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INTRODUCTION

Starting in 2001 the legislature provided several valuable tools that have allowed the
Texas Department of Transportation (TxDOT) to accelerate the delivery of transportation
infrastructure projects. These tools have helped get highway projects to construction
more quickly than what would have otherwise been possible.

The state’s transportation program will soon settle back upon its reliance on fuel tax
revenues and vehicle registration fees. Our construction program for the foreseeable
future must reflect the uncertainty of federal funding, historically increasing costs, lower-
than-anticipated revenues, and other competing priorities of state budget writers. As we
reach the end of what we knew would be a temporary spike in contracting levels, it is
important to examine the impact that these funding tools have had on traffic safety,

mobility, and maintenance.

The table contained in Attachment 1 depicts TxDOT's expenditures from 2000 to 2010.
While many projects each feature aspects of mobility, maintenance, and particularly
safety, the data is divided into these three broad categories. It is further sorted by method
of finance. And a key indicator is applied to each so that a trend can be established
between the dollars invested and the performance of the projects.

Please keep in mind the effects of inflation as reflected in the Texas Highway Cost Index
(HCD).! During the period reflected in Attachment 1, the Highway Cost Index stood at
116.17 in 2000 compared to the base year in 1997. It rose to a high of 212,13 1n 2008, an
82 percent increase. As of April 2010 the HCI is 163.57, a 41 percent increase over
2000. In short, expenditures have risen over the years and so have costs. Meanwhile,
Texas’ population has also increased over the years with approximately 1000 people
moving here every day. These factors will distort any direct correlation between

expenditures and performance.

THE BALANCING ACT

Competing needs and pressures require the department to keep a constant balance in the
distribution of limited resources.

Maintenance versus Construction
One of the most contested issues is the competition for resources between maintaining

the current system and building new capacity. We must devote resources to maintain our

. ! The Highway Cost Index tracks the actual costs of highway improvement contracts over time in Texas.
The base year is 1997 and has a value of 100,
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existing assets but not so much that badly-needed mobility projects—and the economic
benefits that they yield—Ianguish on the books for unacceptable periods of time.

Development versus Construction

Similarly, TxDOT must have projects in the development pipeline, such as environmental
analyses, right of way acquisition and engineering, so that there are projects ready in the
future for construction. But it cannot have so many in development that there is little
money left over to construct the projects.

Population versus Usage

Department planners must allocate resources across the entire state. Funding is not .
determined solely by population. We also must look at the number of miles-driven in
each region, the amount of freight transported, crashes, connectivity needs, and the
number of existing lane miles in order to determine each region’s needs.

Local Control versus Statewide Priorities :

In addition, the department must balance the concept of local control versus ensuring that
the most pressing statewide transportation needs are being met. The department asked
the metropolitan planning organizations (MPQOs), county judges, councils of government,
and regional planning council staffs in the summer of 2002 to become our partners in the
restructuring of the Unified Transportation Program (UTP). They were asked to
collaborate on the simplification of the UTP, establish funding formulas, and improve the
project selection process. The results were fewer funding categories and more direct
local input in the project selection process. However, with increased local control, there
is less accountability for statewide planners charged with ensuring Texans receive the

biggest bang for each tax dollar.

SAFETY

TxDOT's highest priority is the safety of the traveling public. Every construction and
maintenance project is designed with an eye toward safeguarding the people we serve.
Each year, TxDOT commissions research to develop new technology and improved
structures and pavements to enhance the safety of Texas roads and bridges.

Overview of Activities
The department undertakes a combination of safety imitiatives encompassing education,
enforcement and infrastructure investment, such as:

. Maintenance of pavements and shoulders

. Cable barrier installations

» Left lane restrictions for large commercial vehicles in metro areas
. Wider travel lanes and shoulders

. Divided highways

. Dedicated left-turn lanes

. Coherent highway signs

. Information campaigns
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Safety Bond Program

In 2003, voters approved Proposition 14, a constitutional amendment making it possible
for TxDOT to issue bonds for transportation projects payable from future deposits to the
State Highway Fund. The legislation authorizing the debt set aside a portion of the bond

proceeds for safety-related projects.

As a result, since 2005 Texas has funded approximately $1.2 billion in new safety
construction projects on the state highway system. In 2005, 644 safety projects valued at
$600 million were implemented. The 2009 Safety Bond program provided an additional
$605 million for 355 new projects to:

. Widen 617 miles of narrow, two-lane rural road

. Install 290 miles of new median barrier to help prevent head-on collisions

. Install 105 left turn lanes or continuous turn lanes on rural highways

. Convert 9 existing four lane undivided highways to four lane divided highways
. Construct 23 grade separations at existing highway intersections.

Safety Measure

One of the most commonly used measures of highway safety nationwide is “fatalities per
100 miliion vehicle miles traveled.” The chart in Attachment 1 shows that while
expenditures have greatly fluctuated from 2000 to 2010, the state has seen a steady
decline in fatalities per 100 million vehicle miles traveled. The fatahty rate declined by

23% over this time period.,

MAINTENANCE

Increased use of the highway system has led to increased maintenance. One of TxDOT's
most important missions is to preserve the state's investment 1n its transportation system.
According to the Federal Highway Administration®, for every dollar we spend today to
repair and preserve existing bridges and roads, we save at least six dollars by not having
to replace a failed or unsafe segment of infrastructure.

Pavement Condition Goal
At least since 2002, the amount of state motor fuel tax revenue deposited to the State

Highway Fund was less than what was spent to maintain the more than 191,000 lane-
miles on the State Highway System. In 2002 the Texas Transportation Commission
established the statewide pavement condition goal of 90 percent in “Good” or better

condition.

Overall, 85.94 percent of Texas pavements are in “Good” or better condition, down from
86.25 percent in FY 2008 and down from the highest value of 87.34 percent in FY 2005.
This is the third drop in pavement condition percentage in the last four years.

?“Optimizing Highway Performance,” Federal Highway Administration, September 2000.
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The 2010 Pavement Management annual report has not yet been published. However, it
is expected that newly instituted pavement management practices, lower prices, and
- stimulus spending will likely lead to an uptick in the percentage of segments with a score
of “good” or better.

Texas is making progress in improving its more than 51,019 public bridges (both on and
off the state system), but more work is stiil needed.

. 79.7 percent of all Texas bridges have a good condition rating, up more than 1
percent from the previous year.
. 14.6 percent of the bridges do not meet current design standards and cannot

efficiently handle today’s traffic volumes and types. These bridges are designated as

functionally obsolete.
. Another 3.3 percent of the state’s bridges are structurally deficient, meaning they

cannot continue to handle the weight of today’s heaviest vehicles or are frequently

flooded or closed indefinitely.
» 2.4 percent are classified as sub-standard for load-only bridges, meaning they are

not structurally deficient or functionally obsolete but have a capacity less than the
maximum load permitted by state law.

It should be noted that these statistics do not indicate that Texas bridges are unsafe. Any
bridge considered unsafe is immediately closed to traffic.

Expenditure Dala
Attachment 1 indicates that maintenance expenditures generally rose between 2000 and
2007 before declining as Proposition 14 State Highway Fund Revenue Bonds diminished

and inflation was at its peak.

Pavement Quality Predictions and the UTP
On April 29, 2010 the Texas Transportation Commission adopted the 2010 Unified

Transportation Program (UTP). The UTP is an eleven-year plan that guides
transportation project development and construction. The plan is updated annually and is
based on a financial forecast conducted before the funding levels are adopted.

Motor fuel tax revenue collected in 2009 was 2.17 percent less than 2008. Meanwhile,
the department had forecasted that motor fuel tax revenue would increase by 1.5 percent
per year. In other words, the department projected 1.5 percent growth in fuel tax revenue
in 2009 but instead there was a 2 percent drop.

Consequently, for the 2010 UTP funding levels, the department had to reset its baseline
for 2010 based on actual collections in 2009, and Iower the expected growth in fuel tax

collections moving forward.

For the 2010 UTP, the department projects that motor fuel tax revenue will grow by
.5 percent in 2010 and 1 percent from 2011 through 2020. These projections affect both
state and motor fuel tax collections. The result is that the 2010 UTP forecasts that only
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$23 billion will be available through 2020-—a $5 billion reduction from the previous
UTP.

The 2009 UTP which was developed in April 2008 projected that the department would
have $28 billion available between 2009 and 2019 for distribution into the 12 categories
of funding that are distributed by formula.’

The figure below shows existing and predicted pavement quality ratings with the funding
levels determined in the 2010 UTP. The predictions are based on a model devised by the
Center for Transportation Research.

Pavement Quality Predictions
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MOBILITY

As noted earlier, safety is TxDOT's highest priority. And it is clearly more cost efficient
to preserve existing transportation assets now rather than having to reconstruct them later.
But crippling congestion threatens the economic competitiveness of our state and
diminishes the quality of life for our citizens.

Mobility Projects Funded from Non-Traditional Sources

TxDOT has been able to develop new mobility projects in recent years by using non-
traditional procurement methods and funding sources. In addition to Prop 14 Ronds and
Texas Mobility Fund Bonds authorized in 2003, the department has been able to build

¥ The 2010-2020 UTP does not include revenue allocated for the three CDAs in the Dailas-Fort Worth
region as those were committed during 2009. Neither of the UTPs includes stimulus dollars, the SH 121
payment, revenue set aside for pass-through agreements, Prop 12 funding, or Prop 14 funding. These
sources of revenue are not allocated by formula.
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new mobility projects using Comprehensive Development Agreements, federal stimulus
dollars, and Proposition 12 General Obligation Bonds. For the most part, these new tools

are not ongoing sources of revenue.

Comprehensive Development Agreements (CDAs)

As indicated on Aftachment 2 which shows lettings by method of finance from 2000-
2021, in 2009 we experienced a record level of project awards, mostly due to three
Comprehensive Development Agreements executed in the Dallas-Fort Worth region.

With a few exceptions, TxDOT no longer has the general authority to enter into CDAs as
of September 1, 2009. The following are the CDAs entered into to date, along with the
project value and the public funds committed (or angmented with concession fees).

Design / Build PPPs Committed Project Value Public Funds
(row/design/const)
SH 130 Segments 1-4 $1.5 billion - row/design/const $1.5 billion
DFW Connector $1.0 billion
(SH 114/SH121/ete) $1.0 billion - row/design/const
TOTAL § 2.5 billion $2.5 billien
Concession PPPs Project Value Public Funds Committed
SH 130 $1.37 billion - row/design/const $0.0
Segments 5 & 6 5385 million - O&M* (50 years) (received $25 m concession fee)
Project Total $1.75 hillion $0.0
North Tarrant Express $2.2 billion row/design/const 3 570 million
(I-820/SH183) 3450 miilion O&M* (50 years)
Project Total $2.65 hillion % 570 million
LBJ Freeway (1-635) $2.7 billion row/design/const 3 445 million
Project Total $4.2 billion 3 445 million
OVERALL TOTAL $8.6 billion % 990 million

NOTE: *0&M = Operation and Maintenance by the concessionaire

American Recovery and Reinvestment Act

The American Recovery and Reinvestment Act was signed into law in February 2009.
The highway and bridge funds allocated to Texas is $2.25 billion. Of that, approximately
$1.68 billion was allocated directly to the Texas Transportation Commission (a minimum
of $175 million of this amount must be spent in rural areas). Approximately $500 million
was directly allocated to the state’s Metropolitan Planning Organizations. The remaining
$67.5 million was allocated for transportation enhancement projects (e.g. hike and bike

trails).
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Proposition 12 General Obligation Bonds
The 81° Texas Legislature appropriated $2 billion in general obligation bond proceeds to

make payment on $3 billion worth of projects. $1 billion will be deposited to the State
Infrastructure Bank to make loans to public entities for transportation projects.

In November 2009 the commission selected the projects to make use of the remaining
funds. Included in the approved list are six new construction projects, valued at an
estimated $1 billion, to expand Interstate 35 from a four- to a six-lane highway in much
of Central Texas. Nearly 39 percent of the state's population lives along the I-35
corridor, and this action brings the Commission closer to fulfilling its promise to "finish"
1-35 by expanding it to six lanes between San Antonio and Hillsboro.

Other significant projects approved by commission include:

. The reconstruction of Houston's $178 million Interstate 610/U.S. 290 Interchange,
which ranks 13th on the list of the 100 Most Congested Roadway Segments in
Texas;

. $100 million to expand Interstate 45 in Houston, which ranks as the 25th most
congested roadway segment in the state; _

. A four-mile, $80 million expansion of Loop 375 in El Paso, doubling capacity of

aroute which serves as an alternative to Interstate 10 and supplementing access to
the U.S. Army's Fort Bliss; and,

. San Antonio's Wurzbach Parkway, which will receive $130 million to complete
the 4.8 mile reconstruction and expand the facility from a four-to a six-lane
divided roadway. Improving Wurzbach will improve traffic flow on some of the
most congested roadways in San Antonio including 1-35, Loop 1604, I-410 and

U.S. 281.

Before the debt can be issued, the Legislative Budget Board must approve the use of the
funds. TxDOT submitted its plan for the funds in March 2010. At the time of this
writing, the request was still pending. '

SH 121 Funds
In exchange for the opportunity to construct, operate and maintain the 26-mile SH 121

toll road in the Dallas region, the North Texas Tollway Authority paid the region $3.2
billion. This money can only be spent on projects in TxDOT's Dallas District and the

projects are selected by the Regional Transportation Council.

For the 2010-2011 biennium, the legislature appropriated nearly $1 billion to make
payments on projects using SH 121 funds. Of that, over $600 million is for construction

projects.

Attachment 3 highlights in yellow which projects selected for use of SH 121 funds will
help reduce congestion on the 100 Most Congested Roadway segments in Texas.
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Expenditure Data
The table in Attachment 1 shows expenditures by funding source along with a measure of

congestion called the Texas Congestion Index (TCI). TCI is a measure describing how
much longer a trip takes during the peak period (*rush hour”) than it would when traffic
is flowing freely. A TCI of 1.0 indicates there is no difference in travel time between
peak and off-peak periods while a TCI of 1.35 suggests it takes about 35% longer to
complete a trip during the peak period than it would in free-flow conditions.

By 2006, expenditures for mobility projects more than doubled from 2000 levels as new
tools such as toll revenue bonds, Prop 14 Bonds, and Texas Mobility Fund Bonds were
expended. However, Texas has experienced a steady increase in congestion from 2000 to

2007 which is the most recent data available.

CONCLUSIONS ABOUT THE DATA

As noted above, increases in population, freight movements, and costs make it difficult to
detect any direct correlations between the expenditures noted in Attachment 1 and the
measures of congestion, pavement quality, and fatalities. However, the data does
generate a key question. Given worsening congestion, should the state be spending more
on mobility projects even if it is at the expense of maintenance?

The Texas Transportation Commission has grappled with this question for years.
Maintenance funding has declined in recent years in order to build new capacity but as
noted above, we can only go so long down this path before maintenance needs consume

available resources.

It may be tempting for some to ask if TxDOT and MPOs are selecting the “right” projects
if congestion has increased despite the substantial increase in expenditures. The answer
1s simple. The demand for mobility, coupled with inflation, is outpacing the available
resources to build new capacity. During the last 25 years, Texas” population increased
substantially and the use of our roads grew 89 percent. Meanwhile, during the past
quarter century, road capacity has only increased by about 10.7 percent.

The department’s projections of lettings are contained in Aftachment 2. Letting
supported solely by the State Highway Fund hovers around $2.1 to $2.3 billion from
2013 to 2021. This is below the level in 2000 when the department let $2.8 billion

supported by the State Highway Fund.

Early last session we projected that by 2012, our ability to start new mobility projects
would be severely inhibited by our cash flow. However, the 2010 UTP anticipates
making some funding available for mobility by reducing the amount of funding for

needed maintenance.

To be clear, the financial outlook from 2010 to 2020 did not improve; in fact it got worse.
This decision by the commission means that there is a reduction in funds available for
needed maintenance which will result in further declines in the condition of our
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pavements and bridges. However, the commission felt that it was worthwhile to reduce
the programming levels for maintenance in order to ensure that previously approved
mobility projects (from earlier Unified Transportation Programs) could move forward.
This was achievable by moving those mobility projects to 2012 and beyond, rather than
postponing them indefinitely.

Meanwhile, with the national economy recovering at a feeble pace, our costs have gone
down. So at least in the short term, this could help us knock more maintenance projects
off of our “to do” list until prices return to their usual upward trend.

UNDERRUNS

There has been much discussion about so-called “underruns.” Department staff analyzes
the actual bids of each element associated with past construction bids to estimate the bids
for upcoming projects. When the economy steeply declined and unemployment rose,
prices began to fall well below the department’s estimates. These lower bids are
eventually absorbed into the models on which bid prices are estimated and so underruns

will diminish.

The result of underruns is that the department and local entities are able to go to contract
on more projects than what was initially estimated. Attachment 2, which is discussed in
further detail below, contains a list of the projects that were able to move forward
because of these circumstances.

Inflation
As opposed to underruns, the more important indicator concerning the costs of

transportation projects is the Highway Cost Index. One of the most significant challenges
we face is the declining purchasing power of State Highway Fund revenue. The state
motor fuels tax has not been raised since 1991. Federal fuel taxes have not been raised

since 1993.%

In Texas, construction inflation increased 65 percent between 2002 and 2008. Since the
downturn in the national economy, prices fell by as much as almost 12%. But as the
economy improves, it is likely that prices will continue their upward trend.

The chart below shows that state motor fuel taxes have risen (until recently) over the
years as more people move to and drive in Texas. But when adjusted for inflation,

purchasing power is substantially less than in 1993.

* The Omnibus Budget Reconciliation Act of 1993 increased the gas tax by 4.3 cents and was used to
reduce the unified federal budget deficit. The Taxpayer Relief Act of 1997 redirected the 4.3 cents gas tax

increase to the Highway Trust Fund.

10
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Underrun Projects

Attachment 4 lists each project that was able to advance as a result of lower than

anticipated costs. The table specifies the funding source for each project because that is

what determined which entity selected the additional projects. Below is a summary of

the terms in the column labeled “Category” that denotes funding sources:

ARRA: American Recovery and Reinvestment Act funds supported mobility
projects selected by the Texas Transportation Commission.

ARRA-MPO: American Recovery and Reinvestment Act funds were directed to
the MPOs and they selected the projects.

ARRA-P:  American Recovery and Reinvestment Act funds supported
preservation projects and were selected by TxDOT District personnel.

ARRA-TE: American Recovery and Reinvestment Act funds supported
transportation enhancement projects and were selected by the Texas
Transportation Commission.

Prop 14 (SB): Prop 14 bond funds were targeted to projects that specifically
address safety and were selected by the Texas Transportation Commission.
Traditional: State Highway Funds were allocated to TxDOT Districts and were

selected by district personnel.

11
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The table shows that over total $587 million in additional projects were able to go to
contract because of underruns. Of this amount, $142.9 million was spent on mobility
projects. The table lists the hours of delay that is reduced by the project and the costs
savings of the reduced delay. Note that many of these projects also greatly enhance

safety.

The columns under “Impacts™ indicate the degree of impact (high-medium-low) that the
TxDOT district staffs believe each project has in the areas of Connectivity, Economy,
Safety, and System Preservation. The analysis to determine the impacts of projects is
identical to the process approved by the Legislative Budget Board pursuant to TxDOT's
Rider 55.

FUTURE FUNDING CONSIDERATIONS

Because preservation of existing assets is the most cost-effective use of resources, and
because the safety of the traveling public is the highest priority, new construction projects
are becoming more difficult to finance. There are a number of specific circumstances
that render traditional funding inadequate. These trends will make it difficult to
adequately meet the growing transportation needs of the state.

Declining Revenues
For many years, state motor fuel tax revenue increased as the state population increased

and miles-driven increased. Since the downturn in the economy in 2008, revenue has
actually declined. In FY 2009, state motor fuel tax revenues declined 2.17 percent from

FY 2008.

Continuing this trend, collections so far in FY 2010 through May are down 1.45 percent
when compared to the same nine-month period of FY 2009. Meanwhile, the amount of
State Highway Funds appropriated in 2010 and 2011 correlates with a Comptroller’s
revenue estimate that projected state motor fuel tax revenue would be 2.65 percent higher
in 2010 (over 2009) and 1.98 percent higher in 2011 (over 2010).

This potential over-allocation of the State Highway Fund requires TxDOT to be
especially vigilant in going to contract on new projects during the biennium to ensure that
too many projects are not let to contract.

Increasing Fuel Efficiency
Rising fuel efficiency in vehicles has an impact on motor fuels tax revenue. A flat $.20

state fuel tax 1s levied on each gallon sold. It does not rise or fall with the price of fuel.
As fuel efficiency rises, less fuel is purchased and therefore less revenue is collected.
Rising fuel efficiency is the key component to the argument that motor fuel taxes are
rapidly losing their efficacy.
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Pass-Through Financing _
Pass-through financing is a tool created by the legislature in 2003 and enhanced in

subsequent legislative sessions to stretch already limited tax dollars. The program allows
local communities and private entities to fund the upfront costs for constructing a state
highway project. The state then reimburses a portion of the project cost over time by
paying a fee for each vehicle that drives on the new highway.

The department has 17 pass-through projects with executed agreements, and 10 pass-
through projects that have not yet been finalized but have received approval to execute
agreements. To date, these 17 executed agreements have a pass-through amount valued
at just over $1.4 billion.

TxDOT's cash forecasting system projects the maximum possible payments made under
the pass-through program and deducts these expenses from cash available for new

projects.

Attachment 5 provides an overview of the pass-through program along with the
projected, maximum annual payments.

Debt Service
TxDOT has several bonding programs available to finance transportation projects. State

Highway Fund Revenue Bonds are payable from future deposits to the State Highway
Fund.

The Texas Transportation Commission 1s authorized by law to issue an aggregate total of
$6 billion in bonds, with no more than $1.5 billion issued in any one year and with a

maximum maturity of 20 years.

To date, the commission has issued $3.1 billion, but has committed $5.66 billion to
projects. The department will recommend that the cornmission issue $1.5 billion more in
July 2010 and the remaining $1.4 billion in late 2011 to fund progress payments on these
selected projects.

As indicated on the chart below, once the $6 billion is fully issued, debt service on Prop
14 bonds reaches nearly $500 million from 2012 through 2026. The bond proceeds have
helped expedite the delivery of projects and avoid what had been skyrocketing inflation

in construction costs.

As prices have fallen as of late, the next issuance of Prop 14 bonds may allow us to take
greater advantage of lower costs. However, as future deposits of State Highway Fund
revenue must pay the principal and interest on these bonds over the next twenty years, the
revenue is reserved in our cash flow projections and may not be used for other purposes.

13
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OTHER POTENTIAL FUNDING TOOLS

There have been some discussions in recent legislative sessions about creating zones
around roadways in which increased tax revenues can be captured and applied to

{ransportation projects.

It is important to note the distinction between the transportation reinvestnent zones that
are established by cities and counties under current law, and the transportation finance
zones contemplated by SB 505 last session which were to be designated by the Texas

Transportation Commission.

A transportation reinvestment zone is designated by a local government entity under
current law. The increase in property tax revenue collected inside the zone is used to
finance a project for which a pass-through financing agreement has been entered into

with TxDOT.

The benefit of a transportation reinvestment zone is that it helps a local government entity
fund the initial construction of a project connected with a pass-through financing
agreement or to repay loans.

Some have suggested that transportation reinvestment zones be statutorily “de-coupled”
from pass-through agreements so that a local governmental entity can establish such
zones for projects that are not the subject of pass-through agreements.

The concept of a transportation finance zones was first introduced in legislation by

Senator Ogden. The legislation evolved over time. The following is a description of the
legislation that passed the Senate and the House Transportation Committee in 2009.

14
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SJR 18 was the resolution proposing an amendment to the constitution and SB 505 was
the authorizing legislation. SB 505 would have authorized the Texas Transportation
Commission to designate a zone within two miles on either side of an existing or
proposed state highway. The zone was to be reviewed and approved by the Legislative
Budget Board before becoming effective.

The state portion of sales and use taxes collected in the zone would have been deposited
to a new revolving fund to be used for the repayment of financial assistance provided
from the revolving fund for highway projects.

The highway project could be tolled or non-tolled, but no financial assistance could be
made to a private developer. No more than $250 miilion could be transferred to the fund

in a fiscal year.

In an earlier version of the legislation, the tax revenue was to be deposited to the Texas
Mobility Fund. It was changed primarily because sales and use taxes are considered

somewhat volatile by credit markets.

Not only are sales tax revenues subject to the ups and downs of the business cycle, even
in a robust economy revenues could suddenly drop. For instance, a zone that is
established within an economically thriving community may appear to offer stable tax
revenues. But if a business like a Wal-Mart or Home Depot needs to expand, they may

relocate outside the zone.

Because of this uncertainty, the department likely could not leverage the tax revenue by
as much as some might think and so only relatively small projects might benefit. Thus
the Iegislation was altered to be deposited to a revolving fund (which was advancing
under separate legislation) where it was anticipated that Prop 12 funds would be available

and the debt service paid by general revenue.

It should be noted that the language in the latest version of SJTR 18 had not been amended
yet to allow the tax revenue to be deposited to new revolving fund.

In summary, the concept would have worked like this:

First, as it was anticipated during the regular session, some of the Prop 12 bond proceeds
would be deposited to a revolving fund. The commission could then loan funds to the
department for construction of a project around which a transportation finance zone is
designated. Sales and use taxes collected in the zone would be used to pay back the loan
from the revelving fund and made available to other entities applying for financial

assistance.

The revolving fund legislation was not enacted. Instead, $1 billion of Prop 12 bond
proceeds was sent to an existing fund called the State Infrastructure Bank (S1B).

15
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The process contemplated by SB 505 would not work from the SIB because the
department is not explicitly authorized to expend SIB funds for this purpose. However
the SIB statute could be amended in the same legislation aunthorizing transportation

finance zones. ‘

CONCLUSION

The commission has anticipated the funding challenges cited above for some time. As a
consequence, the department has made every effort to reduce operating costs before

reducing transportation programs.

In 2007 we had just over 11,750 employees in field operations. Today that number i1s
approximately 9900 and we have a plan to be at 9575 in FY 2012. The reductions to
date and the plan implemented make better use of shared services, reduce overhead and
better align the workforce with the workload anticipated. Meanwhile we have reduced
our fleet by over 900 pieces of equipment and reduced purchases in 2009 and 2010 by
more than $50 million. We anticipate that the Grant Thornton management review will
offer additional cost-cutting measures for headquarters staff.

Last session, the legislature reversed the trend of appropriating State Highway Fund
dollars not associated with transportation. As a result, about $290 million was freed up to
pay debt service on Proposition 14 State Highway Fund Revenue Bonds.” We know that
the next legislative session will be much more difficult for budget writers. But thereis a
growing consensus that we need to examine new ways to add capacity to our
transportation network and maintain the very valuable assets we currently have.

The members of the Texas Transportation Commission look forward to working with
state policy-makers on identifying the solutions that will best protect our quahty of life
and enhance our economic competitiveness.

* “Diversions” were reduced by about $397 million compared to the previous biennium. However, at least
$107 million was reduced from appropriations to other agencies to balance the budget with the revenue the
Comptrolier projected would be available during the biennium. This $107 million was not added to

TxDOT’s budget.
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Attachment 3

North Central Texas Council of Governments (NCTCOG)

Project Listing Report- RTR Committed Funds vs Disbursermants
Count