you apparently have heard about our recent experience
with contracting for a limited passenger service as part of our
Lewis and Clark bicentennial events. We learned a lot of things
from that experience, even surprising us. One of the things we ac-
tually learned was that we didn’t save any money. We had an ex-
cellent short-line operator. We had wonderful ridership, in fact
ended the season with 88 percent capacity filling the seats. Our
revenues were very strong and we still ended up having to come
up with privacy subsidy to meet the operating deficit.

By the way, we contracted with Amtrak for the reservation and
ticketing system, which worked extremely well, and in fact most of
our passengers went through that system either on the Website or
through the call-in system, and I think if we would not have had
that we would have had a much more difficult time in selling tick-
ets.

We had some illusions about our ability to run systems on our
own. I don’t think we do anymore. I think we thought we could
save money and what we’ve discovered is running a railroad costs
pretty much the same thing no matter who runs it, whether it’s
privately owned or publicly owned. There are just some things
about running trains that are pretty much the same no matter how
you do it.

For us, whether it’s a private entity or a public entity there are
some things we just simply have to have. We need funding for rail
infrastructure, we need funding for rail equipment, and we need to
recognize that the people who work on board trains need to be fully
qualified and well-skilled. Railroading is still a very responsible
and very dangerous business.

We also support the continuation of the long-distance trains and
I think you’ve heard a number of reasons why. The Coast Starlight
within the corridor functions as part of the schedule, but it also
provides a needed link to many communities in southern Oregon.
The Empire Builder, oddly enough and I thought the ridership
numbers were interesting from Portland, most of the travelers from
Portland are actually going to Chicago and not going to points in
between. This was actually also true on the Pioneer. Given our own
experience, we actually think long-distance trains could increase
ridership, decrease public subsidy, if in fact they could be run reli-
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ably with modern equipment and in a fashion very much like they
way we run our Cascades Corridor.

Again, I thank you very much for the opportunity to be hear
today and I am of course available for questions.

Thank you.

[The prepared statement of Ms. Howells follows:]

PREPARED STATEMENT OF CLAUDIA L. HOWELLS, ADMINISTRATOR, RAIL DIVISION,
OREGON DEPARTMENT OF TRANSPORTATION

My name is Claudia Howells, Administrator of the Oregon Department of Trans-
portation Rail Division. In that capacity, I am responsible for the planning and de-
velopment of Oregon’s passenger and freight rail initiatives, as well as for railroad,
rail transit and crossing safety oversight and regulation, in partnership with the
Federal Railroad and Federal Transit administrations.

I am here today to testify on the Passenger Rail Investment Reform Act (S. 1501),
and I very much appreciate being given this opportunity.

Background on Oregon’s Passenger Rail Program

Oregon began state funded train service in 1994, as part of a Pacific Northwest
Corridor Initiative. In 2000, we added one state-funded roundtrip train, bringing the
total round trips between Eugene and Portland to three round-trip trains, including
Amtrak’s Coast Starlight. We also fund Amtrak Thruway Motor Coaches, providing
connections to the State of Washington’s additional train frequencies. In 2002, the
state funded corridor trains and buses, exclusive of Amtrak’s long distance train,
carried 120,000 passengers. The entire Pacific Northwest Corridor, including the
Cascades and the Coast Starlight, carried nearly 1,000,000 people. For a system
that has been in existence for not quite ten years in a part of the country that is
generally viewed as being in love with automobiles, we believe this is extraordinary.

Public support is solid. Nearly every major newspaper in Oregon, even some sur-
vey communities outside the corridor, strongly support the growth of passenger rail,
the continuation of state funding, and the continuation of Amtrak. They also stress
the need for Federal support.

State funding for our program is very fragile. We managed, again, to maintain
barely adequate funding levels and secured a small amount of funds for capital in-
vestment, but only because of extraordinary support from our governor and key
members of our legislative assembly.

The Passenger Rail Investment Act

The Passenger Rail Investment Act clearly recognizes successes like the Cascades,
as well as new service in other states. We are very encouraged that the discussion
about passenger rail is getting beyond the discussion of what to do about Amtrak.
S. 1501 establishes that intercity passenger rail is an essential part of the Nation’s
transportation system; that it should be treated like all of the other transportation
modes and that the states and the Federal Government are legitimate partners in
the management and development of passenger rail. S.1501, as well as other pro-
posals, suggest very real progress.

We are also flattered that the Pacific Northwest Corridor has been touted as a
model for passenger rail development. I need to tell you though, that it has not been
easy, and we are now at the point, despite our success, that if we as a state have
to continue to fully support both capital and operating expense, Oregon will likely
be the first casualty.

Passenger Rail Funding

As S. 1501 recognizes, we need a stable, reliable Federal contribution as exists
with all other modes. There also needs to be parity among the states. Oregon, like
Washington, California and Oklahoma, fully pays for our trains. Other states pay
only part, or in some cases, none of the operating costs. While we are very sensitive
to the need for an adequate transition period for those states that currently benefit
from full Federal funding, Oregon cannot continue to fully fund the trains on our
own in the interim.

More critical is capital investment. After a one time Federal appropriation in 1991
of $20 million dollars, we have received no Federal funds to improve the railroad
infrastructure. As tenants on a private railroad, we must be good partners able to
make the improvements necessary to allow critical freight traffic to move efficiently.
This is not a theoretical issue. In 2000, Union Pacific Railroad permitted a second
train without Oregon making the needed capital improvements. The resulting train
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interference causes operating problems for both the passenger and freight trains on
a daily basis.

S. 1501 proposes a 50-50 match, equivalent to the match ratio now required for
projects funded through the FTA. We have serious concerns about that proposal.
States will always look to invest state dollars where the Federal share is the great-
est, particularly in hard economic times. If rail projects are forced to compete with
80-20 or 90-10 federal-state match ratios, as is typical with highway projects, we
will have a difficult time competing when dollars are scarce.

Privatization of Amtrak

We strongly caution against a rush toward privatization. Oregon’s recent experi-
ence with contracting private passenger rail service as part of the Lewis and Clark
Bicentennial Commemoration events has shown us there are risks in privatization.
We were very lucky. We have a high quality and cooperative short line operator,
who operated the trains very, very effectively. We contracted with a separate local
food vendor, who could not have done a better job. We had outstanding ridership,
ending the season with 88 percent of the seats for the season sold. We did not save
money. It is wishful thinking to suggest that privatizing passenger rail service will
cost less than Amtrak.

Competition could have benefits, but third party operators also cause us concern.
Yes, there are very good third party rail operators, but those of us in the railroad
business know many dreamers and schemers who would likely bid on routes. Many
states have legal requirements to accept the lowest bid. In the railroad business this
could be disastrous. The Class I railroads’ concerns about this issue are legitimate.
Railroading is not for amateurs.

Governance and Multi-state Compacts

The Pacific Northwest is touted because Oregon, Washington and British Colum-
bia appear to exist as an operating entity. In fact, there is no formal compact. We
exist only because Amtrak exists. Multi-state compacts are very difficult to develop.
Even simple reciprocity agreements often take years, because, by law, these com-
pacts must be approved by legislative bodies. The drafters of the U.S. Constitution
understood full well that interstate commerce should not be left to the states. Imag-
ine, if you will, a similar requirement for the maintenance and operation of the
Interstate Highway System.

Is it possible? Perhaps, but it will take time and money to address the myriad
of legal issues that such compacts necessarily raise. Furthermore, it would likely re-
quire a new bureaucracy, something like a multi-state port authority, to actually op-
erate, or contract for operations of the trains.

Long Distance Trains

Two long distance routes, the Coast Starlight and the Empire Builder, serve Or-
egon. For reasons that sometimes elude even me, ridership continues to grow. It
tells me that despite years of neglect these trains still serve a purpose. It is easy
to talk about how much these trains lose, how much they are subsidized, but the
reality is that the long distance system over-all recovers nearly half of the operating
costs through passenger revenues. That is very good when compared to most other
forms of public transportation.

It is easy to target the long distance trains, but we fully agree with Mr. Gunn.
Eliminating the long distance trains will not solve the “Amtrak problem,” and may
actually make it worse. Transferring the responsibility to the states makes as much
sense as transferring the responsibility of the interstate highways to the states.

Having now had the experience of being involved with successful passenger rail
service, I believe that the long distance trains could increase ridership and reduce
the level of public subsidy, but it will take some investment. The long distance train
equipment needs to be modernized. We need to make investments in the track sys-
tem to improve on-time performance and ride quality. We need to look at certain
corridors to increase frequencies, and in those cases look to the states for partner-
ship. As we have learned from the regional trains, more frequencies mean more rid-
ers which over-all reduces the per passenger level of public support. We need to in-
vest in stations, not only historical buildings but new stations, and in a way that
will generate economic development in those communities.

Rejuvenating the long distance train system provides a tremendous opportunity
to reinvest in rural America and sustain what in many places is the only transpor-
tation link beyond roads.

Amtrak

As a state partner, I would be less than truthful if I said we and Amtrak had
a perfect relationship, but I can also tell you that without Amtrak, the Cascades
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would never have happened. Amtrak has provided the legal, operating and institu-
tional framework that is necessary to run a railroad. I have confidence that David
Gunn has provided a new direction that is refocusing the railroad in the direction
it needs to head.

There are issues with Amtrak as it exists today. The Amtrak Board needs better
geographic representation. Part of our success in the Pacific Northwest has been our
ability to put our stamp on the service we pay for. We need to be able to select our
own local food and beverages, develop our own marketing strategy and determine
our own color schemes. While that may sound trivial, it is just the kind of thing
that sustains the local constituencies needed to support local funding.

But for all of Amtrak’s flaws, may I suggest that it would be far easier to fix what
is wrong with Amtrak than to start from scratch.

Why Intercity Passenger Rail?
Our ten years in developing passenger rail has made some things very apparent.
There is the obvious. Passenger rail offers a transportation alternative for those
who cannot or choose not to drive or fly. The real dividends go far beyond that.
e Passenger rail, and railroading generally, provides solid family wages jobs.

e Rail infrastructure improvements are as valuable to the economy as any other
construction job. For every million spent, 19 family wage jobs are created.

o Passenger rail capital investment will reduce the cost of time delays for freight
and reduce transportation costs for American producers.

e Station improvements, beyond construction jobs, generate economic develop-
ment and increase property values.

e A commitment to passenger rail would likely encourage more rail equipment
companies to locate in the U.S. providing both jobs and competition.
What States Need
States need:
e Federal funding for capital investment consistent with funding for other trans-
portation projects.
e Operating funding equity.
e Control over capital projects.
e Equity among rail passengers nationwide.
e A stable, adequately funded rail service provider.
Conclusion

In closing, I want to emphasize that Oregon needs a Federal partner now. Oregon
is not alone. Many states began planning and development when the High Speed
Rail Act was passed as part of ISTEA. It has been a promise not kept.

What are we talking about it terms of funding? In Oregon, we could have a high
quality passenger rail program, with five round trips a day matching eight
roundtrips in Washington for a total investment of $350 million dollars. $100 mil-
lion for track improvements, $100 million for train equipment, $100 million for high-
way-railroad grade crossing improvements, and $50 million for building or restoring
train stations. These are investments with long term economic, environmental and
social benefits that will last along time.

Thank you for your consideration and the opportunity to testify before you today.

The CHAIRMAN. Thank you very much, Ms. Howells, and thank
you for your perspective. It’s very helpful to us as we consider
these challenges we face.

Mr. Gunn, everybody applauds, and I among them, your new
leadership and your new efforts and your renewed commitment to
being forthcoming and candid with the Members of Congress as
well as the riding public as the challenges that we face, and I ap-
preciate the job you’re doing. But let me tell you why I remain a
little skeptical, not of you but of Amtrak. The project for Acela was
to be $1.6 billion, it’s now $2.86 billion. I understand that on any
given day there will be 20 trains in the fleet, any given day 7 of
the trains are out of commission. According to Amtrak, a few trains
are always undergoing maintenance, a few more need to be in-
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spected, a few more working fine and held in reserve in case one
of the 13 trains running that day breaks down and needs a replace-
ment.

Within the military, if only a little over 60 percent of any piece
of equipment was functioning on a daily basis we would call it a
national scandal. But here’s kind of the anecdote that interests me:
Amtrak spokesman led a visitor on a tour of Acela on a recent
afternoon and he showed off a new lavatory door on one train. The
old ones did not close properly. Some early customers of the pre-
mier service would find themselves exposed in lavatories that they
thought incorrectly were locked. The situation inspired Amtrak’s
president, David Gunn, to proclaim in exasperation last year to the
Washington Post, “You’d think after 170 years of railroading you
could have a crapper door that works.”

You know, the interesting thing though is what follows, Mr.
Gunn. Bombardier has a sober response. If you're going to use that,
said some Bombardier spokesman, David Slack, know that that de-
sign is not the original design Bombardier and Alstom came up
with, that was a design change that Amtrak requested. So there’s,
you know, it’s a pretty clever statement and it got a lot of atten-
tion, a crapper door that works, which would then lead one to be-
lieve that people had built the train, but yet we also find out that
maybe that change that caused the crapper door not to work was
a change that was requested by Amtrak itself.

So we get into layers and layers here that make one at least
skeptical, if not cynical, about the future of Amtrak. Acela time
after time I mean, I don’t need to tell you because I'll be glad to
show you the congressional record executives at Amtrak sat there
and looked me right in the eye and said, we are on the glide path
to economic self-sufficiency. And I said, how could that possibly be?
I guess we should have put them under oath because then maybe
there should be some perjury charges brought, but everybody knew.
It was a dirty little secret. Everybody knew that Amtrak was not
and will never be on a glide path to economic self-sufficiency.

So if I don’t take everything you say on its face value, Mr. Gunn,
I hope you can appreciate that. And I guess my first question is,
what is the future of Acela? Are you going to continue to have 7
out of 20 trains stopped? Are you going to continue to have, as Mr.
Rob Simmons says, it’s totally bogus, it’s not a high-speed train,
says U.S. Rep Rob Simmons, who sits on the House Transportation,
because the trains run from Washington to New York in about 2
hours and 15 minutes, about 15 minutes faster than the older, less
expensive Metroliners? What is our prospect on the Acela issue
since that seems to have been, in the view of some, the crown jewel
of what Amtrak was going to be all about?

Mr. GUNN. Well, first of all, let me just say that I think that Am-
trak, in terms of our ability to you're really talking about our abil-
ity to manage the railroad I think this year we’ve done fairly well.
We’ve made some mistakes in the past, there’s no question mis-
takes were made, but if you look at this year’s results, I think
we’re making real progress and I'd be happy to go through that
with you, but this is the first year you haven’t had a budget crisis.
We're coming out of this year
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The CHAIRMAN. Excuse me, I think you said that if you don’t get
more money that you're going to have to shut down Amtrak. That
seems to me you’re facing a rather significant crisis.

Mr. GUNN. I did not say that we would have to shut down Am-
trak. I said that—what I have said in the past is that $900 million
would be a shut-down number.

The CHAIRMAN. That’s what I mean, yes.

Mr. GUNN. That I said, and that’s merely math, the operating
subsidy is 500

The CHAIRMAN. I wasn’t questioning your prediction. I'm just
questioning your statement that everything’s going fine.

Mr. GUNN. I didn’t say it’s going fine, Senator, but what I'm say-
ing is that if you look at results, where we are today, we have come
in on budget or under budget. We have, as the IG said, we have
cash in the bank, we’re coming out of the year with cash in the
bank. Ridership is going to set a record throughout the system. We
have revenues in August are getting stronger gain and they are ex-
ceeding last year’s revenues——

The CHAIRMAN. Excuse me again, I don’t mean to be rude. I was
just handed by the staff that you're 363,563 less than last year as
of July.

Mr. GUNN. I’'m sorry, in terms of?

The CHAIRMAN. Metroliner and Acela Express.

Mr. GUNN. No, I'm talking system ridership. It’s the long-dis-
tance trains where the ridership is up and on the corridors in the
West. The Acela and Metroliners are down but the regionals are
up. If you look at the total, ridership for August was 7.3 percent
systemwide above last year.

The CHAIRMAN. Again I hate to interrupt, but it says the NEC
total is 303,362 down.

Mr. GuUNN. I talked about system ridership, Senator. I'm talking
about systemwide including long-distance trains. NEC is just the
Northeast Corridor. System ridership is up 7.3 percent over last
year. I'll be happy to go.

The CHAIRMAN. Thank you.

Mr. GUNN. But you’ve got to look if you just look at Acela and
Metroliner, they are down, but the regional trains in the corridor
are up. The corridor’s basically flat, but the growth is occurring in
the long-distance trains and on the corridors in California and in
the Northwest. But the thing that I think we’ve also been dem-
onstrating, I hope to you and to others, is that we have our costs
under control. We're actually our wages, salaries, overtime, and
fringes in 2002 were less than 2001, in 2003 they’ll be less than
2002 and we’re budgeting them flat basically next year. So we're
not going to declare a dividend, but we’re making progress.

The thing that I'm proudest of is that we have made some real
progress, I think, in beginning to attack the deferred maintenance.
Despite all of the problems we have, we will have rebuilt seven of
our AM-7 electric locomotives this year. We will have rebuilt more
than 20 wrecked and damaged cars. We are restoring heavy over-
hauls of our long-distance cars and Amfleet cars, which serve both
the corridor and some long-distance trains. We’re going back to a
90-day inspection cycle and we have 2,500 fewer employees, and we
did that’s half of that is the MBTA.
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So I don’t want to say that we’re out of the woods, that’s not
what I'm saying, but I think we’ve made progress, and I think
when it comes to the Acela

The CHAIRMAN. Could I—I'm sorry I have to interrupt you.

Frank I think we’ve got just a couple of minutes left in the vote.

Senator LAUTENBERG. No, please finish up. I'll submit my ques-
tions in writing.

The CHAIRMAN. OK.

Senator LAUTENBERG. But I'm interested in the response to your
question.

The CHAIRMAN. OK, go ahead.

Mr. GUNN. Let me just—then I'll finish real quickly on the main-
tenance piece then go to the Acela. But on the corridor, on the engi-
neering part, we have installed, as of last week we had installed
more than 130,000 ties, we have converted 40 miles of timber track
to concrete, upgrading the speed on one piece, one 22-mile piece,
from 60 miles an hour to 125. I mean, what we have done, I think,
is we have demonstrated that we are able to carry out complex
maintenance activities under budget. We've really made some
progress with the controls we’ve put in.

Now, this is looking at it from my point of view, the operating
point of view, but we will, I think, come out of—if we get half a
break next year, if we get the kind of funding that the IG talked
about—we will make a real dent in the deferred maintenance in
plant and equipment. And it won’t make it perfect, but it will give
you time to figure out what to do with Amtrak, because obviously
this debate is not going to be settled.

The risk we run is if we don’t get a chance to do some of this
essential maintenance work, and it’s all nuts and bolts, there’s
nothing sexy about it, you run the risk of having some really severe
service disruptions, and whether it’s long-distance or whether it’s
the corridor. We really are playing with time here if we don’t put
some money into the nuts and bolts of the system while we debate
where we’re going. And that’s been my plea is that I think the
cheapest thing we can do in the short-run is to give us enough
money to replace the worn rail, to fix some of the electrical prob-
lems and rebuild our car fleet, the existing car fleet, don’t buy new
cars, just the car fleet.

The CHAIRMAN. Thank you. We'll be submitting some questions
to you for the record, including the status of your lawsuit with the
Bombardier people as to how you expect that to come out. We
thank you for being here today, and again, everyone applauds your
leadership. I hope you understand my skepticism from time to
time. Thank you very much for joining us, Ms. Howells. This hear-
ing is adjourned.

[Whereupon, at 4:05 p.m., the hearing was adjourned.]







APPENDIX

PREPARED STATEMENT OF HON. JOHN D. ROCKEFELLER IV,
U.S. SENATOR FROM WEST VIRGINIA

Thank you, Mr. Chairman, for holding this hearing on Amtrak’s plans. I believe
it is imperative for Congress to be realistic about the future of Amtrak. I have been
a consistent supporter of Amtrak during my time in the Senate, and despite the ef-
forts of the Amtrak’s current leadership to cut costs and improve performance, I be-
lieve that the Administration’s proposed funding is completely inadequate to meet
the needs of this critical national service.

Many Americans directly depend on Amtrak for their transportation needs, and
every American indirectly benefits from the rail system’s operation. Every passenger
taking the train represents one fewer car on our Nation’s highways, and that brings
decreased congestion, cleaner air, and reduced maintenance costs for these roads,
saving all taxpayers money. In addition, rail service provides a critical element of
choice in transportation. In our country, it is essential that we have options built
into our transportation system to ensure that neither accidents, nor natural disas-
ters, nor terrorist strikes will impede our ability to transport people and goods. Con-
gress should be increasing Amtrak’s funding and easing restrictions, instead of hob-
bling it with impossible objectives and reducing funding to the point where it cannot
survive.

I say very respectfully, Mr. Chairman, you are well aware that there is no pas-
senger rail system in the world that earns a profit. Repeated Congressional efforts
to privatize Amtrak will not change that fact. For decades, Congress has neglected
to authorize the funds necessary to maintain the capital and equipment that are
necessary for a world-class rail system. This neglect has come at the cost of reliable
service and high-speed trains which are standard in much of Europe and Asia. We
must stop dismissing Amtrak as a failing business and begin recognizing it as a cru-
cial national asset. We must see that the nearly $6 billion required for backlogged
capital improvements is provided. Congress devotes, correctly I believe, considerable
resources to maintain our Nation’s highways, which are a model for the world to
admire. We rightly spent billions of dollars to ensuring the continued viability of our
national air transportation system after the events of September 11. Amtrak is the
only major method of transportation without a dedicated revenue stream to invest
in necessary capital maintenance and upgrades.

I am a proud co-sponsor of The National Defense Rail Act. This bill will provide
$2.8 billion annually in funding to Amtrak, which would allow them to not only con-
tinue operating, but also to make critical and necessary infrastructure improve-
ments. The Administration’s proposal should be recognized for what it is: a death
sentence for Amtrak. Before Congress even considers privatizing our national pas-
senger rail system-with the inevitable results being reduced service, congested high-
ways, and dirtier air—we should remedy the problems we have caused through dec-
ades of pretending that Amtrak can and should operate as a for-profit business.

Thank you.

PREPARED STATEMENT OF HON. JOHN F. KERRY,
U.S. SENATOR FROM MASSACHUSETTS

Mr. Chairman, I want to thank you for holding this hearing and thank the wit-
nesses for coming to testify. We convene today to discuss the state of intercity pas-
senger rail and the administration’s reform legislation, introduced in the House as
the Passenger Rail Investment Reform Act. We also need to address Amtrak’s budg-
et, which I believe to be inadequate. It is important to note that Amtrak’s budget
will likely be resolved in the absence of a reauthorization bill. Including a line-item
in an appropriations bill to cover Amtrak has become a bad habit. As I stated in
April, this is no way to do business. We need to pass the Holling’s reauthorization
bill and send a message to the administration that there is wide-spread support for
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passenger rail in both Houses. Finally, we need to address the four vacancies on
Kle Boliard of Directors that have the potential to stifle management decisions at
mtrak.

Let me begin by addressing the administration’s bill. I have come to the conclu-
sion that the President’s proposal is untenable. Instead of investing in Amtrak
through budget increases and infrastructure improvements, the President wants to
break the railroad apart into three separate entities, two of which would be run pri-
vately, and force states to pick up the entire bill for operations and half of all infra-
structure projects. It is an attempt to abdicate responsibility for providing a national
rail system, and its premise is so unrealistic that no one other than the bill’s draft-
ers believe it could work. Indeed, it is the brainchild of an administration that op-
poses Amtrak and wants to undermine any hope for a state-of-the art national pas-
senger rail system. Given that the bill creates new bureaucracies, and that most
states are struggling financially in the worst economy in a generation, passage of
this bill would mean the end of Amtrak as we know it. I strongly oppose this bill
and I urge my colleagues to oppose it as well.

Although this legislation is unlikely to pass the Congress, it alters the debate on
Amtrak’s budget by providing ammunition for members that dislike the railroad.
Mr. Chairman, the facts surrounding Amtrak’s budget are clear. For the past two
years David Gunn has requested what he believed to be the minimum amount that
Amtrak would need to operate. Last year he requested $1.2 billion for FY 2003, and
received $1.043 billion. This year he requested $1.8 billion, and though the Trans-
portation Appropriations bill has not yet passed the Senate, one can assume that
the final figure will be considerably less. The House passed bill included only $900
million for Amtrak, while the Senate Appropriations Committee included $1.34 bil-
lion in its bill. However, when the bill comes to the floor I will support Amtrak’s
$1.8 billion request. It is important to reiterate that this figure represents only what
the railroad needs to operate under current conditions, without any improvements
to service or infrastructure. Amtrak’s long-term viability can only be achieved
through comprehensive legislation and a commitment from the Executive Branch.

Finally, I would like to address the vacancies on the Amtrak Board that have left
it without a quorum. Although the three remaining members have formed an execu-
tive committee which allows for decision making, it is imperative that those vacan-
cies are filled as soon as possible. Amtrak needs a full board of directors to run ef-
fectively, and a delay in filling these positions will impair its management structure.
In recent weeks major news outlets have suggested that the President has three
nominees ready to send to the Senate. Although I will withhold judgement on these
nominees until they have the chance to testify, I suspect that they were hand-picked
by the administration to help implement its ill-conceived plan for Amtrak.

Mr. Chairman, I believe that a substantial investment in Amtrak will create jobs,
reduce pollution, and provide Americans with a reliable transit alternative to driv-
ing or flying. There is bi-partisan support for Amtrak on the Commerce Committee,
and I hope that translates into passage of the Holling’s reauthorizaton bill and a
better future for passenger rail. Thank you.

PREPARED STATEMENT OF FRANK J. BUSALACCHI, SECRETARY,
WISCONSIN DEPARTMENT OF TRANSPORTATION

On behalf of Governor Jim Doyle and the state of Wisconsin, thank you for the
opportunity to submit this written testimony to the U.S. Senate Committee on Com-
me{ce, Science and Transportation at its hearing on Amtrak and intercity passenger
rail issues.

I am privileged to serve as Secretary of the Wisconsin Department of Transpor-
tation, an agency that has responsibility for all modes of transportation. Governor
Doyle is a strong supporter of intercity passenger rail development as a part of a
comprehensive multimodal transportation program. The Governor’s new economic
development initiative, Grow Wisconsin, recognizes the need to invest in rail and
all modes of transportation. Both he and I call on the Federal Government to pro-
vide sufficient funding to Amtrak and to enhance the national passenger rail sys-
tem.

Wisconsin, along with the state of Illinois, has supported the Amtrak Hiawatha
Service between Milwaukee and Chicago since 1989. We have partnered with Am-
trak and the Federal Government to steadily improve this important mobility and
economic development link to Chicago. Last fall, working with Amtrak, we increased
the number of frequencies from six to seven round trips. The Hiawatha is now the
busiest line in the Nation outside of California and the Northeast Corridor. It also
has the best on-time performance in Amtrak’s system.
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This summer, the Hiawatha Service posted double-digit percent increases in rider-
ship compared to last year’s counts. In June, July and August of this year, Amtrak
averaged over 1,320 passengers per day for the corridor. Customers were attracted
to the service’s reliability, as over 95 percent of Hiawatha Service trains arrived on-
time so far this year. Recent surveys document customer appreciation for the trains’
fast trip time (89 minutes) and availability of service (seven daily round trips).

Wisconsin is partnering with the Federal Government to make continued improve-
ments in the Hiawatha Service. With the support of Senator Herb Kohl, the state
of Wisconsin is constructing a new passenger rail station at Milwaukee’s General
Mitchell International Airport and is rehabilitating and redeveloping the Amtrak
Station in downtown Milwaukee. The village of Sturtevant is preparing to construct
a new depot to replace its existing station—again with federal funding support.

In addition to the Hiawatha, connectivity to the Amtrak national system is also
provided by the Empire Builder Service. The Empire Builder serves the Wisconsin
cities of Milwaukee, Columbus, Wisconsin Dells, Tomah, and La Crosse and pro-
vides connectivity from Wisconsin to the Pacific Northwest and points along the
way.

The Hiawatha Service and all other intercity passenger rail routes are threatened
by a lack of Federal funding for Amtrak. Congress needs to provide Amtrak with
sufficient funding to maintain existing operations and address basic capital needs.
Cuts in Federal funding could jeopardize this vital transportation service in Wis-
consin.

The Intercity Passenger Rail Report released earlier this year by the American
Association of State Highway and Transportation Officials (AASHTO) documents
over $17 billion in capital needs over the next six years for state-sponsored pas-
senger rail improvements in all parts of the country. This national report highlights
the Midwest Regional Rail Initiative, a nine-state plan for a 3,000-mile high-speed
rail system hubbed in Chicago. In Wisconsin, this plan extends high-speed service
from Milwaukee to Madison and the Twin Cities.

With improvements we have already made, I believe the Milwaukee-Chicago Cor-
ridor can serve as an anchor for future high-speed rail development in the Midwest.
A high-speed extension of Amtrak’s Hiawatha Service to Madison would be an effec-
tive demonstration of state-of-the-art passenger rail service. Preliminary engineer-
ing and environmental work has already been completed for this project and it is
ready to go. However, we absolutely need a major Federal funding share to make
this a reality.

A long-term Federal capital funding program is needed to advance intercity pas-
senger rail service throughout the United States. Funding is needed for capital in-
vestments in new equipment and infrastructure improvements. These capital invest-
ments are needed for increased frequencies, speeds, and passenger amenities, as
well as for improved schedule reliability in the face of heavy freight traffic.

Such a program must include a mechanism to insure that funding can be reliably
provided over multiple years. Like other major transportation infrastructure
projects, passenger rail corridor improvements can take several years and new
equipment can take up to three years from order date to delivery.

States are willing to pay their fair share, but we believe the capital program
should be modeled on the Federal highway and transit programs, which have statu-
tory 80/20 federal/state cost shares. States have developed a great deal of experience
in delivering major transportation infrastructure projects under existing Federal
transportation programs and states should be responsible for passenger rail project
selection and project management. Until the capital program investments for en-
hanced service are fully in place, the Federal Government should share the cost of
operations with the states.

These concepts provide what I believe to be a basic framework for a new federal-
state partnership to move America’s passenger rail system into the 21st Century.
Some of these concepts are reflected in S. 1501, the Administration’s “Passenger
Rail Investment Reform Act.” While the S. 1501 recognizes that a national capital
program is needed for infrastructure and equipment, there are a number of prob-
lems with the bill from Wisconsin’s perspective.

First, S. 1501 turns over the financial responsibility for Amtrak’s long distance
service to the states. This is unacceptable and unworkable, given the interstate na-
ture of long distance trains like the Empire Builder, which runs from Chicago
through Wisconsin to the Pacific Northwest across eight states. These long distance
trains provide connectivity between regional corridors and provide an integrated na-
tional network. They should remain a Federal responsibility. It is difficult to envi-
sion the formation of a compact made up of eight diverse states reaching from the
Pacific Ocean, across the Rocky Mountains, the Great Plains, and into the heart of
the Midwest. It was for such undertakings that our founding fathers originally envi-
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sioned the need for a Federal Government. More pragmatically, the current fiscal
condition of state governments across the country prevents even the consideration
of such a concept.

Wisconsin DOT also has concerns about the capital program envisioned under the
bill. A 50/50 federal/state grant share for capital funding is not consistent with other
Federal capital programs for transportation. A level playing field is needed for the
equitable development of all transportation modes.

Most importantly, the lack of a specific authorizing amount for the capital pro-
gram in the bill suggests a lack of Administration commitment to fully fund the pro-
gram. The bill is structured so as to require the passage of an annual appropriation
for the program, which does not assure funding for multi-year projects. Witness the
Amtrak appropriations process where historically appropriations have barely been
50 percent of authorized amounts. As I noted previously, AASHTO has identified
$17 billion in passenger rail capital needs over the next six years.

Finally, the bill assumes that the states will begin providing 50/50 capital cost
share funding for equipment on all existing Amtrak operations. This includes long
distance and state-supported services such as the Hiawatha Service in Wisconsin.
Currently, this is solely a Federal responsibility. If this responsibility were to revert
to the states, the cost implications could be significant. For example, the two train
sets operated by Amtrak on the Hiawatha Service Chicago-Milwaukee corridor are
in need of replacement at a cost that could run over $20 million per set.

S. 1501 does recognize the important role of the states in the provision of trans-
portation services in the United States. However, the federal/state partnership as
envisioned by the Administration tilts the responsibility for passenger rail service
too far in the state direction, given the fundamental interstate nature of intercity
rail service. The bottom line from a public policy perspective is that since intercity
passenger rail service is not that dissimilar from the interstate highway system, it
should be funded using a similar federal/state funding model.

I appreciate this opportunity to share our views on this important national trans-
portation issue. Wisconsin and other states throughout the country stand ready to
continue this dialogue as we move together towards an enhanced national passenger
rail system.

PREPARED STATEMENT OF HENRY HUNGERBEELER, DIRECTOR, MISSOURI
DEPARTMENT OF TRANSPORTATION (MoDOT)

We are encouraged the administration’s bill encourages competitive bidding and
recognizes the importance of a national capital investment program for infrastruc-
ture and equipment.

However, there are many concerns with the bill that make it less than optimal
for Missouri.

First, the operating burden for the national passenger rail system is being placed
on the states. The national passenger rail system provides national transportation
utility. Missouri does not have the resources to participate in a state compact to op-
erate and fund its national routes, specifically the Texas Eagle and the Southwest
Chief, in addition to the state supported route between St. Louis and Kansas City.
Missouri does not have a dedicated funding source for passenger rail, and from 1979
through June 2003 has provided $67,900,005 from the state’s general revenue to
provide service between St. Louis and Kansas City.

The bill provides for only fifty percent Federal funding for equipment on existing
routes; currently 100 percent of this cost is provided at the Federal level.

The bill provides for funding only half the capital cost for passenger routes. This
is not consistent with the assistance provided to other modes of transportation.

There is no authorizing amount for the capital program, leaving states to question
the actual commitment to passenger rail.

Missouri has experienced other very significant issues not directly related to cap-
ital and operating costs in providing passenger rail service. Trackage fees and access
rights between Amtrak and the host railroad are not extended to other passenger
rail providers. In addition, the bill does not address the freight railroad infrastruc-
ture needs. Another significant and costly item is providing insurance to the host
railroad equivalent to the total indemnification currently provided by Amtrak.

Although Missouri is encouraged the administration is addressing the national
passenger rail system, the importance of a national system and the necessary finan-
cial commitment for operating and capital costs are not recognized. We also believe
other significant issues such as trackage fees and insurance should be addressed.
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RESPONSE TO WRITTEN QUESTIONS SUBMITTED BY HON. JOHN MCCAIN TO
Davip L. GUNN

FY 2004 Funding

Question 1. Mr. Gunn, you have been quite adamant about your request for a $1.8
billion appropriation for Fiscal Year 2004. How would a $900 million appropriation
force a shut down if the repayment of your $105 million government loan is again
postponed and Amtrak has a $200 million capital carryover?

Answer. Amtrak will require $744M to support operations in FY04 and an addi-
tional $126M for debt service payments not included in operations. At a $900M ap-
propriation level, that leaves only $30M for capital investment. The Northeast Cor-
ridor infrastructure alone is not sustainable at that level. As the infrastructure dete-
riorates, the maintenance costs increase dramatically. This is exactly the position
Amtrak finds itself in today. In addition, a significant portion of the mandatory
maintenance required to run the fleet will be completed along with the capital over-
haul program. If sufficient capital were not available to complete the overhauls, the
maintenance would be still be required and would increase operational expenses
well beyond the $900M funding level. The infrastructure and equipment is old and
in many instances verging on failure. It is only a matter of time, absent an adequate
level of investment, before a failure occurs that will shut down some or all of the
Northeast Corridor.

The capital carryover from the FY03 appropriation was $108 million, not the $200
million referred to above. The $108 million carryover is obligated and projected to
be spent by the end of December 2003.

FY 2003 Financial Results

Question 2. Mr. Gunn, you mentioned in your statement that Amtrak will report
record ridership for Fiscal Year 2003 of nearly 24 million. With a subsidy of $1.05
billion, that works out to a cost of $43.75 for every passenger carried. If Congress
were able to increase your appropriation next year to the level you have requested,
how many additional passengers does Amtrak expect to gain?

Answer. Your question is a red herring. I have requested $1.8 billion for Amtrak
for Fiscal Year 2004 to prevent the imminent deterioration of the system to a point
where Amtrak could no longer operate a safe and/or reliable service. As you know,
the $1.8 billion would begin to address the tremendous backlog of capital mainte-
nance projects that has developed over the years primarily due to Congress’s refusal
to sufficiently invest in Amtrak as well as the fantasy of operational self-sufficiency
that Congress required Amtrak to follow in its 1997 reauthorization. If Amtrak were
to receive the funding that I have requested in our five year plan, we would return
the railroad back to a state of good repair. I presume that more travelers would
then choose to ride our trains because we would be able to provide a more reliable
and efficient intercity passenger rail service.

Question 3. Again, you have stated that Amtrak will report record ridership for
Fiscal Year 2003. But what happened to Acela ridership, our $3 billion dollar invest-
ment? Through July (10 months of Amtrak’s fiscal year), ridership was down
?64,000 riders, and revenue was down 12.4 percent compared to the same period
ast year.

Answer. There are several factors that contributed to Acela’s ridership downtrend
in FY03 when compared to FY02. First and foremost, the poor economy—under-
scored by an unemployment rate of at least 6 percent for most of 2003 and the high-
est unemployment rate in nearly a decade-caused a 12 percent reduction in total
travel (by all modes) in the northeast region versus the 2001 high water mark, and
a 22 percent reduction in total business travel (by all modes) in the northeast region
versus the 2001 business travel high water mark. Acela’s ridership is nearly 90 per-
cent business travel, and as such, sensitive to economic fluctuations. Despite these
adverse market conditions, Acela ridership was only 8.6 percent below FY02. Con-
sequently, Amtrak’s air-rail market share (based on Jan-March 03 which is the most
current quarter available) is 53 percent in the NY/DC market and 36 percent in the
NY/Boston market vis-a-vis pre-Acela (1999/2000) Amtrak shares of 36 percent and
18 percent, respectively.

Secondly, continuing reliability issues around the Acela trainsets have also con-
tributed to some FYO03 ridership losses. Because of the unpredictability of the equip-
ment, not only was Amtrak unable to run the full complement of service that was
originally planned for FY03, but we actually ran 7 percent fewer departures in FY03
than in FY02 (Acela/Metroliners combined 10,898 FY03 departures vs 11,651 FY02
departures), most of which affected the NY/DC segment where demand is highest.
Also, the equipment’s performance contributed to Acela’s FY03 OTP of 71 percent,
a full eight point reduction from FYO02’s 79 percent. However, Acela’s ridership
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losses due to service/equipment issues were not all lost to Amtrak, as many of these
trips diverted over to Regionals. As you noted from the monthly ridership and rev-
enue reports sent to your committee, the Acela ridership loss through July was
364,000 riders. However, Regional ridership increased by 184,000 riders during the
same time frame as many Amtrak customers shifted to the Regional trains that, in
FY03, were punctuated by good reliable service, with many if not more departures
than Acela, and less expensive fares.

And lastly, FY03 was characterized by several events-all external to Amtrak-
which had negative consequences on all modes of domestic travel, including Acela:
the war, the February blizzard in the northeast, the August power blackout, and
September’s Hurricane Isabel.

Question 4. Given that you expect Amtrak to report record ridership for Fiscal
Year 2003, does that mean we can also expect another record for operating losses?
Through July (10 months of Amtrak’s fiscal year), Amtrak’s loss was already over
$1 billion and was $178 million worse than the same period last year.

Answer. Amtrak’s preliminary net loss (net loss without adjustment for deprecia-
tion, OPEB’s or state capital payments) for FY03 was $1.2 B or $113M worse than
for FY02. As stated above, this was driven by the $152M revenue shortfall resulting
from the poor economy and from other events in FY03 external to Amtrak, which
negatively impacted all modes of travel.

However, operating expenses were $46M favorable to FY02 primarily due to staff
reductions and reduced discretionary spending. This improvement would have been
even greater if it were not for higher costs resulting from accounting treatment
changes in FYO03 for certain mechanical activities previously classified as capital ex-
penditures.

Versus recent history, FY03 results were approximately $3M better than FYOI re-
sults and $34M better than plan.

Administration’s Intercity Rail Plan

Question 5. You mention in your statement that your testimony reflects comments
you shared with the Amtrak Board. Does your statement today represent the views
of the Board or your personal views?

Answer. The statement that I offered represents my views on the Administration’s
proposed plan for Amtrak. I shared these views with my Board of Directors and they
were aware that I would testify before your Committee on this subject. I do not
know whether my views are shared by some or all of the remaining members of Am-
trak’s Board.

Question 5a. Once the new Board is put in place, will the views Amtrak presents
on Capitol Hill be those of the Board (even if the Board strongly endorses the Ad-
ministration’s plan)?

Answer. If the new Board wishes to make its collective views known on Capitol
Hill, the appropriate Amtrak representatives will present those views when and
where it is appropriate to do so.

Question 5b. If the new Board should vote to initiate restructuring internally, in-
cluding making changes to Amtrak’s route structure, would you comply with the
Board’s actions?

Answer. If the Board, after review of all of the facts and information available,
exercises its fiduciary responsibility to the Corporation and determines that a
change to Amtrak’s route structure is appropriate, the President and CEO, whoever
that is, would be obliged to carry out those wishes. The Board is the governing body
of Amtrak with full authority to make such decisions.

Question 6. Amtrak has been critical of privatization. But under Federal law (sec-
tion 24301 of Title 49 of the U.S. Code) isn’t Amtrak a “for-profit corporation” and
“not a department, agency, or instrumentality of the United States Government”?
What, then, does the Administration’s plan privatize which you find so alarming?

Answer. Yes, you are correct in that Amtrak was created in 1971 to be a private
corporation organized under the laws of the District of Columbia. My criticism of
“privatization” relates not to the question of whether Amtrak is a government entity
or private corporation, but rather to the questions of whether Amtrak or any other
intercity passenger rail carrier can make a profit, in the traditional sense of the
word private. Let me be clear about one thing: intercity rail service will never again
be profitable in the traditional sense of the word. There will always be a need for
subsidy. The decision then falls on who is that subsidy to be paid to.

Question 7. Why do you believe the plan would “radically alter the relationships
between Amtrak and commuter authorities™?

Answer. I'm glad the question is asked. Transferring operational control of the
Northeast Corridor from Amtrak to eight states that provide commuter rail services
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over the Corridor (plus the District of Columbia) would be, in my view, a disaster.
Since 1976, Federal policy has recognized that the important national interest in de-
veloping and maintaining high speed rail service between Washington and Boston
would be best served if Amtrak, the operator of that service, was also responsible
for operational control and maintenance of the Northeast Corridor. This arrange-
ment has worked well for all parties. High speed rail service was firmly established
and improved between Washington and New York, and more recently extended to
Boston. At the same time, the number of commuter trains operating along the
Northeast Corridor has more than doubled. To the best of my knowledge none of
the states to who this control would migrate to, have endorsed this approach. In
fact, most have ardently opposed such a change.

Today much of the Northeast Corridor is at capacity. If control of the Corridor,
and primary responsibility for funding it, is effectively shifted from a single entity
responsible to the Federal Government to local commuter authorities, those com-
muter authorities will (quite understandably) favor their own services, and local
rather than national interests, when it comes to allocating peak hour capacity, de-
termining priority of trains, and making decisions regarding infrastructure invest-
ments and maximum speeds.

Finally, the Administration’s plan would not provide any funding to address ur-
gent deferred maintenance needs until the third year following enactment, and
there is no indication of what level of Federal funding would be provided to address
these needs or future capital requirements.

Question 8. 1 understand that Amtrak told the Amtrak Reform Council several
years ago that Amtrak would separate operations from infrastructure on an account-
ing basis so that Amtrak could better identify the costs relating to the Northeast
Corridor. Why has this never been done? Are you willing to begin accounting sepa-
rately for the Northeast Corridor infrastructure for the new fiscal year?

Answer. At ARC’s request, Amtrak worked to develop a methodology to delineate
operations from infrastructure. I understand that data was shared with the ARC at
that time. Since then, the ARC has ceased to exist and management has changed
at Amtrak. Since I have started at Amtrak we have made public information about
the company’s financing and internal structure well beyond what was provided be-
fore. Last year, Congress through the appropriations process required that Amtrak
receive its funds from the FRA through a grant process, which we have done. This
requires a significant amount of detailed reporting. I think the information about
what we spend and where we spend it is clear and available.

Question 9. Does Amtrak have any restructuring plan of its own or does Amtrak
simply plan to continue operating the same trains . . . over the same routes . . .
with millions more in operating losses . . . forever?

Answer. Forever is a long time but during the past year and a half, Amtrak has:

e Undertaken a major management restructuring resulting in 2,400 less employ-
ees;

e Implemented major financial reforms that have taken the company from the
verge of bankruptcy and recently enabled it, for the first time since 1995, to
complete a fiscal year without borrowing or obtaining emergency funding to
cover operating expenses;

e Developed a Strategic Plan that details the investments that are required to
bring its infrastructure and equipment to a state of good repair; and

e Refined its long distance train operations (eliminating two trains) in connection
with the rationalization of its mail and express business;

e Undertake a number of large maintenance projects designed to begin restoring
a state of good repair on platform equipment.

Significant future changes to Amtrak’s route structure would require:

e Policy direction from Congress through reauthorization; and

e Funding to cover the significant startup and/or shutdown costs of restructured
routes.

Question 10. For some time, Amtrak insisted that it owned very few stations. I
believe the number cited was less than 20. But when pressed, Amtrak finally pro-
vided the Committee a list showing that it still owns over 100 train stations.
Wouldn't it make sense for station ownership, maintenance, and even the manning
of the stations to be a local responsibility? After all, the airlines don’t own and oper-
ate the airports.

Answer. Amtrak serves 519 stations, of which it owns 82 buildings or shelters.
An additional 53 stations that Amtrak owns are exclusively served by commuter
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trains and are leased to state DOT’s, local transit agencies and others. Most of these
are in Pennsylvania. The leases require that the local agency assume full responsi-
bility for maintenance and improvements. Most of the station structures that Am-
trak owns were conveyed to the company by predecessor railroads. Nonetheless, Am-
trak supports the principle that stations should be locally owned and maintained,
with the exception of large stations that incorporate office space or other support
functions; that generate revenue through the lease of retail space to offset operating
expenses, or that require skilled, safety-trained maintenance staff in some close-
quartered, high traffic environments. An obstacle to the transfer of station buildings
to local ownership is the lack of dedicated funding, similar to funding mechanisms
in the airline industry, that could be used to as a source for state and local improve-
ments to stations.

Question 11. In your view, could any of the long distance trains be converted to
linked corridors that could attract more riders and lower operating losses along the
lines of Mr. Mead’s suggestion? For example, could the Texas Eagle be transformed
into linked corridors between Chicago and St. Louis; St. Louis and Little Rock; Lit-
tle Rock and Ft. Worth; and Ft. Worth and San Antonio?

Answer. Amtrak strongly supports the development of short distance corridors.
Several of the current long-distance routes could, over time, form the basis for the
development of connected corridors. However, as is demonstrated by the successful
corridor development efforts in California and elsewhere, developing such corridors
requires significant capital investment in freight railroad infrastructure, equipment,
and equipment maintenance facilities, as well as funding for operating subsidies.

It is also important to note that converting long distance trains into short distance
trains covering segments of the same route would serve only a small portion of the
passengers who utilize those long distance trains, and therefore would increase op-
erating losses. Most passengers on long distance trains are taking relatively long
trips that are not confined to points within a single short distance corridor.

Ridership patterns on the Texas Eagle illustrate this. During FY2002, the Eagle
carried an average of 246 passengers per trip. Of these passengers, 54 per trip took
trips confined to the Chicago-St. Louis segment, an existing state-supported “cor-
ridor” on which Amtrak operates three round trips per day. However, on average,
only 29 of the 192 passengers (15 percent) south of St. Louis took trips that both
began and ended within one of the “corridors” suggested in the question. The other
85 percent took trips that crossed corridor boundaries. None of these “through” pas-
sengers, who provide the vast majority of the trains’ revenues, would be served un-
less the four “linked corridor” trains connected with each other. However, such con-
nections would require middle of the night arrivals and departures at corridor
endpoints that would defeat efforts to develop additional short distance ridership.

Question 12. Could you provide the Committee a detailed explanation of Amtrak’s
potential labor protection exposure due to restructuring and the specific events that
trigger labor protection. For example, when Amtrak cut the Kentucky Cardinal at
Indianapolis, was any labor protection obligation incurred?

Answer. Predicting potential labor protection exposure is difficult in general, but
in particular absent specifics on what future restructuring proposals might provide
both with respect to service changes and employment opportunities for employees.

Amtrak has two (2) labor protection scenarios. The first is the arbitrated labor
conditions which replaced Appendix C—2 pursuant to the terms of the Amtrak Re-
form and Accountability Act of 1997. The trigger in this labor protection is train or
route discontinuance below “tri weekly” service. The second is labor protection for
shopcraft employees who are adversely affected by a transfer of work across senior-
ity districts or abolishment closure of shops.

Labor protection was triggered for employees associated with the Kentucky Car-
dinal, south of Indianapolis, when this route was discontinued. Three (3) employees
were certified as protected and, since none lost employment, they are eligible to file
for income loss only, if any, during their protection period. One employee has two
years’ protection; two have three years’ protection. This is because the Kentucky
Cardinal was a very small operation and its elimination had very little impact on
our workforce.

Question 12a. Are all Amtrak union employees subject to labor protection, or are
there some exceptions? Please be specific as to the employees involved, their num-
ber, and what different severance provisions may apply.

Answer. All agreement-covered employees are subject to the labor protection due
to train or route discontinuance below “triweekly.” As of the end of August, the
number of employees so covered was almost 18,000.

Shopcraft employees working primarily in the maintenance of equipment function
are subject to the transfer of work across seniority district lines (and abolishment/
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closure of shop rule). As of the end of August, the number of employees so covered
was 5,000.

Question 13. In a follow-up question from the full Committee’s last hearing on
Amtrak, I asked “If Amtrak is able to use its Federal subsidy to cover overhead,
how can there be fair and open competition with the private sector?” Your response
began with the statement that “The current statutory scheme is not intended to cre-
ate ’fair and open competition’ between Amtrak and private entities that wish to op-
erate selected intercity passenger rail services currently operated by Amtrak”. If
other companies ready, willing, and able to operate intercity service, why should
they not be able to compete with Amtrak on a fair and open basis?

Answer. As stated in the prior Amtrak response quoted in the question, a number
of statutory changes would be required to create “fair and open competition” be-
tween Amtrak and other entities that wish to operate intercity rail passenger serv-
ice, including:

e Making all such entities subject to Railroad Retirement taxes, as Amtrak is;
and

e Giving these entities the same statutory access rights that Amtrak possesses to
use tracks and facilities owned by freight railroads and regional transportation
authorities.

Question 13a. Is Amtrak opposed to competition?
Answer. No.

Northeast Corridor High-Speed Rail Project

Question 14. What is the status of Amtrak’s litigation with Bombardier and what
progress has been made to settle the lawsuits through mediation?

Answer. After litigating issues relating to the proper forum for the case for the
past two years, Amtrak is currently at the beginning of the litigation process with
Bombardier. In addition, since May of 2003, the parties have been engaged in medi-
ation in an effort to settle the disputes among the parties. A stay on litigation was
agreed to by the parties to permit them to focus on settlement efforts. To date, no
settlement or resolution of disputes has been reached though we continue to talk
among the parties. The stay on litigation between the parties was set to expire on
November 3, 2003 but was extended through to January 2, 2004.

Question 14a. What evidence can you provide that Amtrak is participating in me-
diation in good faith?

Answer. Due to a confidentiality arrangement between the parties, Amtrak is not
permitted to disclose the details of the mediation sessions or to reveal or opine on
the positions of the parties therein.

That said, I am confident that Amtrak has acted with the utmost of good faith.
We have expended considerable time and resources and devoted effort at the highest
levels within Amtrak to resolve the disputes between the parties.

Question 15. What is the current status of the Northeast High-Speed Rail Im-
provement Project and when, if at all, does Amtrak expect to meet the goals of this
project (particularly the 3 hour trip time from Boston to New York City)?

Answer. All construction for the Northeast High-Speed Rail Improvement Project
(NHRIP) on the Amtrak-owned portion of the Boston-to-New York line has been
completed except for the following:

Boston-New Haven

e Replacement of Niantic Moveable Bridge (entire new structure)-In Amtrak 5-
year Capital Program. Environmental documentation complete, RFP for design
advertised.

e Replacement of Thames River Moveable Bridge (moveable bascule span being
replaced with new vertical lift span)—In Amtrak Capital Program. Environ-
mental documentation and design complete. Construction scheduled for summer
2004.

e Guilford (CT) Sidings-Tracks 3 and 4. Track 4 is under construction and sched-
uled for completion by December 2005. Construction of Track 3 has been de-
ferred in accordance with our agreement with Connecticut Department of
Transportation to alter Shore Line East commuter service patterns, making
completion of the siding unnecessary at this time.

e Switch heaters for some industrial tracks. Amtrak has proposed an alternative
method.
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e Minor catenary installations, primarily on secondary tracks in the Boston com-
muter territory. Much of this work is planned for completion in coordination
with other non NHRIP projects to minimize track outage related delays.

e Advanced Civil Speed Enforcement System (ACSES): All ground installations
complete for Phase 1. Coordinating final cut-overs for ACSES in commuter terri-
tories with completion of on-board equipment installations to commuter equip-
ment. Phase II under development. The manufacturer is reviewing certain de-
sign elements found to be underperforming in Phase I prior to initiating Phase
IT installation.

e Shell Interlocking (New Rochelle, NY). Design complete and procurement un-
derway. Estimated completion by 2008.

Hell Gate Line (New Rochelle, NY to Harold Interlocking in Queens, NY)

e Manor Interlocking-Construction scheduled for FY 2005.

e Catenary and Catenary Pole Replacements—Scheduled for completion by FY
2007

e Curve Modifications -Included in catenary replacement program

e Direct Track Fixation over Hell Gate Bridge—Scheduled for FY 2008

The 56-mile portion of the Boston-New York route between New Haven, CT and
New Rochelle, NY is operated and controlled by Metro North Railroad. Amtrak is
currently paying Metro North $15-20 million per year towards the following
projects:
New Haven Station-All construction complete
Stamford Station—Scheduled for completion December 2003
Catenary (overhead wire) Replacement-Multiyear program underway
Bridge Replacement Projects-Multiyear program underway.

Curve Speed and Signal Improvements -Coordinated with catenary and bridge
replacements

The work that remains to be done on Metro North is significant in terms of both
scope and the funding required from both Metro North and Amtrak. Amtrak is un-
able to predict when Metro North will complete it.

Running Times

As part of the development of the high-speed service, Amtrak prepared a projected
three hour Boston-to-New York schedule (two hours and 45 minutes trip time, plus
15 minutes of recovery time for en route delays) using a computer program known
as a 'TPC’ (Train Performance Calculator). The TPC was prepared based upon the
planned NHRIP infrastructure improvements (including improvements on the Metro
North portion of the route), four intermediate station stops, and the equipment per-
formance specifications developed by Amtrak that bidders on the train set procure-
ment were required to satisfy.

Current schedule times (approximately three hours and 25 minutes for trains
making the planned four stops) do not achieve the three hour goal. The primary rea-
son for this are (i) failure of the equipment to meet specifications, which is the sub-
ject of litigation between Amtrak and Bombardier, the equipment manufacturer, (ii)
the projected infrastructure improvements times on the Metro North segment that
have not been completed, and (iii) inadequate funding to complete certain of the in-
frastructure projects listed above on the Amtrak-owned portion of the route that
would eliminate or reduce speed restrictions.

Completion of the remaining projects that impact speeds on the Amtrak-owned
portion of the Boston-to-New York route will reduce running time by approximately
three minutes. Completion of the remaining work on the Metro North segment will
permit additional reductions in running time that have not yet been quantified or
negotiated with Metro North. Because the high speed train sets do not meet speci-
fications, achieving the three hour goal would require equipment modifications.

Question 16. Amtrak claimed that this project would provide $180 million in net
income to its bottom line and help the Corporation achieve operational self-suffi-
ciency. What have been the actual financial results of this project?

Answer. In early 1998, Amtrak forecast the following results for FY 2001-2002’s
Northeast Corridor High Speed Rail versus 1997’s existing Northeast Corridor:

e Gross incremental revenue of $290 to $300M
e Debt service of $45 to $55M
o Incremental operating expenses of $50M
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e Net incremental benefit of $180 to $200M
For FY2002 Amtrak’s Northeast Corridor performance to these measures was:

o Gross incremental revenue of $287M
o Debt service of $34M

e Incremental operating expenses, utilizing the FRA definition, of $37M
e Net incremental benefit of $216M

Question 17. Amtrak claims it has recently adopted various “best practices” for
managing future infrastructure projects. What best practices have been adopted and
how will they improve project management?

Answer. For major construction programs performed by outside contractors, Am-
trak uses the management model that was developed for the $900 million Fire and
Life Safety project in the six tunnels in New York. The business model incorporates
normal best practices in the development and management of large scale construc-
tion projects.

The project scope is developed by the effected stakeholders including but are not
limited to commuter agencies, Federal Railroad Administration, municipalities, and
civil emergency response agencies. The program office estimates the cost of the
project and develops a cost and resource loaded schedule. When approved, the
project is submitted for design and the stakeholders review these designs. When de-
sign is final a project manager is assigned, risks are identified, a base line schedule
developed and the budget is then finalized. The project manager is solely respon-
sible for management of all contractors, the project scope, schedule and budget. The
project manager reports project progress and performance utilizing DOT acceptable
earned value methods and systems to the program office on a monthly basis. All
budget variances are tracked and explained, along with areas of concerns being
identified for resolution.

Professional construction management firms (CM) are employed for day-to-day
project management. Their compensation varies with the results they achieve. They
can earn no profit, if a project goes poorly, or double their standard profit, if a
project goes very well. For the CM to double its profits, the total cash cost of the
project including the CM fee must be substantially below the original cost estimate.

The Fire & Life Safety Program Office has direct oversight on all projects and is
staffed with a program director, finance manager, project integration manager, con-
tracting officer, document control officer and an independent auditor. This office re-
ports monthly to all stakeholders on program performance, project performance and
financial performance. This office maintains all construction and commercial docu-
ments and is responsible for stakeholder interface.

A separate report is available on the current financial and completion status of
the F&LS program.

For projects performed by Amtrak forces, Amtrak has implemented a new plan-
ning and project management system for 2004. For the approximately 500 projects
planned for 2004, the system consists of a clear scope of work, detailed cost esti-
mates, a project schedule and monthly cash flow estimates. A project manager is
responsible for the project from estimate to close out. Project monitoring consists of
weekly reporting of physical progress and cost as well as a comparison of projected
final cost vs. budget. Monthly reporting consists of the same reporting as weekly,
plus explanations of cost and schedule variances and a review of schedule and pro-
jected cash flows. The combination of clear project scope, detailed estimates and
weekly monitoring give Amtrak Engineering a strong control over in-house work.

RESPONSE TO WRITTEN QUESTIONS SUBMITTED BY HON. JOHN MCCAIN TO
KENNETH M. MEAD

Question 1. Mr. McCain. Mr. Mead, what did the Nation get for its $8.4 billion
investment in Amtrak over the past six years? Amtrak’s ridership only increased
14 percent over this period and its operating losses soared.

Answer. Of the $8.4 billion, $6.2 billion came from the Federal Government and
$2.2 billion was secured through external borrowing. Operating expenses, including
RRTA payments and debt principal, consumed $3.8 billion of the Federal funds. The
remaining $2.4 billion, along with the $2.2 billion in borrowing, was spent on capital
investment in infrastructure and equipment. This investment enabled implementa-
tion of high speed rail service on the Northeast Corridor including electrification of
the track from Boston, Massachusetts to New Haven, Connecticut, and acquisition
of the Acela train sets and maintenance facilities. Other capital investment during
this period included improvements in conventional services in the Pacific Northwest
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and California and acquisition of two Talgo train sets being used in the Pacific
Northwest. While unable to address its growing backlog of capital needs during this
period, Amtrak did maintain a minimum reliability of service over the system.

Finally, between 1998 and 2003, Amtrak’s cash operating loss increased by $118
million, $77 million of this came from increased interest expenses from the external
borrowing of $2.2 billion to supplement its capital investment.

Question 2. Mr. McCain. Mr. Mead, your statement notes that only 16 percent of
Amtrak’s passengers rode the long-distance trains in 2002, and that the long-dis-
tance trains accounted only for 30 percent of Amtrak’s revenue. What percentage
of Amtrak’s operating loss is associated with the long-distance trains?

Answer. Based on the estimated 2003 fully allocated costs developed by the Fed-
eral Railroad Administration in coordination with Amtrak, approximately 76 per-
cent of Amtrak’s fully allocated operating loss (excluding depreciation and interest)
is associated with the long-distance trains. However, two issues affect this percent-
age. First, the only service that shows an operating profit without state operating
subsidies is the Acela/Metroliner service. If this profit is excluded and the calcula-
tion is made only on conventional service, long distance makes up 69 percent of the
loss. (See attachment). Second, state contributions to the corridor services are in-
cluded in the fully allocated loss calculations creating the impression that the cost
of operating these services is actually less than it really is. Also, it should be noted
that it is not likely that discontinuance of the long distance services would save an
amount equal services would need to be borne by the remaining routes.

Question 3. Mr. McCain. Mr. Mead, you recommend against separating Amtrak’s
train operations nationally from the Northeast Corridor infrastructure. Is your con-
cern that there needs to be centralized decision-making on the Corridor about oper-
ations and infrastructure, and if so, can’t this be accomplished in a manner that
would still allow for some degree of separation? Would your recommendation pre-
clude subcontracting out maintenance, train operations, and other services?

Answer. We recommend that the Northeast Corridor be maintained as an inte-
grated railroad. Operations in the rest of the country may be split off and operated
separately. With regard to the Northeast Corridor, some or all operations could be
subcontracted as the competition for such subcontracts may yield savings. The point,
we believe, is that management of the infrastructure and operations on the North-
east Corridor be maintained in a single entity.

Question 4. Mr. McCain. Mr. Mead, help put into perspective the cost of the Ad-
ministration’s proposal to the states. How does the $1.2 billion funding responsi-
bility in the Administration’s plan compare to what cities and states spend annually
on transit?

Answer. Transit funding in 2001 (the most recent full year for which data are
available) is broken down as follows:

FV 2001 Transit Funding

[$ in millions]
Funding Source Operating Capital Total
Passenger Fares and Other $9,319.5 $0.0 $9,319.5
Local Funds 7,393.3 4,345.1 11,738.4
State Funds 5,127.3 1,011.1 6,138.4
Federal Funds 231.7 6,354.0 6,585.7
Total $21,5628.8 $11,710.2 $33,239

Source: 2001 National Transit Profile

Local and state sources provided nearly $18 billion in funding for transit in 2001.
Thus, the $1.2 billion is less than 7 percent of the local and state funding for transit
in 2001.

Question 5. Mr. Mead, what implications would restructuring some long-distance
trains into corridor feeder services have for capital costs?

Answer. Restructuring some long-distance trains into corridor feeder services is
likely to decrease capital costs for those services while capital costs for corridor serv-
ices are likely to increase. Long-distance train capital costs will decrease as dining,
baggage, and sleeper cars are retired rather than maintained and rebuilt. However,
to realize the full potential of the corridor services, capital spending for infrastruc-
ture and rolling stock will likely need to increase to improve transit times and fre-
quencies.
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Question 6. Mr. McCain. Mr. Mead, in your statement, you suggest that some
long-distance trains may need to be funded indefinitely because they are not condu-
cive to being restructured as feeder service. My concern, in addition to the high op-
erating losses on these trains, is that this approach would treat those trains dif-
ferently and frankly more favorably. Can’t we find a way to treat all the states and
all of the trains the same way for purposes of cost-sharing?

Answer. Choosing to retain some of the long-distance services for national inter-
ests and fund them at the Federal level is clearly a policy decision that should be
made in the context of reform and reauthorization. In my opinion, it is appropriate
to ask states to directly contribute to services in which they can decide the fre-
quency and amenities and that clearly serve their constituents. It does not, however,
make sense to ask them to carry the entire burden or to fund a service over which
they have little or no control and only minimally serves their constituents. If re-
structuring of some of the long-distance routes is successful (losses are reduced and
ridership increases) and states see the benefits of focusing on corridor development,
it is possible that restructuring other long-distance routes could be re-considered.

Question 7. Mr. McCain. Mr. Mead, I’'m not sure I agree with your suggestion that
the complexity and detail requirements for an application for capital funding should
depend on the amount of funding being requested. Wouldn’t this encourage states
to segment major projects into small pieces that might understate the significance
of the overall project and the larger project’s total price tag?

Answer. We would not support such segmentation. We believe regulations could
be written that prohibit such manipulation of the application process and that pro-
vide strong Federal oversight of it.

ATTACHMENT

Estimated Fully Allocated Contribution/(Loss) FY 2003

[$ in millions]
Excludes Excludes
Depreciation Depreciation
Amtrak Route and Interest Amtrak Route and Interest
(1) (2) [6V] (2)
Corridor Routes Long Distance (LD) Routes
1 Acela Express/Metroliner $69.7 1 Silver Star ($30.1)
2 Ethan Allen Express (2.7) 2 Three Rivers (33.9)
3 Acela Regionai/NEDNermonter (50.0) 3 Cardinal (12.8)
4 Twilight Shoreliner (15.2) 4 Silver Meteor (20.6)
5 Maple Leaf (4.6) 5 Empire Builder (45.4)
6 The Downeaster (5.1) 6 Capitol Limited (23.5)
7 Clocker Service (6.3) 7 California Zephyr {52.9)
8 Keystone Service (17.9) 8 Southwest Chief (68.3)
9 Empire Service (35.3) 9 City of New Orleans (17.7)
10 State House (13.0) 10 Texas Eagle {29.0)
11 Hiawathas (11.0) 11 Sunset Limited (34.5)
12 Wolverine (17.6) 12 Coast Starlight (37.6)
13 Lllini (1.7) 13 Lake Shore Limited (40.6)
14 Illinois Zephyr (2.2) 14 Palmetto (29.7)
15 Heartland Flyer 1.4 15 Crescent (32.8)
16 Pacific Surfliner (18.4) 16 Pennsylvanian (24.9)
17 Cascades (10.4) 17 Auto Train (12.4}
18 Capitols (6.3) Total Long-Distance Trains ($546.6)
19 San Joaquins (11.0)
20 Adirondack (3.3) LD % of Total 76%
21 International (2.1) LD % of Total Excl ACELA/Metroliner 69%
22 Kentucky Cardinal (7.5)
23 Mules (1.0)
24 Pere Marquette (1.4)
25 Carolinian (3.3)
26 Piedmont {0.5)

Total Corridor Trains ($176.5)
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RESPONSE TO WRITTEN QUESTIONS SUBMITTED BY HON. JOHN B. BREAUX TO
KENNETH M. MEAD

Mr. Breaux. Mr. Mead, the Administration’s proposal shifts half of the capital
costs and all of the operating costs to the states where passenger rail will be oper-
ated.

Question 1. Has your office conducted any studies or surveys to calculate what it
will cost a state to maintain passenger rail in their state?

Answer. Each state will ultimately need to define the level of service it requires
and then work with Amtrak or other operators to determine the cost of that service.
To do this type of analysis at this point in time would require too many assumptions
regarding the appropriate level of service and the costs. For these reasons, we have
not performed such an analysis.

That having been said, the Federal Railroad Administration (FRA) worked with
Amtrak earlier this year to estimate the fully allocated contribution/(loss) for each
Amtrak route for Fiscal Year 2003.1 Based on those fully allocated estimates, the
shorter distance corridor trains were projected to lose a total of $177 million exclud-
ing depreciation and interest and long distance trains were projected to lose a total
of $547 million excluding depreciation and interest. Although FRA did not report
these costs on a state by state basis, the following table shows some examples of
the fully allocated costs for corridor trains that operate within one or two states and
those that operate over the Northeast Corridor.

Table 1.—FY 2003 Estimated Fully Allocated
Net Profit/(Loss)

Excluding Depreciation & Interest

State(s) Train ($ in millions)

NEC Acela $69.7
NEC Regional (50.0)
NEC Clocker (6.3)
CA Capitols (6.3)
CA Pacific Surfliner (18.4)
CA San Joaquins (11.0)
NC Piedmont (0.5)
IL/MI | Pere Marquette 1.4)
OK/TX | Heartland Flyer 1.4
IL/WI | Hiawathas (11.0)

A summary of FRA’s projected FY 2003 fully allocated costs for all of Amtrak’s
trains is included as an attachment. We have not developed a mechanism to allocate
the operating and capital costs of any of these services on a state-by-state basis.

Question 2. Mr. Breaux. Mr. Mead, how will states be able to judge whether it
is feasible for them to join a multi-state compact or to commit to financing pas-
senger rail within the state?

Answer. A state’s determination of feasibility will be dependent upon what con-
tinuing service it wants, how much it can afford, and what benefits will be achieved.
If the benefits outweigh the costs, the states will either fund the service themselves
or join a multi-state compact.

Attachment

1These calculations were included as Appendix 1 in the Deputy Secretary of Transportation’s,
Michael Jackson, statement before the Commerce, Science, and Transportation Committee, U.S.
Senate, April 29, 2003.



ATTACHMENT

Estimated Fully Allocated Contribution/(Loss) FY 2003

Excluding Depreciation and Interest ($ in millions)

FY 2003
Contr/(Loss)

Corridor

Long Distance

1 Acela Express/Metroliner $69.7
2 Ethan Allen Express (2.7)
3 Acela Regional/NED/Vermonter (50.0)
4 Twilight Shoreliner (15.2)
5 Maple Leaf (4.6)
6 The Downeaster (5.1)
7 Clocker Service (6.3)
8 Keystone Service (17.9)
9 Empire Service (35.3)
10 State House (13.0)
11 Hiawathas (11.0)
12 Wolverine (17.6)
13 Illini n
14 Tllinois Zephyr (2.2)
15 Heartland Flyer 14
16 Pacific Surfliner (18.4)
17 Cascades (10.4)
18 Capitols (6.3)
19 San Joaquins (11.0)
20 Adirondack (3.3)
21 International (2.1)
22 Kentucky Cardinal (7.5)
23 Mules (1.0)
24 Pere Marquette (1.4)
25 Carolinian (3.3)
26 Piedmont (0.5)

Total Corridor Trains ($176.5)
1 Silver Star ($30.1)
2 Three Rivers (33.9)
3 Cardinal (12.8)
4 Silver Meteor (20.6)
5 Empire Builder (45.4)
6 Capitol Limited (23.5)
7 California Zephyr (52.9)
8 Southwest Chief (68.3)
9 City of New Orleans 17.7)
10 Texas Eagle (29.0)
11 Sunset Limited (34.5)
12 Coast Starlight (37.6)
13 Lake Shore Limited (40.6)
14 Palmetto (29.7)
15 Crescent (32.8)
16 Pennsylvanian (24.9)
17 Auto Train (12.4)

Total Long-Distance Trains ($546.6)
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WRITTEN QUESTIONS SUBMITTED BY HON. JOHN B. BREAUX TO
HoON. ALLAN RUTTER

The Administration’s proposal would require states to substantially increase their
financial support of Amtrak. I suppose the logic is that those states that wish to
have passenger rail service should have to pay for it. States are facing serious budg-
etary constraints as their tax bases erode in a soft economy and as the Federal Gov-
ernment provides less and less support for all sorts of public programs. In fact, the
Alabama state legislature recently voted to reduce its funding by 18 percent, mean-
ing that funds for school textbooks, for healthcare, and for police patrols will be sub-
stantially reduced. (Washington Post, “Alabama Lawmakers Cut Budget 18 percent,”
September 26, 2003). Alabama is not alone in this budget battle; Louisiana is also
facing these difficulties.

Question 1. How does the Administration expect that states who are having to cut
funds for things like health care, education, and police protection are going to find
additional funds for passenger rail?

The Administration’s proposal would necessitate the formation of state compacts
to maintain passenger rail service along corridors that travel through the states in
the compacts.

Question 2. What advantages are to be gained from having a passenger rail sys-
tem that is comprised of several disparate rail corridors rather than one, consoli-
dated national system?

Question 3. What happens in the formation of the state compacts when one state
along the corridor refuses to join the compact? Wouldn’t this system give some
states the incentive to refuse to participate in a corridor compact simply to pressure
its neighboring states into picking up the whole tab for the costs of operating a rail
corridor that benefits all of the states on the corridor?

The witness did not respond.

WRITTEN QUESTIONS SUBMITTED BY HON. FRANK R. LAUTENBERG TO
HoON. ALLAN RUTTER

Question 1. You sit on the Board of Amtrak and represent the Secretary of Trans-
portation. Do you agree with the approach that Mr. Gunn is taking in terms of sta-
bilizing the railroad? Or is there something you feel he could be doing better?

Question 2. Administrator Rutter, you are the Nation’s top safety enforcer for our
railroads. Is a $900 million Federal appropriation for Fiscal Year 2004 adequate to
address all of the safety defects cited by FRA inspectors? If not, which of Amtrak’s
operations/infrastructure will be most vulnerable to safety defects? How much does
Amtrak need to spend on capital maintenance and improvements to ensure a safe
railroad operation?

Question 3. I understand that the Administration has recently released the names
of three people that it intends to nominate for the Amtrak Board. Were these indi-
viduals selected by the Administration for the purpose of sitting on the Board to
oversee the dismantling and break-up of the carrier? Were they selected for their
acceptance of the Administration’s vision of Amtrak?

The witness did not respond.

O
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