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INTRODUCTION

Upon commencement of the 80th Legislature, the Honorable Tom Craddick, Speaker of the
House Representatives, appointed nine members to the House Committee on Transportation.
The committee membership was the following: Chairman Mike Krusee, Vice-Chairman Larry
Phillips, Joe Deshotel, Pat Haggerty, Patricia Harless, Linda Harper-Brown, Fred Hill, Nathan
Macias and Jim Murphy.

On November 30, 2007 the Honorable Tom Craddick, Speaker of the House Representatives,
assigned the Committee interim charges (detailed on the next page). The Chairman of the
Transportation Committee, Mike Krusee, assigned subcommittees and the respective
subcommittees concerning the assigned interim charge held various public hearings. All interim
charges and matters contained in this report are under the jurisdiction of the Transportation
Committee and/or the jointly charged committee.

Pursuant to House Rule 3, Section 38, the Committee has jurisdiction over all matters pertaining
to:

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

(2) the Texas highway system, including all roads, bridges, and ferries constituting a part
of the system;

(3) the licensing of private passenger vehicles to operate on the roads and highways of
the state;

(4) the regulation and control of traffic on the public highways of the State of Texas;

(5) railroads, street railway lines, interurban railway lines, steamship companies, and
express companies;

(6) airports, air traffic, airlines, and other organizations engaged in transportation by
means of aerial flight;

(7) water transportation in the State of Texas, and the rivers, harbors, and related facilities
used in water transportation and the agencies of government exercising
supervision and control there over;

(8) the regulation of metropolitan transit; and

(9) the following state agencies: the Texas Department of Transportation and the Texas
Transportation Commission.



HOUSE COMMITTEE ON TRANSPORTATION
INTERIM STUDY CHARGES AND SUBCOMMITTEE ASSIGNMENTS

1. Research and make recommendations to the legislature on programs to improve
safety for teen drivers.
Subcommittee appointed: Larry Phillips, Chairman

2. Study the concept of using corridor planning organizations to provide a
mechanism for local involvement in the Trans-Texas Corridor.
Subcommittee appointed: Jim Murphy, Chairman

3. Study and make recommendations for funding mechanisms for the Rail
Relocation Fund.

4. Study and make recommendations regarding the feasibility of a motor bus-only
lane program for state highways in Texas that focuses on the use of improved
shoulders as a low-speed bypass of congested highway lanes. Examine
comparable laws from other states that allow transit buses to operate on state
highway shoulders.

Subcommittee appointed: Nathan Macias, Chairman

5. Examine the role of metropolitan planning authorities in state law, as well as the
creation of rural planning authorities to address the planning needs outside of
metropolitan planning organizations but within council of government

boundaries.

Subcommittee appointed: Fred Hill, Chairman

6. Study and make recommendations for changes to statutes regarding handicapped
parking.
Subcommittee appointed: Patricia Harless, Chairman

7. Review the effectiveness of the Driver Responsibility Program and provide
recommendations for increasing the collection rate of assessed penalties. Provide
recommendations for amnesty and incentive programs established by the passage
of SB 1723, 80th Legislature, Regular Session. Examine the status of Texas'
current statewide trauma system infrastructure and how the system may be
optimized to meet future trauma care needs in a rapidly growing state with
overburdened emergency rooms. (Joint Interim Charge with the House Committee
on Public Health)

Subcommittee appointed: Linda Harper-Brown, Chairman



8. Review the current requirements for driver's license and identification card
holders in Texas in order to recommend legislative measures to prevent these
documents from being used to further criminal activities, and recommend ways to
enhance homeland security. (Joint Interim Charge with House Committee on
Defense Affairs and State-Federal Relations)

Subcommittee appointed: Pat Hagerty, Chairman

9. Monitor the continued implementation of the Texas Financial Responsibility
Verification Program authorized by SB 1670, 79th Legislature, Regular Session,
and determine whether any further statutory enhancements are needed to reduce
the number of uninsured motorists in Texas. (Joint Interim Charge with the House
Committee on Insurance)

10. Monitor the agencies and programs under the committee's jurisdiction.



Charge 1

Research and make recommendations to the legislature on programs to improve
safety for teen drivers.



Background

Car accidents are the number one cause of death for teenagers nationwide. Approximately 500
teenagers per year are killed as a result of a car accident in Texas, more than in any other state.
Teens are involved in 22% of all car accidents in Texas, compared to 15% nationally. Given
these statistics, it is imperative that the state looks at ways to improve the safety of our teen
drivers. The Transportation Subcommittee on Teen Driver Safety was charged with this

purpose.

Texas first started requiring driver's education in 1967. Since that time, the program and the
licensing of teenagers have undergone many changes. In 1992, the Department of Public Safety
(DPS) stopped requiring on-road driving tests for teens that completed driver's education and
made it optional for teens or their parents upon request. The reasoning behind this decision was
that most of students who completed driver's education passed the driving test, and that
eliminating this requirement was a timesaving and cost-effective measure. Currently, only 20%
of new teen drivers choose to take the on-road test.”

In 1995, the legislature passed a bill, 74(R) SB 965, which allowed for parent-taught driver's
education. Under this legislation, the parent is responsible for administering the required 32
hours of classroom instruction, the curriculum for which is available through the Texas
Education Agency (TEA). The parent is also responsible for 7 hours of behind-the wheel
instruction and 7 hours of in-car practice. The parents are not required to be licensed through the
state as are private providers, but parents may be required to submit record-logs of both
classroom and behind-the wheel instruction to DPS. Parents must also sign an affidavit stating
that they have provided the required instruction. Approximately 35% of teens that take driver's
education do so through a parent-taught program.”’

Teens can also choose to take driver's education through a private provider. These driving
schools are accredited by TEA and must follow the TEA curriculum for driver's education. TEA
does not keep records indicating the effectiveness of individual driving school or programs.

Very few school districts provide a driver's education course to their students. The number of
students who receive school-provided driver's education has been in decline since the parent-
taught course was instituted.”

Another significant change came with the implementation of the graduated driver's license
(GDL) program, which took effect in January 2002. The legislation put additional driving
restrictions on young drivers, including driving curfews and limiting the number and age of
passengers. Subsequently, the legislature passed legislation that also limited the use of cell
phones. However, a study by the Texas Transportation Institute suggests that these restrictions
have minimal effect in reducing the number of traffic accidents involving teens.5

! Russell Henk, with the Texas Transportation Institute, Testimony, April 30.

2 Texas Department of Transportation written Testimony, April 30.

3 Department of Public Safety, Texas Driver Education Certificates, requested information.

* Department of Public Safety, Texas Driver Education Certificates, requested information.

5 TTI, "Fatal Crashes Involving 16 Year-Old Texas Driver Pre- and Post-GDL" pub. December, 2005.
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Currently, Texas requires 14 hours of supervised behind-the wheel instruction and 32 hours of
classroom instruction in order to complete driver's education. Teens must take driver's education
to get a driver's license, or wait until they turn 18. Once 18, no instruction is required, and
drivers must pass the standard written test given by DPS as well as an on-road test.

Recommendations

Studies indicate that inexperience, driving at night, and distractions are three of the main causes
of accidents by teen drivers.6 In implementing the GDL program, Texas has sought to mitigate
these factors with restrictions on new drivers. However, Texas teens' high accident rate indicates
that further restrictions are warranted.

The Subcommittee recommends that provisions of the Graduated Driver's License be extended
beyond the initial six months of licensure. In order to reduce distractions, the use of wireless
communication devices by drivers under the age of 18 should be prohibited, and the restriction
on the number of passengers allowed in the car of a new driver should be extended past the
current six months.

Currently, the hours during which a teen driver can operate a vehicle are restricted only during
the first six months, prohibiting them from driving between the hours of 12:00 a.m. and 5:00
a.m. The committee recommends further allowing the permissible hours of driving for first-year
drivers to 5:00 am to 10:00 p.m.; current exemptions relating to work, school functions, and
medical emergencies should remain in effect.

The Subcommittee recommends requiring an additional 20 hours of supervised, behind the wheel
experience, including mandatory hours after dark in order to be licensed.

TEA should keep statistics relating to the accident-rate of teen drivers that graduate from each
form (commercial, public, or parent-taught) of driver's education; furthermore, statistics should
be kept on individual commercial and public providers as it relates to the efficacy of these
driver's education programs. TEA should develop a program a process to revoke a provider's
ability to teach driver's education if it is determined that the provider is unable to meet
appropriate safety standards.

A taskforce should be appointed in order to evaluate the efficacy of the curriculum and materials
provided for public, commercial, and parent-taught driver's education.

Providers who have more than 6 points on their record under the Texas Driver Responsibility
Program should be ineligible to administer a driver's education course.

The Legislature should consider the impact and viability of requiring driver's education courses
to be offered by all public school districts.

% Russell Henk, with the Texas Transportation Institute, Testimony, April 30.

10



Lastly, we recommend that DPS be required to field-test all new drivers. Passing such a test
would be required for licensure.
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Appendix A & B (charge #1)
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RESOLUTION NO. 5171

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF
SHERMAN, TEXAS, ADOPTING AND PROMOTING THE “LESS
TEARS..MORE YEARS”™ CAMPAIGN AND URGING REPRESENTA-
TIVES OF THE TEXAS LEGISLATURE TO ADDRESS THE PRORL
OF TEENAGE TRAFFIC FATALITIES IN TEXAS; FINDING AND
DETERMINING THAT THE MEETING AT WHICH 7T
RESOLUTION 1S PASSED WAS NOTICED AND IS OPEN TO THE
PUBLIC AS REQUIRED BY LAW.

~ WHEREAS, car accidents are now the leading cause of death for voung people between
the ages of fifteen and nineteen; and

WHEREAS, teenage drivers make up only seven percent (7%} of the driving population
but fourteen percent (14%) of all persons killed in car accidents; and

WHEREAS, for vears 2000 through 2006, between 3,500 and 6,000 young people per
year between the ages of fifleen and twenty were killed in preventable car crashes; and

WHEREAS, in the last decade, over 68,000 teens have died in car crashes, and

WHEREAS, when driver fatality rates are calculated on the basis of estimated annusl
travel, teen drivers have a fatality rate that is about four times higher than the fatality rate among
drivers 25 through 69 years old; and

WHEREAS, during 2005, nearly 400,000 motor vehicle occupants between the ages of
fifieen and nineteen sustained nonfatal injuries severe enough to require treatment in ap
emergency department; and

WHEREAS, leaders of National Highway Traffic Safety Administration have
characterized the problem of teenage traffic fatalities as an epidemic;

NOW, THEREFORE, BE IT RESOLVED BY THE CiTY COUNCIL OF
CITY OF SHERMAN, TEXAS:

SECTION 1. That the City of Sherman, Texas hereby commits itself and encourages its
citizens to assist the efforts of the “Less Tears. More Years”™ Campaign in addressing the
problem of teenage traffic fatalities in Texas and calls upon the Texas Legislature 1o (1) reinstate
a public school based drivers education program; (2) reinstitute driving tests administered by the
Texas Department of Public Safety as a prerequisite to obtaining a driver’s license in Texas; and
(3) take any other reasonable steps necessary to address this serious public safety issue that
plagues Texas and her families.

SECTION 2. That it is hereby officially found and determined that the meeting at which
this resolution is passed is open to the public and that public notice of the iime, place, and
purpose of said meeting was given as required by law.

Resolution No. 5171 Pase Lot 2
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Texas PTA « 408 West 11th Street » Austin, Toxas 787412113
RO TALK.PTA « 512.476,676%9 » Fax 512.476.8152
typtaipiapla.org » www.Dipla.org

everychild.onevoice”

June 1, 2008

The Honorable Larry Phillips
Texas House of Representatives
PO Box 2910

Austin, Texas 78768-2910

Dear Representative Phillips,

Texas PTA, the largest child advocacy organization in the state with over 530,000 members,
is & grassroots organization made up of parents, teachers and others who have a special
interest in children, youth, families and schools.

We have identified the issue of cell phone use by teens while driving, including texting, as an
isaue that must be addressed. Texting and driving at any age is dangerous; however,
répragers who text and drive create espedially hazardous and unsafe driving conditions. While
comprising only Seven percent of the nation's motorists, teens account foi 14 pércent of all
fatal accidents. Teen drivers are four times more likely to die on the road than older drivers,

Texas PTA strongly supports strengthening the current graduated drivers’ license program 1o
prohibit the use of cellular technology, including texting, by teens while driving until they reach

the age of 18. Texas PTA further supports strengthening driver education programs so that
teens are better prepared for the responsibility of driving on Texas roads,

We appreciated the opportunity fo give testimony before the House Transportation Committ
at its recent interim hearing, and we lock forward to future collaboration with all parties who
will work to strengthen Texas laws for the protection of young drivers,

: on this oritical
he roads sater for

Our members are ready to assist in educating legislators throughout the st
safety issue, Please do not hesitate to call upon us as we partner to make
SYEIYone,

Sincerely,
p

Z iz g )

7
Jan Witkerson )
Texas PTA President

Texas PTA is 8 statewlide grassroots organization made up of parents, teachers and others who have 8
special interest ia children, families and schools, PTATs the largest child~advocacy organization in the
state with over 630,000 members, :
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Charge 2

Study the concept of using corridor planning organizations to provide a
mechanism for local involvement in the Trans-Texas Corridor.
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Background on Corridor Planning Organizations

The only reference to Corridor Planning Organizations (CPOs) is found in (SB 1929/ HB 3783),
the transportation omnibus bill from the 80™ session that did not pass. The following is the
statutory language as proposed.

(a) Before the
Trang-Texas Corridor,

commission designates a route for a segment of the
the commission shall create a corridor
planning organization that is composed of representatives of
metropolitan planning organizations and rural planning
organizations that may be affected by the segment.

b The corridor planning organization consists of:

(1) two members appointed by each metropolitan
planning organization with jurisdiction over an area in which the
proposged segment of the corridor is located;

2 two members appointed by each rural plannin
organization with jurisdiction over an area in which the proposed
segment of the corridor is located;

(3) one additional member

appointed by the

metropolitan planning organization with

jurigdiction over the

longest portion of the proposed segment

of the corridor;

(4) one additional member

appointed by the rural

planning organization with jurisdiction

over the longest portion of

the proposed segment of the corridor; and

(5) if necessary to create an odd number of members,
one additional member appointed by the members of the corridor
planning organization appointed in Subdivisions (1)-(4).

(¢) The corridor planning organization shall assist the
commission in the planning of the segment of the corridor for which
the corridor planning organization was created. The commission
shall consider the corridor planning organization's
recommendations when selecting a route for the segment. The
Corridor-planning organization must approve any facility proposed
to be constructed as part of the segment of the corridor and must
approve the method of contracting for the construction or operation
of a facility, including whether the facility will be constructed
or operated under a comprehensive development agreement.

lanning organization is subject to the open meetings
Government Code.

d A corridor

law, Chapter 551,

Issues Related to the Creation of CPOs

There are growing concerns across Texas that citizens and local entities do not have enough
decision-making authority regarding the development of transportation projects. While concerns
over Trans Texas Corridor (TTC) have highlighted this issue, these concerns also pertain to other
corridors. The public desires to have a say in whether a road will be tolled or non-tolled or
developed through public/private partnerships. Local interests want some level of control --
specifically when, where and how corridors would be built. The creation of new CPOs might be
undertaken to better accommodate this desire for local control and input.

Texas Department of Transportation (TxDOT) issued a self-evaluation report for the Sunset
Advisory Commission in August 2007 for their agency Sunset review. In this report they
highlight planning organizations; Metropolitan Planning Organizations, Rural Planning
Organizations and Corridor Planning Organizations.
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Last spring, TxDOT created Corridor Advisory Committees to assist in the planning of large
corridors in our state. The Corridor Advisory Committees represent a cross-section of
community and business leaders, land owners, local transportation experts and other interested
parties.

Each committee will advise the Texas Department of Transportation in the planning of two
priority corridors, Interstate 35 and Interstate 69. The committees will study and prepare reports
on the impacts of corridor development, including economic, political, societal, population
trends; t%le use of existing, new and upgraded facilities; road and rail solutions: and financing
options.

Prior to the hearing on this charge, the Subcommittee conferred that in order to create rules or
legislation, the issues below should, at a minimum, be reviewed and a consensus developed.

Membership — number, qualifications, term, selection, removal
Authority — directive or advisory

Function — route selection, construction method/financing
Scope- segment determination, relation to other organizations

Conclusion

After consideration of testimony presented by various stakeholders to the Sub-Committee on
Corridor Planning Organizations, the Sub-Committee finds that there is a need for a mechanism
whereby there is "real citizen" input on future corridor planning. This is clearly the case with
areas outside the jurisdiction of MPOs and transportation planning organizations. CPOs could be
a useful tool to ensure proper representation of citizens who may not be able to participate in
discussions regarding transportation policy in their respective areas due to the lack of a local
Regional Mobility Authority (RMA) or Metropolitan Planning Organization (MPO). However,
MPO members are elected and appointed government officials so direct citizen and landowner
input is not, as a matter of design or practice, provided. Rather than adding another layer of
bureaucracy, the Subcommittee recommends that MPOs and RMAs provide for this citizen and
property owner input in their corridor planning work. For real transportation solutions to
materialize, we must provide for these citizens a less bureaucratic, more open sounding board
that invites all the invested stakeholders to share their concerns regarding transportation policy.
This goal of expanded involvement and input can be accomplished by modifying the practices of
MPOs and RMAs and the establishment of Rural Planning Organizations (RPOs to address areas
outside the boundaries of the RMAs and MPOs. The Subcommittee suggests that there is not a
need to create Corridor Planning Organizations in statute, as they would add an unnecessary
layer of government. The subcommittee further recommends that the Transportation Committee
adopt this report and forward it to MPOs and RMAs in Texas.

! Keep Texas Moving.Com
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Charge 3

Study and make recommendations for funding mechanisms for the Rail
Relocation Fund.?

8 Reprinted from the Interim Report to the 80™ Texas Legislature with amendments.
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Rail Relocation

"This line of rails connecting the Atlantic and Pacific, and affording to commerce a new transit,
will prove, we trust, the speedy forerunner of increased facilities. The Pacific Railroad will, as
soon as commerce shall begin fully to realize its advantages, demonstrate the necessity of rich
improvements in railroading as to render practicable the transportation of freight at much less
rates that are possible under any system which has been thus far anywhere adopted."

-Leland Stanford, President, Central Pacific Railroad, May 10, 1869, Promontory Point.

"China is in the midst of the world's biggest burst of railway construction, adding thousands of
miles every year in an expansion that rivals the building of the railroads in the 19th century
American West."

-Joe McDonald, "China barrels toward major railway projects," Associated Press, March 13,
2006.

Background-We lost the vision, and fell behind.

Somewhere between the striking of the golden spike in 1859 and the 21st century, Americans
increased reliance on vehicles that travel on asphalt has pushed the railroad to the back of the
transportation pack. The railroad became a quaint little sideshow for our amusement, and lost its
prime reason for being--the movement freight. And now we need it more than ever.

Deregulation

Between the years of 1950 and 1982, rail market shares declined dramatically, for a variety of
reasons. One the most important factors was the government's vigorous promotion of
competing transportation modes. The airways system received federal funds amounting to $20
billion from 1925 to 1976. In 1950, all air carriers accounted for only two percent of the market.
By 1982, the share had increased to 14 percent. Also in the 1950's, the interstate system was
conceived and construction begun. In 1950, railroads accounted for 56 percent of the domestic
intercity ton-miles. By 1982, the rail share had declined to 36 percent. In the meantime, the
motor carrier share increased from 16 percent to 22 percent.

Deregulation came to the railroad industry in 1980. The lagging industry became profitable by
improving its productivity. It did so by downsizing and streamlining its operations and keeping
its capital costs low. Mergers have occurred in waves, and unprofitable lines have been
abandoned.

In the post-regulation environment, one of the most important elements driving the business
decisions of the rail sector continues to be the high level of fixed costs that they face. Although
railroads, like other modes of transportation, must purchase and maintain their own rolling stock
and locomotives, they must also, unlike competing modes of transportation, construct and
maintain their own roadbed, tracks, terminal and related facilities. In the regulated environment,
recovering these fixed costs can be difficult, hindering profitability of the industry.
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Getting the Goods

In the meantime, between 1980 and 2003, the population in Texas increased by eight million
people, bringing our total to about 22 million. That number is expected to increase to 36 million
in another twenty years. Additional people consume additional goods, and those goods must be
delivered to them in a timely manner. Freight tonnage on Texas highways is projected to
increase from just over 1 billion tons in 1998 to nearly 1.9 billion by the year 2020, or about 85
percent increase. No matter how quickly the Texas Department of Transportation lays asphalt, it
will not be enough. It will never be enough. Texas must use every mode of transportation
available, including rail. And rail is expected to be hit hard: freight tonnage on the Texas rail
systems is expected to increase from 282 million tons in 1998 to 636 million tons in 2030, or
about a 126 percent increase. And consider this: that projected increase is low, because rail has
not kept up with the demand.

From Bust to Boom

In a very short period of time, the rail industry has gone from a state of overcapacity where
unprofitable track was being abandoned; to a constant, steady demand; to a strong demand where
capacity has been strained. There have been several contributors to this "perfect storm." Traffic
has shifted from truck to rail, due to fuel costs, highway congestion, and a driver shortage in the
trucking industry. There has been a very significant growth in the past few years in import
traffic from the Pacific Rim and Mexico. And coal transportation has increased dramatically.
BNSF and UP are currently each running about 35 loaded coal trains a day from the Powder
River Basin of Wyoming to the Midwest, South, and into Texas. Coal demand is expected to
grow as gasoline and natural gas prices continue to spike upwards.

A Link in the Trade Chain

Also following on the heels of rail deregulation was NAFTA, with rail operating as a vital link in
the trade chain. There are seven locations for rail traffic to cross the border between the United
States and Mexico. Five of those seven locations (El Paso, Presidio, Eagle Pass, Laredo and
Brownsville) are in Texas. Rail car border crossings in Texas have more than doubled between
1994 and 2000.

A significant increase in trade from the Pacific Rim has also strained rail traffic at Texas ports.
Cargo shipments from Asia to the United States have been growing by about ten percent a year,
and much of the freight that arrives by ship is transferred to trains for the final leg of its journey.
Ten Texas ports (Brownsville, Corpus Christi, Port Lavaca, Freeport, Galveston, Texas City,
Port Arthur, Orange, Beaumont and Houston) comprise some of the nation's busiest rail hubs
with the Port of Houston representing one of the busiest in the nation.

An added problem with growing trade with China is that much of the freight moving through
Texas is quickly shifting from east/west to north/south. Texas will soon be facing decisions of
international magnitude as the ports in California become significantly more congested and new
ports are established in Mexico, re-routing freight from the west coast to Texas' southern border.
Projects such as the expansion of the Panama Canal, which is projected to increase trade from
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the Pacific Rim to Texas' Gulf Coast Ports, will add to the congestion on the transportation
system. Texas must be ready to develop plans in a more comprehensive flexible way that will
respond quickly to market changes.

Do the Math

Train ‘A’ leaves Chicago at eight O'clock in the morning, traveling 50 miles per hour. Train ‘B’
leaves Atlanta at 10:15 a.m. traveling 35 miles per hour. At what point will the two trains meet
in the Dallas-Fort Worth area, and cause a tremendous backlog?

Major Cities

Tower 55 in the Fort Worth metroplex is considered the largest bottleneck west of the
Mississippi River, if not the entire nation. The nation's trains traveling in a north/south direction
meet trains traveling east/west right in the middle of downtown Fort Worth. The rail-to-rail
intersection of these two major corridors underneath the existing IH 35/IH 30 interchange
contributes significantly to vehicular congestion and pollution in that area. The rail intersection
requires trains to stop and wait their turn to cross the intersection, which can cause delays of one
full day. Some waiting trains cause blockage of vehicular-grade crossings upstream of the rail
intersection.

The Union Pacific line that parallels I-35 between San Antonio and Georgetown was designed
and engineered over 100 years ago, and ran out of expansion room long ago. This heavily
congested area is used for freight service to and from Mexico, and has been the site of several
collisions and derailments over the past few years. In June of 2004, a collision resulted in the
release of toxic chlorine gas into the air, resulting in three deaths in San Antonio. In San
Marcos, a derailment of cars carrying tanks holding hazardous chemicals temporarily displaced
200 residents in February of 2005.

Due to the fact that Texas has more miles of rail than any other state and the high volumes of
freight moving over those tracks, Texas ranks first in the nation when it comes to injuries caused
by train accidents. Texans suffer more than 400 vehicle-train collisions every year.

Growing Cities, Growing Problems

Large cities are not the only ones struggling with an inadequate rail system. San Marcos, for
example, has a population of 45,000, with an additional 27,000 college students, half of who
commute on [-35 each day. In addition, six million people a year visit Texas' fourth largest
tourist attraction, the Prime and Tanger outlet malls.

San Marcos has been on the railroad freight line since the 1880's. There are two major UP lines
coming into the city, and more than thirty mile-and-a-half long trains a day pass through. They
frequently block the major roads of the city and create traffic back-ups that impact the highways
at the same time, delaying up to 40,000 cars a day, for a total of about three and a half hours per
day. And in a potentially life-threatening situation, the hospital, fire and police stations are on
one side of the tracks, and the population lives mainly on the other side.
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After 25 years of work, the first railroad overpass in the city is finally under construction. Trains
carrying hazardous materials go through downtown, the college campus, and residential
neighborhoods. The city would desperately like to relocate through freight trains to a loop
outside their city.

TxDOT recently completed a study for the state legislature regarding the economic feasibility of
relocating freight trains that carry hazardous materials away from residential areas of the state in
the areas of Houston, San Antonio and Dallas/Fort Worth metroplex.

Port Problems

Texas ports collectively handle more cargo than any other state in the nation, while providing
about one million jobs for Texans, and more than $30 billion in personal income. The 520
million tons of cargo that Texas ports handled in 2005 had an impact on local, regional, state,
and national economics. Inbound and outbound rail freight handled by Texas Gulf Coast Ports is
expected to increase from 106 million tons in 1998 to more than 763 million tons by 2030.

In Corpus Christi, there are twenty-six miles of port-owned rail lines that serve the public docks
within the inner harbor, and three Class 1 railroad lines. Beaumont and Corpus Christi are
strategic military ports, with 40% of the equipment headed to Iraq being processed through these
ports. Currently, the port is working with TxDOT to build a road and rail around the port at a
cost of about $55 million. The port is in the process of developing a long-range master plan for
rail to ensure adequate facilities and enhance economic opportunity.

A former Surface Transportation Board Chairman noted that Houston has the most serious
railroad urban mobility issue in the nation. Unlike the Chicago area, where many trains just pass
through on their way to somewhere else, Houston is a primary source of origination and
destination points for rail shipments.

The Port of Houston has over 150 private terminals along a 25 mile portion of the Houston ship
channel, and of the approximately 2,000 trains per week on the system, only seventy do not have
business in the area. Commodities are shipped to and from the Port of Houston through a
network of railroads linking the Class 1 railroads to each other. Houston links six rail lines
through the region with the Louisiana Gulf Coast, the Midwest, the West Coast, and Mexico.

There are 752 at-grade crossings in Harris County, which do not include private crossings,
causing 30,000 hours of vehicle delay per day. And freight tonnage is expected to double in
Houston by 2025, with chemical and petrochemical products constituting the large majority of
the cargo. The port authority moved 1.5 million TEU's (twenty foot equivalent units) of
containers in 2005, more than 64 percent of the containers in the Gulf of Mexico, and 94 percent
of the waterborne container market in Texas. The port opened the first phase of a container
terminal in Bayport January of 2007, which, when fully built, will be able to handle up to 2.3
million TEU's, thus adding another hurdle for freight rail to overcome.
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Border Problems

Due to safety and congestion issues, train operations are limited to between the hours of
midnight to six a.m. for travel between El Paso and Juarez, causing serious problems for
railroads trying to ship goods. Projects being considered include building a new rail bridge on
the outskirts of the city in Mexico or a depressed rail channel in El Paso to allow freight and
vehicular traffic to move freely over a 24-hour period.

The Port of Brownsville recently relocated the main switching hub outside of downtown
Brownsville. However, trains must still travel through the city to get across the border.
Cameron County is planning to begin construction of a new rail bridge southwest of the city to
eliminate the congestion and allow trains to move faster by bypassing downtown Brownsville.
Cameron County is working with the government of Mexico on the bridge and related facilities,
and has overcome numerous hurdles associated with international negotiations. However, they
lack funding to complete the project, and the longer it takes to receive that funding, the more the
construction costs will escalate. In the meantime, the Cameron County Regional Mobility
Authority is looking into converting the old rail bridge into a toll road.

Laredo has been heavily affected by NAFTA and its rail system contains many at-grade
crossings and yards, resulting in accidents, congestion, delays, and negative environmental
impacts. Projects under consideration include a new international rail bridge around Laredo to
the west (proposed by Laredo and Webb County) or a new international rail bridge to the east
(proposed by Kansas City Southern Railway) connecting to existing Rail Bridge to the east
somewhere north of Laredo. Projects costs are estimated at $751 million for the western
alignment, and $291 million for the eastern alignment.

The Short Lines: Keeping the Faith

When the railroads were deregulated in 1980 by the federal government, the Texas legislature
authorized local governments to form railroad districts to buy and try to operate the lines that
were being scuttled by the major railroads. Counties form Rural Rail Transportation Districts in
order to save an abandoned short line. Since RRTD's have no revenue sources from the state or
federal government, they must rely on county appropriations or earmarks from Congress. There
are currently thirty-eight RRTD's in the state of Texas, most of which do not own any
infrastructure and do no have significant funding for project development. RRTD's are not held
accountable to any state agency and have no oversight of their activities or expenditures.

Short line operators typically have lower labor, overhead and regulatory costs than Class 1
railroads, and are often able to operate profitable lines that lost money for their original owners.
Despite these efforts, Texas has lost 39 percent of its total track miles since 1932, and the loss of
these lines has had a negative impact on many rural communities. Meanwhile, what small
systems that are left are being burdened by steadily increasing traffic.

Short lines generally fall into three categories:

To link two industries requiring freight movement by rail; The Blacklands Railroad traverses
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four counties: Hunt, Hopkins, Franklin and Titus, totaling 66 miles. Companies wishing to send
goods by rail through one of five cities from Greenville to Mount Pleasant can utilize this short
line to interchange rail traffic with other larger railroads; the Port Terminal Railroad in Houston
interchanges traffic from the Port and some shippers with the BNSF and UP. The Austin-
Western Railroad interchanges some freight from shippers in the Austin area with UP or to
operate a tourist passenger train service.

Short lines could also be used to create trade hubs. The city of Lubbock, for instance, could
benefit from the extension of a local short line railroad, which would result in more freight
making its way through the area, thus increasing economic opportunity.

Trying to Keep Up

BNSF and Union Pacific are the two major railroad presences in Texas. Both railroads are
working on private projects to improve their mobility. BNSF plows between seventeen and
twenty percent of its profits back into the system. BNSF is currently spending approximately
$26 million in the state of Texas to double-track their transcontinental main line in the state's
panhandle and to expand their Alliance inter modal facility.

Union Pacific is spending about $400 million a year in capacity expansion projects. UP is
currently working to double track their line of railroad on the Sunset Route from El Paso to Los
Angeles. Currently, Union Pacific has three routes that meet at El Paso, one from Chicago, one
from Dallas-Fort Worth, and one from Houston-San Antonio. All three of those lines feed into a
single rail line that is currently handling about 45 trains a day. The railroad expects to have the
entire routed from El Paso to Los Angeles double tracked by 2009.

Both railroads are working with TXDOT on a number of ongoing rail movements studies
involving the areas of Houston, San Antonio, El Paso, Tower 55 and NAFTA corridor flows.

Public-Private Partnerships

Public-private partnerships with the railroad industry can be difficult to attain. When a project is
proposed, funding becomes an issue. The Texas government is not interested in paying for
anything that will only benefit the railroad financially. The railroad does not want to pay for a
public good that does not benefit their shareholders. When looking at a project, how does one
determine what percentage is to the public good, and what percentage is of private value?
Finding the equilibrium where public benefits meet up with private benefits could be difficult but
tools have been developed for TXDOT to be able to perform these types of analysis.

It is important that a truly public source of funds be used to match with any private funds in
order to develop a true public-private partnership.

The Rail Relocation and Improvement Fund

Voters approved Proposition One, establishing a rail relocation and improvement fund, in
November of 2005. The constitutional amendment authorizes grants of money and issuance of
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obligations for financing the relocation, rehabilitation and expansion of rail facilities. To build
all of the projects identified in the Texas Rail System Plan would cost an estimated $14.2
billion. Currently the fund is empty. The Texas Department of Transportation has researched
many funding options directly related to freight movement. Five of them are outlined here.

Funding Options - Diesel Fuel Tax on Freight Rail

One proposed funding option would be a statewide transportation-related sales tax on diesel fuel
consumed by railroad users on tracks in Texas. Currently, Texas imposes a $0.20 per gallon
diesel fuel tax on suppliers, importers, exporters, distributors blenders, dyed diesel fuel bonded
users, interstate truckers and International Fuels Tax Agreement (IFTA) licensees. Railroads are
exempt from this tax. It should also be taken into consideration that the federal diesel tax,
currently $0.24 per gallon, will be reduced to $0.01 December 31, 2006.

The tax could be collected on the basis of point of sale collection when locomotives purchase
gasoline in Texas. Or it could be a diesel fee based on the number of miles traveled in the state
as a function of their gas mileage; similar to the current International Fuel Tax Agreement based
sharing of state fuel taxes. IFTA equalizes the taxes paid on sales and the mileage actually
driven in each state.

Every state taxes motor fuel for highway use, but it does not appear that any US states impose
fuel taxes on locomotive use. Most states do, however, collect a percentage of property or ad-
valor tax based on the percentage of miles of track, rail activity or some other method of
apportionment of their presence within that state.

This proposed tax is estimated to bring in $22.5-$70 million per year based on a tax per gallon
range of $.043 to $.20. After bonding, this would provide an on-time $225 million to $1.082
billion.

Tax on Ramping and De-ramping Containers at Multimodal Facilities

Another funding option could be a tax assessed statewide when a multimodal container is
ramped or de-ramped at a rail yard. The tax could be assessed based on gross weight or on a per
container basis. This could also include lifting containers on and off ships at ports that are
connected to rail lines. This fee would be collected by the port or intermodal facility based on
the volume of containers or tonnage moving in and out of the twenty to thirty separate
intermodal terminals and the five to ten container port terminals in Texas. The ports intermodal
facilities would remit the fee to TxDOT.

Port authorities in other states enact their own versions of tariffs and fees for various services.
For example, both the port terminals and the Port Authority of NY/NJ who financed
infrastructure improvements, impose $40/TEU fees for ocean to rail movements of containers at
an intermodal yard in Port Elizabeth, N.J. There does not seem to be any additional fee or tax
imposed by states on highway to rail intermodal movements.

This proposed fee is estimated to bring in $21.8 million per year based on a $10 fee, and thus
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would provide, after bonding, a onetime infusion of $247-$337 million.
Per Ton Mile Fee on Rail Operators

This fee would be charged to rail operators based on the numbers of trips taken in Texas.
Operators that ship Hazmat could be charged an extra fee per origin/destination. Collection of
the fee would be based on the number of Texas origin/destination trips each rail operator reports
to the Association of American Railroads (or similar reporting agency). TxDOT would bill
annually.

Other states' various port authorities enact their own versions of tariffs and fees for rail car load
originations and terminations. Typically, there is a service, such as rail switching or unloading,
as well as the capital investment of the track and roadbed that is accompanied by this payment.

In 2004, there were approximately 1.26 million originating carloads, and 2.10 million
terminating carloads in Texas. At $20 per carload, the $65.9 million annually could be bonded
to approximately $747 million - $1.02 billion.

Sales Tax on Freight Transportation

This option would assess a sales tax on freight transportation charges. Taxes would be paid by
the buyer or shipper on the amount it costs to ship goods.

Utah recently repealed a sales and use tax on transportation services, although they still require
tour operators who charge for transportation of passengers by jeep, snowmobile or boat to charge
sales and use taxes on those services. South Dakota charges sales tax on the transportation of
petroleum products.

If TxDOT charges a 1/2% tax on freight charges, it is estimated that $19.7 million in revenues
would be realized. After bonding, this would result in a one-time $223-$304 million.

In addition, the Legislature could dedicate revenue from other sources or general revenue to the
Texas Rail Relocation a