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ELIMINATION OF WASTE, FRAUD, AND ABUSE
IN MANDATORY TRANSPORTATION PRO-
GRAMS

Tuesday, July 22, 2003

HOUSE OF REPRESENTATIVES, COMMITTEE ON TRANSPOR-
TATION AND INFRASTRUCTURE, WASHINGTON, D.C.

The committee met, pursuant to call, at 11:00 a.m. in room 2167,
Rayburn House Office Building, Hon. Don Young [Chairman of the
committee] presiding.

Mr. PETRI. The Committee will come to order. Our Chairman,
Mr. Young, is here.

Mr. YOUNG. I thank the gentleman from Wisconsin, Mr. Petri.
This is a hearing on elimination of waste, fraud, and abuse in

mandatory transportation programs. I want to thank the witnesses
for being here today to testify to this important issue, the elimi-
nation of waste, fraud, and abuse in Government programs, unfor-
tunately something that is too prevalent in Government today. Tax
dollars must be managed for the purpose for which they are in-
tended, to provide public services.

Although the subject of eliminating waste and fraud is appro-
priate for any of the programs under this Committee’s jurisdiction,
this particular hearing will focus on specific mandatory spending
programs.

Our first panel of witnesses all address Federal aid highways,
Federal Transit Administration programs, essential air service pro-
grams, and those witnesses include Administrator Mary Peters
from the Federal Highway Administration, Mr. Ken Mead of the
Department of Transportation, Inspector General, and Mrs.
JayEtta Hecker from the GAO.

Our second panel of witnesses will address railroad retirement
programs. Those witnesses include the Railroad Retirement Board
Inspector General, Marty Dickman, and Michael Schwartz, Chair-
man of the Board. Mr. Schwartz will be accompanied by Mr. V. M.
Speakman and Mr. Jerome Kever, and other members of the Rail-
road Retirement Board. We have asked the Board to present a joint
statement, which will be delivered by Chairman Schwartz.

Before we hear from our first witness, let me take a minute to
emphasize the importance of the hearing. Of all the responsibilities
of members of Congress as elected officials, ensuring the appro-
priate use of taxpayers’ money is one of the most important. The
current economic climate also heightens that importance. Often we
hear people in Washington talk about Government funding being
spent for Government programs. It gives the impression that Belt-
way insiders believe that it is actually the Government’s money,
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and forget that in reality it is the people’s money. We have a duty
to make sure U.S. citizens know their representatives are spending
their hard dollars wisely.

When Federal managers are forced to trim their budgets, the im-
mediate reaction all too often is that the public services will be re-
duced. But that assumes the Government programs are operating
at 100 percent efficiency. Such a leap of logic defies reality and
fails to realize that creative and dedicated people often can find
ways to accomplish the same goals with fewer resources. It as-
sumes that no opportunity exists for eliminating waste or fraud,
and that any money taken from a program will automatically have
to come out of the funds used for the public. It requires an assump-
tion that is completely false.

The members of this Committee and the Federal employees
eliminating the programs under this jurisdiction must do what any
other person does when the family budget gets tight: figure out
how to use resources more efficiently. And that is why we are here
today.

What we will hear this morning are opportunities to save money
and stretch Federal dollars. This is particularly important to this
Committee because of the tremendous need for investment in our
Nation’s transportation infrastructure. Highways, railroads, and
air service represent a viable, tangible, and useful return for the
public investment. Transportation is also in an area where the
need is greater than the funds available, thus highlighting the im-
portance of using available funds as efficiently as possible.

Again, I want to thank the members and the witnesses for being
here today, and I will turn to Ranking Member Mr. Lipinski to
make an opening statement.

Mr. LIPINSKI. Thank you, Mr. Chairman. I want to associate my
remarks with the Chairman’s, and I would like to simply start the
hearing by saying that I am going to read the first paragraph of
Ranking Member Oberstar’s statement that I am going to ask
unanimous consent to have the rest of it placed in the record.

The Transportation and Infrastructure Committee has a long
and proud history of pursuing an active oversight agenda. Over the
years, this agenda has improved the quality of the many programs
within our jurisdiction and has produced opportunities to improve
program efficiency and, when possible, save increasingly limited
tax dollars. In the tradition of our Committee, these efforts have
been bipartisan, with the focus on making our programs more ef-
fective and efficient.

And I am sure under Chairman Young, the bipartisan atmos-
phere will continue, as it has been a bipartisan approach to all
problems since he became the Chairman of this Committee.

And now I ask unanimous consent to include Mr. Oberstar’s en-
tire remarks in the record.

Mr. YOUNG. Without objection, so ordered.
Mr. LIPINSKI. And, Mr. Chairman, I yield back the balance of my

time, after I welcome all the witnesses here this morning.
Thank you for your attendance.
Mr. YOUNG. I thank the gentleman.
Any other opening statements? If not, at this time I will call on

Ms. Peters, the first up to testify.
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TESTIMONY OF MARY E. PETERS, ADMINISTRATOR, FEDERAL
HIGHWAY ADMINISTRATION; HON. KENNETH M. MEAD, IN-
SPECTOR GENERAL, DEPARTMENT OF TRANSPORTATION;
AND JAYETTA Z. HECKER, DIRECTOR, PHYSICAL INFRA-
STRUCTURE ISSUES, U.S. GENERAL ACCOUNTING OFFICE
Ms. PETERS. Thank you, Mr. Chairman.
Mr. Chairman, Ranking Member Lipinski, and members of the

Committee, thank you so much for the opportunity to testify before
you today. I plan to speak to Federal Highway Administration ac-
tions to curtail fraud in the highway program, to prevent the loss
of Highway Trust Fund revenues to tax evasion, and to eliminate
waste and maximize the return on Federal funds invested in high-
way infrastructure.

Secretary Mineta has, before this Committee, as have I, ex-
pressed our deep commitment to improving accountability in the
Administration’s programs. Mr. Chairman, I think you said it very
well: it is the people’s money, not our money that we are entrusted
with. The Secretary has asked that I provide you with a letter de-
scribing the emphasis that he has placed on these issues and some
of the successes that have been accomplished under his leadership
at the Department. I ask that my full statement, as well as the
Secretary’s letter, be made a part of the record for this hearing.

Mr. Chairman, any waste of taxpayer dollars is of serious con-
cern and must be addressed, and I commend the Committee for
holding a hearing on this important topic. I would be remiss, how-
ever, if I did not begin my statement today by addressing the enor-
mous cost of nearly 43,000 highway fatalities and more than 3 mil-
lion injuries on the Nation’s highways every year. The economic
impact of these motor vehicle crashes exceeds $230 billion annu-
ally. But the true cost to society, the cost to communities, to fami-
lies, simply cannot be quantified. Improving highway safety and
saving lives, as well as preventing injuries, is the first priority of
this Administration. Our SAFETEA proposal will provide impor-
tant program reforms and new resources to meet this challenge.

Improving accountability for Federal funds is a priority in our
SAFETEA proposal as well. Our stewardship and oversight provi-
sions build on lessons learned from early major projects and best
practices, as well as recommendations from Inspector General Ken
Mead and the General Accounting Office’s Ms. Hecker. And I have
to say that I consider myself very fortunate to have found Ken
Mead at the Department of Transportation when I arrived there
just two years ago, and have had the opportunity to work with him
to improve our programs.

Some of the provisions that we are proposing include preparation
of annual financial plans for any project that exceeds $100 million
in Federal financial assistance, project management plans for
projects receiving over $1 billion, and verification of States’ man-
agement capabilities and internal controls for large project man-
agement.

With a new focus on process oversight, rather than specific
projects, we are structuring the Federal Highway Administration to
be more multi-disciplinary to increase our skills in areas such as
financial management, program planning, and other areas to sup-
plement our traditionally strong engineering expertise within the
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agency. To promote more cost-effective project delivery, SAFETEA
proposes a number of important programmatic changes that will
give States more flexibility in prioritizing and financing their
projects for the most effective transportation solutions, and will re-
duce duplication in environmental processes for more efficient
project delivery.

Key to our oversight responsibility is the detection and the pre-
vention of fraud in the Federal highway program. We have clarified
responsibilities for reporting potential fraud and strengthened our
provisions for suspension and debarment within our reauthoriza-
tion proposal. We will aggressively pursue cost recovery and take
proactive actions, including suspension and debarment where it is
warranted to do so. Our reauthorization proposal would mandate
the suspension of contractors who are indicted for highway pro-
gram fraud and the debarment of those who are convicted of fraud,
and would allow States to share in monetary recoveries from these
actions.

Reducing fuel tax evasion has the potential to increase resources
for transportation. The Administration proposes to reduce motor
fuel tax evasion by providing additional resources and opportuni-
ties for collaborative enforcement by State and Federal agencies.

We must strive for the greatest return on each dollar entrusted
to us to be invested in transportation. SAFETEA provisions would
strengthen accountability for Federal funds, promote cost-effective
project delivery and program administration, and continue the
progress to date in combating fraud in the highway program.

I look forward to continuing to work with this Committee to
eliminate waste, fraud, and abuse in the surface transportation
programs. Mr. Chairman, this concludes my statement, and I
would be pleased to answer any questions you may have at the ap-
propriate time. Thank you.

Mr. YOUNG. Thank you, Ms. Peters.
Mr. Mead, welcome back to the Committee again. I hope it

doesn’t take as long today as it did last time I saw you here.
Mr. MEAD. Mr. Chairman, I was thinking of how to open my

statement, and you have said it for me. I feel likewise.
You know, whether funds are lost to cost overruns, schedule

delays, idle highway money, fuel tax avoidance, or outright fraud,
the result is the same; fewer resources are available for important
projects. And just to put that in perspective, here is the back of the
envelope figure. If the efficiency with which the 500 billion that the
states and the Feds combined spent on highways over the last 6
years were improved by only 1 percent, that would yield an addi-
tional $5 billion, which is enough to cover 4 of the 15 largest high-
way projects in the United States. Whether or not Congress decides
to increase funding, I think there are very significant opportunities
to stretch the Federal dollar, especially at a time of declining trust
fund revenues.

I do want to say that as for Secretary Mineta and Administrator
Peters, I couldn’t ask for better professional or personal colleagues;
very supportive, and the direction they have the ship going in I
think is the right one, and as testimony to that are the provisions
of the SAFETEA proposal which they submitted. If the Committee
is ultimately faced with the decision not to enact a 6 year reauthor-
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ization and the proposal has to be abridged, then I think some of
the oversight and stewardship anti-fraud provisions in the proposal
should be enacted anyway.

I have four major action items I would like to share with the
Committee. First, I think that the Federal Highway Administration
and the states need to be more vigilant in putting idle funds to use.
We found $238 million in obligated funds that the states no longer
needed on the projects for which they had been obligated. We found
in Connecticut, $54 million of highway funds sitting idle for 16
years. The project wasn’t going anywhere. There is some money to
be had there. We have another review ongoing now, and I can tell
you the problem persists.

Second, we can get more for our transportation dollars by
strengthening project management and financial oversight. There
are several sub-elements of this. One is reliable cost estimates. We
have seen some problems here. Probably the best known example
is the Central Artery. That project went from $2.5 billion to $14.5
billion. Right here at home very recently the Springfield Inter-
change Project, went from about $250 million to about $650 mil-
lion. The major problems here are that the estimates are prepared
too early; they are floated out to the public, sent to the financial
markets before the design is substantially complete, and sometimes
known factors, like inflation, are just excluded.

Another area, Ms. Peter mentioned this, are finance plans. Right
now, this Committee directed that they be required for projects
over $1 billion. I think if you are going to spend $100 million or
more of taxpayer money, the least we can have is a finance plan
that states how much the project is going to cost and where the
money is going to come from.

Statewide transportation plans are another matter. This Com-
mittee required those. They are not supposed to be wish lists. We
found a number of instances where they have been wish lists. Basi-
cally, they are supposed to be representations to the taxpayers of
the projects that are going to be undertaken, not just a list of
projects that may or may not be undertaken.

Another area I think we can do better on is recovering overpay-
ments from contractors and resolving construction claims. An ex-
ample here, Central Artery, a $14.5 billion project. Their cost re-
covery efforts there have yielded $30,000 in seven or eight years.
I think Massachusetts is now trying to get a firmer handle on this.

A final overarching item is the direction Ms. Peters is trying to
take FHWA. They need staff that are more multi-disciplined, that
have different skill sets, that are more in tune with today’s modern
highway project. Most of our staff are engineers, and that may
have been appropriate in the interstate era, but now we need a
more multi-disciplined staff.

Fraud. This is a third action area. We are not seeing fraud on
the scale that we saw in the 1960s or 1970s, but the warning signs
are there. We have seen highway and transit-related fraud indict-
ments triple, convictions double, and monetary recoveries exceeding
$80 million. We now have 100 ongoing investigations of infrastruc-
ture projects or contracts in 35 States. What we are seeing out
there are: bid-rigging, collusion among competing competitors,
product substitution of inferior products that don’t meet the specs,



6

shorting of the quantities that have been ordered, outright false
claims, and we are seeing too many incidents of kickbacks, and
bribery of inspectors.

The DBE Program, Disadvantaged Business Enterprise Program.
This is becoming a serious problem. Mark my words, it is not just
isolated in one State. I think Administrator Peters would second
that. It is an area we really need to get a handle on. This program
is going to be in trouble if we don’t stop seeing fraud in that area.

And, finally, I also want to second what Ms. Peters said about
the efforts to combat fuel tax evasion. Our office, the Inspector
General’s Office, and the Federal Highway Administration some
years ago had a very, very active effort in this area, and, in fact,
Congress closed a number of loopholes in the law and the revenues
picked up. But now I think that people have found additional loop-
holes, and one of them is where jet fuel is taxed. Most people don’t
realize that jet fuel can actually be used in trucks. Commercial jet
fuel is taxed at about four cents on the gallon. Diesel fuel is taxed
at twenty-four cents on the gallon. So you can see the disparity
there offers room for profit-taking. But where jet fuel is taxed is
not the same place that diesel fuel is taxed, and, as a result, we
believe that people are taking kerosene, then saying that it is des-
tined for commercial aviation use, and diverting it simply to high-
ways.

I would like to commit my office to doing a lot more in this area.
Some people are estimating $1 billion or more in taxes, but the De-
partment is going to need this Committee’s help if you want to get
the yield on that $1 billion a year.

That concludes my statement, Mr. Chairman.
Mr. YOUNG. Thank you, Mr. Mead.
Ms. Hecker?
Ms. HECKER. Thank you, Mr. Chairman. I am pleased to be here

and to have this opportunity to speak to you and the other mem-
bers of this Committee. I also have a PowerPoint presentation to
walk you through a few of the points.

As an overview, I might say the importance of this hearing and
the importance of focusing on assuring the benefits of long-term
spending is absolutely critical, as you said, to ensure that we get
the mobility benefits and the improved safety benefits from the sig-
nificant Federal spending in this area. While long-term spending is
well matched to the long life and high cost of infrastructure, long-
term funding creates challenges for efficient oversight since so
much of the money flows almost automatically to States.

First, I would like to provide an overview of the four programs
that I am summarizing today and some of the key oversight chal-
lenges in each area. The four recent areas that we have reported
on are highway construction programs, highway safety programs,
the New Starts program, and the Essential Air Service program.
Each of these are actually very different in terms of the sources
and flow of funding, but they all face fundamental challenges in
terms of assuring the efficient use of resources, whether the chal-
lenge is cost growth, assuring the effectiveness of State highway
safety programs, assuring the selection of the best transit projects,
or assuring that there is an appropriate adaptation to changing
conditions in the Essential Air Service programs.
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I would like to briefly go through each of these areas and high-
light some of the unique challenges and strategies underway within
the Administration and under consideration in the Congress and in
the Administration’s reauthorization proposal.

The Federal Highway program, as you well know, has four major
stages: planning, environmental review, design, and property ac-
quisition and construction. As you can see from this chart, the
States have the primary role, particularly in the planning phase,
the design and acquisition phase, and the construction phase. In
fact, the statute is clear that this is a State program that is feder-
ally assisted. So this program of nearly $30 billion is State-admin-
istered, State-overseen, rather than a Federal program with Fed-
eral goals, Federal management, and active Federal oversight.

The challenges in this area I am focusing on for purposes of this
hearing are cost growth and oversight. There isn’t much tracking
at the Federal level of the cost growth or the reasons for cost
growth--only recently do we have a systematic tracking of even the
major $1 billion plus projects. We also have the problem that Ken
mentioned, the reliability of cost estimates. When cost estimates
are produced and released, they are not complete or reliable. The
third area, related to this being a State program with a Federal
role, is the challenge of actively promoting cost containment prac-
tices. The Administration has taken very important steps, as out-
lined in the Administration’s reauthorization proposal, to improve
the reliability of cost estimating and to have a more structured ap-
proach with more specific annual and periodic oversight.

In our view, there are opportunities for the Congress, in your re-
authorization, to build on those proposals in two particular areas:
clarifying the Federal role and authority. Basically, there is a con-
cern when we go out in the field, and this has been the case for
as long as we have been doing highway work, that the Federal
Highway people have such a strong view that this is a partnership
that there is less of an oversight role than there is a partnership
in the administering of the program. I think the view that this is
the people’s money contrasts with the view that this is the States’
money. There is a fundamental issue of the Federal Highway role
and its authority, and there is an opportunity, I think, to clarify
that.

The other opportunity is to promote a more results-oriented ap-
proach to Federal Highway oversight. Cost containment is not even
in this program’s performance plan, and if you want more attention
to that, I think it belongs there.

The next program I would like to discuss is the transit program,
which has challenges related to the review, the evaluation, and rat-
ing process for new transit projects. The money for this program
is not apportioned; it is awarded through a competitive process on
a project-by-project basis, and there is a comprehensive and well-
designed process to yield a financial performance rating that lead
to FTA’s final recommendation to the Congress.

However, our recent work has raised some concerns about the ex-
tent of this process and its ability to actually prioritize projects and
assure that the most cost-effective projects are identified, particu-
larly when we have observed, as I am sure you are aware, that
there are many major transit projects that continue to experience
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cost schedule and performance problems. In our view, we need a
better understanding of the limits of this process to assure that
scarce Federal Transit dollars are appropriately dedicated to the
most cost-effective and sound projects, yielding the major mobility
benefits that are so critical.

I will skip over the safety program today and close with the re-
view of the Essential Air Service program. The challenge there is
that costs have tripled just since 1995, from 37 million to 113 mil-
lion in 2003, all the signs are that the total subsidy costs are likely
to continue to escalate. There is a demand side and a supply side.
The supply side is that carrier costs are increasing, largely due to
the new safety regulations that cover the small aircraft. The cost
of operating small airplanes that serve these communities has in-
creased substantially.

The other side is the demand side. There is very, very limited
use of this service. And, in fact, use has declined over the past dec-
ade. The third factor affecting costs is that the number of eligible
communities increasing at a rapid rate.

On this next map, the different colored chart dots indicate the
proximity of different EAS communities from different sized air-
ports. Basically, the main point is that half of the subsidized com-
munities are within 125 miles or less than a two hour drive of a
hub airport, and, as a result, in our survey of communities, we
heard that typically EAS communities are able to capture less than
10 percent of the local traffic. People are making a choice not to
use those airports. The data show that less than 10 people a day
board planes in these communities, and that an average there are
less than three people a plane, as usually these communities have
three departures a day.

Our work identified four strategies to address the challenges re-
lated to EAS: better match capacity to use, target more remote
communities, consolidate service to regional airports, and provide
grants to communities.

This Committee is to be commended for your FAA reauthoriza-
tion bill, H.R. 2115, which includes three of the four options that
we have identified to try to strengthen air service to small commu-
nities and improve the performance and productivity of the essen-
tial air service program. I think you know very well the Adminis-
tration’s approach was to dramatically cut the funding of the pro-
gram and substantially alter the terms under which it would oper-
ate.

In conclusion, oversight is absolutely critical to maximizing the
performance of Federal transportation programs, and we appreciate
the opportunity to continue to support this Committee in your over-
sight role.

That concludes my statement, Mr. Chairman.
Mr. YOUNG. I thank you, Ms. Hecker.
I want to compliment the witnesses. I have a couple questions,

and then Mr. Petri is going to take over the meeting.
What idle money, Mr. Mead? How do we address the idle money?

Is it just sitting there, or what happens?
Mr. MEAD. It is basically sitting there.
Mr. YOUNG. Excuse me. Is it sitting in our treasury or in the

State treasury? Where is it?



9

Mr. MEAD. It is sitting in our treasury, obligated, but there has
been no claim to pay it back because there is no project underway.
And what we do when we go out is different than I think what Fed-
eral Highways does when it goes out. They look at whether money
has been sitting there for 12 months. We have a more conservative
test; we look for 18 months. If it has been sitting there for 18
months, we go to the State and say do you plan to use the money.
And the numbers I cited were ones where the States said, no, that
project is not going anywhere.

Mr. YOUNG. Would you do me the honor of providing a list of
what monies are sitting idle? Because Mr. Lipinski has said he will
take and I have said I will take it, so we would like a provision
in our bill that will take care of this problem, because I happen to
agree with you. So we would like that list, if possible.

Mr. MEAD. Yes, sir.
[Information received from Mr. Mead follows:]
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[Information received from Ms. Peters follows:]
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Mr. YOUNG. The other question I had is how in the world did the
Springfield spaghetti bowl get so out of whack as far as estimate
and final numbers and the big dig? Where were we during that pe-
riod of time?

Mr. MEAD. I think basically, Mr. Chairman, they came up with
an estimate that was discussed in the public back in the early
days, and this is true for both Springfield and the Central Artery,
and before they really knew what the scope of that project was
going to be. That was one problem. And so that estimate gets out
there and it takes on a life of its own. People say, oh well, Spring-
field is only going to cost $250 million or $275 million, and people
begin to rely on that. The State transportation plan is built around
the assumption that Springfield is only going to cost that much
money, and all these other projects are built into the plan on the
assumption that they will be able to get underway because Spring-
field will be cheap.

Mr. YOUNG. What you are telling me is they were given a golden
estimate when really it was much larger than that.

Mr. MEAD. Yes.
Mr. YOUNG. And they should not have done that. How do we cor-

rect that?
Mr. MEAD. I say that number one, you ask that estimates be pro-

vided only after a certain percentage of design has been complete
and, number two, you ask the Federal Highway Administration to
promulgate cost estimating standards so that all the States are
doing it in a uniform way. I believe Administrator Peters is doing
that anyway.

Mr. YOUNG. Ms. Peters, if in fact, can you set the estimate? Can
you say that, no, the estimate is being purveyed publicly or wrong,
and this is what is right? Can you do that?

Ms. PETERS. Certainly, sir, if we believe that the estimate
thathas been presented to the public is erroneous, we will do that.
In fact, we sent a letter to the Virginia DOT just about a year ago
on a component of the Springfield Interchange and the cost, when
we felt that they had not correctly represented the full cost. So we
certainly can do that.

The process that I prefer is that the State prepare the estimates
based on cost estimating guidelines, which we are providing to
them, as well as a study that has been prepared by the National
Cooperative Highway Research Program. So there is some good
documentation out there on how to prepare good, complete cost es-
timates, and to do it, as Inspector General Mead said, at the appro-
priate time. If the State misrepresents the cost and our validation
of that cost shows it, we most certainly will tell them that.

Mr. YOUNG. Now, do we have to do it or do we have to write ad-
ditional legislation in our bill, the reauthorization, to make sure it
is done?

Ms. PETERS. Sir, no, I don’t believe you need additional author-
ization to ensure it is done. States are required right now to
produce fiscally constrained transportation plans. That is in law
today. By fiscally constrained we mean that they have estimated
the projects correctly, they have estimated the revenue that will be
available to them correctly, and they have correctly matched the
projects that they are proposing to do within the available reve-
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nues. So we have the authority today by law to go in and look at
those plans and make sure that they have followed the good cost
estimating guidelines.

Mr. YOUNG. Okay, I will finish this up.
Ms. Hecker, Essential Air Service is crucial politically, as you are

well aware of, and any advice you can give to us to try to make
sure this program works as it should work in the remote areas, we
would gladly try to accept some kind of language, because it is an
expensive program. More areas are eligible, but the big thing is we
have some members that are very dependent upon, not because of
passenger services, because of ability to move product from their
community and receive product by air. And so this is a very touchy
issue. It doesn’t affect my State because every area in my State
needs Essential Air because we don’t have any roads. But these
other States, Pennsylvania, you know, Montana, Wyoming, you
know, States like that, the members come to me and say we are
not going to destroy Essential Air Service. So I need your help on
that.

We have a series of votes, and I will let Mr. Petri, if he would
like to, conduct a few questions. Or Mr. Lipinski first. I am sorry.

Mr. LIPINSKI. Thank you, Mr. Chairman.
Mr. Mead, how much money, all together, is in the highway

money that hasn’t been utilized for 24 months or greater?
Mr. MEAD. I can’t tell you an answer to that because when we

do our work, we pull a sample. And that is the information I am
going to communicate to the Committee pursuant to Mr. Young’s
request. But we don’t have the resources to do it for all 50 States,
so when we go out, we take 10 States one year, 10 States another
year. And we are doing that again this year, and the numbers I
just gave you are based on fiscal 2001 numbers. So what we will
be coming out with soon is going to be numbers on fiscal 2002, and
we will have some additional States in that sample. But every
State should be doing this, I mean, it is their money.

One of the States we looked at in 2001 was California. Every-
thing I have been reading suggests they are having problems; they
need every penny they can get. And they had over $100 million sit-
ting idle.

Mr. YOUNG. Would the gentleman yield for a moment?
Mr. LIPINSKI. Yes, Mr. Chairman.
Mr. YOUNG. I was one of those people who got some money in

the last TEA-21 for a community, and the State decided not to
spend it, nor the community, so I conveniently moved the money
to another community that spent it very quickly.

Mr. LIPINSKI. I have done the same thing, Mr. Chairman. I want
to make sure that we focus in on this because if this money is not
being utilized, I would certainly like to see it reprogrammed in the
bill we are working on at the present time. And I understand this
money is in the Highway Trust Fund at the present time, it simply
has not been called upon by the States to do the projects that they
were supposed to do.

Mr. MEAD. Yes, sir. Another strange thing about this is that it
is not as though the States are going to lose the money. They can
apply it to other projects. It is only if the State says, no, I don’t
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have any use for the money, that it gets forfeited to the U.S. Treas-
ury.

Mr. LIPINSKI. But there is no question that in our legislation, if
need be, we could write legislation saying that you have X number
of years to use this, and if you fail to do so, then we can reprogram
it to some other needy cause.

Mr. MEAD. Yes, sir.
Mr. LIPINSKI. Do you do the same thing for transit programs?
Mr. MEAD. Yes, we do.
Mr. LIPINSKI. Okay. And do you have any figures on any transit

programs available today?
Mr. MEAD. I don’t have the figures with me, sir.
Mr. LIPINSKI. Well, I am sure that the Committee would also be

very interested in receiving the same information about transit pro-
grams that we are going to receive about highway programs. I don’t
know how interested the Chairman is in transit, but I am enor-
mously interested in transit, coming from the area that I come
from. So I would like to go into that also.

Mr. MEAD. But there is a problem there too. I mean, highways
is not alone in this issue.

Mr. LIPINSKI. No, I am well aware of that. There is some money
that we have had reprogrammed over the course of the last five
years or so for transit projects, and, unfortunately, there still
hasn’t been a full funding agreement reached between the agency
and the Federal Government and that money is still sitting there,
and I don’t want to see that wind up being reprogrammed. But
sometimes it is very difficult to ascertain where the problem lies
with the State or with the Transit Agency or lies with the regional
office or lies out here in Washington. I have a particular situation
at the present time, and it seems like I have been involved deeply
in it for the last couple weeks, and everybody I talk to blames
somebody else about it. But the problem is it is not getting done.

Let me move to Essential Air Service. You were saying that it
has decreased by 20 percent in the last five years, the use of Essen-
tial Air Service, is that correct?

Ms. HECKER. I am not sure the 20 percent was the decrease of
the use.

Mr. LIPINSKI. Okay, well, here is my problem. Based upon infor-
mation that I have here, the GAO is saying that subsidized com-
munities decreased about 20 percent between 1995 and 2000, see-
ing the number of enplanements fall from 592,000 to 477,000. But
the Department of Transportation, in their data that has been re-
leased, contends that there has been an increase by 46 percent
since 1995, from 554,000 to 810,000 in 2002. There is obviously
quite a discrepancy. One entity is saying that it has fallen, I esti-
mate, 20 percent; another entity is saying that it has risen 46 per-
cent. It seems to me that the GAO and DOT should get together
on this particular issue because, as the Chairman mentioned, there
are some States in this Country where politically this is enor-
mously important, and I think we need to really know exactly what
the facts are pertaining to this.

Ms. HECKER. Well, certainly when we finalize our reports, I think
you know very well that it is given time with the Agency for very
detailed review. So the facts in our report were validated and con-
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firmed by the Agency. It could be that we are looking at some dif-
ferent count, and I would be happy to reconcile that and provide
it for the record. But everything in our report was cleared and con-
firmed by DOT. The Essential Air Service is run by the Secretary’s
Office, and all of the data in there I think was validated. So I
would be happy to reconcile that.

Mr. LIPINSKI. I think that we should get that reconciled because,
as I say, I think it is a very important political issue.

Thank you, Mr. Chairman.
[Information received from Mr. Mead follows:]
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Mr. YOUNG. Thank you.
I had one question, and then I will have Mr. Petri, if he wishes,

ask question, then I think we ought to go over and vote. In fact,
we might do that anyway.

What about the jet fuel use, and have you communicated with
our staff on how to write language? Because one of our components
of getting the 375 is the recovery of $4 billion of lost money on not
collecting the tax or avoiding the tax. And I am not happy with the
Treasury Department right now. I don’t know who else is in charge
of that. They have not enforced it as they should. So any language
you can offer to make sure this can be done. I think it is unfair
to have someone avoiding the tax when they are still using the
highways.

Mr. MEAD. We will do that. And if I might just make two quick
points about this, indicating how you could help us. First, we are
ready and willing in the IG’s Office, and I know Highways is as
well, to really move out on this, but we are handicapped. We don’t
have access to tax records. Only the IRS does, and they guard that
prerogative. And the level of interest at the Department of the
Treasury in this, to put it mildly, could be higher; and if it is not,
we cannot do an investigation without the active involvement of
the Internal Revenue Service at the present time. So this money
is mythical unless we are given the tools to go after it.

Mr. YOUNG. Well, you know, Mr. Mead, I have told you before
I am going to give you as many tools as we possibly can to get the
money to me to put in our infrastructure, and that will have to be
part of our program with Bill Thomas, and he ought to support
this, especially if I give him a percentage of it in his district. But
reality is there have been people out there just not paying their
taxes, and that is not correct.

Can I ask does anybody at this table know, Ms. Peters, probably,
how do we know what money we are collecting? I know there was
a case where we tried to get an estimate of off-road vehicles and
what they were paying for so we could build some trails under our
bill, and we never did get it. How do we get this information? How
do we know what money we are collecting?

Ms. PETERS. Mr. Chairman, it is difficult to determine how much
evasion is occurring and where off-road versus on-road use is occur-
ring, because so much of that is dependent on voluntary reporting
by the users of that fuel in many cases. The Inspector General
talked about certain cases that deal with aviation fuel, where I
think there are some evident things we can do. Off-road use is a
little more difficult because State laws, as well as Federal laws,
govern how the reporting mechanisms apply for off-road versus on-
road use of that fuel.

I can talk to staff, we can try to get back to you on the record,
sir, with anything else we can provide to you that would give you
a way to get a feel for what that type of use would be.

Mr. YOUNG. Well, I would appreciate that because, you know, I
keep hearing from OMB that the Fund hasn’t got the monies, and
I can’t even get an answer from anybody to tell me what estimate
the amount of dollars are coming in on. You know, we know how
much fuel we are burning; we are not burning less fuel, we are
burning more fuel at a higher cost, and yet they keep saying we
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don’t have the money. And I am saying where are the figures? And
nobody will give me the figures. I haven’t got any figures from any-
body yet.

Ms. PETERS. I do understand, sir. We have a limit to what we
have available to us within the DOT as well, but we will share
whatever we have with you.

Mr. YOUNG. And tell me where the rest of it is, and we will see
if we can’t get that.

[Information received from Ms. Peters follows:]
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Mr. YOUNG. I think we ought to go over and vote, gentleman, and
when we come back Mr. Petri will be chairing the meeting. And
with that we are in recess until the votes are over.

[Recess.]
Mr. PETRI [ASSUMING CHAIR]. The full Committee will reconvene,

and we will call on Dr. Burgess for questioning.
Mr. BURGESS. Thank you, Mr. Chairman.
Mr. Mead, of course, you and I met much earlier this year, I be-

lieve it was in March, and you covered a lot of these issues with
me that day, and I very much appreciate your taking your time to
do that, and I appreciate your being back here today. I visited just
yesterday with a lab not in my district, but in North Texas, that
is using a new type of molecular fingerprint, a new type of tech-
nology, and they are in fact currently monitoring an oil company’s
supply line, monitoring for where there might be dilution of their
product and where the company’s product may be diverted. And
certainly it strikes me that some of these same technologies, if ap-
plied to our supply chain in the fuel system, could certainly identify
or help identify the degree of tax revenue that is being diverted.

I was also interested in what you said about the issue of diver-
sion of jet fuel, and I guess the question that I have for you, and
obviously that technology could be useful as well in jet fuel or off-
road diesel or on-road diesel. But currently it is my understanding
that the diesel that is non-taxed, that that is available for off-road
use, such as farm machinery, is actually now tagged with a red
dye, and some of that dye is in fact making its way back in as a
contaminant into the aviation supply, as well. And is that red dye
in any way harmful to the life of our jet engines?

Mr. MEAD. I don’t know. I don’t know the answer to that ques-
tion. I have heard the same story you have, and I have heard the
same concern, but I cannot tell you categorically that it is yes.

Mr. BURGESS. Well, suffice it to say, though, that utilizing new
technologies to ensure that our fuel supply is properly taxed and
not diverted and not given to uses other than it was intended
would be to everyone’s benefit, and certainly I hope that we on the
Committee work with you and I hope we write the type of language
that you need to ensure that this happens.

Mr. MEAD. Absolutely, because, you know, I know there is an
issue about indexing taxes and increasing taxes. Here we are talk-
ing about money we are already entitled to, that should be going
into the coffers. And we just need some vigorous enforcement, and
I really, I know Administrator Peters feels likewise, would appre-
ciate your help in getting the tools, especially if we are going to
count on that revenue coming in so we can spend it.

Mr. PETRI. Thank you.
Mr. Ehlers, any questions?
Mr. EHLERS. Thank you, Mr. Chairman.
I just want to thank all of you for being here. This is not a big

surprise to me, since I worked in the construction industry years
ago as a student, and have been on a local county commission that
had to deal with similar situations.

It seems to me on the fuel tax issue, the best thing to do, if we
can get the agreement to do that, is transfer the enforcement over
to the Department of Transportation. In my experience, enforce-
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ment works best when the enforcers have a personal interest in the
outcome. And I suspect the Internal Revenue Service does not have
any particular personal interest in that, as compared to corporate
taxes and individual taxes, which they are more familiar with; and
they may not particularly want to go slogging around in gas sta-
tions and airports and so forth to find out. But I think that strict
enforcement will not result in very many prosecutions, but it will
certainly result in a change in behavior, which is what you really
want. So I hope we can pursue that.

I also want to commend you, Mr. Mead, for your diligence in this;
I think that is the primary function of your jobs. And I know most
IGs are pointing out what Government does wrong, which is also
a useful function, but at the very least we have to make certain
that we get rid of fraud, which is the worst possible thing you can
have in a democratic system of government.

So I thank you all for your efforts on that. And with that I have
to go vote on a markup, so I yield back the balance of my time.

Mr. PETRI. Thank you.
I would like to add my voice to that of Mr. Ehlers in saying how

important this is. We need adequate investment in our infrastruc-
ture, but, of course, one of the factors as to whether people are will-
ing to fund it or not is whether they feel they are getting value for
the dollar spent. And so at least the assurance that we can’t expect
a perfect world, but that we can do the best we can, and that we
are working hard to make sure that, in fact, people do get value
for dollar spent is very important.

I have one area I wonder if I could ask you about. The structure
of the program is referred to in your testimony as being largely
State, rather than Federal, and that makes some difference in the
way you audit and review, and so on. That can be a strength, as
well, in the sense that States are spending their own money, as
well as Federal money; they must vary considerably. There must
be kind of a best practices or different techniques are tried in dif-
ferent States. Are we making an effort to review that? Are there
any States that are doing particularly well in adjusting to the chal-
lenge of changing efforts to rip the system off? I noticed some ref-
erence to some changes Florida recently made, as one example, to
increase their revenue. Could one of them talk about that a little
bit, or do you have any comments? I know you used to be a State
transportation director, so you are very familiar with this. I suspect
they have meetings all the time to discuss what each other is doing
and trying, and what works and what doesn’t work.

Ms. PETERS. Absolutely, Mr. Chairman. I will start and then in-
vite my colleagues to come in as well. But there certainly are some
States, Florida is among them, who are doing a very good job of
project management, and cost estimating. And what we are trying
to do working through AASHTO, the American Association of State
Highway Transportation Officials, that committee structure, as
well as through our Federal Highway Administration division ad-
ministrators, is migrate those best practices from one State to an-
other.

I talked to this Committee earlier about major projects, and
there are some States who have never done a major project before,
or they may be doing one for the very first time. So having, then,
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the benefit of experience of other States who have done that and
learned how to manage these big projects is an example of how we
can bring best practices from one State to another.

We are working within our agency, with AASHTO, as well as the
Cooperative Research program, to define best practices for cost esti-
mating and best practices for project management, not only on
these mega-projects, but on the everyday run-of-the mill projects as
well.

But, Mr. Chairman, I do think that it is a strength that it is a
state administered, Federally-assisted program. Our obligation on
the Federal level is to make sure that the States have the tools and
the knowledge they need to administer their programs appro-
priately.

Mr. MEAD. I would like to mention a couple of best practices that
I would encourage the Committee to consider in its legislation as
well. One is some States have a very robust effect in the audit
area, the fraud detection area, and other States do not, and I think
a more robust area ought to be encouraged in the legislation. The
second area is when we find a case of fraud, usually it is the State
that has been damaged, and under Federal law the State doesn’t
get to keep the money, it comes back to us; not to the Highway
Trust Fund, it goes back to the U.S. Treasury. It seems to me that
it is a good incentive for a State to stay on top of this and have
vigorous fraud efforts if there is some return for them.

And I think we have had a couple cases where we have managed
to get part of the recovery sent back to the State. One is in Louisi-
ana, where we found a buried culvert that didn’t have the proper
laminate on it, and there is a $30 million recovery there just as a
result of that one effort. But we managed to get the judge to send
some of the money back to the State because, after all, they had
been damaged. But let me tell you it was a tortuous and energy
intensive effort to get the machinery of government to agree to give
this money back to Louisiana. And so the Administration’s pro-
posal, I believe, has a provision in it that would allow these recov-
eries to be shared with the States.

Mr. PETRI. Thank you.
A number of members have had to go over to vote and not come

back, but we will keep the record open and submit questions in
writing so as to cover a number of areas.

There is one area the staff was particularly interested in getting
your advice on, and that is in the area of contract authority, as op-
posed to obligation limitation. What would be the impact on the
budget and the Highway Trust Fund if the contract authority were
reduced to bring it more in line with the obligation limitation?

Ms. PETERS. Mr. Chairman, if those two numbers were more in
line with each other, I think it could benefit the States. I think
that it is a misnomer, and I have heard this talked a little bit, to
maybe shave off what is called excess contract authority and try to
reuse that. I think that would be very difficult for the States to
deal with because in situations such as we may be dealing with in
a month or so here, where a State can carry forward a balance of
contract authority in some accounts until the obligation authority
becomes available, it gives the States more flexibility to manage
their programs. But, if those two numbers were brought more in
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line with each other, that could helpful. However, I would be hesi-
tant to suggest that we should reduce contract authority to the
States.

Mr. MEAD. Since 1992, the amount of carry over contract author-
ity, the difference between the obligation limitation and the con-
tract authority is running in the neighborhood of $25 billion to $30
billion over the 10-year period. And that is a very substantial dif-
ference, and I think it would be helpful, if for no other reason then
the accounting for it, if there was more of a correlation.

Mr. PETRI. Thank you.
Mr. Taylor, any questions?
Mr. TAYLOR. I am curious, and I will open this up to the panel.

The other day, kind of jokingly, a friend came up to me, he hap-
pens to be blonde hair, blue eyes, and had gone to work for a ‘‘mi-
nority’’ contractor and was joking that he was now Hispanic. And
what I have often suspected, and would like to hear your thoughts
on, is that on an all-too frequent basis a fairly well heeled individ-
ual puts a face on his company that is either Hispanic, black, Na-
tive American, or a female, and it is a well heeled individual, but
he is now suddenly a minority. To what extent has that ever been
investigated? Because I am sure this guy was just making light the
other day, but I think I have heard it too many times. I have actu-
ally heard of a story in my own congressional district, where some-
one bid on a $500,000 job. One guy bid 400,000, the other guy bid
500,000. Because of the set-aside, it was given to the guy who bid
500,000, who immediately turned around and hired the guy who
bid 400,000 to do the work. So, in effect, he pockets $100,000 for
doing nothing.

To what extent is that looked into? Because I do believe in giving
folks a chance. I honestly believe in giving everybody a chance, but
I think it ought to be based more on income and real need rather
than on some sort of a front.

Mr. MEAD. This is a serious problem, and if we don’t come to
grips with it, it is going to get even more serious. Fully one-third
of our criminal caseload in the highway transit area is dealing with
criminal DBE cases of the type that you mentioned and of the type,
frankly, that are even more serious, involving, in some instances,
very large contractors who have managed to secure government
contracts because they come in with a requisite DBE. The DBE
percentage is part of their offering and the DBEs turn out to be
a front.

Mr. TAYLOR. Help me out. What is a DBE?
Mr. MEAD. Pardon me?
Ms. PETERS. Define DBE.
Mr. MEAD. Disadvantaged business enterprise.
Mr. TAYLOR. Thank you. Okay.
Mr. MEAD. Which I think was what you were referring to.
Mr. TAYLOR. Yes, sir.
Mr. MEAD. In the last three years we have criminally prosecuted

two of the largest disadvantaged business enterprise cases in
American history in the highway program, one out of New York,
another out of West Virginia. And I think this is a major area of
emphasis, and Administrator Peters, I am certain she would like
to add to that.
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Ms. PETERS. Congressman Taylor, I think you bring up a very
good point. In the real world, the way the program should be oper-
ated, who ever owns the firm has to meet certain income caps in
order to qualify as a disadvantaged business enterprise, as well as
be part of certain ethnic groups that are categorized in law as dis-
advantaged business enterprises. So there are several criteria that
have to be met.

Where we have problems, and perhaps what this fellow was sug-
gesting to you, is where a front is set up, where this person really
is the owner of the firm, but he is putting someone of color, or
someone who has an earnings under the cap in the position as
owner of the firm. That situation should be dealt with very com-
prehensively in the certification process. Sometimes it is not.

I have, as the Inspector General indicated, put a big emphasis
on this program and on the integrity of the program. It is the law,
and when people disobey the law or abuse this program, they are
depriving legitimate disadvantaged business enterprises from ob-
taining this work. So what we are doing is working with our divi-
sion administrators to go in and do a real hard scrub of the pro-
grams in States. What are they doing to certify firms? Are they fol-
lowing the right processes?

I was fortunate, when I was the State Administrator for Trans-
portation in Arizona, that I had a very good person running my
program, and I think we had a very solid program; perhaps not
perfect, but a very solid program. She and her staff would go on
site; they would visit these firms; they would ask questions. They
would probe to determine whether the person who was set up as
the owner of the firm was really the owner of the firm, was really
the person who was making decisions. They would look at bank ac-
counts; they would look at payroll records; they would look at a va-
riety of data. And, in a good, well- administered program, that is
what they do to determine there isn’t a front in terms of the certifi-
cation process itself. That is an important part of it.

But even before that is whether the State has established a good
program. Do they have a program where they have well qualified
people, experienced people in there who are doing the reviews and
doing the certifications so that they are qualified to do that? So
there are three areas I have asked our staff to look at: the first,
how is the program established, does the State have a good process
for doing that, and is it in compliance with Federal law; the second
is the certification, are they doing due diligence to make sure that
firms who are certified as disadvantaged businesses are indeed dis-
advantaged businesses; and the third is to verify that the people
who get the contract as a DBE are actually doing the work in the
field. Go out in the field; look at things.

We are working with the Inspector General and others to put on
training courses so that we can get both State and Federal staff
and contractors more up to speed about what our expectations are
in these programmatic areas and, again, I have asked my field staff
to make this a priority area, to go out and look very hard at these
State programs and make sure that they are administered cor-
rectly. As the Inspector General said, it is something that we are
working very closely on because we are alarmed at the number of
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cases that are coming up where it would appear that there is fraud
in the DBE program.

Mr. TAYLOR. If I may, Mr. Chairman, because apparently not a
lot of folks are waiting to ask questions.

How often do you tweak the rules? You know, I have been
around here just long enough to see how people shut this door, they
jump through the window; you shut the window, they come up
through the basement. How often do you tweak the rules as people
find ways to game the system?

Ms. PETERS. We review our rules fairly frequently, sir, at least
about every two or three years, looking at those rules, looking at
risk analysis. There were major changes in the rule when the law
changed the disadvantaged business enterprise program. Three or
four years ago I think were the last major changes, so there were
major rewrites of the rules at that time.

What I have asked our field staff to do, working very closely with
my Chief Counsel and the head of our Civil Rights Unit, is to go
out; do an analysis of what we are finding where people are abus-
ing the program; and then go back and look at our programmatic
guidance and our rules to make sure that we are covering those
areas. That happens, I would say, almost on a continual basis, sir.
But certainly every two to three years, we do a comprehensive re-
view of those rules and make sure that they are dealing with
things the way that they should be.

Too often, though, it isn’t a fact of the rules or the regulations
not being clear, it is a fact that someone is just out to abuse the
program. In fact, Ken and I were both astonished when we read
a deposition recently of a firm who we believe may have per-
petrated fraud in the DBE program, and in the deposition acknowl-
edge: ″yeah, that is the way we do business.″ We were shocked to
read that. That is not the way we do business.

Mr. MEAD. I know this hearing is about highways and transit,
mostly, but you talk about tweaking rules. We are trying to tweak
one now at FAA. It turns out that to be a DBE, disadvantaged
business enterprise, that gets a concessions contract at the airport.
Under the FAA rules there is no limit on how much money you can
make and what your personal net worth is. Your house is totally
exempt, you can earn an unlimited amount of money, and be con-
sidered disadvantaged; and I think there is something wrong with
that picture.

Mr. TAYLOR. Well, I would agree with you, and I would actually
use the instance, for what it is worth, I was once approached by
an all-pro football player who wanted to get a contract under a mi-
nority set-aside. You know, he was a great football player and a
wonderful human being who made a lot of money. I don’t think he
was disadvantaged any longer. And I am not so sure the taxpayers
should have been paying him X percent extra. And, quite frankly,
it probably is at the expense of someone who truly is disadvan-
taged, who may look just like him, who didn’t make millions play-
ing football.

But I would certainly encourage you. I would welcome your sug-
gestions on that, and if you have a copy of those two cases, I would
like to see that, because when people are just laughing about the
system and gaming the system that blatantly, something has got
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to change. And I can tell you they are laughing about it and they
are gaming the system blatantly. I am talking about the country
club crowd has figured this game out, and they are the ones who
are benefitting from it; it is not the guy who is trying to get a start
on life.

Thank you, Mr. Chairman.
[Information received from Mr. Mead follows:]
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Mr. PETRI. Thank you.
Mr. Pearce, any questions?
Mr. PEARCE. Thank you, Mr. Chairman.
Coming from a district with about 50 percent minority, I hope

that you reach the balance that we need. We have got a lot of mi-
nority firms that are capable and qualified, and so I just hope that
we keep that in mind as we go through the process.

When we find offending people that create fraud in one State in
your system, do you have a website that posts these people on? A
lot of times people simply move their office over and do the same
fraud in another State. Do you provide that informational service
to other States?

Ms. PETERS. Congressman, yes, we do. We have a website, and
what we have done on that website is list instances of DBE fraud
so that we know what firms are doing it, so they are not moving
from one State to another, but also to educate our staff on what
type of a game was being played so that people can be on their toes
and look for that in other places as well. And we would be pleased
to provide you the site address for that website.

Mr. PEARCE. I would like that very much.
[Information received from Ms. Peters follows:]
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Mr. PEARCE. The comment that the fraud is on the increase, that
you are saying, Mr. Mead, a dramatic rise in cases, any recognition
why that would be occurring?

Mr. MEAD. I think we are seeing now the initial impact of the
big plus-up in the aviation bill and the highway bill. There was a
very substantial tick-up in the dollars that were being made avail-
able. Where there is more money, I think you would not be sur-
prised to find this type of activity.

At the same time I think up until about two and a half years
ago, roughly when the Administrations changed, the Federal High-
way Administration had basically turned into, I don’t want to use
the wrong terminology, but it seemed to us that they were not em-
phasizing a lot of oversight. It was becoming more of a cash and
carry operation. And also states had cut back on the amount of
audit resources that they were applying. And one of the clear ini-
tiatives of this Administration, I believe, is to begin to shift that
pendulum back.

And somebody was mentioning earlier that even though you go
out and do a fraud case and maybe you send somebody to jail for
two or three years, and you have a $500,000 fine, that sends a mes-
sage; it gets out there in the community. And that is very, very im-
portant, to send a message, because just that one fine really has
a multiplier effect, I think, in people’s awareness that something
is being watched.

Mr. PEARCE. Mr. Mead you said you had documentation on which
States do a good job and which do not. Is it possible to get a list
of those and which States have an aggressive to an assertive fraud
task force or audit program?

Mr. MEAD. Yes, it is, and with your permission, I would like to
collaborate with Administrator Peters to compile that.

[Information received from Mr. Mead follows:]
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Ms. PETERS. Sure. We would be happy to do that.
[Information received from Ms. Peters follows:]
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Ms. PETERS.And, Congressman, I think you ask a very good ques-
tion: What is it that is causing this higher instance of fraud? And
some of the issues that we know, as Ken said, are the increase in
the size of the program. But another issue that we are looking at,
and we really are looking at this systemically and, in fact, I have
asked our Ddirectors of Field Services, there are three nationally,
to look at this program systemically and come back and tell me
what they are seeing. Another area where I have determined there
is a problem is there aren’t enough DBE firms in a certain area or
they don’t have the types of expertise that are needed for contracts.
The State still sets a goal that perhaps can’t be met given the cur-
rent complement of firms. They set the goal too high, so people
game the system to try to get the contract anyway.

That is something we have seen a bit of here. This analysis is
ongoing that I spoke about, and when we get that completed, I
would be happy to sit down with you and kind of walk both you
and Congressman Taylor, if you would decide to do so, what we are
learning from the systemic analysis.

Mr. PEARCE. I would decide to do so, and if you would just tell
my staff, I think they will know.

If I were to ask a question, Ms. Hecker, on the Essential Air
Service, you had mentioned that the increases have been dramatic.
Is that increased flight hours or increased departures, or just in-
creased funding for the same number of flights?

Ms. HECKER. There has been an increase in the cost per pas-
senger; there has been an increase in the cost per community; and
there has been an increase in the costs by carrier. Basically, the
program is a subsidy to the carrier. In general every measure of
the system has had an increase in costs.

Mr. PEARCE. Okay. And, Mr. Chairman, if I could ask one more
question, it would be off-road fuels of Ms. Peters on that.

My district has a tremendous amount of off-road vehicles. The oil
and gas. They drive off-road most of the places. It is just dirt roads
that they travel on. One of the suggestions has frequently come up
that everyone pays tax, and then you have to apply to get that
back. Can you tell me the status of that? It would be very problem-
atic for people in our district. And I will close with that.

Ms. PETERS. Yes, sir. And having come from your neighboring
State in Arizona, I do understand the challenge that is. All gasoline
is taxed when it leaves the rack, so we are really dealing with die-
sel fuel for the most part. Diesel fuel that is intended for off-road
use or non-highway use is dyed red. I think looking at it from that
perspective, and trying to get a feel for the system that way, rather
than going to the everyone pays and then refund, would probably
be, and I am speaking from my own experience in Arizona as op-
posed to the Department’s official position, would be the better way
to go. I think we can get a better handle on off-road use and then,
through enforcement, determine if that dyed fuel is then being
used on the road or where it should not be being used on the road.
I think that I would prefer to suggest that we go at it that way,
rather than the tax first and refund later.

We did, when I was in Arizona, in working with the sovereign
nations, the tribal governments, go to a pay first, refund later, but
we negotiated compacts where we were making that refund on a
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macro basis instead of a micro basis. That seemed to work well
with the tribal governments, but I am not sure that I would want
to do that with off-road use.

Mr. PEARCE. Thank you, Mr. Chairman.
Mr. PETRI. Thank you.
Thank you all for your testimony.
The second panel consists of the Honorable Marty Dickman, In-

spector General of the Railroad Retirement Board; Michael S.
Schwartz, Chairman of the Railroad Retirement Board; and he is
being accompanied by Mr. Speakman and Mr. Kever, who were
with the Railroad Retirement Board. And we will begin with Mr.
Dickman.

TESTIMONY OF MARTIN J. DICKMAN, INSPECTOR GENERAL,
RAILROAD RETIREMENT BOARD; MICHAEL S. SCHWARTZ,
CHAIRMAN, RAILROAD RETIREMENT BOARD, ACCOMPANIED
BY V. M. SPEAKMAN, JR., LABOR MEMBER, RAILROAD RE-
TIREMENT BOARD, AND JEROME F. KEVER, MANAGEMENT
MEMBER, RAILROAD RETIREMENT BOARD

Mr. DICKMAN. Good morning, Mr. Chairman and members of the
Committee. My name is Martin Dickman. I am the Inspector Gen-
eral of the United States Railroad Retirement Board.

At this time I would ask that my written testimony be made part
of the record and that I be allowed to summarize its contents.

Mr. PETRI. It will be made part of the record, and we look for-
ward to your summary.

Mr. DICKMAN. Thank you.
There are three major areas of concern concerning the Railroad

Retirement Board that I would present today. The first is improper
payments; second is our strategic initiatives; and the third is Medi-
care fraud.

The Railroad Retirement Board pays out approximately $8.6 bil-
lion a year in retirement and survivor benefits to approximately
684,000 beneficiaries, plus $99 million in unemployment and sick-
ness insurance benefits. They also pay, on their Part B Medicare
benefits, about $788 million to approximately 571,000 retired and
disabled railroad workers.

The improper benefits payments, concern payments made to an
annuitant after the death of that annuitant, which consist of ap-
proximately $33 million. The Railroad Retirement Board is doing
an excellent job in recovering those erroneous payments. Approxi-
mately 90 percent of the payments made in error after the death
of the annuitant are recovered by the Railroad Retirement Board.

The second item concerns the strategic initiatives that the In-
spector General has proposed. I have said up front to the Board
this is not a panacea, we don’t consider this to be the one and only
method of what we consider innovation in changing the methods or
the methodology of how the Board is constructed and how they do
business. But, moreover, I think it is incumbent upon every inspec-
tor general, as the Inspector General Act of 1978 says, that we pro-
mote economy and efficiency in government. I believe that the In-
spector General should be at the forefront of innovation in putting
out new ideas for people to consider. In that light we put these ini-
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tiatives out in 1995 and revised them in line with the President’s
strategic initiatives.

Basically, there are four components to those strategic initia-
tives. Number one is reducing the amount of field offices; number
two concerns reducing the layers of management and bureaus with-
in the Railroad Retirement Board. Going back to the field offices,
presently they have approximately 53. We think based upon the de-
mographics and the use of electronic processing and technology
that they could be reduced to six regional offices in the most popu-
lous states which account for over 90 percent of where the bene-
ficiaries and employees reside.

Going back to the reduction in management layers, there are, at
the present time, approximately 20 bureaus within this agency,
which has about 1100 employees. We think reducing these levels
would be a much more efficient way of conducting business and
would help the overall control environment, as has been cited in
previous audits. It would provide more transparency, greater com-
munication, and greater use of resources within the agency. We
projected that you could have an annual savings of about $2 mil-
lion. Reducing the field offices, we project the savings would be $18
million.

Now, when I say annual, that is erroneous on my part; it would
really be a one-time savings, because if these things were imple-
mented, they would not be recurring items.

The third item in our strategic initiatives would be the transfer
of the so-called Tier I portion, which is the social security equiva-
lent. The Board pays about $6.3 billion on behalf of the Social Se-
curity Administration to put the beneficiaries of the Railroad Re-
tirement Board in the same position as if they were under social
security. We think that should be spun back to Social Security
since it is such a major portion of the funding that the Railroad Re-
tirement Board receives and also obviously distributes.

The fourth thing that we would consider, if all these other items
were imposed, would be to reduce the size of the Board even fur-
ther to a government corporation to make it more manageable,
maintaining the structure of the Management Member, the Labor
Member, and the Chairman, but in a more advisory capacity with
the reduction of the Board.

Again, these strategic initiatives have been out there and I don’t
consider it to be the one and only method or way of making the
Board become more efficient and manageable. I think that it is in-
cumbent upon the Inspector General to put these things out for dis-
cussion and for people to review.

The third item concerns the Medicare fraud investigations. The
strategic initiatives, as I have stated, would not be recurring;
whereas, Medicare fraud would be recurring, and where the major-
ity of the money is. From 1989 to 1996, the Inspector General of
the Railroad Retirement Board was involved in Medicare fraud in-
vestigations. After that time, language was inserted by the Labor
HHS subcommittee on appropriations, which permanently prohib-
ited us from doing that. The subcommittee at that time felt and
continues to feel that the limited resources of the Inspector General
could be better used to oversee the fraud and abuse within the ben-
eficiary programs of the Railroad Retirement Board, and not to use
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those limited resources towards Medicare fraud. I obviously re-
spectfully disagree with that program.

The Railroad Retirement Board administers a separate Part B
contract for all of its beneficiaries throughout the whole United
States; it is a very unique contract. The Board receives approxi-
mately $5 million a year from CMS to administer that program.
The Railroad Retirement Board Inspector General, when we were
doing the investigations, received approximately $500,000 from
CMS, or HCFA at that time, to proceed with these investigations.

During that time, from 1989 to 1996, we recovered approximately
$320 million in monetary accomplishments, and had approximately
68 criminal convictions. It constituted approximately 10 percent of
our workload. In 1996, before we transferred the cases to HHS-IG,
we had 131 active cases with estimated losses of $25 million.

GAO still considers Medicare fraud to be a high risk area. The
amount of fraud estimated by GAO is approximately 6.3 percent.
An estimated $400 billion in the prescription drug benefits that is
going to be added over the next 10 years, or $40 billion more a
year. The FBI and other law enforcement agencies used to do Medi-
care fraud investigations along with HHS, ourselves, Postal, Secret
Service, Department of Defense-IG. The FBI obviously has said
that we have to re-prioritize, and more of our resources are going
to be taken away from white collar crime and towards homeland
security, which obviously since 9/11 makes a lot of sense. So in
light of that, that is another reason why I think that we should be
able to get back and do the Medicare fraud investigations.

And that concludes my summary of my testimony. I would be
happy to answer any questions.

Mr. PETRI. Mr. Schwartz?
Mr. SCHWARTZ. Thank you, Mr. Chairman, distinguished mem-

bers of the Committee. We appreciate the opportunity to appear be-
fore you this morning to discuss issues that have been raised by
the Railroad Retirement Board’s Inspector General. We will also
briefly highlight actions that we have taken in recent years to im-
prove the administration of our programs while reducing costs. I
would like to submit our entire joint statement for the record.

Mr. PETRI. It will be made a part of the record.
Mr. SCHWARTZ. In reviewing the Inspector General’s rec-

ommendations, we continually return to a few central thoughts.
First, the Railroad Retirement Board has long prided itself in pro-
viding high quality and timely service to its customers. Second, the
Railroad Retirement Board’s principal customers are railroad em-
ployers and employees, and railroad retirees and their families.
The interests of these customers are protected in part by the fact
that two members of the three-member Board that heads the agen-
cy are appointed upon the recommendation of railroad labor and
railroad management. Moreover, it is railroad employers and rail-
road employees who are the primary source of funding of the rail-
road retirement and railroad unemployment insurance programs.
Finally, the Railroad Retirement Board has already taken several
actions to address at least some of the recommendations and issues
raised by the Inspector General.

The Board has made several changes in recent years to improve
and centralize management and decision-making within the agen-
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cy. Day-to-day operations are managed by a six-member executive
committee comprised of senior executives who head the agency’s
major organizational components. The Board appointed a Senior
Executive Officer who reports directly to the Board and is respon-
sible for oversight and direction of the executive committee. We feel
this organizational structure has worked very effectively by com-
bining the strength of diverse backgrounds and perspectives in
operational decision-making, while providing for centralized control
and accountability through the Senior Executive Officer.

Changing the overall structure of the Railroad Retirement Board
removes the agency’s principal stakeholders, railroad labor and
railroad management, from close involvement in the administration
of the programs entrusted to the agency. We see this involvement
as a strength of the Railroad Retirement Board. Close involvement
of railroad labor and railroad management results, in our view, in
the high quality service delivered by the agencies to our customers
and provides greater assurance that the railroad retirement and
railroad unemployment insurance programs will be run effectively
and efficiently.

The Inspector General has recommended that the agency elimi-
nate much of its field service and utilize technology in the delivery
of service to our customers. Our review of this recommendation
suggests that the level of savings that could be achieved by limiting
virtually all of our in-person service is considerably lower than has
been suggested, and that the quality and timeliness of service to
our customers would be diminished considerably. The Railroad Re-
tirement Board does not have in place costly technology that would
be needed to handle the work being done by our field employees.
The work would have to be done elsewhere by relocated field em-
ployees or new hires. Closure of field offices would result in a deni-
gration of service to our customers, and we do not support such a
recommendation.

Concerning the Inspector General’s recommendation with respect
to transferring responsibility for payment of Tier I benefits from
the Railroad Retirement Board to the Social Security Administra-
tion, we note that similar recommendations have been made in the
past. These recommendations have been dismissed because of the
complex issues that would be faced in transferring this responsibil-
ity, including differences in eligibility conditions between the two
systems, as well as the diminished level of service that would re-
sult from beneficiaries having to deal with two Federal agencies,
rather than just one as under current law.

Moreover, because the work necessary to pay benefits would still
have to be done, and because adjudication that is currently done
by one agency would have to be done by two agencies, it is not
clear that transferring this responsibility to the Social Security Ad-
ministration would save money. But it is clear that such a change
would be a burden to our annuitants.

The last point I would like to touch upon briefly is the Inspector
General’s request that his office again be allowed to conduct inves-
tigations and audits of the Medicare program. His office has been
prohibited from doing so by Appropriations Act language. The
Labor Member of the Board supports the Inspector General’s re-
quest, and the Management member is opposed to the Inspector
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General again having authority to conduct Medicare investigations
and audits. I was just recently sworn in as Chairman of the Board,
and I have just begun the process of evaluating this request.

That concludes my remarks. We are here to answer any ques-
tions.

Mr. PETRI. Thank you very much.
Any questions, Mr. Taylor?
I have just a few.
Mr. SCHWARTZ. Sure.
Mr. PETRI. First of Mr. Dickman.
The Social Security Administration has reported fraud and abuse

that is perpetrated in its disability programs. Does the Railroad
Retirement Board face similar issues in the disability program that
it administers and, if so, what is the Board’s strategy for prevent-
ing that fraud and abuse?

Mr. DICKMAN. Yes, the Board also has problems with disability
fraud that we investigate. At the present time, we have approxi-
mately 510 cases, with an estimated fraud loss of over $8.5 million.
A portion of that is disability fraud, and that involves about 182
cases, with an estimated loss of about $2.5 million. So we are ac-
tively investigating disability fraud throughout the United States.

Mr. PETRI. Could you provide details of any audits or reviews
that you completed which examine program integrity of the Board’s
disability programs?

Mr. DICKMAN. We constantly do audits. At the present I don’t
have that information available with me, but I would be happy to
provide it to the Committee.

Mr. PETRI. Thank you.
Mr. DICKMAN. I might add that we have excellent cooperation

with the Board when we do our investigations.
Mr. PETRI. Does the Inspector General have any concerns about

the findings of the 2000 audit conducted by the Board’s Advisory
Committee, which pointed out various problems in the implementa-
tion of the Board’s disability regulations that took effect back in
1998?

Mr. DICKMAN. I really have not reviewed that, and I could not
give you an answer at the present time, Mr. Chairman. But, again,
I would be happy to review it and provide that information to you.

Mr. PETRI. Thank you.
And, Mr. Schwartz, you may have mentioned this in your sum-

mary, but what is your opinion of the Inspector General’s rec-
ommendations to further reduce the number of field offices and ei-
ther transfer components of the program to the Social Security Ad-
ministration?

Mr. SCHWARTZ. Well, the problem with reducing the field offices
is we have already reduced field offices from 89 to 53, and in reduc-
ing those field offices from 89 to 53 we felt like we achieved some
savings there and we could still provide excellent service. In look-
ing at the 53 field offices we have now, we feel that right now we
need those to provide service to our annuitants. We have over
650,000 annuitants around the Country, and these front-line people
basically talk to people about their benefits, and we think it is im-
portant to have that front-line presence.
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As far as turning Tier I over to Social Security, the problem
there is there are really different requirements. For example, the
law passed by Congress in 2001, the Reform Act, lowered the age
that someone could receive full Tier I benefits from 62 to 60, so
now, at 60 years old, a person in the railroad retirement system
can receive full Tier I benefits. As you know, in Social Security, at
62 it would be 80 percent and at 66 or 67 you would get 100 per-
cent. That is one problem.

Another problem would be that according to a commission that
was formed in the early 1990s Social Security would probably have
to hire 300 to 600 FTEs to do it, and it would cost a lot of money,
as much as maybe $50 million to convert the computer systems.
We feel like the program is running well right now, and we think
that more people, more money, and some confusing requirements
would be a little too much.

The last thing is right now our annuitants receive one check;
they receive their Tier I and Tier II benefits from the Railroad Re-
tirement Board. If in fact we switched Tier I over to Social Secu-
rity, they would have to deal with two Federal agencies and get
two checks, and we think that would be a problem.

Mr. PETRI. Thank you.
Thank you all for your testimony, and this hearing is adjourned.
[Whereupon, at 12:50 p.m., the Committee was adjourned, to re-

convene at the call of the Chair.]
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