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DEPARTMENTS OF TRANSPORTATION, TREAS-

URY, THE JUDICIARY, HOUSING AND
URBAN DEVELOPMENT, AND RELATED
AGENCIES APPROPRIATIONS FOR FISCAL
YEAR 2007

THURSDAY, MARCH 2, 2006

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 9:32 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Christopher S. Bond (chairman) pre-
siding.

Present: Senators Bond, Murray, Kohl, Dorgan, and Leahy.

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

OFFICE OF THE SECRETARY
STATEMENT OF HON. ALPHONSO JACKSON, SECRETARY
OPENING STATEMENT OF SENATOR CHRISTOPHER S. BOND

Senator BOND. Good morning. The Senate Appropriations Sub-
committee on Transportation, Treasury, Judiciary, HUD, and Re-
lated Agencies will come to order, and it is a pleasure once again
to welcome an old friend, Secretary Alphonso Jackson, and extend
our sincere thanks for appearing before us today to testify on the
Department of Housing and Urban Development’s fiscal year 2007
budget request.

Mr. Secretary, we are looking forward to your comments on both
the fiscal year 2007 budget as well as HUD’s responsibilities with
regard to the overwhelming disaster and rebuilding issues facing
the gulf coast because of Hurricane Katrina and related storms.

HUD’s budget request proposes some $33.65 billion for fiscal year
2007, a decrease of $621 million, or 2 percent, from the 2006 fund-
ing level. Unfortunately, this request does not reflect the true ex-
tent to which many important housing and community develop-
ment programs are compromised. In particular, because of needed
increases to section 8 funding, funding for many widely supported
programs, such as CDBG, public housing capital funding, HOPE
VI, section 202 for the elderly, and section 811 housing for the dis-
abled has been slashed. In addition, the budget includes a $2 bil-
lion rescission of excess section 8 funds, which we are waiting to
see where and how they would be available, also existing FHA sin-
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gle-family mortgage insurance program that is marred by a shrink-
ing share of the homeownership market, and increased default
rates.

In addition to the very difficult decisions posed by the HUD fiscal
year 2007 budget, the subcommittee will also have to face substan-
tial shortfalls in many other accounts, including, for example, a
$400 million gap in proposed Amtrak funding, not enough to sup-
port Amtrak’s funding needs, and I am not even sure that flat
funding would meet the needs in 2007.

Another example of the difficult decisions is the administration
proposes to cut $765 million from the airport improvement pro-
gram, which is critical to maintaining and improving infrastructure
in our airports.

These are just two examples. You have got enough headaches.
But these are the range of headaches that we have in the budget
that we have been given, and we face huge challenges in balancing
the decisions for all our programs in a very tight funding year with
HUD, as always, representing one of our largest challenges. And
that is why we are always glad to see you here, Mr. Secretary.

I know you have worked hard to defend these programs, and
your work is greatly appreciated. You have been able to convince
OMB of the importance of the section 8 program, which is ade-
quately funded, even though I am not happy with the mandate that
you have to push section 8 into a block grant assistance program.
If anybody wants to talk about that, we will be happy to explain
to them what we think are the very real and perhaps insurmount-
able problems with that.

CDBG

I am disappointed the CDBG level has been reduced by $1.15 bil-
lion, but I am gratified that HUD was able to keep it, and keep
it within this subcommittee, even at what is a significantly smaller
budget for 2007. And, again, we appreciate the great leadership
you have shown in helping OMB come to some slightly more rea-
sonable judgments and requests.

I think it is critical that HUD maintains the section 8 in public
housing, CDBG, and HOME, flagship areas, along with FHA mort-
gage insurance that is necessary if HUD is to continue to play its
role as a leader in housing and community development activities.
And it requires adequate funding and your responsibility for these
programs.

PUBLIC HOUSING OPERATING FUND

The OMB continues to undermine many important programs
which are critical to housing and community development needs. I
am very much concerned that the public housing operating fund is
flat-funded at $3.56 billion. We are moving toward implementation
of an asset-based management of public housing. Unfortunately,
the funding level does not meet the needs of these new operating
requirements, nor does the funding address HUD’s inclination to
micromanage how PHAs will have to meet these new requirements.

If you cut the budget significantly of any Government entity, the
least you could do is give them the flexibility to use the funds how
they can best be utilized. And this is very difficult for you or me
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or any of us in Washington to tell a PHA in Washington or Mis-
souri or Texas what their problems are and how they are going to
use their funds.

HOPE VI

Once again, OMB has gone after one of the programs I started,
HOPE VI. They propose rescinding all of the 2006 funding even
though it is being used. They propose eliminating HOPE VI in
2007 and reducing the Public Housing Capital Fund by some $261
million. If enacted, these proposals would substantially diminish
the effectiveness of every program that is designed to address the
capital needs of PHAs.

More troubling, in support of eliminating HOPE VI, the adminis-
tration argues PHAs can use their Capital Fund for bond collateral
or debt service of loans in support of rehab and construction. Nev-
ertheless, if at the same time capital funds are reduced or elimi-
nated, the administration is undermining its justification for elimi-
nating HOPE VI because lenders simply will not lend, and if they
do, the cost of any bonds or debt will increase. So that OMB policy
just makes no sense.

REDUCTION IN CDBG

Also, obviously, I am concerned over the reduction in CDBG. As
you and I and my colleagues know, this is supported by every
mayor and Governor in the Nation and reflects the important prin-
ciples of deferring to State and local decisionmaking and how to ad-
dress local housing and community development needs instead of
relying on some cubicle in the basement of the Old Executive Office
Building in Washington. This is an important program, and I am
troubled by OMB’s continuing efforts to whittle this program to
nothing.

I do not have time to highlight all of my concerns with the budg-
et. We will be having lots of correspondence and telephone calls
with you over many, many more problems, but I do note the budget
undermines funding for section 202 elderly and section 811 dis-
abled housing. Both programs are very important in addressing the
needs of our most vulnerable and needy citizens. The elderly hous-
ing program is especially important since we know the need for el-
derly housing will skyrocket for the foreseeable future due to the
fs)lg%lng (ff not only my generation but the baby boomers coming along

ehind.

And then, once again, this committee has strongly supported the
Lead Hazard Reduction program and the Rural Housing and Eco-
nomic Development programs. These were our programs. They met
an important need, and OMB went after them again. Certainly
they have my attention. They cut everything that I have worked
with my colleagues to put into the HUD portfolio because I think
based on our examination and discussions they make sense.

Nevertheless, I know you have tried very hard, Mr. Secretary, to
fund many of these programs, but I think there is still hope, and
we appreciate your good work. You deserve great credit, and I
thank you for fighting for a balance in the funding of HUD pro-
grams against what I consider to be the worst instincts of the
budget geeks in the basement of OMB. Nevertheless—and if there
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are any OMB people here, we will discuss that at greater length,
if you wish to. The subcommittee needs to find more funds for
HUD programs. We should not be trying to balance the budget and
eliminate the deficit on the backs of our communities and most vul-
nerable citizens.

I am an infrastructure Republican, and many of these programs
are not only critical to recipients, communities, and States, but are
critical in the creation of jobs, helping leverage new private and
public investments in our vital communities and increasing their
tax base. I think they are good investments for the Federal Govern-
ment. They are investments I strongly support.

FUTURE OF FHA

Finally, let me share with you my concern over the FHA single-
family mortgage program. It is imploding. FHA’s share of the mar-
ket dropped 40 percent in fiscal year 2005. In particular, FHA
home sales dropped to 4.3 percent in 2005 compared with 7.6 per-
cent in 2004, despite overall home sales being up 7 percent in 2005.
In addition, FHA endorsements dropped 46.7 percent in 2005,
while insurance-in-force dropped 13 percent. Finally, and most
troubling, default rates increased to 6.36 percent in fiscal year
2005, a 0.2 percent increase over the previous year.

Over the last several years, in every HUD budget hearing, I have
raised concerns about the viability and the future of HUD’s FHA
single-family mortgage insurance program. In every instance, my
warnings and questions have been ignored, and I have been ad-
vised that the future is bright. The future is not bright unless you
consider a burning trash dump bright. It may be time to close out
FHA mortgage insurance for single families in deference to the
marketplace or re-establish FHA as a private government corpora-
tion.

I know that HUD plans to submit legislation to grow FHA re-
ceipts by increasing its ability to attract homebuyers with better
credit ratings as well as balancing these new receipts to help fami-
lies with poor credit risk become homeowners.

PREPARED STATEMENT

I think we first need to understand whether the FHA single-fam-
ily mortgage insurance program is needed in today’s market, and
if so, how it is needed. I am concerned that HUD’s new FHA model
may be designed to take on more risks, not only risks associated
with poor credit homeowners but the risk of lenders who face losses
and who under the HUD proposal will be able to pass the risk of
these losses onto FHA.

I appreciate your time today, Mr. Secretary, and now it is a
pleasure to turn to my ranking member and partner on this sub-
committee, Senator Murray.

[The statement follows:]

PREPARED STATEMENT OF SENATOR CHRISTOPHER S. BOND

The Senate Appropriations Subcommittee on Transportation, Treasury, the Judici-
ary, HUD and Related Agencies will come to order. We welcome Secretary Alphonso
Jackson and thank him for appearing before us today to testify on the Department
of Housing and Urban Development’s fiscal year 2007 budget request. Mr. Sec-
retary, I look forward to your comments on both the fiscal year 2007 budget as well
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as HUD’s responsibilities with regard to the overwhelming disaster and rebuilding
issues facing the Gulf Coast because of Hurricane Katrina and related storms.

HUD’s budget request proposes some $33.65 billion for fiscal year 2007, a de-
crease of some $621 million, or some 2 percent, from the fiscal year 2006 funding
level of $34.27 billion. Unfortunately, this funding request does not reflect the true
extent to which many important housing and community development programs are
compromised. In particular, because of needed increases to section 8 funding, fund-
ing for many widely supported programs, such as CDBG, Public Housing Capital
funding, HOPE VI, section 202 Elderly and section 811 housing for the disabled, has
been slashed. In addition, the budget includes a $2 billion rescission of excess sec-
tion 8 funds which are unlikely to be available as well as an existing FHA Single
Family Mortgage Insurance program that is marred by a shrinking share of the
homeownership market and increased default rates.

In addition to the very difficult decisions posed by the HUD fiscal year 2007 budg-
et, this subcommittee will also have to face substantial shortfalls in many of its
other accounts, including, for example, a shortfall of some $400 million in the pro-
posed Amtrak funding level for fiscal year 2007. This proposed funding level is
clearly not enough to support Amtrak’s funding needs and I am not sure that even
flat funding will meet Amtrak’s anticipated expenses in fiscal year 2007. Another
harsh example of the difficult decisions faced by this subcommittee is the adminis-
tration’s proposed cut of $765 million in fiscal year 2007 to the Airport Improvement
Program. This program is critical to maintaining and improving the infrastructure
of our Nation’s airports. And these are only two examples of a number of significant
funding hits taken by programs within our jurisdiction. Consequently, this sub-
committee is facing huge challenges in balancing the funding decisions for all our
programs in a very tight funding year with HUD representing one of our largest
challenges.

I am pleased, Mr. Secretary, that you have convinced the administration of the
importance of the section 8 program which is adequately funded for the year even
if I am dismayed by your continuing support of the administration’s proposal to
block grant section 8 assistance. And while I am disappointed that CDBG has been
reduced by some $1.15 billion from the fiscal year 2006 level, I am gratified that
it continues to be funded within HUD and in this subcommittee even at a proposed
paltry $3.03 billion for fiscal year 2007. I think it is critical that HUD maintain sec-
tion 8 and Public Housing, CDBG and HOME, and FHA mortgage insurance—these
are the 3 flagship areas of housing and community development assistance and
HUD’s role as the Nation’s leader in housing and community development activities
depends on adequate funding and responsibility for these programs.

Nevertheless, this administration continues to undermine many important pro-
grams within HUD which are critical to the housing and community development
needs of our States and communities, especially our low-income communities.

First, I am concerned that the Public Housing Operating fund is flat funded at
$3.56 billion. We are moving toward the implementation of asset-based management
of public housing. Unfortunately, the administration’s funding level does not meet
the needs of these new operating requirements; nor does the funding address HUD’s
inclination to micromanage how PHAs will have to meet these new requirements.
Moreover, the administration has proposed rescinding all fiscal year 2006 HOPE VI
funding, eliminating the HOPE VI program for fiscal year 2007 and reducing the
Public Housing Capital Fund by some $261 million. These proposals, if enacted, will
substantially diminish the effectiveness of every program that is designed to address
the capital needs of PHAs. More troubling, in support of eliminating HOPE VI, the
administration argues that PHAs can use their Capital Fund for bond collateral or
for the debt service of loans in support of rehabilitation and construction. Neverthe-
less, if capital funds are reduced or eliminated, the administration is undermining
its justification for eliminating HOPE VI because lenders simply will not lend and,
if they do, the cost of any bonds or debt will increase. Overall, this administration
policy makes little or no sense.

I am also concerned over the proposed reduction to CDBG by some $1.15 billion
in fiscal year 2007. This account is supported by every mayor and governor in the
Nation and reflects the important principle of deferring to State and local decision-
making in how to address local housing and community development needs, instead
of relying on some nameless bureaucrat in a cubical in Washington. This is an im-
portant program and I am troubled by the administration’s continuing efforts to
whittle this program into almost nothing.

I am not going to highlight my every concern with HUD’s budget—I will note,
however, that the budget undermines funding for the section 202 elderly housing
program and the section 811 housing for the disabled program. Both programs are
very important since they address the needs of our most vulnerable and needy citi-
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zens. The elderly housing program is especially important since we know the need
for elderly housing will skyrocket for the foreseeable future due to the aging of the
baby boomer population. In addition, the fiscal year 2007 budget eliminates the
Lead Hazard Reduction program and the Rural Housing and Economic Development
program, both of which I helped to author and both of which meet specific and real
needs in our communities.

Nevertheless, Mr. Secretary, I think you have tried hard to push for the HUD
budget and to fund many of these programs—perhaps not all the programs, but I
think there is still hope for you. In any event, you deserve credit for fighting for
a balance in the funding of HUD’s programs against what I consider to be the worst
instincts of the budget geeks in the basement of OMB. Nevertheless, this sub-
committee needs to find more funds for HUD’s programs. We should not be trying
to balance the cost of the deficit on the backs of our communities and most vulner-
able citizens. I am an infrastructure Republican and many of these programs are
not only critical to recipients, communities and States but are critical in the creation
of jobs, in helping to leverage new private and public investments and in increasing
the tax base of our communities. This is a good investment for the Federal Govern-
ment and it is an investment I support.

Finally, I want to express my concerns over the FHA Single Family Mortgage In-
surance program. This program is imploding. FHA’s share of the market dropped
40 percent in fiscal year 2005. In particular, FHA home sales dropped to 4.3 percent
in 2005 compared with 7.6 percent in 2004, despite overall home sales being up 7
percent in 2005. In addition, FHA endorsements dropped 46.7 percent in fiscal year
2005 while insurance-in-force dropped 13 percent. Finally, default rates increased
to 6.36 percent in fiscal year 2005, compared to 6.13 percent in fiscal year 2004.

Over the last several years, in every HUD budget hearing, I have raised concerns
about the viability and future of HUD’s FHA Single Family Mortgage Insurance
program. In every case, I have been ignored and advised that the future is bright.
The future is not bright unless you consider a burning trash dump bright. It may
be time to close out the FHA Mortgage Insurance program in deference to the mar-
ketplace or re-establish FHA as a private government corporation.

I know HUD plans to submit legislation to grow FHA receipts by increasing its
ability to attract homebuyers with better credit ratings as well as balancing these
new receipts to help families with poor credit risks become homeowners. I think we
first need to understand whether the FHA Single Family Mortgage Insurance pro-
gram is needed in today’s market, and, if so, how it is needed. I am concerned that
HUD’s new FHA model may be designed to take on more risks—not only the risks
associated with poor credit homeowners but the risks of lenders who face losses and
who, under the HUD proposal, will be able to pass the risks of these losses on to
FHA.

Mr. Secretary, I appreciate your time today and I now turn to my ranking mem-
ber and partner on this subcommittee, Senator Murray.

STATEMENT OF SENATOR PATTY MURRAY

Senator MURRAY. Well, thank you very much, Mr. Chairman,
and, Mr. Secretary, I welcome you here. I hope we have a produc-
tive hearing, although it sounded to me like listening to the state-
ment from the chairman that maybe we should have OMB in front
of us. That might be more productive.

Senator BOND. I might lose my temper.

Senator MURRAY. All right. Well, thank you again, Mr. Secretary,
for being here today. It has been more than 6 months since Hurri-
cane Katrina reminded all of us of the ongoing poverty that grips
so many American families today. After the storm, millions of us
gathered around our television sets and saw vulnerable Americans
struggling for their dignity and struggling for their lives.

One of the little-known facts about Hurricane Katrina was that
public housing authorities across the country made heroic efforts to
find housing, to relocate hurricane victims, and I want to commend
them today for their hard work and their compassion.

But the sad fact is that every one of those public housing au-
thorities already had long waiting lists of local families who had
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been waiting years for housing to become available. That means
the efforts to house Katrina victims pushed other poor families fur-
ther down a very long waiting list. Those families who were pushed
down the list were in most cases no less poor, no less desperate,
and in some cases, no less homeless than the Katrina victims. And
thg vast majority of them are still waiting for an available unit
today.

We should not be in a position where, if we respond to a disaster,
our only choice is to hurt families who have been waiting years for
housing. But that is the position we find ourselves in today, and
there is one reason why: years of misguided housing budgets. And
now we are once again working on a new budget for the coming fis-
cal year, and we should not make the same mistakes again.

Unfortunately, that is exactly what the President’s budget would
do. HUD has a very critical mission: to promote homeownership,
ensure safe rental housing, house the homeless, rejuvenate deso-
late communities, and provide hope to a great many struggling
Americans.

We are talking about the impoverished elderly. We are talking
about disabled citizens who have very unique housing needs. We
ilrgdtalking about the working poor who are climbing the economic
adder.

Now, I have often said that budgets are about priorities, and it
is clear that the Bush administration’s priorities are not with the
missions of the Department of Housing and Urban Development.
The President’s budget for the coming fiscal year proposes to in-
crease discretionary spending by 3.2 percent, but within that total,
HUD is singled out for a cut of 1.8 percent. The Community Devel-
opment Block Grant is slated for a cut of more than $1 billion.

HOPE VI

All funds for the HOPE VI program that the chairman men-
tioned, a program designed to demolish and replace our most de-
crepit public housing units, is proposed for elimination in the Bush
budget. In fact, the administration budget goes even further and
calls on Congress to eliminate the funding that we have already
appropriated for this program in 2006. Housing for the elderly is
cut by 26 percent, while housing for the disabled is cut by 50 per-
cent.

These proposed cuts come at a time when every study tells us
that these populations are growing, and growing rapidly.

One thing that has been very clear to every American this winter
is the fact that utility costs have risen dramatically. It seems that
everyone knows that except for the Bush administration. While
utility costs have risen dramatically for public housing authorities
across America, the Bush administration wants to freeze operating
funds for public housing authorities for the fifth year in a row.

Funding for the public housing capital fund, which is intended to
keep over 13,000 public housing properties from falling into dilapi-
dated, decrepit, and inhumane conditions, is singled out for an 11
percent cut.

As T said earlier, the President’s budget proposes to increase dis-
cretionary spending by 3.2 percent, but all of the rhetoric and pub-
lic housing statements and his OMB Director have sought to divide
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this budget into three separate categories: funding for defense,
funding for homeland security, and funding for everything else.
That implication is pretty clear. In the view of the Bush adminis-
tration, programs in that third category, programs that educate our
children, prevent disease, house the underprivileged, are the least
worthy of public funds.

Within this third category, the President proposes to cut overall
spending by a half percent, but for HUD, which falls entirely into
this third category, the administration is proposing a much larger
cut of 1.8 percent.

The message to me is clear: The non-defense, non-homeland secu-
rity portion of the budget is a low priority for this President, and
funding for HUD’s work is an even lower priority.

Now, it is worth noting that while the administration is pro-
posing to cut the HUD budget by more than $620 million, they are
proposing to boost spending for exploration systems in NASA by
more than $860 million. Now, like a lot of my colleagues, I do sup-
port the overall goal of space exploration. I think it is great. But
when it comes to sending an astronaut to Mars or housing our el-
derly and disabled neighbors here on Earth, there is no doubt
where my priorities lie.

Mr. Chairman, last year, with your strong support, we were able
to fend off many of the painful cuts that were included in the Presi-
dent’s budget for HUD. Unfortunately, we were handed an alloca-
tion by a budget resolution that I did not support that resulted in
our having to accept some of those proposed cuts. Last year, our
appropriations bill did cut Community Development Block Grant
program by more than $0.5 billion. We did cut HOPE VI program
by 31 percent.

Now, I am a member of the Budget Committee—as you used to
be, Mr. Chairman, and we miss you there.

We do need you back.

PREPARED STATEMENT

If we are presented, however, with a budget resolution that con-
tinues to cut the Community Development Block Grant program,
I want you to know I am going to be the first Senator out of the
box offering amendments to restore those cuts.

I hope that together you and I can work toward ensuring that
we get a budget resolution this time that will allow us to reject
those ill-conceived proposals so we can keep faith with the people
who need HUD assistance the most.

Thank you very much, Mr. Chairman, and thank you, Mr. Sec-
retary.

[The statement follows:]

PREPARED STATEMENT OF SENATOR PATTY MURRAY

Thank you, Mr. Chairman and welcome Secretary Jackson.

It’s been more than 6 months since Hurricane Katrina reminded all of us of the
ongoing poverty that grips so many American families.

After the storm, millions of us gathered around our television sets and saw vul-
nerable Americans struggling for their dignity and struggling for their lives.

One of the little known facts about Hurricane Katrina was that public housing
authorities across the country made heroic efforts to find housing to relocate hurri-
cane victims. I want to commend them for their hard work and compassion.
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But the sad fact is that every one of those public housing authorities already had
longlw];lliting lists of local families who had been waiting years for housing to become
available.

That means the efforts to house Katrina victims pushed other poor families fur-
ther down a long waiting list.

Those families who were pushed down the list were, in most cases, no less poor,
no less desperate and, in some cases, no less homeless, than the Katrina victims.
And the vast majority of them are still waiting for an available unit today.

We shouldn’t be a in a position where—if we respond to a disaster—our only
choice is to hurt families who have been waiting years for housing.

But that’s the position we find ourselves in today—and there is one reason why—
years of misguided housing budgets.

And now, we’re once again working on a new budget for the coming fiscal year.
We should not make the same mistakes again.

Unfortunately, that’s exactly what the President’s budget would do.

HUD has a critical mission—to promote home ownership, ensure safe rental hous-
ing, house the homeless, rejuvenate desolate communities, and provide hope to a
great many struggling Americans.

—We are talking about the impoverished elderly.

—We are talking about disabled citizens who have unique housing needs.

—We are talking about helping the working poor climb the economic ladder.

I have often said that budgets are about priorities. And it is clear that the Bush
Administration’s priorities are not with the missions of the Department of Housing
and Urban Development.

The President’s budget for the coming fiscal year proposes to increase discre-
tionary spending by 3.2 percent. But within that total, HUD is singled out for a cut
of 1.8 percent.

The Community Development Block Grant—or CDBG—program, is slated for a
cut of more than a billion dollars.

All funds for the HOPE VI program—a program designed to demolish and replac-
{:’nga our most decrepit public housing units—is proposed for elimination in the Bush

udget.

In fact, the administration’s budget goes even further and calls on the Congress
;% O%}iminate the funding that we have already appropriated for this program in

Housing for the elderly is cut by 26 percent, while housing for the disabled is cut
by 50 percent. These proposed cuts come at a time when every study tells us that
these populations are growing—and growing rapidly.

One thing that has been clear to every American this winter is the fact that util-
ity costs have risen dramatically. It seems that everyone knows that—except for the
Bush Administration.

While utility costs have risen dramatically for public housing authorities across
America, the Bush Administration wants to freeze operating funds for public hous-
ing authorities for the fifth year in a row.

Funding for the Public Housing Capital Fund—which is intended to keep over
13,000 public housing properties from falling into dilapidated, decrepit and inhu-
mane conditions—is singled out for an 11 percent cut.

As I said earlier, the President’s budget proposes to increase discretionary spend-
ing by 3.2 percent, but all of the rhetoric and public statements by the President
and his OMB Director have sought to divide this budget into three separate cat-
egories:

—funding for Defense;

—funding for homeland security, and

—funding for everything else.

Their implication is clear.

In the view of the Bush Administration, programs in this third category—pro-
grams that educate our children, prevent disease, or house the underprivileged—are
the least worthy of public funds.

Within this third category, the President proposes to cut overall spending by 0.5
percent. But for HUD, which falls entirely into this third category, this administra-
tion is proposing a much larger cut of 1.8 percent.

The message is clear:

—the non-defense, non-homeland security portion of the budget is a low priority

for the President,

—and funding for HUD’s work is an even lower priority.

It is worth noting that, while the administration is proposing to cut the HUD
budget by more than $620 million, they are proposing to boost spending for Explo-
ration Systems in NASA by more than $860 million.
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Like many of my colleagues, I support the overall goal of space exploration. But
when it comes to sending an astronaut to Mars or housing our elderly and disabled
neighbors here on earth, there’s no doubt where my priorities lie.

Mr. Chairman, last year, with your strong support, we were able to fend off many
of the more painful cuts included in President Bush’s budget for HUD.

Unfortunately we were handed an allocation by a budget resolution that I did not
support that resulted in our having to accept some of his proposed cuts.

Last year, our appropriations bill did cut the Community Development Block
Grant program by more than half a billion dollars. We did cut the HOPE VI pro-
gram by 31 percent.

I am a member of the Budget Committee, as you used to be, Mr. Chairman. If
we are presented with a budget resolution that continues to cut the Community De-
velopment Block Grant program, I am going to be the first Senator out of the box
offering amendments to restore those cuts.

I hope that, together, you and I can work together toward ensuring that a budget
resolution is adopted that will allow us to reject these ill-conceived proposals so that
we can keep faith with the people who need HUD assistance the most.

Thank you, Mr. Chairman.

Senator BOND. Thank you very much, Senator Murray.
Now, Mr. Secretary, if you would begin.

STATEMENT OF HON. ALPHONSO JACKSON

Secretary JACKSON. Thank you very much. Good morning, Chair-
man Bond and Ranking Member Murray, and other distinguished
members of the committee. I thank you for the opportunity to be
here to discuss the President’s proposed budget of fiscal year 2007.
It is a good budget, and I encourage you to give it your support.

The President is very concerned about helping all Americans
have access to affordable housing that is decent and dignified, and
his $33.6 billion budget request for HUD demonstrates that con-
cern.

At the same time, the President understands that fiscal restraint
is necessary if we want to reduce the deficit and keep the economy
growing as it has been and help everybody by creating more jobs
and higher wages.

I want to highlight how the President’s budget will help HUD
achieve the mission Congress has assigned to us, particularly in
three areas: helping more Americans own their own homes, espe-
cially folks who always thought homeownership was out of reach;
helping those not ready or willing to own their own home to find
decent rental housing; and reforming the way the Federal Govern-
ment supports community development by better focusing block
grant resources toward the most needy, while beginning to consoli-
date community development programs under one umbrella at
HUD.

First, Mr. Chairman, is helping more Americans achieve the
dream of homeownership.

If Congress will enact HUD’s proposed changes to the National
Housing Act, the FHA will make its mortgage insurance more flexi-
ble so that more Americans can qualify for mortgages without pay-
ing sub-prime rates. This will help more low-income families own
and keep their homes.

FHA FORECLOSURE MORATORIUM

Speaking of FHA, I am pleased to say that HUD has just an-
nounced a further extension of the FHA foreclosure moratorium for
victims of Hurricane Katrina. Borrowers with FHA loans now have
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until March 31 to show that they have made long-term payment
arrangements with their banks. If they do, they will have fore-
closure protection until the end of June. And this is in addition to
HUD’s agreement to make interest-free loans to hurricane-affected
families to pay their FHA-insured mortgages for a year.

HOME PROGRAM

The President’s budget includes $1.9 billion for the HOME In-
vestment Partnerships program. In the past, every HOME dollar
allocated has attracted $3.60 in private sector investments.

Under that program, the President has proposed that the Amer-
ican Dream Downpayment Initiative, what we call “ADDIL” be
funded at $100 million. Though it is a new program, ADDI funds
have already assisted 13,845 low-income families to become first-
time homebuyers.

HOMEOWNERSHIP VOUCHER PROGRAM

Another young but important program helping low-income and
minority families become homeowners is the Homeownership
Voucher program, which allows families on section 8 rental assist-
ance to use their vouchers to pay a mortgage on their own home
for up to 10 years. The program has already helped 5,000 low-in-
come families own a home in the last 4 years, and we expect to
have helped 3,000 more by the end of fiscal year 2007.

HOUSING COUNSELING

The President has proposed $45 million for housing counseling.
This is a proven method for helping low-income families to prepare
themselves for the responsibilities of homeownership, avoid preda-
tory lending practices, and avoid foreclosure. This program, in con-
tinuing partnership with many faith-based and community organi-
zations, would be able to assist approximately 600,000 families in
2007 if the President’s proposal is adopted.

Second, Mr. Chairman, is helping other low-income families find
decent, dignified, and affordable rental housing.

HOUSING CHOICE VOUCHER RENTAL ASSISTANCE PROGRAM

HUD’s largest program, at $16 billion, is the Housing Choice
Voucher Rental Assistance program. Because of unsustainable cost
increases, Congress wisely changed this to a dollar-based system.
But for the new system to work better, Congress needs to pass leg-
islation to allow the PHAs to design their own rent policies. That
is why the administration is asking Congress to pass Senator
Wayne Allard’s State and Local Housing Flexibility Act, Senate Bill
771. And I want to thank the Senator for his leadership on this im-
portant issue.

HUD continues its work to help communities remove unneces-
sary regulatory barriers to the development of low-income hous-
ing—through America’s Affordable Communities Initiative and its
Regulatory Barriers Clearinghouse.

The 2007 budget also proposes funding an additional 3,000 hous-
ing units for the elderly and persons with disabilities. All expiring
rental assistance contracts are being renewed, and all construction
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that is in the pipeline already is still eligible for amendment funds
if their construction costs increase.

In order to help more Native Americans become homeowners, the
President proposes increasing the section 184 loan guarantees pro-
gram by more than 100 percent, over fiscal year 2006, to $251 mil-
lion. He also wants to increase funding to support housing for per-
sons with HIV/AIDS to $300 million, enough to provide assistance
to an estimated 75,000 households. Our budget request includes a
provision that would allow us to allocate these funds more fairly
based on housing cost differences across the country.

HOMELESS ASSISTANCE

The administration also remains committed to helping the home-
less. HUD has aggressively pursued policies to move the homeless
into permanent housing. This budget proposes to increase the
amount for homeless assistance to %1.5 billion, enough to house
more than 160,000 individuals.

CDBG

Third, Mr. Chairman, is laying the groundwork for reform of the
way Federal resources are used to support community develop-
ment. A key part of HUD’s mission is to strengthen communities
so that they can be better places to live, work, and raise families.
HUD is committed to developing better performance measures for
the Community Development Block Grant program, but we need a
better way to target the CDBG funds to those most in need. So
HUD will propose a new formula for the CDBG allocation very soon
to you. Also, since the Community Development Block Grant pro-
gram is staying at HUD, the President’s proposed budget consoli-
dates three other similar programs within HUD into the CDBG,
laying the groundwork for further governmentwide consolidation
later after HUD proves that the reforms are working well.

In conclusion, Mr. Chairman, the administration’s budget pro-
vides ample resources for promoting homeownership, fair and af-
fordable housing, and community development—the key elements
of the mission that Congress has assigned to HUD.

PREPARED STATEMENT

This is a good budget, Mr. Chairman and ranking member, and
I respectfully urge you to ask Congress to adopt it.

I thank you for this opportunity to speak before you today on the
2007 budget, and I am now available for questions that you might
have.

[The statement follows:]

PREPARED STATEMENT OF ALPHONSO JACKSON

Chairman Bond, Ranking Member Murray, distinguished Senators of the sub-
committee, the President’s proposed fiscal year 2007 budget truly reflects his intent
to address our Nation’s housing, economic, and community development require-
ments. HUD’s $33.6 billion fiscal year 2007 budget seeks to build on our success
and lend a compassionate hand to Americans in need, while using taxpayer money
more wisely and reforming several HUD programs.

Over the past 5 years, HUD has successfully implemented the President’s agenda
to spur on economic and community development by promoting homeownership, par-
ticularly among the lowest-income Americans; increased access to affordable rental
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housing, while combating all forms of discriminatory housing practices; and made
a commitment to focus community development dollars better on those most in need
by increasing local control. At the same time, HUD has improved the operational
efficiency of the Department. The President’s fiscal year 2007 budget request will
allow the Department to build upon those successes by advancing the core mission
given to HUD by Congress.

HOW HUD WILL PROMOTE ECONOMIC AND COMMUNITY DEVELOPMENT THROUGH
HOMEOWNERSHIP

The President’s vision for an ownership society correctly focuses on the reality
that the ownership of private property helps human beings prosper. There is ample
evidence to prove the President’s assertion that ownership promotes financial inde-
pendence, the accumulation of wealth, and healthier communities. Chief among the
things a person can own is his own home.

Under President Bush’s leadership, this administration has achieved new records
in the rate of homeownership. Today, nearly 70 percent of the Nation and more than
51 percent of minorities own their homes. Despite achieving the highest homeowner-
ship rate in American history, minorities remain less likely than non-Hispanic
whites to own their homes. To close this gap, President Bush challenged the Nation
to create 5.5 million minority homeowners by the end of the decade, and to date
2.6 million minority families have joined the ranks of homeowners. While President
Bush is pleased with the progress made, there is more to be done.

The President’s proposed budget will help HUD to further that mission by trans-
forming the Federal Housing Administration (FHA) so that it can expand home-
ownership opportunities for low- and moderate-income families; spur Fannie Mae
and Freddie Mac to lead the market to create more affordable homeownership op-
portunities; help more of the lowest-income Americans make a downpayment
through the HOME Investment Partnerships program (HOME) and the American
Dream Downpayment Initiative (ADDI); transition more Americans from HUD as-
sisted rental housing to homeownership through the Homeownership Voucher pro-
gram; and, through our rapidly-growing partnership with faith-based and commu-
nity organizations, increase the level of housing counseling that has been so useful
in helping families prepare for homeownership, avoid predatory lending practices,
and avoid default on their homes.

FHA Product Transformation—HUD proposes to amend the National Housing
Act, which was created in 1934 to create the FHA and its mortgage insurance pro-
grams. The National Housing Act has not been updated in over 70 years. Existing
statutory requirements prevent FHA from updating its products; this lack of flexi-
bility has allowed a resurgence of high-cost loans similar to those that predominated
in 1934, such as interest-only and short-term balloon loans.

The original purpose of the National Housing Act was to encourage lenders to
offer loans that were less risky for consumers. If Congress will enact changes to the
National Housing Act to allow FHA flexibility to offer insurance for loans of dif-
ferent term, cash requirement, and amortization, then FHA could make it possible
for additional buyers to enter the market, thus aiding both consumers and the lend-
ing industry. This is a top legislative priority for me this year and I look forward
to working with Congress to see it enacted.

Using HOME and ADDI to Help More Low-income Families Own Their Own
Homes.—For many low-income Americans, the single greatest obstacle to home-
ownership is the cash requirement for downpayment and closing costs.

The HOME Investment Partnerships program, the largest Federal block grant
program of its kind, completed nearly 72,000 units of affordable housing in 2005,
often in partnership with nonprofits, States, and local governments. The administra-
tion proposes to increase the HOME program to $1.9 billion in 2007. Each HOME
dollar allocated typically attracts $3.60 from private sector investments.

Within the HOME allocation, ADDI funds have assisted 13,845 families to become
first-time homebuyers, at an average subsidy amount of $7,431. More than 47 per-
cent of those assisted are minority homeowners. We have requested $100 million for
fiscal year 2007 to further enhance homeownership in America through ADDI.

Homeownership Voucher Program.—I am very proud to report that during this
program’s first 4 years, over 5,000 low-income families have been moved from the
section 8 rental program rolls into the ranks of homeownership. By the end of fiscal
year 2007, the program will provide homeownership opportunities for approximately
8,000 families.

Counseling Our Way to Greater Homeownership.—Housing counseling is an ex-
tremely important tool to help Americans purchase and keep their homes. The fiscal
year 2007 budget proposes $45 million for housing counseling in order to prepare
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families for homeownership, help them avoid predatory lending practices, and help
current homeowners avoid default. In partnership with faith-based and community
organizations, HUD will assist approximately 600,000 families to become home-
owners or avoid foreclosure in fiscal year 2007. More than ever, potential home-
buyers need assistance to make smart homeownership choices. Housing counseling
is the most cost-effective way to educate individuals and arm them with the knowl-
edge to make informed financial choices and avoid high risk, high cost loans, and
possible default and foreclosure.

HOW HUD WILL INCREASE ACCESS TO AFFORDABLE HOUSING

While homeownership is one of President Bush’s top priorities, the President real-
izes that it is not a viable option for everyone. The largest component of HUD’s
budget promotes decent, safe, and affordable housing for families and individuals
who may not want to become homeowners or who may not yet be ready to purchase
a home.

Promoting Local Control and Flexibility—Section 8.—HUD’s Housing Choice
Voucher program is HUD’s largest program at $16 billion annually. The program
provides approximately 2 million low-income families with subsidies that help them
obtain decent, safe, sanitary, and affordable homes.

In response to unsustainable cost increases, Congress recently converted the pre-
vious “unit-based” allocation system to a “dollar-based” system. This made sense,
but for the dollar-based system to work effectively, program requirements need to
be simplified, and Public Housing Authorities (PHAs) need to be given greater flexi-
bility.

The State and Local Housing Flexibility Act (SLHFA) introduced last year in both
the House and the Senate would, among other things, give PHAs the flexibility to
serve more people and better address local needs. If Congress passes SLHFA, local
PHAs will be able to design their own tenant rent policies, and, in turn, they can
reduce the number of erroneous payments, use their dollars more flexibly, and cre-
ate incentives to work.

The administration’s plan will eliminate many of the complex forms that are cur-
rently required to comply with program rules—saving both time and money. Fur-
thermore, the administration’s proposal will result in benefits and rewards for a
PHA'’s decision to utilize good management. Enactment of this bill is one of my top
priorities this year, and I stand ready to work closely with this committee and the
Congress to make that happen.

Making Improvements to Public Housing.—For fiscal year 2007, the Department
will continue its efforts to improve public housing by moving toward project-based
management, and mandating financial accountability. Project-based management
will provide the information on individual properties, allowing managers to compare
high and low cost properties and intervene as necessary.

Public Housing’s Capital Fund Financing Program.—The Department continues
its successful implementation of the Public Housing Capital Fund Financing Pro-
gram. This program allows PHAs to borrow from banks or issue bonds using future
Capital Fund grants as collateral or debt service, subject to annual appropriations.
In this way, PHAs are able to leverage the Capital Funds to make improvements.
The President’s fiscal year 2007 budget request includes $2.2 billion for the Capital
Fund, which will cover the accrual needs of PHAs. The President’s budget holds the
Operating Subsidy funds level at $3.6 billion.

Implementation of Harvard Cost Study.—In 1998, Congress directed HUD to un-
dertake the Harvard Cost Study, a review of public housing costs analyzing how
PHAs manage their units. The Department will continue its scheduled implementa-
tion of the congressionally mandated formula for allocating subsidies for public
housing operations, and will implement the formula by fiscal year 2007. The pro-
posed State and Local Housing Flexibility Act would help PHAs’ administration of
public housing through its flexibility and simplification of tenant rent policies. The
implementation will include transitioning the management of public housing to an
asset-based model similar to how private sector multifamily housing is managed.
Project based accounting is scheduled to be implemented in fiscal year 2007, and
asset based management by fiscal year 2011.

Management Accountabtility of Public Housing.—The Department continues to
place great emphasis on the physical condition of public housing properties, and the
financial status and management capabilities of PHAs. The Department will con-
tinue providing technical assistance to PHAs and rating the effectiveness of PHAs
through the Public Housing Assessment System (PHAS). PHAs with consistently
failing scores may be subject to an administrative or judicial receivership. The De-
partment will continue to utilize other tools such as Cooperative Endeavor Agree-
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ments with local officials, Memoranda of Agreements, and increased oversight, in
order to correct long-standing deficiencies with PHAs. Over the past 5 years, the
physical condition of public housing units has improved significantly.

America’s Affordable Communities Initiative.—Unnecessary, excessive or exclu-
sionary Federal, State, and local regulations severely limit housing affordability by
increasing costs as much as 35 percent. They also limit the ability of housing pro-
viders to build affordable multifamily housing and perform cost-effective housing re-
habilitation. The Department believes that regulatory barrier removal must be an
essential component of any national housing strategy to address the needs of low-
and moderate-income families, and is committed to working with States and local
communities to do so. The Department established “America’s Affordable Commu-
nities Initiative: Bringing Homes Within Reach through Regulatory Reform” in fis-
cal year 2003. This has encouraged efforts at the local level to review and reform
regulatory barriers and other impediments to expanding housing affordability.

Through the Regulatory Barriers Clearinghouse, the Department maintains and
disseminates important information to local governments and housing providers
about regulatory barriers and new strategies developed by other communities. All
proposed HUD rules, regulations, notices, and mortgagee letters are now carefully
reviewed to ensure they enhance rather than restrict housing affordability.

Indian Housing Loan Guarantee Fund.—The U.S. Government holds much of the
land in Indian country in trust. Land held in trust for a tribe cannot be mortgaged,
and land held in trust for an individual must receive Federal approval before a lien
is placed on the property. As a result, Native Americans historically have had lim-
ited access to private mortgage capital. The section 184 program addresses this lack
of mortgage capital in Indian country by authorizing HUD to guarantee loans made
by private lenders to Native Americans. The President’s budget proposes $251 mil-
lion in section 184 loan guarantees for homeownership in tribal areas, which rep-
resents a more than 100 percent increase over fiscal year 2006.

Elderly and Persons with Disabilities.—The fiscal year 2007 budget proposes fund-
ing for approximately 3,000 additional housing units for the elderly and persons
with disabilities. While still expanding the program, the budget reflects a decrease
in the rate of growth from the 2006 level, where over 7,000 new units were funded.
This decrease recognizes that there are already a large number of projects in the
pipeline. Importantly, however, all expiring rental assistance contracts are being re-
newed, and amendment funds are available for qualifying increased costs of con-
struction projects already in the pipeline. Funds will also be available to provide
supportive services through the Service Coordinator Program and for the conversion
of existing elderly housing projects through the Assisted Living Conversion Pro-
gram. Funds are also available to support the existing Mainstream Voucher Pro-
gram fully.

HUD has constructed almost 27,000 units specifically for persons with disabilities.
Including the funding for fiscal year 2005, HUD has 314 projects in varying stages
of development in the construction pipeline.

HUD has constructed almost 400,000 units specifically for the elderly. Including
the funding for fiscal year 2005, HUD has 342 projects (about $1.6 billion) in vary-
ing stages of development in the construction pipeline. Moreover, HUD serves an
additional 675,000 elderly families under other HUD rental assistance programs
such as section 8 and Public Housing.

Housing for Ex-offenders Returning to Society.—Every year, more than 600,000 in-
mates complete their sentences and are returned to the community. Approximately
two-thirds of prisoners are re-arrested within 3 years of their release and nearly
half of them return to prison during that same period. Individuals released from
prison face significant barriers upon re-entering their communities, such as lack of
job skills and housing. To confront this problem, the President proposed a 4-year
Prisoner Re-entry Initiative in his 2004 State of the Union address, designed to har-
ness the experience of faith-based and community organizations to help individuals
leaving prison make a successful transition to community life and long-term employ-
ment. The President’s 2007 budget provides a total of $59 million for the Prisoner
Re-entry Initiative, including $24.8 million in the HUD request for housing needs
for this population.

Youthbuild.—The President’s 2007 budget again calls for the transfer of the
Youthbuild program, which supports competitive grants to train disadvantaged
youth, from the HUD to the Department of Labor (DOL), as recommended by the
White House Task Force for Disadvantaged Youth. On July 22, 2005, the Secre-
taries of Labor and HUD jointly transmitted legislation to the Congress to accom-
plish this transfer. Shifting this program to DOL will promote greater coordination
of the program with Job Corps and the other employment and training programs
the Department of Labor oversees.
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Housing Opportunities for Persons With AIDS (HOPWA).—The HOPWA program
provides formula grants to States and localities for housing assistance for low-in-
come persons living with HIV/AIDS. The program helps maintain stable housing ar-
rangements that improve access to health care and other needed support. The pro-
gram also provides competitive grants to government agencies and nonprofit organi-
zations. In fiscal year 2007, the President is proposing an increase in HOPWA fund-
ing to $300 million, which will support an estimated 28 competitive grants and will
provide formula funding to an estimated 124 jurisdictions. These resources will pro-
vide housing assistance to an estimated 75,025 households. In addition, the fiscal
year 2007 budget request includes a proposal that would allow HUD to change the
formula so that the distribution of funds is more equitable because it recognizes
housing cost differences across the country.

HOW HUD WILL REFORM COMMUNITY DEVELOPMENT

A key component of HUD’s strategic goals is to strengthen communities, ensuring
better places to live, work, and raise a family. HUD is committed to producing a
better means of measuring the performance of community development efforts, spe-
cifically within the Community Development Block Grant program. Allocating these
funds more efficiently will help further reinvigorate our communities.

Laying the Groundwork for Reform of CDBG, Focusing Block Grants According to
Unmet Needs.—The Community Development Block Grant (CDBG) program serves
low- and moderate-income families in cities and urban counties, States, and insular
areas across the United States through a variety of housing, community, and eco-
nomic development activities. The fiscal year 2007 budget proposes to reform the
CDBG program to contribute more effectively to local community and economic
progress. Formula changes will be proposed to direct more of the program’s base
funding to communities that cannot meet their own needs; bonus funds will reward
communities that demonstrate the greatest progress in expanding opportunity for
their residents. Other Federal programs that support local development will operate
in coordination with CDBG within a new, broader framework of clear goals, cross-
cutting performance indicators, and common standards for awarding of bonus fund-
ing and measuring community progress. HUD programs that duplicate the purposes
of CDBG—Brownfields Redevelopment, Rural Housing and Economic Development,
and section 108 Loan Guarantees—will be consolidated within CDBG as part of this
reform. This is another top legislative priority for me, and I look forward to working
closely with you to achieve it.

Block Grants for Native American Communities.—The needs of this country’s Na-
tive American population continue to be addressed through HUD’s programs. The
fiscal year 2007 budget proposes to increase the funding of the Native American
Housing Block Grant program to $626 million.

Healthy Homes and Lead Hazard Control.—Today, the Department estimates that
26 million fewer homes have lead-based paint compared to 1990 when the program
began. Ten years ago, there was no Federal funding for local lead hazard control
work in privately owned housing; today, the HUD program is active in over 250 ju-
risdictions across the country. The President is proposing $115 million for this pro-
gram.

Faith-Based and Community Initiative—HUD continues its successful efforts to
increase participation by faith-based and community organizations (FBCOs) in HUD
programs. Due to a variety of efforts, more faith-based and other community organi-
zations are extending their reach when helping society’s most vulnerable citizens.
The Center continues to provide outreach and technical assistance to FBCOs,
through its grant writing workshops, its Unlocking Doors Affordable Housing initia-
tive, and other outreach efforts. I am proud to report that the Center’s outreach and
technical assistance efforts have helped all groups compete on a level playing field
for HUD assistance, regardless of whether they are faith-based or secular. According
to the White House’s 2004 data collection numbers, faith-based organizations have
successfully competed for and won 23.3 percent of eligible HUD funding—a higher
percentage than in any other department of the Federal Government.

HOW HUD WILL COMBAT HOMELESSNESS

In addition to pursuing other agency goals, HUD remains committed to the goal
of ending chronic homelessness. The chronically homeless live in shelters or on the
streets for long periods, often suffering from mental illness or substance abuse prob-
lems, and absorb a disproportionately large amount of social and medical services
and expenditures. The fiscal year 2007 budget proposal includes an increase to $1.5
billion from $1.3 billion in 2006 for Homeless Assistance. This increase supports the
administration’s long-term goal of ending chronic homelessness by dedicating up to
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$200 million for the Samaritan Initiative that bolsters communities’ efforts to
produce supportive housing for the chronically homeless. Through the Continuum
of Care grant competition, HUD has aggressively pursued policies to move all home-
less families and individuals into permanent housing. This overall funding level in
2007 will house 160,000 individuals and families through this program.

This year, in addition, I am pleased to chair the U.S. Interagency Council on
Homelessness, where the Federal agencies are working together toward this goal.

The administration again proposes to consolidate HUD’s three Homeless Assist-
ance Grants programs into one simplified program that will give local communities
greater control to direct these funds to their priority needs.

HOW HUD WILL CONTINUE TO FIGHT HOUSING DISCRIMINATION

The Bush Administration is committed to vigorous enforcement of fair housing
laws, in order to ensure that equal access to housing is available to every American.
Fair housing enforcement activities are pivotal in achieving the administration’s
goal to increase minority homeownership by 5.5 million by 2010. For 2007, the
President’s budget proposes approximately $45 million to support Fair Housing and
Equal Opportunity activities to help ensure that Americans have equal access to
housing of their choice. These activities include education and outreach, as well as
administrative and enforcement efforts by State and local agencies and nonprofit
fair housing organizations. Additionally, the requested amount would support the
Department’s ongoing efforts to address fair housing concerns in areas affected by
Hurricanes Katrina and Rita. The efforts would include bilingual public service an-
nouncements, printed advertisements, and training events. The Department would
provide technical assistance to builders, architects, and housing providers on acces-
sibility requirements through Accessibility FIRST to ensure that newly constructed
housing units are accessible to persons with disabilities.

HOW HUD WILL INCREASE ITS OPERATIONAL EFFICIENCY

HUD made significant strides in financial management this year. We are particu-
larly proud of our achievements in:

Financial Performance.—Successfully accelerating the close of our operational
books and audit of our financial records within 45 days of the end of the fiscal year,
HUD earned an unqualified audit opinion on its 2004 and 2005 financial state-
ments, giving the Department an unqualified or clean audit opinion on its financial
statements for the past 6 consecutive fiscal years. The financial auditors also deter-
mined that HUD made significant progress in strengthening internal controls. The
auditor downgraded two long-standing material weaknesses—one dating from 1990.

Continuing progress on the implementation of the final phases of the FHA Sub-
sidiary Ledger Project contributed to HUD’s ability to accelerate the preparation of
auditable financial statements, and eliminate longstanding material internal control
and financial systems weaknesses. HUD will complete the FHA Subsidiary Ledger
Project in fiscal year 2007 and continue to pursue its goal for modernizing the De-
partment’s core financial system by fiscal year 2008, through the HUD Integrated
Financial Management Improvement Project.

Electronic Government.—HUD continues its E-Government transformation in
order to meet public expectations and government performance mandates by: in-
creasing access to information and services using the Internet; eliminating duplica-
tive and redundant systems by leveraging and integrating with existing Federal-
wide services; acquiring or developing systems within expected costs and schedules
that can be shared and used to simplify business processes; ensuring the protection
of personal data; and providing increased security to guard against intrusion and
improve reliability. HUD has executed plans to improve its information technology
capital planning, project management, and security environment, along with mod-
ernizing HUD’s IT systems infrastructure. HUD’s future focus will be on modern-
izing its core financial systems applications and business systems applications in its
largest program areas—rental housing assistance, single-family housing mortgage
insurance, and discretionary grants, as well as establishing integration from our
procurement data system to the Federal Procurement Data System (FPDS). In 2005,
HUD successfully implemented two new systems: (1) a Human Capital support sys-
tem and (2) a cross-match system with HHS to assist PHAs in verifying tenant in-
comes to assure eligibility for the program and accuracy in computing tenant rent
contributions.

Eliminating Improper Payments.—HUD has reduced its gross annual improper
rental assistance payments by 61 percent since 2000. In 2003, improper payments
were reduced to $1.6 billion from the 2000 level of $3.2 billion. In 2004, improper
payments were further reduced to $1.25 billion. In October 2005, HUD provided
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local PHAs with an electronic tool to verify tenants’ income with the Department
of Health and Human Services’ National Directory of New Hires. This new tool will
further improve the accuracy of eligibility determination for the rental assistance
program and the proper calculation of the tenant’s portion of the rent and the
amount of Federal subsidy to be allocated. While the estimated improper rental
housing assistance payments in fiscal year 2004 were substantially reduced from
prior year estimates, they still represented 5.6 percent of total program payments.
Through continuous corrective actions, HUD’s goal is to reduce that improper pay-
ment rate to 3 percent of total payments during fiscal year 2007.

In conclusion, Mr. Chairman, the President’s proposed fiscal year 2007 budget
makes good progress toward successfully realigning Federal Government priorities
according to our Nation’s current needs. The HUD portion of that budget will help
promote economic and community development through increased opportunities for
homeownership and affordable rental housing, free from discrimination; it will also
lay the groundwork for reform by focusing community development funding more
carefully toward those most in need; and it will enable HUD to continue along the
path to greater Departmental efficiency and effectiveness.

I thank you for the opportunity to articulate the President’s fiscal year 2007 agen-
da for HUD. This is a good budget, Mr. Chairman, and I respectfully urge the Con-
gress to adopt it. I am now available to answer any questions that you or other Sen-
ators may have.

Senator BOND. Thank you very much, Mr. Secretary, and as I
said, we have a lot of questions. We have touched on some of them.

The PHA formula funding is flat-funded, but the estimates cur-
rently project that HUD’s operating budget proposal will fund these
agencies at about 80 percent of their eligibility under the formula
for 2007. How can you expect agencies to operate safe and decent
housing when they receive 80 cents on each dollar they expect from
the Federal Government? And what kind of shortfalls is this liable
to produce?

Secretary JACKSON. Mr. Chairman, that is a fair question. I
think if we can pass the reforms that we have asked, that will be
increased. But if we keep it at the present state that we have, you
are correct. I think that the agreement that we have had with the
industry is the best approach to go to asset management; that is,
we have a lot of public housing authorities today that have assets
that are underused, and in many cases not used at all. If we go
to total asset management and those units are not used, you are
paying only for the used units. Today, I think it is very important
that we look at it in that manner. We have not been looking at it
that way. And that was one of the reasons when we were doing the
negotiation and I talked to many of the people in the industry and
they were unsatisfied, I told our staff to go back to the table and
try to address the needs that had been denoted to us by the people
in the industry.

And I think having come out of the industry for a period of time,
I am very sensitive to their needs, and I think that clearly if the
reforms are passed and adopted, we will have substantial monies
to cover the program. If not, then, yes, we will have a shortfall.

Senator BOND. Well, as I understand, during the negotiated rule-
making the Department acknowledged that implementing the rule
would require an additional $250 million in funding, and since
then, the implementation of the rule seems to have become increas-
ingly complex and costly. You know, granted, there needs to be a
new system, but how can we expect a reasonable and ordered im-
plementation of the rule as we move to asset-based management
when there is a cut and in the face of the transition costs which
have been acknowledged by HUD?
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Secretary JACKSON. We have acknowledged there is a concern,
and, again, speaking with the industry, I sent our staff back to the
table to make the transition as smooth as possible so that we
would not have this kind of effect that you have just said.

We felt that we had come to an agreement, and I still think we
have come to an agreement, by delaying some implementation by
some housing authorities and letting others start implementation
when we set the program to start.

I believe we have addressed the issues that the industry wanted
to—said was very significant, and I am a little perplexed in talking
to some of my industry colleagues when they say that we have not,
because I specifically said to the staff, “Get in the room and resolve
this”, because I, too, felt deeply that that specific issue had to be
addressed.

ASSET-BASED MANAGEMENT

Senator BOND. Well, there is another issue that just strikes me
as being a real problem. HUD is behind schedule, I gather, in de-
veloping the criteria for asset-based management, and when Octo-
ber 1 rolls around, PHAs scheduled to lose subsidies will not be
able to use the stop-loss provisions of the rule, which would limit
their loss to 5 percent, if they comply with the asset management
requirements. I understand that HUD has indicated that the cri-
teria should be completed by mid-2007, and PHAs in compliance
Wi%l have their funding restored retroactively according to stop-loss
rules.

But how do you do that? How do you plan for a year when you
are going to get a shortfall and you are going to be shorted at the
front, and you do not know what you are going to—if you are going
to come out a winner in the end? It seems to me that by saying,
hey, you start operating on October 1, and maybe by March 1 we
will tell you how much money you are going to get, as a former
chief executive of a small operation, I would have found that ex-
tremely difficult to handle.

Secretary JACKSON. I think your assessment under normal cir-
cumstances is correct, but one of the things that I think is very im-
portant is I asked the industry—because I have tried to be ex-
tremely open and accessible to the industry if that was acceptable.
They said to date it was acceptable. That is why we extended the
ability for the stop-loss gap to go into effect.

Now, if it is not, then I am a little baffled and surprised, and I
would suggest that as chairman, you and I sit with the industry
because I would not have made—I would not have gone forward
with this unless clearly the industry had accepted this.

Senator BOND. I think maybe your team selects some, and our
guys and gals will select some, and maybe we will have everybody
sit in the same room so that they tell you the same things they are
telling us, because somebody is getting the wrong story.

Secretary JACKSON. I think you are correct, Mr. Chairman. And
I am a little baffled.

Senator BOND. I think this one is

Secretary JACKSON. You know, I think

Senator BOND. They are telling you one thing and us another. 1
would like to find out where the truth lies.
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Secretary JACKSON. I have asked the staff to go back and make
tremendous concessions, because I believe that when we did the
meetings for the operation perspective, that the industry operated
in good faith and down the road somewhere we stopped operating
in good faith, and I sent them back to the table.

Now, I feel that—I have personally talked to the major entities
in the industry, and I thought we had resolved this, and I do not
question you because I have a great deal of respect

Senator BOND. Well, it is not a question—I am not questioning
what you are telling me or what my staff is telling me. But we are
getting two very different signals.

Secretary JACKSON. I agree.

Senator BOND. So we need to get together and have the group
that we are trying to serve tell both you and us what the truth is.

Secretary JACKSON. I would be happy to do that, sir.

BLOCK GRANT VOUCHERS

Senator BOND. Vouchering the block grant, as I said, I have got
a minimum amount of high enthusiasm for that proposal. Maybe
it could work if there is an adequate commitment of future funding
and if it included special protections for extremely low-income fami-
lies. But there is no guarantee of it.

I would be interested in why the Department does not include
the current law requirement that 75 percent of the vouchers go to
extremely low-income families at or below 30 percent of area me-
dian income. And what is your response to the claim that there
would be more homeless families without this requirement?

Secretary JACKSON. Again, I think that is a fair question. I think
we do adhere to that 75 percent of the vouchers should go to, at
this point as the present law is written, the households below 30
percent or less of area median income. I don’t think, Mr. Chairman,
that in the present state of the program we can change the quality
of making sure that more people have accessibility to the voucher.
The extended time that people stay on that voucher has been in-
creased tremendously since 1998. Before that, it was nearly 3
years. Today it is about 8 years. So we do not have the turnover
that we had before.

I truly believe that if we give the authority to the housing au-
thority in a block grant, as we did before 1998—we did not have
unit-based costs before 1998. They gave us an allocation. And I can
tell you both in St. Louis, both in the District of Columbia, and
both in Dallas, I dealt with allocations and I was able to house
more people at a quicker rate than we are doing today.

To me, there are no incentives for a housing authority to ask peo-
ple or to help people get off section 8, because they are going to
get their administrative costs regardless of what they do, whether
they lease up or do not lease up those units.

So I believe that if we go back to where we were before 1998, we
will see aggressive housing authorities moving, serving more peo-
ple, and the voucher will turn over much quicker. And, you know,
again, you know, I hear the argument that is being made by hous-
ing authorities. But I am just sorry, Mr. Chairman and ranking
member, I do not buy the argument. I ran three housing authori-
ties, and I know what it takes. And the three housing authorities
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I ran all did very well, as you know, in St. Louis, and we served
a lot of people. But I think we should give housing authorities in-
centives to serve more people and turn the vouchers over much
quicker than what they are doing. And at this stage, they have no
incentives to do that, and that is why the lines for section 8 vouch-
ers are longer and longer and longer, and getting longer. And I
don’t know whether we are creating more homeless people, but I
can tell you that the lines are getting longer.
Senator BOND. Senator Murray.

CDBG CUTS

Senator MURRAY. Mr. Secretary, I read through your formal
opening statement, and reading that statement, you would never
know that you are proposing a cut to CDBG of $1.15 billion or
about 27 percent. What your statement says is “Allocating these
funds more efficiently will help further reinvigorate our commu-
nities.” Can you tell us how cutting available resources by $1.15
billion next year helps reinvigorate our communities?

Secretary JACKSON. Senator Murray, I perceive us cutting about
$635 million out of the block grant program as it stands today, not
$1.2 billion. I do believe this, that the block grant program has
served a very vital purpose. That is why I was such a great advo-
cate of it. But I am also convinced that you have very wealthy com-
munities that have pockets of poverty that they should be taking
care of. When I look at the block grant program, I think we should
zero in on those communities that have been in distressed condi-
tions, that really need our help, both economically, housing, infra-
structure-wise, and gear our money toward those persons to help
them move forward. And if they are moving forward, continue to
}ﬁe%p them until they come to the level that they do not need our

elp.

That has not been the case with the Community Development
Block Grant Program, and I must admit that.

Now, to say that it has not done good in many places, I could
not say that because that would be very hypocritical because I am
a great proponent of it and I served as chairman of two community
development agencies, but I do think the money can be zeroed in,
and if the reforms are adopted, I think we have substantial money
to address the needs of those communities most in need.

Senator MURRAY. I am in my 14th year here in the Senate, and
I can say that I know of very few programs that have as much
broad-based support as CDBG. It is supported by Members of Con-
gress, by Governors, mayors, county supervisors, community devel-
opment organizations, everywhere I go, and it is consistently sup-
ported by Democrats and Republicans alike because they go home
and they hear how these funds are being used, and they know that
it makes an incredible difference in their community. It seems to
me like the only group that appears to be openly hostile to the
CDBG Program is the Bush administration.

Last year the proposal was to combine the program with other
programs and cut it by more than one-third, and this year you
want to cut it by $1.15 billion. I just want to know how the admin-
istration came to the conclusion that this program is broken and
it needs to be fixed.
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Secretary JACKSON. Let me say this to you. I do not think that
we are hostile toward it, and I can specifically tell you that I am
not. I have seen the program work, so I cannot debate about it not
working——

Senator MURRAY. What is broken about it?

Secretary JACKSON. The point is, is I do not think it zeros in or
zooms in on those communities most in need or those cities most
in need, and I think that if we began to do that, not pockets of pov-
erty in Palm Springs, but places like Akron, Ohio that really needs
tremendous infusion of funds. I think we should clearly specify
where the money should go and what is needed, and we have not
done that. I think that that is a serious problem, we have not. I
mean there are areas in Dallas, where I was born and raised, that
receive block grant funds that should not, but if you take specific
areas in St. Louis where you have almost a total community that
has suffered tremendously, I think we should gear the money
where it is needed.

Senator MURRAY. Okay. But right now your own budget docu-
ments say that as the program exists today, 95 percent of CDBG
entitlement funds and 97 percent of State grantee funds went to
benefit, today, low- and moderate-income individuals. So if every
dollar of this program is already providing benefits to targeted
communities, why is the administration saying we need to target
it even more?

Secretary JACKSON. Again, I am not going to disagree with you,
but let me say this to you. Take Dallas as an example, where I am
from. Their block grant monies, a great deal is spent on housing
inspection. That is a worthless waste of time of Community Devel-
opment block grant money. That is what it is. But if you ask Dal-
las, they are going to say that they are doing that in low- and mod-
erate-income areas, which they are, but that is a function of city
government, and they should be doing it themselves. They should
be using the block grant funds, if they are going to use them wise-
ly, for the infrastructure and rebuilding of that city.

Senator MURRAY. Here in Washington, DC, are we going to look
at every community and decide ourselves here, or yourself in your
program, who is using the money wisely, and start doing ear-
marks?

Secretary JACKSON. No, that is not what I am saying, but I am
saying to you that we have communities that are wealthy that can
address many of these needs, and they have not been addressing
these needs.

Senator MURRAY. I do not know Dallas. I did not know it was
wealthy. But in your proposal, you say, so-called affluent commu-
nities are going to be eliminated. How are you going to define afflu-
ent communities? We have Bellview, that some people may say is
affluent, but let me tell you, there is a growing large number of
low-income people in Bellview, and they use those funds for low-
income people even though Bellview may be, I do not know, within
the Nation, an affluent community. I do not think so, but how are
you going to define this?

Secretary JACKSON. Well, if you want to use Bellview, that is a
very good example.

Senator MURRAY. It is not a good example.
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Secretary JACKSON. I am very aware of it. They use a larger por-
tion of their funds for housing inspection. They should be doing
that. That should not be a function. If we are going to deal with
it, we should look at the areas of the highest area of poverty to ad-
dress needs.

Senator MURRAY. So are you saying CDBG funds should not be
used for housing inspections?

Secretary JACKSON. Really, I do not think it should. If it should,
it should come out of the administrative costs of that city. See, I
think we have gotten so used to us not really addressing the needs
of Community Development Block Grant funds as to what they
were initially set out to do, that we think that it is okay to con-
tinue to do this. I am not saying that a portion of it should not be
used, or should not come out of the administrative costs.

Sen‘?tor MURRAY. How are you going to define affluent commu-
nities?

Secretary JACKSON. I think when you get our proposal that we
are submitting to you, to reorganize and to look at how we can best
serve communities. I think we can define affluent communities. I
think Palm Beach is an affluent community. I think that, clearly,
several communities that I could name are affluent. I think
Bellview is affluent.

Senator MURRAY. So you are basically going to say at the Federal
level, we are going to define what affluent communities are, and
none of them will get any CDBG funds; is that right?

Secretary JACKSON. No, that is not what I am saying, but I think
we should look at it very hard and see how we address it propor-
tionally or whether they should receive it.

Senator MURRAY. When will we get your proposal?

Secretary JACKSON. You will have our formula within the week
of what we are setting forth.

Senator MURRAY. Well, it will be very fascinating to see how you
define affluent.

Secretary JACKSON. I will tell you this, I clearly believe we can
define it without a doubt, and I think the formula will address
that.

Senator MURRAY. Communities like Bellview have a dramatically
growing number of low-income people. They are the people who
work in the hotels. They are even the people who teach in our
schools, and their housing needs are incredibly difficult because
they live in a community where housing is even more expensive
than other communities. So I see CDBG funds being incredibly im-
portant to what you may well define to us as affluent.

Secretary JACKSON. And I would say to you, I do not disagree
with you on what you just said, but if the monies were going to the
housing needs, that would be a different perspective. I think I
would ask you to go back and look at how Bellview has been spend-
ing their money, because one of the things I did before I got here
is I did look at it, and a lot of it is being spent in areas that I think
you would ask them to relook at that and go spend it for just what
you said.

Senator MURRAY. We will see how you define affluent and what
happens with that.

Secretary JACKSON. Okay.



24

Mr. Chairman, Thank you very much.

Senator BOND. Thank you very much, Senator Murray.

We are very pleased to be joined by additional members of the
subcommittee, and sorry you missed out on our initial very
thoughtful discussions that Senator Murray and I offered.

But now we are happy to hear your questions, beginning with
Senator Leahy.

STATEMENT OF SENATOR PATRICK J. LEAHY

Senator LEAHY. Thank you, Mr. Chairman. We were here prior,
but we also have a massive immigration bill before Judiciary, and
that is where I was.

Secretary Jackson, it is good to see you again.

Secretary JACKSON. Good seeing you, Senator.

Senator LEAHY. Welcome you to your second appearance before
our subcommittee. I know that Senator Bond and Senator Murray,
who do a superb job in leading this committee—I will repeat that
for Senator Bond.

Senator Bond and Senator Murray, you do a superb job in lead-
ing this subcommittee.

Senator BOND. Thank you very much.

Senator LEAHY. I am concerned though about the budget, and I
understand what you said to Senator Murray, but I look at cuts in
affordable housing by cutting funds for public housing, weakening
of the section 8 program, the President slashed funding for—I be-
lieve that CDBG is extremely helpful.

Secretary JACKSON. I agree.

Senator LEAHY. I have watched how it has been used in my
State, and I see these cuts. Whether you are for or against the war
in Iraq, we just get asked for billions and billions and billions of
dollars more all the time to rebuild parts of Iraq, to do everything
from providing for the National Guard of Iraq, while we cut money
for the National Guard of the United States; for housing for Iraq,
we cut it here. I believe a strong America begins at home, and that
has nothing to do with whether you are for or against the war in
Iraq, but if we are going to be providing for these things in Iraq,
we ought to start providing for them in the United States.

Fortunately, the attempts to pay for the war in Iraq out of our
domestic programs is not a wise one to do. If the war is that great
an idea, then pass a tax to support it. We did this with World War
II. We did it in Korea. We have always done it. Now, I think this
puts a real burden on ordinary people. In my home State of
Vermont, Vermonters are finding it harder and harder to find basi-
cally affordable housing. It is going to become increasingly difficult
for our teachers and our police officers and our fire and rescue
workers even to afford places to live in the communities they serve.
We are going to see homeless families in Vermont grow.

PREPARED STATEMENT

Last weekend it was 10 degrees below zero in Vermont, not un-
usual this time of year. I have been in my home in Vermont when
I could not tell exactly what the temperature was because the ther-
mometer on the front porch only goes to 25 below zero. I live in
a comfortable house. Many Vermonters do not. That does not be-
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come a matter of discomfort, that becomes a matter of life or death.
I will submit a full statement for the record, if I might, Mr. Chair-
man.

Senator BOND. Without objection.

[The statement follows:]

PREPARED STATEMENT OF SENATOR PATRICK J. LEAHY

I welcome Secretary Jackson to this hearing of the subcommittee. We have much
to discuss, as the President has sent a budget to Congress that ratchets down af-
fordable housing among our budget priorities, and that would increase, not lessen,
the burden put on the shoulders of our Nation’s struggling low-income families. I
must say that I wish it could start on a more positive note. Unfortunately the Presi-
dent’s proposed budget for the important work of your Department is one that again
invites disappointment and even incredulity, not praise.

For an unprecedented sixth year in a row, the Bush Administration has decided
that affordable housing is not a national priority. The President’s budget proposal
says to ordinary Americans families struggling to make ends meet and needing help
in affording basic housing, “Sorry, but putting a roof over your head is no longer
our concern.” That attitude is short-sighted, has real consequences in real commu-
nities for real people and is anything but compassionate.

At a time when Federal leadership is needed more than ever before, the Bush Ad-
ministration is running in the other direction. The President has sent a budget to
Congress that would hurt affordable housing programs by cutting funds for public
housing and weakening the section 8 program, and he would slash funding for one
of the most successful initiatives that supports economic development and affordable
housing, the Community Development Block Grant (CDBG) Program.

After squandering record surpluses and converting them overnight into a record
national debt through irresponsible tax and spending policies, the White House’s so-
lution is to slash funds for affordable housing programs that help hard-working
Americans and their families who are stuck in a financial cul de sac, as the gap
between housing costs and wages continues to widen. At the same time, the White
House calls for more massive tax cuts for the wealthiest individuals and corpora-
tions. Our children and grandchildren, who cannot possibly afford such irrespon-
sibility, will reap the true legacy of the Bush Administration’s abysmal fiscal man-
agement.

In my home State, Vermonters are finding it harder and harder to find basic, af-
fordable housing. If we fail to address this problem head on, it will become increas-
ingly difficult for our teachers, police officers and fire and rescue workers to afford
places to live in the communities where we need them. We will continue to see the
ranks of homeless families in Vermont grow. This is not a problem unique to
Vermont.

The budget before us signals a substantial retreat in our commitment to help pro-
vide access to safe and affordable housing for all Americans. The public housing cap-
ital fund is cut by 11 percent and the operating fund is level-funded despite the
need for additional funding for the operation of public housing under the new asset-
based management system, funds for housing for persons with disabilities have been
cut in half, HOME formula grants have been reduced, the housing for the elderly
program has been slashed, and both fair housing programs and lead-based paint
grants have been cut.

Most egregious is the administration’s proposal to cut the CDBG program by $736
million, leaving funding at its lowest level since 1990. This program provides critical
source of funding for affordable housing, supportive services, public improvements,
and community and economic development. If the President’s proposed cuts to
CDBG are enacted in fiscal year 2007, then an estimated 97 percent of the more
than 1,000 communities that have held entitlement status since fiscal year 2004—
which was the highest level of funding for CDBG under this administration—or ear-
lier and every State program would have their CDBG allocation slashed by at least
one-third.

One of the few programs to see an increase in this budget proposal is the section
8 Housing Vouchers program, and even that increase will not be enough to restore
the cuts that were made to this year as a result of inadequate funding in fiscal year
2005.

I hope to hear from you today about the vision you have for the Department of
Housing and Urban Development and how you expect to run efficient and effective
programs like these, when they are slowly being starved to death.
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Senator LEAHY. To go back to what Senator Murray was saying
on CDBG, slashing by $736 million, that is the lowest level since
1990. The National Low-Income Housing Coalition estimates these
cuts are in there, then 97 percent of the more than 1,000 commu-
nities that have held entitlement status will find it slashed by at
least one-third. You have been asked questions about that. I will
not keep going on that. But we see CDBG, proposed consolidation
of Brownfields redevelopment grants, rural housing, economic de-
velopment, and section 108 loan guarantees. If you are going to
consolidate all of those programs, how are you going to do more
with less? Is there some magic or are we using the same rosy as-
sumptions we are in Iraq?

Secretary JACKSON. Well, first of all, I would not agree that it is
a rosy assumption in Iraq. I believe our President

Senator LEAHY. I have heard the administration say we would be
welcomed as liberators. I have seen signs “mission accomplished,”
and I heard, “Bring it on,” and I heard that this is just a momen-
tary blip in the road as the country is spiraling, apparently, into
civil war. But this is not the committee of Defense Appropriations
or Foreign Operations. I am just worried that we sometimes make
these projects, and they do not work very well.

Secretary JACKSON. To answer your question, Senator, if I did
not think that this could work, I would not be here defending it.
I think before you came in I said to Senator Murray I have the real
dubious distinction of being the only HUD Secretary to run a hous-
ing authority, and to be chairman of two community development
agencies. And my perspective is, is that——

Senator LEAHY. That is one of the reasons we welcome you, be-
cause of your experience.

Secretary JACKSON. Thank you, sir. My perspective is that if we
implement the revised formula, which I think is very important—
and I have said this almost from day one when I was Deputy Sec-
retary—to look at how best to distribute the money to those com-
munities most in need, and not as we have over the last 30 years.
I think that when Senator Murray asked me or made a statement
about the success of the program, there are so many successes. |
cannot even debate that. But I think we can distribute the money
much better to address those communities in 2005 that most need
it, and not communities that have used it for programs that are not
necessary to address the needs of what the block grant program
was, from the inception, believed to accomplish.

And I say that again, yes, there is a cut, but I believe that clearly
the monies that we have, if we adopt a formula that we are going
to submit to you, will address the needs of what we think is very
important in the block grant.

Now, if it is not adopted, I think you are absolutely correct, but
I do believe that we can do a lot more with not as much money
this time.

Senator LEAHY. My time is up, but I see this case every year.
There are all these different holes in the budget. This sub-
committee is faced with the unenviable task here for every mayor,
every Governor, and just by every other group saying, “Can you put
the money back in?” Again, we have worked in a very bipartisan
way here, but it is somewhat difficult. We will have a further con-
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versation. My time is up, but I will submit questions for the record,
and maybe you and I might chat later on.

Secretary JACKSON. Yes, sir, thank you.

Senator LEAHY. Thank you, Secretary.

Senator BOND. Thank you very much for your comments and for
your sympathy, Senator Leahy. This is a tough year, and we will
all have a lot of work to do.

Senator Kohl.

Senator KOHL. Thank you very much, Mr. Chairman.

Secretary Jackson, just to plow this ground a little deeper, and
once again, about section 202. The program, as you know, provides
funding for local nonprofit agencies to construct and manage hous-
ing for low-income seniors. This section 202 program creates, as
you know, safe and affordable communities where senior residents
have access to the services that allow them to live independently,
with the number of individuals over the age of 65 expected to dou-
ble, as you know, in the next 24 years. How do you explain in a
way that makes people understand and accept a proposal by the
administration to cut funding for this program?

Secretary JACKSON. To date, Senator, we have decreased the pro-
gram by $307 million, but it is fully funded for the existing con-
tracts that exist today, fully funded. In 2006 we funded 7,000 units
of 202 and 811, and in 2007 we are funding an additional 3,000
units. So clearly, from my perspective, if the money is spent in an
expeditious manner, I have no problems at all going back, saying
we need more money. The program has been slow starting, and in
fact, we geared the program up, since we have come in 2001, to get
the backlogs of 202s, 811 that was in the backlog, and we have al-
most cleared it up, but not quite. And if the money continues to be
funded, I think it is—I will be happy to go back and ask. I am not
against 202’s, 811, but I think the money must be expended very
quickly.

HOPE VI

That is my argument even with my good friend, the chairman,
about the HOPE VI. To date we still have about $3.2 billion out-
standing over 10 years in HOPE VI that has not been spent, and
I do not think we should continue to fund the program unless
clearly the money is spent expeditiously and wisely. To date, out
of 200 allocations of HOPE VI, a little over 200, we have only had
about 35 completed. That was the same situation we faced when
we came in to 202. So it is not, again, that I do not think it is wor-
thy. I think we have to look at the program and see whether it is
being utilized in the best manner. If we do that, then, yes, I am
the person that will defend it until the end and go ask for money.

CDBG

Senator KOHL. Well, we will see. CDBGs, Mr. Secretary, as you
know, provide important funding to States, counties, cities and
local communities for a range of projects such as housing, sup-
portive services for seniors and disabled, improvements in public
facilities, and so on. In my State, Wisconsin, the program has fund-
ed housing projects for elderly, homeless and single family housing,
for low-income first-time homeowners, and a host of other projects.
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It is a sort of decentralized, locally controlled program that this ad-
ministration has supported. So, again, why does the budget target
this program for such a significant cut? And is it going to be dis-
tributed in such a way so that communities such as Wisconsin will
not be cut? Is that what you suggested earlier?

Secretary JACKSON. What I suggested is, is that we put in place
a revised formula that we are going to submit to you all for you
to act upon. I think that we are going to look at all of the recipients
of block grant programs, look at the community as a whole, not
necessarily piecemeal, and that is what I said to Senator Murray.
You have very rich communities that have pockets of poverty, but
clearly, those communities can address that pocket of poverty,
where we could best use the monies that we have and been allo-
cated, to address those cities of total communities that need it.

I am one, Senator Kohl, that believes block grant works. I have
seen too many great projects that have been very well carried out,
but I have also seen cities utilize money—and this is not something
I have just said today—I have seen cities over the years utilize
monies for things I did not think they should be utilizing the
money for. One of the biggest problems, when I chaired the rede-
velopment authority here in the District, I had great fights with
the council people because they had their pet projects, and I said,
really, that should not be the case. We should zero in on the low-
and moderate-income community, those with the most poverty,
those which have the potential of developing economic development
in conjunction with housing. And so I do believe that the program
is valuable and worthwhile. I just think we have to redirect our en-
ergy and specifically say how this program should be used.

Senator KOHL. In doing so, cut the budget for the program. I
mean, we must

Secretary JACKSON. No, and a revised formula. Yes, the budget
has been cut.

Senator KOHL. I mean, at one end you say it is a great program
and you support it, you endorse it, you think it is good. On the
other hand, the budget has a cut for the program and there is
something there that does not connect. If you, for example, take the
position, as most of us do, that there is so much that needs to be
done in our country, so much, with programs like this, how you can
support at the same time cutting the program is, as you can under-
stand, to some of us hard to understand.

Secretary JACKSON. Sure.

BROWNFIELDS

Senator KOHL. But before my time runs out, just on Brownfields,
obviously, the program, Brownfields, promotes economic develop-
ment in abandoned and under-used industrial commercial facilities,
as you know. It is a program that is good for the environment, good
for business, and good for economic development. A number of com-
munities in my State, including a neighborhood development initia-
tive in Beloit, Wisconsin, have benefited from the Brownfield fund-
ing. So, can you explain why the President would propose elimi-
nating, eliminating funding for the Brownfield redevelopment pro-
grams?
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Secretary JACKSON. We have not cut it. We have consolidated the
program. I think in consolidating the program, it goes back again
to what I have said to the others. I think we must zero in on those
communities, Senator Kohl, that most need the money. And if Be-
loit is one of those communities—that is one I cannot comment
on—then, yes, we would zero in on that community. The question
we would ask when we zeroed in on this community: “When we go
in with the Community Development Block Grant Program, what
effect is this going to have on the community? Has this community
been devastated because of loss of jobs over a period of time? Will
this invigorate the economic development, the housing development
within that community?”

If it does, then it is our responsibility to go in and help Beloit
become a better community. But it is not our responsibility to go
into Palm Beach and help Palm Beach get richer, even though you
might have pockets of poverty in Palm Beach.

Senator KOHL. Are you saying that the Brownfield program will
not be eliminated in Beloit?

Secretary JACKSON. It will be part of—it is consolidated into the
Community Development Block Grant Program.

Senator KOHL. Our fear, of course, as you know, is that this con-
solidation will result in less or no money for something like
brownfields. As you know, that is what those of us on the other
side of the issue are arguing, and very fearful will occur. Tell us
that we are wrong.

Secretary JACKSON. Well, I can tell you as the Secretary that is
not my intention when we talk about consolidation. My intention
is to take a picture of what is needed in a community to bring that
community to where it should be after devastation has occurred,
whether industry has left, whether that has happened. I do believe
that it is important to look at the community as a whole, and as
I said to Senator Murray a few minutes ago, yes, there are cuts,
but I am well aware of monies from block grants that have not
been used for what I think they should be used for. I know people
will disagree and say, “That is what you think,” and it is what I
think.

I think that cities have totally taken—as my city, Dallas, I use
all the time—just totally taken every housing inspector in the city
off the payroll and put them on CDBG. I think that is the function
of the city of Dallas. And I always want to use the city because that
is the safest city for me to use, since it is Dallas. But I do not think
it should be used for that.

I think it should be used for infrastructure to address issues, as
the Senator just said, for rebuilding house infrastructure for low-
and moderate-income people, such as fire people, police people,
nurses, teachers, who find it very difficult today to be able to afford
a home in this country. That is why I think we should juxtapose
CDBG funds with HOME funds, with Shop funds, and help people
who most need it, and in many cases that has not been the case.
It has been a supplement for cities to do things that they should
be required to do themselves.

Senator KOHL. Thank you so much.

Mr. Chairman, thank you.

Senator BOND. Thank you very much, Senator Kohl.
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HOPE VI

Mr. Secretary, since you wanted to talk about HOPE VI, 1
thought that we might talk a little bit about it, because you know
how complex it is. You know how long it takes these deals to get
done. Very difficult for the local governments to put all the plans
together, and, frankly, from what I hear, HUD has not been as
helpful as it could and should be, doing something that is abso-
lutely the most important thing we can do, and that is to turn ob-
solete, unsafe, unsound, housing, which has been a festering place
for crime and drugs and not good places for families, and turn
them into viable communities.

Now, I can show—and I know you have seen what is going on
in St. Louis, Murphy Park instead of Vaughn, the King Louis oper-
ations. This has truly revolutionized downtown St. Louis.

Secretary JACKSON. That is true.

Senator BOND. And I understand Atlanta, and Louisville, and
even Chicago, which had had some very real programs, is being re-
born with the money that goes into the HOPE VI operation. I am
not going to be like Jim Cramer on Mad Money and tout my book,
but I hope that you have read the San Francisco Chronicle article
on HOPE VI, which said that it was one of the very few revolu-
tionary programs that is making a difference in housing. And if you
wanted to change it, if we want to, first of all, improve the manage-
ment, administration of it, but when you are saying, well, all these
needs are going to be handled through the Public Housing Capital
Fund, and at the same time more than a 10 percent decrease in
that, you take that into account with the proposal to eliminate
HOPE VI, it seems to me that this budget turns its back on the
need to help cities provide the infrastructure that is needed in
many instances to clean out unsafe, unlivable housing projects into
decent places for families to live.

I am just very much troubled by what the budget does to the
Public Housing Capital Fund, and to HOPE VI.

Secretary JACKSON. Mr. Chairman, let me say this to you. Since
1991, when we first implemented the first HOPE VI after the rec-
ommendation of the National Committee on Severely Distressed
Public Housing, which I served on, and you, and Jack Kemp were
very instrumental in making sure that HOPE VI was put into law,
we have demolished almost 120,000 units today around this coun-
try. So the same capital fund that was needed then is clearly not
needed today. And I think, clearly, we should not have the same
amount of money.

Secondly, I cannot ever question St. Louis. St. Louis has been
very, very unique in a sense—so has Atlanta—because in their
HOPE VI they have had developers who would leverage the money.
That was the basis of the program in the first place, is to find a
developer who would take the allocation from the Government, le-
verage it and create a community that was both socially and eco-
nomically integrated.

Now, have we seen that in St. Louis with developers? I will not
call any names, but it has been successful. Have we seen that in
Atlanta? It has been successful. Have we seen that in Charlotte?
It has been successful. Have we seen it in Dallas? It has been suc-
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cessful. But those are only some examples of the 35 of over 200 ap-
plications that were funded, that were done, and done in a timely
manner.

Now, if you look in the last 3 years that we have been here, we
went back to the original language of the HOPE VI, where we sug-
gested that you have a developer come in who could leverage the
money that we give you. That is working, but we still have this
money in the pipeline.

Now, I would be the first to say if we are recapturing part of this
$3 billion, I would say, yes, let’s find some way to reallocate it to
other HOPE VIs in the country, but right now, the money is stand-
ing still. And we just began, after 15 or so years in New Orleans,
to get those HOPE VI off the ground. So I am saying to you, I am
not saying the program in certain areas has not worked, but clearly
it has not been the program that you thought about or Secretary
Kemp thought about, or we thought about on the National Com-
mission.

Senator BOND. I think we suggested recapturing some of that
money, some of the unused HOPE VI money, but we understood
that HUD opposed it because they did not want to be in the posi-
tion of recapturing it.

Secretary JACKSON. No, no, Senator——

Senator BOND. If there are some areas where it is not being used,
and other areas where it is needed, I think we ought to work to-
gether to recapture that. But you put your finger on one critical
point for HOPE VI to work, there has to be a community with a
developer with leverage that is going to come in and make this a
truly mixed income, viable community.

Secretary JACKSON. If you recapture the money and tell us what
to do with it, I will do it.

PUBLIC HOUSING CAPITAL FUND

Senator BoND. Well, we have about $20 billion in public housing
capital backlogs, and the budgets that have been presented by
OMB do not come anywhere near meeting those. We need to get
money into the Public Housing Capital Fund, and you and we need
to be clear that if you are going to have HOPE VI, you need to
come in with a plan, and with a developer, with the financing, with
this community support, and then HUD needs to streamline its
act

Secretary JACKSON. Absolutely.

Senator Bond [continuing]. So these people can make it work.
There are needs around the country for the HOPE VI funding, and
if some day when you say that they are all done, I will be happy
to check, and I will bet we can find some more where it is needed.

Anyhow, I took up a lot more time than I meant. Sorry.

Senator Murray.

Senator MURRAY. Thank you, Mr. Chairman.

PUBLIC HOUSING CAPITAL FUND CUTS

Mr. Secretary, following up on that, in your formal opening state-
ment you said the Department continues to place great emphasis
on the physical condition of public housing properties. Well, I am
having a hard time reconciling that statement with the budget pro-
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posal that actually cuts the Public Housing Capital Fund by more
than a quarter of a billion dollars, both last year and then again
this year.

Let me just share with you how those Federal capital grants
have impacted a PHA in my State. King County Housing Authority
has been trying for a long time, for years, to install fire prevention
sprinkler systems into all their older buildings that house the el-
derly and house the disabled. They have had an increasing number
of fires, and one of them resulted recently in a fatality.

These cuts in capital grants have meant that the installation of
those safety systems are taking longer and longer and longer to get
done, and it is really putting people who live there at risk.

If the Department is so concerned with the condition of public
housing, why have you allowed funding for this program, the hous-
ing capital fund, to drop every year for the last 6 years?

Secretary JACKSON. Let me say this to you, Senator: We believe
that the assets which King County and other housing authorities
have are marketable. They can issue bonds very easily to cover any
expense that they need, because, clearly, they know they are going
to receive every month their monies from HUD.

The best example I can give you is what Mayor Daley has done
in Chicago. He has issued bonds to the tune of almost $350 million
to address needs, plus using the capital fund. If they did not have
those assets, I think the argument that you—the question you just
asked, the argument you are making is legitimate.

We have gone back and said use the assets. For years, housing
authorities—and I was one of them—asked to be able to issue
bonds on our assets so that we could do things that we ordinarily
could not do within capital funds. We have given them that author-
ity to do it now. There is no reason why King County or anyone
else cannot issue bonds to cover areas that they say are in critical
need and do them very quickly. It is being done right there in Chi-
cago. It is being done right there in Philadelphia. It is being done
in other cities.

So I don’t understand why they cannot address this if it is a real-
ly critical need not only through the capital funds, but also through
issuing bonds.

Senator MURRAY. Well, maybe we can get you together with
them, because they say this is a real challenge, and when they see
those declining dollars in the future, they have to pledge their fu-
ture capital grants from HUD for this purpose, and when those
numbers are declining and they don’t know that they are there, it
is harder and harder for them to do.

Secretary JACKSON. Well, I think the key to it is that, from talk-
ing to the investment bankers, they realize—and I have had a
chance to talk to them because that was a concern that was raised,
a legitimate concern. I said the only way we are not going to meet
the obligations of housing authorities in this country is that our
Government goes bankrupt. And I do not see our Government
going bankrupt, because if we go bankrupt, then we cannot meet
any of our obligations.

So I allayed the fears of many of the people on Wall Street about
making these bond issues. That is why they have done it in prob-
ably 15 cities today, because they know they are going to be paid
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out of the income that each housing authority receives around this
country.

We have to pay them. Every year they have the operating sub-
sidy, they have the capital subsidy that we have to give. And we
have to give it because it is in the budget that you allocate for us
each year. So I cannot understand why they cannot do it.

ELDERLY DISABLED HOUSING

Senator MURRAY. Well, let me follow up on Senator Kohl’s ques-
tion on housing for disabled and elderly. The AARP reported that
there are currently nine people waiting for every unit available,
and the senior population is expected to double by 2030, from 36
million to 70 million.

Given the unmet needs and the growth in the aging population,
I find it very hard to see how we can follow through on a huge cut
to housing support for elderly, more than 26 percent. How do you
justify that?

Secretary JACKSON. Because right now we have fully funded the
existing contracts in the 202 program. We did, as I said to Senator
Kohl, cut $190 million, but for 2006, we had and still have 7,000
new units today that have not been developed. In 2007, we have
an additional 3,000 units. And all of these to date are being put
out through a proposal to be developed.

So I think we are addressing the needs, and if we can clear up,
as we have done the pipeline before, we will be happy. That is a
program that I think is absolutely important. In fact, I was talking
to Chairman Bond about it. You know, I am almost there. I am
near elderly. So you will have to look and see where we are in this
program. But I believe that clearly right now we are addressing the
needs because we have not cut out one existing contract. We have
funded 7,000 units for 2006. We have funded an additional 3,000
units for 2007. And then, if necessary, we will fund again.

But I think until we develop those units again, I don’t think we
should just put money in the budget.

Senator MURRAY. What you were saying to Senator Kohl is there
are unobligated funds in the pipeline so, therefore, you are decreas-
ing your request. Well, we don’t do that in other programs. There
are a lot of unobligated funds in the NASA program, but the Presi-
dent is asking for an increase there because of the need. And I do
not understand why the same is not true, because the need is so
high, and you are doing a better job of getting the money out the
door. But because the need is so high, I do not understand why we
are asking——

Secretary JACKSON. Well, I cannot address what the adminis-
trator at NASA does, but I can tell you what I have suggested, and
my position is that I believe that clearly we can address the needs
of the elderly at this point. If I did not, I would go and—I would
be the first to tell you. I really do.

Senator MURRAY. All right. Well, thank you, Mr. Chairman.

Senator BOND. Thank you, Senator Murray. I will have a number
of questions to follow up on section 202 because, as I mentioned to
you, we share those concerns.
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SECTION 811

I might as well get to another very serious cut, the 811, a 90 per-
cent reduction in the 811 fund from $155, almost $156 million,
down to almost $16 million. How are you supposed to continue the
progress toward eliminating costly institutional care that everyone
agrees is outdated if 811 is eliminated as a tool for developing per-
manent supportive housing?

Secretary JACKSON. First of all, 811 is still fully funded. HUD
has built about 27,000 units of 811, and there are about a little
over 300 in the pipeline today. I still believe, again, that with the
fully funded contracts, with the units built, we can address the
needs. If it is clear to me that the needs further exceed what we
perceive—what we have in the budget, then clearly I will come
back and speak with you.

Senator BOND. Well, we are going to have some more questions
about that. We will get back to you on that one.

Secretary JACKSON. Okay.

Senator BOND. Because we really think that one is serious. There
are many other things I want to touch on very briefly.

IMPROPER PAYMENTS

Improper payments. You found $1.25 billion in 2004 in the sec-
tion 8 program, losses estimated $2 to $3 billion a year, but under
the Improper Payments Information Act of 2002, HUD plans only
to target improper payments of no more than 5 percent in 2006 and
3 percent in 2007.

How do you measure and verify these numbers? And has the
HUD IG verified your methodology?

Secretary JACKSON. Yes, we have—the HUD IG is involved, but
also, chairman, when we came, we had really no way from our per-
spective of really verifying it. We have got a top-notch information
technology person and we react now that we have put in place sys-
tems that we can verify for the first time. We are still working with
others to even be more specific in verifying it, but I feel a lot better
now with the numbers that we are giving you than I would have
felt 3 years ago.

Senator BOND. Speaking of numbers, we had to rescind $2 bil-
lion-plus from section 8 for the current year, and you told us you
would find it, and now OMB has said you are going to find another
$2 billion.

How are you doing finding the $2 billion for 2006? And where do
you expect to find it from excess section 8 for the coming year?

Secretary JACKSON. I will have to give you a written response to
that, Chairman.

Senator BOND. I look forward to that one.

[The information follows:]
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U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT,
Washington, DC, August 31, 2006

The Hon. JOHN W. OLVER,
Ranking Member,

The Hon. JOE KNOLLENBERG,

Chairman,

Subcommittee on Transportation, Treasury and Housing and Urban Development,
The Judiciary, District of Columbia, Committee on Appropriations, U.S. House
of Representatives, Washington, DC.

The Hon. PATTY MURRAY,
Ranking Member,

The Hon. CHRISTOPHER S. BOND,

Chairman,

Subcommittee on Transportation, Treasury, the Judiciary and Housing and Urban
Development, and Related Agencies, Committee on Appropriations, U.S. Senate,
Washington, DC.

The Fiscal Year 2006 Appropriations (Public Law 109-115) Act requires the De-

artment to notify the Committees on Appropriations if the statutory rescission of
52.05 billion will be met from sources other than section 8. Pursuant to this require-
ment, the Department is submitting a list of programs that may be used to meet
the rescission requirement. With the exception of Drug Elimination Grants, the
funds for these programs will expire at the end of fiscal year 2006 if not obligated.
The Department will make these funds available to the program offices for obliga-
tion almost through the end of September 2006. However, if by the end of Sep-
tember 2006, the funds are not needed then these funds will be used to meet the
Department’s rescission requirement for fiscal year 2006.

In fiscal year 2002, Congress terminated the Drug Elimination Grants Program.
The balances remaining in this program are from recaptures. These balances will
be used to meet the rescission requirement. A reprogramming is pending Congres-
sional approval for $14.5 million of the total $34 million in the Public Housing Cap-
ital Fund. If Congress does not approve the reprogramming in time, then these
funds may also be used to meet the rescission requirement.

. If you have any questions or if I can provide additional information, please let me
now.
Sincerely,
L. CARTER CORNICK III,
General Deputy Assistant Secretary for Legislation.

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT POTENTIAL SOURCES FOR FISCAL YEAR
2006 RESCISSION

Amount
Unobligated Funds Expiring at the End of Fiscal Year 2006:
HOPE VI (SY 2005) $2,946,391
Housing for Persons w/Disabilities (SY 2003) 3,966,849
Housing for Persons w/Disabilities-TB (SY 2003) 118,800
Housing for Persons w/Disabilities (SY 2004) 3,084,243
Housing for Persons w/Disabilities-TB (SY 2004) 1,771,486
Housing for Persons w/Disabilities (SY 2005) 11,420,573
Housing for Persons w/Disabilities-TB (SY 2005) 2,307,920
Housing for the Elderly (SY 2003) 24,727,911
Housing for the Elderly (SY 2004) 3,942,457
Conversion to Assisted Living (SY 2004) 2,467,584
Service Coordinators (SY 2003) 288,703
Service Coordinators (SY 2004) 456,083
Pre-Construction Grant Demo (SY 2003) 4,440,662
Pre-Construction Grant Demo (SY 2004) 19,682,000
Working Capital Fund 2,843,992
Public Housing Capital Fund 134,810,700
Unobligated funds available until expended:

Drug Elimination 796 948

Total, non-section 8 sources 121,273,302
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DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT POTENTIAL SOURCES FOR FISCAL YEAR
2006 RESCISSION—Continued

Amount

Section 8 Rescission 1,928,726,698

10f this total amount, a reprogramming request has been submitted to Congress for $14.5 million. If the reprogramming request is not
approved by Congress before the end of the fiscal year then the entire $34.8 million will be available to meet the fiscal year 2006 rescission.

FHA MORTGAGE INSURANCE

Senator BOND. Moving on to FHA, you have heard me raise my
serious questions about the single-family mortgage program. It is
competing with the private sector, and you are trying to put all
kinds of bells and whistles on it to bring in wealthier homeowners
to subsidize less economically strong home purchasers.

How is that going to compete successfully with the private mort-
gages? And how do you expect them to—what role is FHA going to
provide that the private mortgage companies cannot provide?

Secretary JACKSON. Let me say this: Our regulations have been
an inhibiting force for us to continue to compete with the private
market. The first thing that we are doing is getting rid of those in-
hibiting regulations.

Second, there is a large group of people who do not fit the private
market, but yet who have been using, in my mind, many predatory
lenders at high interest rates to get loans. We feel deeply that that
is the population we need to zero in on. And if we can be flexible
in our regulations and offer them the same kind of flexibility that
many private entities offer those persons who are not in this limbo
area that we call it, we can address the needs.

I don’t think that FHA is obsolete. I don’t think it has been man-
aged very well, and I don’t think we have put our programs out
publicly like we should have. We have not been proactive in any
of the processes, and so when we asked Assistant Secretary Brian
Montgomery to come, one of the things that we stressed with him
is that we have to be more active with FHA to get part of the mar-
ket back. Over the last 10 years, we have—it is the most amazing
thing to see how we have lost market, but we have lost market be-
cause it is as if we really did not care about being in the market.
And I think that clearly, for those persons who are in that limbo
area, we should be there for them to make sure that they do not
get these high usury rates.

HIGH-RISK BORROWERS

Senator BOND. Well, one of the things I am worried about—there
are a number of worries I have about it. In other words, there is
a risk that HUD may be taking on the risks of a number of mort-
gage companies who have taken on high-risk borrowers in the sub-
prime market and then FHA gives them a new FHA mortgage.
That is bailing out the initial lender, giving the initial lender who
had the high rates in the sub-prime market, and you wind up with
FHA bearing the loss that they have caused by taking out—giving
a sub-prime loan with a high rate to somebody who is not a worthy
borrower. So I am worried that FHA is setting itself up to be the
chump in this process and leaving people with great problems in
defaulted housing.
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That relates to other questions, that HUD seems to be permitting
nonprofits funded by a property seller to fund the downpayment so
that they get the 3 percent downpayment requirement, but the sell-
er puts money into a charity that provides and raises the price by
3 percent so the homeowner who may not be economically able to
carry a mortgage has essentially a zero downpayment no-risk mort-
gage, which, based on the experience we have seen, is destined to
be a disaster.

NoO\{V, those things worry me about what FHA is doing. Please re-
spond.

Secretary JACKSON. Well, let me say this: You are absolutely cor-
rect. That was the posture of FHA for a period of time. That is not
our posture today because we see that as unacceptable because we
are creating severe problems for the prospective homeowners. And,
clearly, we do not think that is what we should be doing.

That is why we are asking you to look at the Flexible bill that
we are sending you today, to give us the power to cut many of the
regulations so we can deal directly with this group that is right in
the middle rather than having the lenders that you just spoke
about dealing with that group.

So I do not disagree with you. That has been our posture, but
that is not our posture today.

Senator BOND. I will come back to that after Senator Murray
asks her questions.

HOMELESSNESS

Senator MURRAY. Thank you, Mr. Chairman.

Mr. Secretary, you noted in your testimony that you currently
serve as the Chairman of the Interagency Council on Homeless-
ness. Last year, our committee directed the Council to assess an
issue that I care a great deal about, and that is the educational
rights of homeless children. I have worked very hard to strengthen
the protections for homeless children in the No Child Left Behind
Act, the Individuals with Disabilities Act, Head Start, Higher Edu-
cation Act.

Can you tell me, as Chairman of the Interagency Council, what
the status and preliminary findings of your assessment are yet?

Secretary JACKSON. Honestly, Senator, I cannot, but I will find
out for you. I was not Chairman—I have been Chairman now for
about 4 months. I did not know that you had asked for that, but
I will ask where it is and I will make sure that I get back to you
directly, because I did not know you had asked for that.

Senator MURRAY. Okay. I would really appreciate that. I have
been really concerned by some reports I have heard that homeless
shelters may be requiring homeless children today to change
schools and that certain school districts are being allowed to skirt
their responsibilities to provide transportation. And I want to know
exactly what is happening with that and——

Secretary JACKSON. I will get back to you.

Senator Murray [continuing]. What leadership your agency is
demonstrating to make sure those homeless kids their educational
rights in this country. So I will be hearing——

Secretary JACKSON. I will get back to you immediately.

[The information follows:]
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INTERAGENCY COUNCIL ON THE HOMELESS REPORTS

The House Conference Report 109-307, on page 293 of H.R. 3058, the “Transpor-
tation, Treasury, Housing and Urban Development, the Judiciary, the District of Co-
lumbia, and Independent Agencies Appropriations Act of 2006,” enacted as Public
Law 109-115, directed the Interagency Council for the Homeless to conduct an as-
sessment of the guidance disseminated by the Department of Education, the Depart-
ment of Housing and Urban Development, and other related Federal agencies for
grantees of homeless assistance programs on whether such guidance is consistent
with and does not restrict the exercise of education rights provided to parents,
youth, and children under subtitle B of title VII of the McKinney-Vento Act. This
assessment also addressed whether the practices, outreach, and training efforts of
these agencies serve to protect and advance such rights. The Interagency Council
for the Homeless submitted to the House and Senate Committees on Appropriations
the attached interim report on May 1, 2006, and the attached final report on Octo-
ber 25, 2006.

[CLERK’S NOTE.—The reports referenced above have been retained in the com-
mittee files, and are also available in part at http://www.usich.gov/slocal/
EducationWebPost.html.]

PHAS OPERATING COSTS

Senator MURRAY. Very good.

You are, as you told us, the first Secretary of HUD who actually
ran a housing authority, and I appreciate that. But I have heard
from some of the larger PHAs up in the Northeast that are heating
with natural gas that now they have to commit half of their Fed-
eral operating funds just to pay for those utility costs. And I was
just curious if you were running one of those PHAs up there and
now having to pay those tremendous costs for your utility bills,
what would you do? Eliminate services for elderly? Reduce mainte-
nance? What decisions would you make in order to pay for that?

Secretary JACKSON. You know, I cannot answer that question be-
cause to me—and I do not mean to dodge the question. That is
speculation because it is very strange to me. I have not heard that
yet. And I know the prices of natural gas have gone up, but no one
has brought that to my attention. So if there is a large number
that that is occurring:

Senator MURRAY. There is

Secretary JACKSON [continuing]. I will be happy to look into it.

You know, let me say this to you, Senator—and I believe exactly
what you just said. What bothers me tremendously is I have been
very open to industry. It is amazing how they come to you with
stuff, and I have been the most open Secretary and the only one
that was their colleague at this level, and they do not bring it to
me. And I hope they are here and they hear what I am saying, be-
cause they bring problems to me, but they do not bring other stuff
to me. And if they are going to still want accessibility to me, I
would much rather for them to tell me that than me be surprised
today with something that you have said and they have not
brought it to me.

Senator MURRAY. Okay. I am hoping they heard that.

Mr. Chairman, I have a number of other questions that I will
submit for the record. Particularly, I have some on Katrina, but I
understand you are coming before the committee next week to talk
directly about that.

Secretary JACKSON. Yes.

Senator MURRAY. So I will save those for that time.

Secretary JACKSON. Thank you.
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Senator BOND. Thank you very much, Senator Murray. I am
going to close up, too, but I also am looking forward to talking with
you and Mr. Donohue, the HUD IG, about Katrina, because we are
being asked to put a whopping big amount in, and I kind of won-
der—like Jerry Maguire, “Show me the money.” Where did it go?

But we were talking the last time about the gifts for the down-
payment. Have you stopped that practice? Have you made it clear
that this is not a legal practice for

Secretary JACKSON. Have we stopped that practice?

I am sorry. We are waiting—I am sorry. I knew we had
brought—we are waiting on the IRS to come with a recommenda-
tion to us because, clearly

Senator BOND. It seems to me, the IRS or no IRS, it is a recipe
for disaster, and, you know, I think you ought to be looking at the
risks that are entailed with accepting this. I mean, I don’t care——

Secretary JACKSON. You are right.

Senator BOND [continuing]. What the IRS says about it. I am
worried about what it does to the FHA.

Secretary JACKSON. Chairman, I agree with you, and I will do
that.

SECTION 8 CUT

Senator BOND. And to go back to what I was saying about section
811, the budget request is a 50 percent reduction, but only about
$15 to $16 million is going to be left for new construction. The rest
will go to rental payments for current projects and vouchers, and
so when I said 90 percent cut, the new construction available under
the budget request for 811 is only $15 to $16 million, and it seems
to me that there are a lot more needs out there than that.

Secretary JACKSON. Yes, sir.

PREDATORY LENDING

Senator BOND. All right. Predatory practices, what are you doing
to reduce predatory lending? And how successful have you been?

Secretary JACKSON. I think we have been very successful. We are
working extremely hard because we are concerned about that, espe-
cially in the Northeast. It is—and when I say the Northeast, I am
talking everything from Washington, DC back. It has been abso-
lutely astounding, and also

Senator BOND. One of our very good friends from Baltimore, who
is not here today, will have a lot to say about that, and on her be-
half, I reiterate the concern that she has had with that practice.

Secretary JACKSON. And she has been working well with us, and
we have talked to her on numerous occasions regarding that.

Senator BOND. Good. FHA multifamily, you are proposing in-
creased mortgage insurance premiums. Again, some have sug-
gested this could have a chilling effect on the development of multi-
family housing projects. Why is the fee necessary? And have you
conducted an impact analysis on the marketplace? And if so, what
did you find?

Secretary JACKSON. I do not know the answer to that, Mr. Chair-
man. I will get back to you.

[The information follows:]
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FHA MORTGAGE INSURANCE PREMIUMS

The Department’s budget stated that FHA would apply a 32 basis point increase
on the FHA mortgage insurance premiums for all multifamily projects except mort-
gages for projects that utilize low-income housing tax credits, and GSE and HFA
risk-sharing. This increase was to apply to both initial and annual premiums. In
no case, however, was the resulting premium to exceed 80 basis points. The purpose
of the increase was to permit continuation of the program while at the same time
offsetting taxpayer liability for the program’s administrative costs and any potential
financial losses arising from insuring these mortgages. The proposal was prompted
by the outcome of an evaluation of the program using OMB’s Program Assessment
Rating Tool (PART). That evaluation raised questions concerning program targeting
and its overall efficiency. Since submission of the budget, HUD staff has had the
opportunity to have numerous discussions with Congressional staff and the industry
on this topic. Both have raised legitimate concerns about the impact such a pre-
mium increase would have on HUD’s ability to foster the development of much
needed rental units. The Department realizes these concerns must be addressed be-
fore any increases are made to insurance premiums. The Secretary is committed to
fully discussing the proposed increase with the industry and Congressional leader-
ship before any action is taken.

Senator BOND. All right. Finally, you are chairing the Inter-
agency Council on the Homeless. How are you doing meeting your
goals? How much progress has been made to meet the goal of
150,000 units of permanent housing? And when do you expect to
achieve it?

Secretary JACKSON. I would prefer to speak, Mr. Chairman, to
you and the Ranking Member in private about that.

ADDITIONAL COMMITTEE QUESTIONS

Senator BOND. All right. Well, the nice thing about it is this con-
versation will be continued. We have lots of things to work on. I
believe that that concludes it. There will be—I am sure that the
ranking member and I will have several questions for the record,
and if any other members of the subcommittee have questions for
the record, we would ask them to get them in by the end of this
week. And we will expect your replies in a timely fashion and look
forward to continuing these discussions.

[The following questions were not asked at the hearing, but were
subl]nitted to the Department for response subsequent to the hear-
ing:

QUESTIONS SUBMITTED BY SENATOR ARLEN SPECTER
PUBLIC HOUSING OPERATING FUND—NEW RULE

Question. The fiscal year 2007 budget request maintains funding at $3.564 billion
for the Public Housing Operating Fund. According to the National Association of
Housing and Redevelopment Officials, this level of funding would represent only 81
percent of actual operating subsidy needed for fiscal year 2007 as housing authori-
ties shift to asset-based management. Additionally, the implementation of the new
regulations for the Public Housing Operating Fund provides a new formula for dis-
tributing operating subsidy to public housing agencies (PHAs) and establishes re-
quirements for PHAs to convert to asset management. What is HUD’s plan for as-
sisting PHASs to come into compliance with this new approach?

Answer. The Department has issued a significant amount of guidance and infor-
mation regarding the transition to asset management. Most of the guidance has
been shared with interested PHAs and representatives of the industry groups that
represent PHAs while it was in draft form to solicit input prior to finalization and
publication. Since publication of the rule, the Department has held approximately
20 meetings with PHAs and the industry groups to discuss the steps required for
implementation of asset management. All guidance has been shared with these
groups prior to the meetings and working drafts provided for comment and rec-
ommendations.
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The transition to asset management is a complex undertaking and the Depart-
ment recognizes that a great deal of guidance and information for both PHAs and
HUD staff will be necessary to ensure a successful transition. For that reason, the
Department has been taking a phased approach at getting the guidance developed
and issued, rather than issuing one set of guidance that is expected to cover all ac-
tions required over several years as PHAs transition to asset management.

On the day that the Final Rule was published, the Department met with rep-
resentatives of the industry groups to provide a copy of the rule and to discuss next
steps. The Final Rule was published on September 19, 2005 and in response to con-
cerns raised by PHAs and the industry groups over the implementation of the rule
in fiscal year 2006, the Department issued a revision on October 24, 2005, pushing
the implementation date back to October 1, 2006. On November 2, 2005, the Depart-
ment published Notice PTH 2005-34 (HA) that provided an overview regarding im-
plementation of the Final Rule for the Public Housing Operating Fund Program.
This Notice was for informational purposes only and informed PHAs of various up-
coming notices and other activities tied to the implementation of the Final Rule.

On December 28, 2005, the Department published a Federal Register Notice that
provided supplemental information regarding the Department’s method of calcu-
lating public housing operating subsidy under the Final Rule. The Notice explained
the computation of the Project Expense Level (PEL) that is one factor in the formula
expenses component of the Operating Fund Formula. The Notice provided a step-
by-step description of the computation of the PEL so that PHAs would understand
how their PELs would be calculated.

A key component of the transition to asset management is the need for each PHA
to identify their project or property groupings. Recognizing that the current project
numbering system did not necessarily reflect the appropriate grouping of buildings
for management purposes, the first step was to allow PHAs to self-identify their
project groupings. After a series of meetings with PHAs and industry groups, the
Department issued Notice PIH 2006-10 (HA) on February 3, 2006 that provided
guidance and related instructions to PHAs and HUD field staff regarding the identi-
fication of projects for purposes of asset management. On February 28, 2006, and
March 1, 2006, the Department held meetings with the HUD field office staff to dis-
cuss the Notice and to conduct a live demonstration of the computer screens that
the PHAs would see when they entered their project grouping information. On
March 8, 2006, the Department conducted a video broadcast with the PHAs and
HUD field office staff on the project groupings’ Notice and conducted a demonstra-
tion of the computer screens for both PHAs and field office staff. The broadcast was
taped and used as a webcast on March 15, 2006 and March 23, 2006. The webcast
is stored in the Department’s archives of webcasts and can be accessed from its web
site at www.hud.gov.

On March 22, 2006, the Department issued Notice 2006-14 (HA) that provides
guidance to PHAs on the criteria for asset management. This criteria is for those
PHASs that want to submit documentation of successful conversion to asset manage-
ment in order to discontinue their reduction in operating subsidy under the Oper-
ating Fund Program Final Rule, commonly referred to as the “stop-loss” provision.
This Notice was discussed thoroughly with PHAs and representatives of the indus-
try groups prior to publication and the industry groups provided the working drafts
of the Notice to their members through their web sites and provided extensive infor-
mation and comments about it through their publications.

The Department has held a series of meetings with PHAs, the industry groups
and the private market vendors that offer computer assistance and software pro-
grams used by a number of PHAs. The meetings with the IT professionals and the
vendors are to assure that any changes to systems and software can be done, as
necessary, so that PHAs do not experience system problems as they transition their
inventory to an asset management model.

The Department has also held a series of meetings with PHAs, the industry
groups, Fee Accountants, Certified Professional Accountants, Independent Profes-
sional Auditors and representatives of the American Institute of Certified Public Ac-
countants (AICPA) to discuss the necessary financial reporting changes. The Depart-
ment will issue guidance to PHAs on asset-based accounting and budgeting require-
ments. The first group of PHAs that will have to maintain their books on an asset-
based approach will be those PHAs whose fiscal year begins July 1, 2007. The De-
partment intends to have the guidance issued prior to July 1, 2006, so that PHAs
will have a full year to implement any necessary changes to their accounting sys-
tems. The last group of PHAs that will have to maintain their books on an asset-
based approach are those PHAs whose fiscal year begins March 31, 2008.

Question. Given the anticipated shortfall, how will your budget fully implement
the negotiated rule, including transitional costs?
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Answer. Many PHAs have healthy levels of operating reserves. At the end of fiscal
year 2005, nationwide, PHAs had approximately half a billion dollars in reserves
that can be used to support the operation and maintenance of low-income housing.
PHAs are allowed to retain all of the income they receive from investments and
other non-dwelling rental income such as income from rooftop antennas, laundry re-
ceipts, etc. In 2005, this other income accounted for $298 million. For purposes of
subsidy calculation, rental income is frozen at 2004 levels, which means that any
increase in rental income does not decrease the amount of subsidy that the PHA
will receive in 2006 and 2007.

There is much to be gained through providing needed program and regulatory re-
forms that will give PHAs the flexibility to address their locality’s housing assist-
ance needs. By unlocking the potential that PHAs have in their assets, additional
funding can be obtained to make needed improvements in housing stock or to de-
velop an additional type of affordable housing that is self-sustaining and not wholly
dependent upon Federal appropriations. PHAs will be able to make local program
decisions and to focus their housing resources in a way that makes sense for their
communities while seeing reduced regulatory costs. Through a variety of programs,
the Department has encouraged PHAs to look at their inventory and make informed
management decisions about the housing stock. Steps that PHAs have taken include
demolishing the worst, and often most expensive housing stock, entering into energy
perlformance contracts to reduce the cost of utilities, and switching to tenant-paid
utilities.

MOVING TO WORK PROGRAM (MTW)

Question. MTW has enabled public housing authorities to implement federally-
funded housing programs based on local needs by providing budget flexibility and
regulatory relief. The fiscal year 2006 TTHUD Appropriations Conference Report
provided a 3-year extension to MTW agreements that would expire on or before Sep-
tember 30, 2006. While we thank you for the extension, the Pittsburgh Housing
Authority’s MTW agreement expires 3 months after the September 30, 2006 dead-
line. Would you be willing to work with the Pittsburgh Housing Authority to grant
them a similar extension as was received by all housing authorities expiring 3
months earlier?

Answer. The Department has agreed to grant the Housing Authority of the City
of Pittsburgh (HACP) a 1-year extension to their MTW Agreement. Following subse-
quent communication between your office and HUD, the Department is currently
considering granting HACP a 3-year extension rather than a 1-year extension.

The Department has expressed its willingness to continue and expand MTW
through Title IIT of the proposed State and Local Housing Flexibility Act. While this
bill is under consideration in Congress, the Department recognizes HACP’s desire
to avoid a lapse in their participation in the demonstration.

Question. Could you please clarify why some public housing authorities initially
received MTW extensions through 2011, yet similar extensions have not been grant-
ed to other requesting housing authorities?

Answer. No current MTW housing authorities have received an extension to con-
tinue their MTW demonstration until 2011. Agreements for only three of the dem-
onstration participants have expiration dates that occur in 2011 or 2012: Oakland,
Baltimore, and Chicago. Oakland and Baltimore only recently executed their agree-
ments and were given the now standard 7-year term. Their Agreements expire in
2011 and 2012 respectively. Due to the complexities of Chicago’s Transformation
Plan, their initial Agreement provided for a 10-year demonstration term, which ex-
pires in 2011.

It should be noted that the issue of extensions would not be a matter of concern
under Title III of the State and Local Housing Flexibility Act (SLFHA), which is
awaiting Congressional action. In Title III, the MTW Demonstration Program is
made permanent and participating PHAs will meet certain performance require-
ments, not arbitrary time periods for participation. SLHFA would provide funding
and program flexibility to PHAs; would allow agencies to develop program imple-
mentations that respond to local market conditions; would allow fungibility and
flexibility needed to achieve greater cost-effectiveness in Federal expenditures; in-
crease housing opportunities for low-income households; reduce administrative bur-
dens; allow Federal resources to be more effectively used at the local level; and en-
able families to achieve economic self-sufficiency.

STRENGTHENING AMERICA’S COMMUNITIES INITIATIVE (SACID)

Question. The President’s budget outlines a modified SACI (Strengthening Amer-
ica’s Communities Initiative) proposal where only 2 of 18 economic development pro-
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grams would be funded—HUD’s CDBG program, and a Regional Development Ac-
count within Commerce’s Economic Development Administration. In fiscal year
2006, Congress funded these 18 programs at a combined level of $5.3 billion. The
fiscal year 2007 budget proposes only $3.36 billion—a reduction of nearly $2 billion.
Additionally, the fiscal year 2007 budget proposes a plan for a new CDBG funding
allocation formula. Given the drastic cuts in funding to the CDBG program, altering
the formula would likely result in cutting off CDBG funding to hundreds of munici-
palities—the expected loss in CDBG to PA is $56.5 million. How does HUD intend
to achieve the impact of these 18 programs, with a nearly $2 billion or 37 percent
reduction in funding?

Answer. The fiscal year 2007 budget request for CDBG is an acknowledgment
that HUD and its grantees are actively working to address the current and future
effectiveness of the CDBG program. With regard to the proposed CDBG formula
changes, a recent study by the Office of Policy Development and Research clearly
indicates that targeting to community development need has fallen dramatically
since the formula was established 30 years ago. Restoring a greater degree of equity
to the distribution of CDBG funds will help offset any reductions experienced as a
result of reduced funding levels. The HUD budget does propose consolidation of the
Brownfields, Rural Housing and Economic Development program and the section 8
Loan Guarantee program, all of which can be funded as eligible activities through
the mainstay CDBG program. In addition, these are small programs compared to
the scale of CDBG funding.

In addition to formula reform, the creation of a Challenge Fund will further target
grants to effective efforts as high impact projects in distressed communities. Finally,
the ongoing development of effective performance measurement efforts will add to
the efficiency and effectiveness of the CDBG program.

Question. How does HUD intend to address the unmet CDBG funding needs in
municipalities that will lose funding under the new formula?

Answer. Any proposed formula revision would not alter or restrict the list of
CDBG eligible activities. CDBG will retain its hallmark flexibility and emphasis on
local decision-making and, through the proposed formula reform, HUD will establish
a strong foundation for the future of the CDBG program. These reforms include:

—A proposed formula change to target to need. The formula change will direct
a higher proportion of resources to areas with greater need than under the ex-
isting formula and areas with similar needs will receive similar funding;

—In addition, the reform includes bonus funds to reward more effective grantees;

—Finally, there is improved performance measurement, which will lead to a more
effective national program and greater local impacts.

ELIMINATION OF HOPE VI

Question. HOPE VI enhances communities by decentralizing poverty and giving
families an opportunity to live in mixed-income neighborhoods with better edu-
cational and employment opportunities. I have visited HOPE VI sites throughout
Pennsylvania and have discovered the critical impact that reconstruction in these
public housing developments has on revitalizing neighborhoods. As HOPE VI has
accomplished one of its goals of demolishing 100,000 units—which suggests to me
that the program has been effective—how does HUD propose to accomplish this
level of reconstruction in the future if HOPE VI is eliminated?

Answer. As a result of the HOPE VI program and other initiatives, the Depart-
ment’s goals for demolition of the worst public housing have been met. However, the
HOPE VI program has shown to be more costly than other programs that serve the
same population. For example, a GAO report (GA0-02-76) stated that the housing-
related costs of a HOPE VI unit were 27 percent higher than a housing voucher and
47 percent higher when all costs were included.

The Department recognizes the importance of addressing the current capital back-
log within the public housing inventory and believes that this need can be more ap-
propriately met through other modernization programs operated by the Department;
e.g., the Capital Fund, Capital Fund Financing Program, non-HOPE VI mixed-fi-
nance development including leveraging private capital investment, required and
voluntary conversion, section 30, and the use of tax credits. The Department will
encourage housing authorities in need of this assistance to submit proposals under
these programs. The Department has already approved over $2.5 billion in 61 trans-
actions involving 131 public housing agencies under the Capital Fund Financing
Program.
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QUESTIONS SUBMITTED BY SENATOR PETE V. DOMENICI
ELIMINATION OF SECTION 811

Question. This is second year in a row that the administration is attempting a
deep cut to the HUD section 811 program. For fiscal year 2006, the proposal was
to completely eliminate funding for new capital advance/project-based units. Con-
gress rejected this idea in 2005—both the House and Senate Appropriations Com-
mittees restored funding. This year, the proposal is to impose another reduction to
the capital advance/project-based side of the program—a 90 percent reduction, from
$155.7 million, down to $15.84 million.

Additionally, the President’s New Freedom Initiative spans numerous Federal
agencies including HHS, Education, Labor and HUD. It is designed to promote inte-
gration of people with disabilities into the mainstream of community life through
access to health care, education, employment and housing. It is based on the prin-
ciple of life in the community as an alternative to institutional settings such as
nursing homes and psychiatric hospitals. These deep reductions to the 811 program
run completely against the important national goals contained in the New Freedom
Initiative.

Secretary Jackson, how are States and communities supposed to continue
progress toward eliminating costly institutional care if 811 is eliminated as a tool
for developing permanent supportive housing?

Answer. The budget proposes $119 million for the Housing for Persons with Dis-
abilities program. Despite the section 8 funding absorbing a majority of the Depart-
ment’s budget, we are able to direct significant funding to the section 811 program
that provides for: (1) funds to renew and amend existing contracts; (2) $13.2 million
for the construction of additional new units, and (3) continued financial support for
the 27,000 units that we have already constructed and for the 314 projects (about
$400 million) in the construction pipeline.

Question. What resource will replace the permanent supportive housing developed
by section 8117

Answer. We have not abandoned new construction in favor of vouchers. We be-
lieve that both forms of assistance are needed to properly serve persons with disabil-
ities.

QUESTION SUBMITTED BY SENATOR HERB KOHL
CUTS TO SECTION 202

Question. The section 202 program provides funding for local non-profit agencies
to construct and manage housing for low-income seniors. The section 202 program
creates safe and affordable communities where senior residents have access to the
services that allow them to live independently. With the number of individuals over
the age of 65 expected to double in the next 24 years, how can you explain the pro-
posal in the administration’s budget to cut section 202 funding by $190 million in
fiscal year 2007?

Answer. Despite the fact that section 8 renewal funding absorbed a majority of
the Department’s budget, we are able to direct significant funding ($546 million) to
the section 202 program to provide for: (1) congregate services; (2) service coordina-
tors; (3) funding to convert projects to assisted living; $414.8 million for the con-
struction of new units; and (4) funds to renew and amend existing contracts.

The Department has always and continues to be a proponent of housing for the
elderly. We have constructed approximately 400,000 units specifically for the elderly
and have 342 projects (about $1.6 billion) in the construction pipeline. In addition,
we serve an additional 675,000 elderly families under other HUD rental assistance
programs.

We also are ensuring that elderly families who own homes can remain there
through FHA’s reverse mortgage program. In 2005, we insured 43,131 reverse mort-
gages and we are seeing a steady increase in this area.

QUESTIONS SUBMITTED BY SENATOR RICHARD J. DURBIN
WHY CUT CDBG FUNDS?

Question. I met with many of the Chicago aldermen last week while they were
here in Washington, and one of the first things they asked me about was Commu-
nity Development Block Grants. They asked: should we just assume a 10 percent
cut in CDBG funds when we plan our upcoming budgets? They went on to tell me
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how devastating that would be, and how much good they can do in their local com-
munities in Chicago thanks to those CDBG funds. So my question is this: why does
the Bush Administration want to cut CDBG funds each and every year?

Answer. The administration’s fiscal year 2007 budget requests more than $3 bil-
lion in funding for CDBG. While the request is lower than the fiscal year 2006 ap-
propriation level, the accompanying formula reforms will enable these funds to be
better targeted to the Nation’s most distressed communities. Over time, the pro-
gram’s targeting to community development need has been diffused as a result of
demographic changes, development patterns and other factors. Therefore, HUD is
proposing to reform the program so that it can continue to meet its objectives. Re-
form has four components: formula reform to restore appropriate targeting and pre-
serve fairness in the distribution of funds; creation of a Challenge Fund that would
enable effective CDBG grantees to obtain additional funding for community and eco-
nomic development activities in distressed neighborhoods; consolidation of duplica-
tive programs; and implementation of a performance measurement framework to es-
tablish clear, measurable goals of community progress to show the results of our for-
mula programs. In addition, each CDBG grantee will retain the ability to utilize
their CDBG funds as they see fit, but will have to carefully prioritize their needs
in order to use those funds most effectively.

CAN HUD AND HHS WORK TOGETHER?

Question. We all share the goal of eliminating the homelessness epidemic in this
country. The experts tell me that in order to do so the chronically homeless must
be provided with services such as addiction treatment, mental health counseling, job
training, and so forth in addition to housing, in order to keep them off the street
and help them become productive members of society. Do you believe that your de-
partment can best manage the provision of these services, or should the Department
of Health and Human Services handle this effort? If HHS should be doing this, how
can you ensure that HUD and HHS will effectively work together to provide the
complete services that these folks desperately need?

Answer. The McKinney-Vento Act authorizes the use of HUD funds for a variety
of supportive services through the Department’s Supportive Housing Program. As
such, since enactment of the Act, HUD has provided funding for housing as well as
supportive services. HUD has and continues to work closely with the Department
of Health and Human Services (DHHS) and other departments that provide sup-
portive services for homeless persons, including the Departments of Veterans Affairs
and Labor. All such agencies are members of the U.S. Interagency Council on Home-
lessness (ICH). The ICH agencies have been working collaboratively on a number
fronts in recent years, including demonstration programs to provide needed housing
and supportive services for chronically homeless persons. In these demonstrations,
HUD provided resources for housing, and other agencies, including DHHS, provided
needed supportive services. These demonstrations, now underway, will provide use-
ful insights on collaborations between the Federal partners involving housing and
services.

CAN HUD PROVIDE HOUSING DURING DISASTERS?

Question. We've watched in disgust as the Gulf Coast residents who lost their
homes to Hurricane Katrina have been locked in sports stadiums, bused to different
States, kicked out of hotels . . . and maybe, just maybe, offered a trailer in a loca-
tion that is not at all conducive to finding a job or rebuilding a sense of community.
FEMA has shown that it is simply not up to the challenge of providing permanent
housing to such a large number of displaced families. What can HUD do to step in
here on behalf of the families in the Gulf? In preparation for the next disaster, what
role should HUD be prepared to play in providing both short term and long term
housing to those in need?

Answer. The $11.5 billion enacted for disaster assistance under the Community
Development Block Grant program can be used by States to address the housing
needs of families in the Gulf. The flexibility of the CDBG program works well in
the grey area between temporary and permanent housing solutions. Each of the five
States has a housing component in its action plan for disaster recovery. Mississippi
and Louisiana will directly undertake programs that focus on housing. Alabama,
Florida, and Texas will distribute their allocations to various units of general local
government to address housing needs. In addition, Texas plans to allocate funding
to councils of governments to carry out housing as part of their overall activities.

Following issuance of the report, The Federal Response to Hurricane Katrina:
Lessons Learned, and at the direction of the Homeland Security Council, HUD
began actively exploring options for implementing the recommendation that HUD
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become the lead Federal agency for the provision of temporary housing should that
transfer of responsibility occur. HUD’s preparation involves consideration of com-
prehensive and scalable program designs, operations and logistics, program authori-
ties, and appropriation resources for temporary disaster housing program funding,
staffing, travel, training, etc.

WHY CUT FUNDING FOR THE ELDERLY AND DISABLED?

Question. At a time in which the President continues to push hard for making
permanent the tax cuts that overwhelmingly benefit the wealthy, how can you at
the same time justify cutting funding that supports the housing needs of the elderly
and the disabled? What does that say about the morals and the priorities of this
administration?

Answer. The $1.1 billion increased cost of serving the roughly 3.4 million families
currently receiving section 8 rental assistance required that the Department make
some very difficult funding decisions. Our first priority had to be to families cur-
rently receiving subsidy.

However, despite the fact that section 8 renewal funding absorbed a majority of
the Department’s budget, we are able to direct significant funding ($546 million) to
the section 202 program to provide for: (1) congregate services; (2) service coordina-
tors; (3) funding to convert projects to assisted living; $414.8 million for the con-
struction of new units; and (4) funds to renew and amend existing contracts.

In addition, proposed sufficient funding for the section 811 program provides for:
(1) funds to renew and amend existing contracts; (2) $13.2 million for the construc-
tion of additional new units; and (3) continued financial support for the 27,000 units
that we have already constructed and for the 314 projects (about $400 million) in
the construction pipeline.

QUESTIONS SUBMITTED BY SENATOR BYRON L. DORGAN
HOUSING FOR THE ELDERLY AND DISABLED PROGRAM CUTS

Question. A large number of North Dakotans who take part in public housing pro-
grams are elderly or disabled. Many of these folks cannot work, and if they do, can-
not afford suitable housing without assistance. We are now on the front edge of the
boomers turning senior and my State doesn’t have housing available for the rapidly
growing 30 percent of median and under portion of this group. This is a problem
that the section 202 Elderly Housing Program and section 811 Disability Housing
Programs were designed to address. In my opinion, these programs should be ex-
panding not contracting. If you were in my shoes, how would you justify cutting sec-
tion 202 by 25 percent and section 811 by 50 percent to my constituents?

Answer. Our first priority for fiscal year 2007 was to provide for the $1.1 billion
in increased costs associated with serving the roughly 3.4 million families currently
receiving section 8 rental assistance. This required that the Department make some
very difficult funding decisions.

However, despite the fact that section 8 renewal funding absorbed a majority of
the Department’s budget, we are able to direct significant funding ($546 million) to
the section 202 program to provide for: (1) congregate services; (2) service coordina-
tors; (3) funding to convert projects to assisted living; $414.8 million for the con-
struction of new units; and (4) funds to renew and amend existing contracts.

In addition, proposed sufficient funding for the section 811 program provides for:
(1) funds to renew and amend existing contracts; (2) $13.2 million for the construc-
tion of additional new units; and (3) continued financial support for the 27,000 units
that we have already constructed and for the 314 projects (about $400 million) in
the construction pipeline.

CUTS TO COMMUNITY DEVELOPMENT BLOCK GRANTS

Question. This year, the President’s budget calls for a $1 billion reduction in the
CDBG program, representing a 25 percent loss in funding from last year’s levels.
Because of its flexibility and use in a variety of projects, local and State govern-
ments in Grand Forks, Fargo, and other North Dakota communities have come to
rely on the program as the cornerstone of any new community revitalization effort.
Folks at various North Dakota Housing Authorities tell me that for every $1 of the
CDBG program invested in communities, $3 are leveraged in private funding, bring-
ing much-needed investment, and jobs in North Dakota communities. I support this
program and am pleased that Congress rejected the administration’s proposal to
eliminate CDBG last year. I see the proposed cuts as evidence that the administra-
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tion is abandoning its commitment to America’s communities in the guise of reform.
How would you respond to that, Mr. Secretary?

Answer. The administration’s fiscal year 2007 budget proposal is a clear state-
ment of commitment to America’s communities and of support for the CDBG pro-
gram. It retains the program at HUD, funds it at a level of $3 billion, and proposes
a series of legislative initiatives that will ultimately strengthen the CDBG program.
HUD is committed to seeing these reforms enacted and establishing a strong foun-
dation for the future of the CDBG program. These reforms include:

—A proposed formula change to target to need. The formula change will direct
a higher proportion of resources to areas with greater need than under the ex-
isting formula and areas with similar needs will receive similar funding;

—In addition, the reform includes bonus funds to reward more effective grantees;

—Finally, there is improved performance measurement, which will lead to a more
effective national program and greater local impacts.

NATIVE AMERICAN HOUSING AND SELF-DETERMINATION ACT BILL LANGUAGE
CONTINUATION

Question. The fiscal year 2007 budget requests the continuation of bill language
included in last year’s HUD appropriations Act that amends the Native American
Housing and Self-Determination Act funding formula to require that HUD dis-
tribute funds on the basis of single-race or multi-race data, whichever is the higher
amount. What is the Department rationale for including this language in fiscal year
2007, given that it generated a fair amount of controversy among the tribes and
tribally designated housing entities in fiscal year 2006? Wouldn'’t it be preferable to
consider whether changes are appropriate to the funding formula as part of the
NAH{)\SDA reauthorization process, which we will be engaged in the 110th Con-
gress?

Answer. The fiscal year 2006 HUD Appropriations Act (2006 Act) contains a pro-
vision directing the Department to implement what is commonly known as the “hold
harmless” provision. This calls for the Need component of the Indian Housing Block
Grant (IHBG) formula to be calculated twice for each tribe, once using single-race
data and once using multi-race data. Each tribe is then awarded the higher of those
two amounts.

Until reauthorization of the Native American Housing Assistance and Self-Deter-
mination Act (NAHASDA) is addressed, and Congress determines what statutory
changes, if any, it will enact during the reauthorization process, the Department has
determined that the best course of action to follow is to continue the methodology
Congress provided in the 2006 Act. This will ensure stability and continuity in the
way that IHBG recipients receive their IHBG formula funding.

RISING UTILITY COSTS IN PUBLIC HOUSING

Question. Public housing and voucher program participants make a monthly hous-
ing payment that covers rent and utilities. As utility costs skyrocket, energy costs
consume a greater and greater proportion of the housing payment. This means that
housing authorities receive less in the form of rent for public housing. The utility
over payments in the Voucher program come directly out of the fixed administrative
fees allocated by HUD. In public housing, I'm told that increased utility costs could
easily tap out these reserves. Under the President’s proposal, there is not a utility
allowance adjustment. Do you think that HUD is prepared to cover skyrocketing
utility bills?

Answer. While the Department will not know the actual cost of utilities for fiscal
year 2006 until PHAs submit their financial statements for the past 5 to 7 years,
PHA utility costs have remained relatively stable with no dramatic spikes. Imme-
d]ioaitely after Hurricane Katrina, utility rates spiked and then came down consider-
ably.

The 2007 Utility Expense Level (UEL) for the Public Housing Operating Fund is
calculated based upon a 3-year rolling average to account for increases as well as
decreases in the cost of utilities over a period of time. Although, the Department’s
2007 utility expense estimate is based on actuals from a 3-year rolling base inflated
by the OMB utility inflation factor of minus 1.8 percent, it is difficult to estimate
the impact of utilities without actual cost data.

However, over the past 3 fiscal years (2003—2005), PHAs have been able to retain
over $100 million in excess utility payments made to them, which are available as
a part of their operating fund reserves to cover operational and maintenance costs
of their program. Also, to reduce the cost of utilities, the Department encourages
PHASs to enter into energy performance contracts, and to also switch to tenant-paid
utilities. Switching to tenant-based utilities does not shift the cost of utilities to the
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persons needing the assistance because the tenant’s rent is lowered by the amount
of the standard utility allowance, and the tenant becomes responsible for the entire
utility cost, above or below what the standard utility allowance was before the
change in policy. This will encourage personal responsibility of tenants in conserving
energy and reducing utility consumption and will reduce, or at least make predict-
able, the utility expense of the PHA and the Department. In addition, the Energy
Policy Act allows for energy performance contracts to run for up to 20 years instead
of 12 years. This should allow PHAs and HUD greater certainty in planning their
utility expenses, and responding to unexpected variations in consumption or price.

The Housing Choice Voucher program assists families with the gross rent, which
is not only the rent due to the owner, but also includes applicable utility allowances
for any tenant supplied utilities. The individual PHA establishes the utility allow-
ances for its program. These allowances must be based on the typical cost of utilities
and services paid by energy-conservative households that occupy housing of similar
size and type in the same community. In accordance with 24 CFR 982.518(c), the
PHA must review its schedule of utility allowances each year, and must revise its
allowance for a utility category if there has been a change of 10 percent or more
in the utility rate since the last time the utility allowance was revised. Funding to
cover these allowances is part of the Housing Assistance Payment (HAP) subsidy
amount provided by HUD for rental assistance; it is not part of the administrative
fee provided to a PHA to manage the program. Starting in fiscal year 2005, Con-
gress has provided funding to PHAs based on a budgetary formula and has directed
PHAs to manage all increases in HAP costs, including increases in utility allow-
ances, within that budgetary allocation.

QUESTIONS SUBMITTED BY SENATOR PATRICK J. LEAHY
CUTS TO COMMUNITY DEVELOPMENT BLOCK GRANTS

Question. This is the second year that the President’s budget seeks drastic cuts
and changes to CDBG. The request would slash CDBG by over $1 billion, leaving
funding at its lowest level since 1990. This program is a critical source of funding
for affordable housing, supportive services, public improvements, and community
and economic development.

The National Low Income Housing Coalition estimates that if further cuts to
CDBG are enacted, then an estimated 97 percent of the more than 1,000 commu-
nities that have held entitlement status since fiscal year 2004—when we reached
the highest level of CDBG funding under this administration—or earlier would have
their CDBG allocation slashed by at least one-third. Each State would also see its
allocation reduced by at least a third compared to the fiscal year 2004 funding level.

Secretary Jackson, your Department is principally responsible for housing and
community development. How do you justify a budget that slashes funding for this
mo‘s7t successful initiative that supports economic development and affordable hous-
ing?

Answer. The fiscal year 2007 budget of $3.032 billion for CDBG reflects a reduc-
tion of approximately $700 million from the enacted fiscal year 2006 level. The ad-
ministration’s fiscal year 2007 budget proposal recognizes the value of the CDBG
program to local community development efforts in two ways. First, it maintains the
CDBG program at HUD as opposed to consolidating or transferring it to another
agency. Second, the budget requests funding for the CDBG program at a level of
more than $3 billion. In addition, the fiscal year 2007 budget proposal improves the
effectiveness of the program in several significant ways. The proposal is as follows:

—proposed formula change will direct a higher proportion of resources to areas

with greater need than under the existing formula and areas with similar needs
will receive similar funding;

—Dbonus funds will be established to provide additional funds to more effective

grantees; and

—improved performance measurement will lead to a more effective national pro-

gram and greater local impacts.

CUTS TO COMMUNITY DEVELOPMENT BLOCK GRANTS

Question. Is it the President’s intention to focus this program solely on job cre-
ation and economic development? If so, why don’t we call this what it is—the elimi-
nation of community development as part of HUD’s core mission?

Answer. The proposed reforms of the CDBG program will not alter or restrict the
list of CDBG eligible activities. Thus, grantees will continue to make their own deci-
sions as to the activities they will fund with their CDBG dollars—be it public serv-
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ices, infrastructure, housing or economic development. The reforms will achieve
three goals—CDBG formula reform, improved performance measurement standards
for CDBG and implementation of a challenge grant to provide targeted development
grants to high impact projects in distressed communities.

CONSOLIDATION OF HUD’S SMALLER COMMUNITY DEVELOPMENT PROGRAMS

Question. I noted that the President’s proposal from last year for the “Strength-
ening America’s Communities Initiative” remains alive in the fiscal year 2007 budg-
et request. The administration was soundly beaten back by Congress last year on
its proposal to consolidate and slash funding under this initiative for several smaller
economic and community development programs with larger programs like CDBG.

The administration pursues this misguided goal for fiscal year 2007 with a pro-
posed consolidation of CDBG with Brownfields Redevelopment grants, Rural Hous-
ing and Economic Development, and section 108 Loan Guarantees. It again proposes
no funding for these smaller programs and would fund CDBG at 20 percent less
than this year.

Since the fiscal year 2007 budget request would fund CDBG at substantially less
than this year, as well as consolidate it with those other programs, how do you
magically propose to do so much more with so much less?

Answer. The key will be reform of the CDBG formula. A recent study by the Of-
fice of Policy Development and Research found that one of the problems with the
CDBG formula is that some communities with little need for CDBG funds have re-
ceived much more on a per capita basis than many communities with much greater
needs. Restoring a greater degree of equity to the distribution of funds will help off-
set any reductions experienced as a result of reduced appropriations levels. The
budget does propose consolidation of the Brownfields Economic Development Initia-
tive (BEDI), Rural Housing and Economic Development Program, and the section
108 Loan Guarantee Programs under CDBG. In almost every case, the activities eli-
gible for assistance under these programs can be funded through the CDBG pro-
gram. This point is demonstrated by the fact that the section 108 and BEDI pro-
grams are authorized through the CDBG statute and utilize the CDBG eligible ac-
tivities list to define their eligible activities.

CUTS TO HOUSING PROGRAMS

Question. 1 was pleased to see an increase this year for the section 8 voucher pro-
gram in fiscal year 2007. Finding an affordable place to live is becoming increas-
ingly difficult for many working families in Vermont and the section 8 program
often helps bridge the gap for families who are struggling to make ends meet.

Unfortunately due to inadequate funding in fiscal year 2005, local housing agen-
cies budgets continue to be cut this year. Some estimate that 80,000 fewer families
may be served by the voucher program as a result, over 200 of those in Vermont.
The increase in the fiscal year 2007 budget is enough to undo about half of these
reductions—and I thank you for that—but it still falls short of the money needed
to restore the cuts we have seen over recent years.

In other areas of the budget we see additional rollbacks. The public housing cap-
ital fund is cut by 11 percent, the operating fund is level-funded despite the need
for additional funding for the operation of public housing under the new asset-based
management system, funds for housing for persons with disabilities have been cut
in half, HOME formula grants have been reduced, housing for the elderly programs
have been slashed, and both fair housing programs and lead-based paint grants
have been cut.

Mr. Jackson, each year the administration submits a budget for HUD that is lit-
tered with bullet holes—one year it is section 8, the next it is public housing, the
next it is CDBG—and each time the subcommittee is left holding the bag. Can you
offer me any assurances that this will not continue in future years?

Answer. While some, including the Center for Budget and Policy Priorities
(CBPP), forecasted that approximately 80,000 fewer families would be able to be as-
sisted given the administration’s funding request for fiscal year 2005, this has
turned out not to be so. In fact more families were assisted in fiscal year 2005 than
the previous year and the CBBP has retracted its initial fiscal year 2005 projections
in a footnote to its 2006 report. The Department has not been made aware of a sin-
gle family in the State of Vermont displaced as a result of the fiscal year 2005 budg-
et for the Housing Choice Voucher Program.

HUD has been consistent in its support for the section 8 program. The adminis-
tration agrees with the appropriators in that the most effective way to deliver sec-
tion 8 rental assistance is through a fixed budget that allows public housing agen-
cies to properly plan their operations. In support of that approach the President’s
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budget request currently being debated, includes a $380 million budgetary increase
over 2006 funding levels coupled with a number of key legislative proposals aimed
at further improving the efficiency of the Housing Choice Voucher Program. HUD
will continue to actively engage in communication with Congress to ensure these im-
portant reforms are enacted. By measuring outcomes and aligning incentives, these
important programs will be even better.

CUTS TO PROPOSED HOUSING PROGRAMS

Question. How do you expect to run a Department whose core programs are being
eroded away bit by bit?

Answer. By appropriately prioritizing resources and proposing reforms to key De-
partmental programs, including section 8 and CDBG, HUD can continue the ad-
vances for the good of the low-income community. Those programs that are not able
to drawdown all of its funds or are simply inefficient, must be reformed. HUD will
continue to work with Congress to ensure these key reforms are enacted.

SUBCOMMITTEE RECESS

Secretary JACKSON. Thank you.

Senator BOND. Thank you very much. The hearing is recessed.

[Whereupon, at 11:04 a.m., Tuesday, March 2, the subcommittee
was recessed, to reconvene subject to the call of the Chair.]
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STATEMENT OF HON. NORMAN Y. MINETA, SECRETARY
OPENING STATEMENT OF SENATOR CHRISTOPHER S. BOND

Senator BOND. Mr. Secretary, if you are ready, we will welcome
you. I didn’t want to start until you got organized, but Senator
Murray and I have some words, we hope, of wisdom, at least of
concern, that we would like to share with you to begin.

The Senate Appropriations Subcommittee on Transportation,
Treasury, the Judiciary, HUD and Related Agencies will come to
order. It is a pleasure to welcome our good friend, Secretary Mi-
neta, and thank him for appearing today to testify on the Depart-
ment’s 2007 budget. This is the first of two hearings we have
scheduled for the review of the budget request, especially Amtrak
and FAA, both of which are facing significant policy decisions over
the next several years.

Our hearing today will focus on the overall budget request for
the Department of Transportation and then we will have a second
panel that will take a closer look at the state of Amtrak in the
2007 budget. In April, we are planning to have our second DOT-
related hearing, where we will focus on the FAA and labor issues
facing FAA.

Mr. Secretary, we look forward to your comments on the overall
budget picture for all modes of transportation and we will welcome
now the second panel on Amtrak, FRA Administrator dJoe
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Boardman, David Hughes, President and CEO of Amtrak, Mr.
David Laney, Chairman of the Board, and Mr. Mark Dayton, Sen-
ior Economist, Department of Transportation for the OIG.

The 2007 budget for DOT would provide $65.64 billion in gross
budgetary resources, basically, a flat budget from last year’s 2006
$65.51 billion budget. The budget, I regret to tell you, is deceiving
because not all modes are treated equally. There are bright spots
in the budget for some modes within the Department, like FHWA
and the Federal Transit Administration, FTA. Unfortunately, there
are significant shortfalls for other modes, like FAA and Amtrak.

Since we will be holding a separate hearing on FAA, I am not
going to focus significantly on the FAA. Our April hearing will in-
clude issues related to the resolution of a labor contract with the
air traffic controllers, a significant reduction to the Airport Im-
provement Program, and the proposed open skies aviation treaty.

First, having worked for better than 2%2 years as chairman of
the Senate Subcommittee on Transportation and Infrastructure to
pass SAFETEA, I am pleased to see that this year, the administra-
tion has fully embraced the historic funding levels achieved under
the law. Although I regret some things that those crazy authorizers
did, we will now try to clean up the mess in our appropriations
process.

This year marks the 50th anniversary of the Dwight D. Eisen-
hower System of Interstate and Defense Highways, a landmark
commitment to the transportation and commercial needs of the Na-
tion. Our interstate highway system has had a profound impact on
our Nation’s economy, keeping communities and families connected
to one another and serving as the primary system for moving goods
and products that are the life blood of our economy. The 2007
budget would provide $3.4 billion, a boost in needed investment
funding for our Nation’s highways and bridges. Over $2 billion of
this funding increase was called for by SAFETEA.

An additional $842 million is also made available by the Bond-
Chafee Revenue Aligned Budget Authority, or RABA, begun under
TEA21 and continued in SAFETEA. Some people in Washington
call it the Chafee-Bond proposal, since Senator Chafee was chair-
man of the committee, but I am taking the liberty of changing the
alignment of names. These additional funds will allow an increased
investment in key highway and transportation projects which will
complement and assist the continuing growth of the U.S. economy.

I commend the administration for its commitment to increasing
important highway spending when receipts into the Highway Trust
Fund are higher than projected. Unfortunately, this is where the
good news ends, and permit me to explain our subcommittee’s
unmet budgetary needs in the current budget.

As I stated in our March 2 hearing on HUD, this year’s budget
request is lacking for many of the programs under our jurisdiction.
Many widely supported programs within HUD, such as CDBG,
public housing capital funding, HOPE VI, Section 202 elderly, Sec-
tion 811 housing for the disabled have been slashed in the 2007
budget. Even more troubling, the 2007 HUD budget includes a $2
billion rescission of excess Section 8 funds, which I don’t think are
available. They also assume, without any justification whatsoever,
a wide range of fees that the Congress will not approve and rescis-
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sions which Congress will not approve. This makes the decisions
posed by the 2007 budget especially troubling.

The subcommittee will also have to face substantial shortfalls in
many other accounts, for example, a shortfall of some $400 million
in proposed Amtrak funding level for fiscal year 2007 and some
$1.557 billion for AIP and F&E. The proposed Amtrak funding of
$900 million is clearly not enough to support Amtrak’s funding
needs, and I am not even sure that flat funding will meet the an-
ticipated expenses in 2007.

Last year, to avoid a veto which the administration proposed, we
added reform language with necessary funding to support Amtrak’s
need for 2006. Consistent with this reform legislation, I expected
the administration to have a vision for reform and be prepared to
implement this vision. That was an empty hope. Nothing has hap-
pened. Reducing the budget for Amtrak makes no sense unless and
until the administration is prepared to implement a reform strat-
egy which can be supported by the budget request.

Let me be clear. As many people here know, when I was Gov-
ernor of Missouri, I supported and signed into law annually mil-
lions of dollars in subsidies to keep Amtrak running in our State.
But let me be equally frank that we cannot continue to see costs
rising beyond the available revenues with many areas of expendi-
ture apparently unjustified. Consequently, Mr. Secretary, I expect
you and our second panel to justify the Amtrak budget and I expect
the Amtrak panel to explain where we are, where we are going,
and what it is going to cost. Anything less would be a big dis-
appointment for us and the people who depend upon Amtrak.

In particular, I am troubled that while the administration seems
to press for Amtrak reforms and accountability in its budget sub-
missions, it has yet to exercise the substantial authority it has
sought and received from Congress to maintain greater control over
the Federal funds provided to Amtrak.

Mr. Secretary, we provided you with sole authority to approve or
disapprove Amtrak’s requests for funds to cover capital needs and
operating losses. To date, I am not aware of a single instance in
which you have denied funding to Amtrak. In particular, DOT and
Amtrak must be able to account for its expenditures in budget sub-
missions with long-term plans for individual capital improvements
similar to State TIPS or Transportation Improvement Plans. If de-
tailed Transportation Improvement Plans were provided by Am-
trak, we would be better able to understand what unmet needs are
out there and we could then decide whether or not we agree with
providing additional funds for passenger rail service.

I am concerned the budget submission does not include any
funds for Amtrak for debt service payments. These payments are
necessary and will have to be paid, whether through a line item for
debt service added by this subcommittee or through the $500 mil-
lion provided in the capital costs budget for Amtrak included in
your budget submission. One cannot ignore the fact that the debt
is there and that there is an immediate and legal obligation to
repay it, even if you do not agree with the manner in which the
sizeable debt was incurred. Until a reform bill is enacted, we would
expect the Amtrak Board to step up to the plate, make such re-
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forms that are needed and necessary consistent with the current
budget and the budget request.

Finally, among other issues, the 2007 budget requests a total of
$13.8 billion for FAA, a $500 million decrease from the current
year. While the FAA’s operational activities in the budget would
see a b percent increase over the amount provided last year, the
budget would impose a dramatic cut in airport construction and in-
vestment.

This subcommittee is once again left to fill in the gaps of under-
funded Federal responsibilities for our Nation’s airports, including
a reduction of some $765 million for AIP from what was provided
for this year. As the administration should know, this program is
critical to the future of commercial aviation in the Nation. Never-
theless, this cut would be used to increase funding for salaries and
expenses and the hiring of air traffic controllers and safety inspec-
tors at the expense of funding needed for airport investment im-
provements under AIP. If the administration were to follow the
blueprint of Vision 100, the authorizing legislation for aviation, in
the same manner in which they funded needed highway improve-
ments under SAFETEA, the AIP number for 2007 would be $3.7
billion rather than the $2.7 billion provided.

Let us be clear. Over the next 15 years, passenger boardings on
airplanes are expected to grow by some 15 percent and include a
30 percent growth in air transport and commercial operations. At
the 35 busiest airports in the Nation, total operations are expected
to grow by more than 34 percent by 2020. While I know the admin-
istration is expected to propose new ways to fund the Aviation
Trust Fund, we cannot afford to shortchange our commercial air
needs in the meantime.

We need answers to all these issues, but more importantly, we
need adequate funding. We need to protect the future of commer-
cial aviation, and absent a substantive explanation of the budget,
I consider the proposed funding level a failure of leadership. In
other words, we need to understand the justification for this fund-
ing and how the administration intends to maintain a world class,
indeed a world first commercial aviation industry.

PREPARED STATEMENT

Mr. Secretary, we appreciate your willingness to work with us in
being here today and it is my pleasure to turn to my ranking mem-
ber and partner on the subcommittee, Senator Murray.

[The statement follows:]

PREPARED STATEMENT OF SENATOR CHRISTOPHER S. BOND

The Senate Appropriations Subcommittee on Transportation, Treasury, the Judici-
ary, HUD and Related Agencies will come to order.

We welcome Secretary Mineta and thank him for appearing before us today to tes-
tify on the Department of Transportation’s budget submission for fiscal year 2007.
This is the first of two hearings that we have planned to review the fiscal year 2007
DOT budget submission.

Our hearing today will focus on the overall budget submission for the Department
of Transportation, followed by a second panel that will take a closer look at the
state of Amtrak in the fiscal year 2007 budget. In April, we are planning to have
our second DOT related hearing where we will focus in on the Federal Aviation Ad-
ministration and labor issues facing the FAA.
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Mr. Secretary, I look forward to your comments on the overall budget picture for
all of the modes of transportation within the Department. I also welcome our second
panel witnesses on Amtrak: FRA Administrator Joseph Boardman; Mr. David
Hughes, President and CEO, Amtrak; Mr. David M. Laney, Chairman of the Board
of Amtrak and Mr. Mark Dayton, Senior Economist, Department of Transportation
Office of the Inspector General.

The proposed fiscal year 2007 budget for DOT would give the department $65.64
billion in gross budgetary resources. This is basically a flat line from last year’s fis-
cal year 2006 $65.51 billion appropriation for the Department of Transportation.
The fact that this is a flat line budget is deceiving because all modes are not treated
equally. There are bright spots in this budget for some modes within the Depart-
ment, like the Federal Highway Administration (FHWA) and the Federal Transit
Administration (FTA), and unfortunately there are black holes for other modes like
the FAA and Amtrak.

Having worked for over 2% years as the Chairman of the Senate Subcommittee
on Transportation and Infrastructure to pass SAFETEA-LU, I am pleased to see
that this year the administration has fully embraced the historic funding levels
achieved under the law. This year marks the 50th anniversary of the Dwight D. Ei-
senhower System of Interstate and Defense Highway. No one can deny that our
interstate system has had a profound impact on our Nation’s economy, keeping com-
munities and families connected to one another and serving as the primary system
for moving goods and products that are the lifeblood of our economy.

The fiscal year 2007 budget will provide a $3.4 billion boost in needed investment
for our Nation’s highways and bridges. While over $2 billion of this funding increase
was called for by SAFETEA, an additional $842 million is also made available by
what I call the Bond-Chafee Revenue Aligned Budget Authority (RABA) begun
under TEA-21 and continued in SAFETEA. I commend the administration for con-
tinuing its commitment to allowing spending to increase when receipts into the
highway trust fund are higher than had been projected.

Unfortunately, this is where my good news report ends, and I begin with our sub-
comm}ilttee’s unmet budgetary needs provided under the fiscal year 2007 budget
speech.

As I stated at our March 2 hearing on HUD, this year’s budget request for HUD
proposes some $33.65 for fiscal year 2007, a decrease of some $621 million, or some
2 percent from the fiscal year 2006 funding level of $34.27 billion.

This request does not reflect the true extent to which many other important hous-
ing and community development programs are compromised. In particular, because
of needed increases to section 8 funding, funding for many widely supported pro-
grams, such as CDBG, Public Housing Capital funding, HOPE VI, Section 202 El-
derly and Section 811 housing for the disabled, has been slashed. The fiscal year
2007 HUD budget also includes a $2 billion rescission of excess section 8 funds
which are unlikely to be available.

In addition to the very difficult decisions posed by the HUD fiscal year 2007 budg-
et, this subcommittee will also have to face substantial shortfalls in many other ac-
counts including, for example, a shortfall of some $400 million in the proposed Am-
trak funding level for fiscal year 2007. This proposed level is clearly not enough to
support Amtrak’s funding needs and I am not sure that even flat funding will meet
Amtrak’s anticipated expenses in fiscal year 2007. Why was $900 million chosen in-
stead of the approximately $1.315 billion provided for Amtrak in fiscal year 2006?
Is $900 million really sufficient to keep Amtrak afloat?

If the administration wants Congress to be serious in its efforts to pass reform
legislation, the administration must be more serious in its budget submissions. I am
troubled that, while the administration seems to press for Amtrak reform and ac-
countability in its budget submissions, it has yet to exercise the substantial author-
ity that it has sought and received from Congress to maintain greater controls over
the Federal funds provided to Amtrak. The Secretary of Transportation now has sole
authority to approve or disapprove Amtrak’s request for funds to cover capital needs
and operating losses. To date, I am not aware of a single instance in which the Sec-
retary has denied funding to Amtrak because Amtrak’s grant request would not be
the most efficient use of Federal funds.

As we all know, this year’s budget proposal of $900 million is better than the
black hole provided for Amtrak in fiscal year 2006, however the $900 million re-
flected in the budget does not come with sufficient budgetary justification to draw
any conclusions as to what $900 million will get us? I think that Amtrak should
have to account for its expenditures and budget submissions with long term plans
for individual capital improvements, similar to state TIPs, or transportation im-
provement plans. If detailed transportation improvement plans were provided by
Amtrak, we would be better able to understand what unmet needs are out there,
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and we could then decide whether or not we agree with providing additional funding
for passenger rail service.

I am concerned that the budget submission we have before us for Amtrak does
not include any funds for debt service payments. These payments are necessary and
will be paid, whether through a line item for debt service added by this sub-
committee, or through the $500 million provided in the capital costs budget for Am-
trak provided in your budget submission. One can not ignore the fact that the debt
is there and that there is an immediate and a legal obligation to repay it, even if
you do not agree with the manner in which this sizeable debt was incurred.

Finally, the budget requests a total of $13.8 billion for FAA, a $500 million de-
crease from fiscal year 2006. While the FAA’s operational activities under the budg-
et would see a 5 percent increase over the amount provided last year, the budget
would impose a dramatic cut in airport construction investment.

This subcommittee is left once again to fill in the gaps of under-funded Federal
responsibilities for our Nation’s airports to the tune of $765 million for AIP below
what was provided in fiscal year 2006. This cut would be used to increase funding
for salaries and expenses and hiring of air traffic controllers and safety inspectors
at the expense of funding needed airport investment improvements under the AIP
program. If the administration were to follow the blueprint of VISION-100, the au-
thorizing legislation for aviation in the same manner in which they funded needed
highway improvements under SAFETEA, the AIP number for fiscal year 2007 would
be $3.7 billion, rather than the $2.75 billion provided.

Mr. Secretary, I appreciate your time today. I now turn to my ranking member
and partner on this subcommittee, Senator Murray.

STATEMENT OF SENATOR PATTY MURRAY

Senator MURRAY. Thank you very much, Mr. Chairman.

Just a few months ago, Congress passed the SAFETEA-LU high-
way, transit and safety authorization bill. That law settled many
of the major questions about transportation policy and funding for
the next few years. Normally, this would be a relatively quiet pe-
riod on transportation policy, but instead, this year is going to be
anything but quiet when it comes to the challenges facing us in
transportation.

We already hear voices of concern that the revenues to the High-
way Trust Fund will not be adequate to actually fund the
SAFETEA-LU bill through 2009, and we will be presented with
proposals this year to dramatically restructure the way we finance
OIXA national aviation enterprise, including the operations of the
FAA.

One of the biggest cost drivers in the FAA’s budget is the need
to pay for our hard working and highly capable air traffic control-
lers. Yet there are many rumors floating around that the Bush ad-
ministration would rather let Congress settle the contract dispute
with air traffic controllers than settle the issue at the bargaining
table. I hope that is not the case. Last night, I received word that
the FAA has asked the mediator to extend the negotiations in the
hope that more progress can be made, and I take that as a positive
sign. I hope Secretary Mineta will instruct his team to get back to
the bargaining table and stay there until a contract is negotiated.
This is not something that should be thrown in the laps of Con-
gress.

Now, as I review the Department of Transportation’s budget for
the coming fiscal year, it is clear that there are three huge and con-
troversial funding holes in the President’s budget. One is the 30
percent funding cut proposed for Amtrak. Another is the proposal
to cut in half the essential air service subsidies necessary to main-
tain air service to our rural communities. The last is the adminis-
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tration’s proposal to cut more than $750 million from our capital
investments in our Nation’s airports.

I am pleased that Chairman Bond has agreed to have special
hearings so we can review those issues in detail. Following our dis-
cussion with Secretary Mineta this morning, we will have a panel
that will specifically address Amtrak, and we also have a hearing
with the FAA Administrator on May 4.

Another challenge we face is the need to adequately fund the
transportation needs of the gulf coast recovery. Last year, this sub-
committee provided $2.75 billion for emergency relief for highways.
Now, it is becoming clear that several of the major highway and
bridge replacement projects in Louisiana and Mississippi will be
more expensive than anticipated. This is an issue I hope we ad-
dress in the supplemental, Mr. Chairman, if we are to ensure that
the Gulf region has the kind of infrastructure that will allow its
economy to rebound, and we must not ignore the other emergency
relief projects from other disasters that have been awaiting reim-
bursement for many months or, in some cases, years.

So, as I said, these will not be quiet times for transportation pol-
icy and this subcommittee will be right in the middle of the debate.

Other than the three large funding holds that I cited, the Depart-
ment of Transportation is clearly one of the winners in the admin-
istration’s budget proposal. Secretary Mineta, you did quite well
with funding for the Transportation Department, which is rising al-
most 5 percent, and I am sure that didn’t come without a fight.
And I am sure there will be more funding fights as this year con-
tinues.

The budget resolution currently being debated on the floor en-
dorses the President’s overall funding for discretionary spending.
While funding for the DOT in the President’s budget may be in-
creased by 5 percent, funding for the Department of Housing and
Urban Development is cut by almost 2 percent. Funding for the De-
partment of Health and Human Services is down 2.3 percent. And
funding for education is cut almost 4 percent. That is the universe
in which transportation programs will have to do battle this year.

Since I often spend time during these statements complaining
about what is not included in the agency’s budget, I do want to
take a minute to commend the Secretary for some initiatives that
are included in this budget.

Most notably, within the FAA, $80 million is included for the
ADS-B program and $24 million is requested for the SWIM pro-
gram. I will spare my colleagues an explanation of those acronyms,
but those two programs really hold the promise of allowing us to
break away from an air traffic control system that is dependent on
dated radar technology. Those are the kinds of investments that we
should have been making over the last several years, and instead,
those initiatives were crowded out of the budget because the ad-
ministration had insisted on cutting the funding for air traffic con-
trol modernization for each of the last 2 years. These technologies
will allow us to get greater productivity out of our limited airspace
with an even greater margin of safety. So I want to commend Sec-
retary Mineta and Administrator Blakey, as well, for insisting that
these initiatives be funded in the budget this year.
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Our second panel today will be on Amtrak, and we want to wel-
come our new Federal Railroad Administrator, Joe Boardman, as
a witness today. During the time that Mr. Boardman’s position was
vacant, the DOT General Counsel served as the Secretary’s lead on
passenger rail policy. Those were not the responsibilities for which
the Senate confirmed the General Counsel, so I am glad Mr.
Boardman is now prepared to take over. We hope and expect that
he will shortly be serving as the Secretary’s designee on the Am-
trak Board of Directors.

During our discussions this morning with Mr. Boardman and our
witnesses from Amtrak and the Inspector General’s office, I hope
to pursue precisely what choices would face us if we are forced to
live within the President’s proposed 30 percent cut in funding. I ex-
pect that we will find, as we have in prior years, that with Am-
trak’s existing debt levels and its statutory responsibility to its em-

loyees, there is no way the railroad will be able to shed roughly
5400 million in costs during the fiscal year starting this coming fall
without lapsing into bankruptcy.

That is why I expect the Amtrak Board of Directors has sub-
mitted a budget to us seeking $1.6 billion for 2007. Despite the fact
that every member of Amtrak’s Board of Directors has now been
appointed by the Bush administration, that Board is seeking an ap-
propriation that is some $700 million more than the Bush adminis-
tration is supporting. Apparently, those Bush appointees know
something about Amtrak’s costs and the national rail network that
the ideologues at OMB and DOT do not.

As part of our discussion with the second panel, I want us to
have an honest dialogue about Amtrak’s real costs. For too long,
the Amtrak trains that serve the vast majority of States in this
country, the States outside of the Northeast, have been castigated
as Amtrak’s main budget problem while the trains operating in the
Northeast Corridor are held up as the flagship of efficiency.

When you look into the realities of where Amtrak’s annual sub-
sidies are going, however, you find that this is far from the whole
truth. Due to the extraordinary capital needs of the Northeast Cor-
ridor and the debt service costs associated with that corridor, the
fact is that a vast amount of Amtrak’s annual appropriation must
go straight into that corridor. Those subsidies are needed not just
to continue Amtrak’s service, but also to ensure the continuation
of all the community railroads that operate over that corridor every
day.

Over the last 4 years, Amtrak’s appropriation has increased by
$244 million, and over the same time, Amtrak’s annual investment
in the Northeast Corridor has increased by roughly the same
amount. So put another way, the Northeast Corridor has absorbed
just about every dollar of the increased appropriation this sub-
committee has provided over the last few years.

Now, I am not saying that those investments are not necessary.
In fact, they are long overdue. What I am saying is that the service
in the Northeast Corridor, including the local commuter services
that operate on the corridor, are no less dependent on annual sub-
sidies from this subcommittee as Amtrak services across the rest
of the country.
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Amtrak just reached a record number of riders for its third con-
secutive year. It is noteworthy that ridership over the Northeast
Corridor grew by only 1 percent, while trains around the rest of the
country grew at faster rates. Let us just look at the trains that are
serving my State and Chairman Bond’s State.

The Empire Builder is a train that provides service between Se-
attle and Spokane in my State, and that train continues on to serve
the States of several other subcommittee members, including Sen-
ator Burns, Dorgan, Kohl, and Durbin. Ridership on the Empire
Builder grew by 9 percent last year. Ridership on the Cascades
service that runs from Vancouver, B.C. all the way to Eugene, Or-
egon, grew by almost 6 percent. In the chairman’s State, service be-
tween Kansas City and St. Louis grew by almost 7 percent, while
service between St. Louis and Chicago grew by almost 14 percent
just last year.

PREPARED STATEMENT

My point here is that while there is a growing level of pressure
on the railroad to eliminate or terminate these services, their popu-
larity among the traveling public is rising. I, for one, am not going
to support a policy where we leave thousands of passengers across
the entire country without rail service solely because the capital
needs of the Northeast Corridor have gotten too expensive.

Thank you, Mr. Chairman.

[The statement follows:]

PREPARED STATEMENT OF SENATOR PATTY MURRAY

Thank you, Mr. Chairman.

Just a few months ago, Congress passed the SAFETEA-LU highway, transit and
safety authorization bill. That law settled many of the major questions about trans-
portation policy and funding for the next few years.

Normally, this would be a relatively quiet period on transportation policy. But in-
stead, this year is going to be anything but quiet when it comes to the challenges
facing us in transportation.

We already hear voices of concern that the revenues to the Highway Trust Fund
will not be adequate to actually fund the SAFETEA-LU bill through 2009.

And we will be presented with proposals this year to dramatically restructure the
way we finance our national aviation enterprise including the operations of the
FAA.

One of the biggest cost drivers in the FAA’s budget is the need to pay for our hard
working and highly capable air traffic controllers. Yet there are many rumors float-
ing around that the Bush Administration would rather let Congress settle the con-
tract dispute with air traffic controllers than settle the issue at the bargaining table.

THREE FUNDING HOLES

As I review Department of Transportation’s budget for the coming fiscal year, it
is clear that there are three huge and controversial funding holes in the President’s
budget.

—One is the 30 percent funding cut proposed for Amtrak.

—Another is the proposal to cut in half the Essential Air Service subsidies nec-

essary to maintain air service to our rural communities.

—The last is the administration’s proposal to cut more than $750 million from our

capital investments in our Nation’s airports.

I'm pleased that Chairman Bond has agreed to have special hearings so we can
review these issues in detail.

Following our discussion with Secretary Mineta this morning, we will have a
panel that will specifically address Amtrak. We also have a hearing with the FAA
Administrator on May 4th.
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GULF COAST

Another challenge we face is the need to adequately fund the transportation needs
of the Gulf Coast recovery. Last year, this subcommittee provided $2.75 billion for
Emergency Relief Highways.

Now it’s becoming clear that several of the major highway and bridge replacement
projects in Louisiana and Mississippi will be more expensive than anticipated.

This is an issue we must address in the Supplemental, Mr. Chairman, if we are
to ensure that the Gulf region has the kind of infrastructure that will allow its econ-
omy to rebound.

And we must not ignore the other emergency relief projects from other disasters
that have been awaiting reimbursement for many months or, in some cases, years.

So, as I said, these will not be quiet times for transportation policy, and this sub-
committee will be right in the middle of the debate.

DOT’S BUDGET

Other than the three large funding holes that I cited earlier, the Department of
Transportation is clearly one of the winners in the administration’s budget proposal.
Secretary Mineta did quite well with funding for the Transportation Department
rising almost 5 percent. I'm sure it did not come without a fight.

And there will be more funding fights as the year continues. The Budget Resolu-
tion currently being debated on the Floor endorses the President’s overall funding
for discretionary spending.

While funding for the DOT in the President’s budget may be increased by 5 per-
cent—

—funding for the Department of Housing and Urban Development is cut by 2 al-

most percent;

—funding for the Department of Health and Human Services is down 2.3 percent;

—and funding for Education is cut by almost 4 percent.

That is the universe in which transportation programs will have to do battle this
year.

AIR TRAFFIC CONTROL MODERNIZATION

Since I often spend time during these statements complaining about what is not
included in the agency’s budget, I want to take a minute to commend the Secretary
for some initiatives that are included in the budget.

Most notably, within the FAA, $80 million is included for the ADS-B program and
the $24 million is requested for the SWIM program. I will spare my colleagues an
explanation of these acronyms. But these two programs hold the promise of allowing
uslto break away from an air traffic control system dependent on dated radar tech-
nology.

These are the kind of investments that we should have been making over the last
several years. Instead, initiatives like these were crowded out of the budget because
the administration insisted on cutting the funding for air traffic control moderniza-
tion for each of the last 2 years.

These technologies will allow us to get greater productivity out of our limited air
space with an even greater margin of safety. So, I want to commend Secretary Mi-
neta and Administrator Blakey for insisting that these initiatives be funded in the
budget this year.

AMTRAK

Our second panel at today’s hearing will be on Amtrak. We welcome our new Fed-
eral Railroad Administrator, Joe Boardman, as a witness.

During the time that Mr. Boardman’s position was vacant, the DOT General
Counsel served as the Secretary’s lead on passenger rail policy.

Those were not the responsibilities for which the Senate confirmed the General
Counsel, so I am glad Mr. Boardman is now prepared to take over.

We hope and expect that he will shortly be serving as the Secretary’s designee
on the Amtrak Board of Directors.

During our discussions this morning with Mr. Boardman and our witnesses from
Amtrak and the Inspector General’s office, I hope to pursue precisely what choices
Amtrak would face if it is forced to live within the President’s proposed 30 percent
cut in funding.

I expect that we will find, as we have in prior years, that with Amtrak’s existing
debt levels and its statutory responsibilities to its employees, there is no way that
the railroad would be able to shed roughly $400 million in costs during the fiscal
year starting this coming fall without lapsing into bankruptcy.



61

That is why, I expect, the Amtrak Board of Directors has submitted a budget to
us seeking $1.6 billion for 2007.

Despite the fact that every member of Amtrak’s Board of Directors has been ap-
pointed by the Bush Administration, that Board is seeking an appropriation that
is some $700 million more than the Bush Administration is supporting.

Apparently, these Bush appointees know something about Amtrak’s costs and the
national rail network that the ideologues at OMB and DOT do not.

AMTRAK’S REAL COSTS

As part of our discussion with the second panel, I want us to have an honest dia-
logue about Amtrak’s real costs.

For too long, the Amtrak trains that serve the vast majority of States in this
country—the States outside of the Northeast—have been castigated as Amtrak’s
main budget problem while the trains operating in the Northeast Corridor are held
up as the flagship of efficiency.

When you look into the realities of where Amtrak’s annual subsidies are going,
however, you find that this is far from the whole truth.

Due to the extraordinary capital needs of the Northeast Corridor and the debt
service costs associated with that corridor, the fact is that a vast amount of Am-
trak’s annual appropriation must go straight into that corridor.

Those subsidies are needed not just to continue Amtrak service, but also to ensure
the continuation of all the commuter railroads that operate over that corridor every
day.

Over the last 4 years, Amtrak’s appropriation has increased by $244 million. And
over the same time, Amtrak’s annual investment in the Northeast Corridor has in-
creased by roughly the same amount.

Put another way, the Northeast Corridor has absorbed just about every dollar of
the increased appropriations this subcommittee has provided over the last few
years. I am not saying that those investments are not necessary. In fact, they are
long overdue.

What I am saying is that the service in the Northeast Corridor—including the
local commuter services that operate on the Corridor—are no less dependent on an-
nual subsidies from this subcommittee as Amtrak’s services across the rest of the
country.

AMTRAK’S RISING RIDERSHIP

Amtrak just reached a record number of riders for its third consecutive year.

It is noteworthy that ridership over the Northeast Corridor grew by only 1 percent
while trains around the rest of the country grew at far faster rates.

Let’s just look at the trains serving my State and Chairman Bond’s State. The
Empire Builder is a train that provides service between Seattle and Spokane in my
State. The train continues on to serve the States of several other subcommittee
members including Senator Burns, Dorgan, Kohl and Durbin.

—Ridership on the Empire Builder grew by 9 percent last year.

—Ridership on the Cascades Service that runs from Vancouver, BC all the way

to Eugene, Oregon grew by almost 6 percent.

In Chairman Bond’s State, service between Kansas City and St. Louis grew by
almost 7 percent while service between St. Louis and Chicago grew by almost 14
percent just last year.

My point is that, while there is a growing level of pressure on the railroad to
eliminate or terminate these services, their popularity among the traveling public
is rising.

I, for one, am not going to support a policy where we leave thousands of pas-
sengers across the entire country without rail service solely because the capital
needs of the Northeast Corridor have gotten too expensive.

Thank you, Mr. Chairman.

PREPARED STATEMENT

Senator BOND. Thank you very much, Senator Murray. Senator
Leahy has also submitted a statement which will be included in the
record.

[The statement follows:]
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PREPARED STATEMENT OF SENATOR PATRICK J. LEAHY

Thank you, Mr. Chairman, for holding this important hearing today. On the heels
of last year’s passage of the transportation reauthorization bill and significant man-
agerial changes at Amtrak, it is very timely to hold this hearing on the budget re-
quests for the Department of Transportation and Amtrak.

I am very concerned that Congress will not be able to fund our Nation’s multi-
faceted transportation system adequately if Congress accepts the President’s budget
request. The President shortchanges Amtrak and public transit programs, and he
drastically cuts funding for the Essential Air Service program that brings air service
to small communities, like Rutland, Vermont. Without this program, air passenger
service to dozens of small communities across the country will end.

I look forward to hearing the testimony from today’s witnesses about the future
direction of the Transportation Department and Amtrak. Thank you.

Senator BOND. Now, Mr. Secretary, your statement, please.
STATEMENT OF SECRETARY NORMAN Y. MINETA

Secretary MINETA. Mr. Chairman and members of the sub-
committee, thank you again for this opportunity to appear before
you today to discuss the President’s fiscal year 2007 budget for the
Department of Transportation.

Our transportation network is the backbone of the strongest and
most dynamic economy in the world, and President Bush is pro-
posing a $65.6 billion plan to keep America moving safely, reliably,
and efficiently.

I will touch on a few highlights, and at this time, I request unan-
imou?1 consent that my full written statement be made a part of the
record.

Senator BOND. Without objection.

SURFACE TRANSPORTATION PROGRAMS

Secretary MINETA. The President’s 2007 budget request, Mr.
Chairman, reflects the funding level authorized in SAFETEA-LU,
which provides a record investment of $286 billion through fiscal
year 2009. Now, this investment reflects a strong commitment to
transportation in what we all recognize is a very tight budget envi-
ronment. However, we have reached a juncture where our focus
must be on modernizing financing as well as infrastructure.

I know that this committee is aware that the balances in the
Highway Trust Fund are on a downward slope and there is a grow-
ing consensus that we will need to look beyond traditional gasoline
taxes to finance 21st century transportation needs. So the Presi-
dent’s budget sets aside $100 million for States that want to test
alternatives to the gasoline fuel tax on a broad scale.

The Open Roads Financing Pilot Program will allow us to see
how the public accepts fees, tolls, and other approaches and how
well they raise revenue, and whether they are, indeed, more effec-
tive in reducing traffic congestion. The lessons that we learn
through these demonstrations, as well as the work done by the con-
gressionally-created Commission on the Future of the Highway
Trust Fund, will help form future decisions on surface transpor-
tation policies.

FEDERAL AVIATION PROGRAMS

Aviation financing also is in need of modernization, and after
consultation with the stakeholder community, we are developing a
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forward-looking plan which we expect to submit shortly. In the
meantime, the President’s 2007 budget provides $13.7 billion for
the Federal Aviation Administration from a combination of trust
fund revenues as well as general fund revenues. Of the requested
amount, $8.4 billion will address the FAA’s operational needs and
support hiring the needed safety inspectors and air traffic control-
lers per the Congressional plan.

An additional $2.75 billion is provided for the Airport Improve-
ment Program, otherwise known as AIP. The airport construction
grant request for 2007 is sufficient to address the construction
needs for all currently planned runways and to meet our goal for
improving runway safety.

Looking to the future, the Department’s budget provides $122
million for the next generation Air Transportation System Initia-
tive. Early progress in this multi-agency effort is encouraging and
our fiscal year 2007 budget invests in key building blocks for trans-
forming the way that America flies, including the ADS-B, the
Automatic Dependent Surveillance-Broadcast program, which ulti-
mately will move us from the ground-based to a satellite-based air
traffic control system.

INTERCITY PASSENGER RAIL

The budget also promotes continued transformation of intercity
passenger rail. First, I want to express my appreciation to Chair-
man Bond and Senator Murray and this committee for delivering
a clear message to Amtrak that it must address its money-losing
services. We are confident that management and the Board are
committed to turning the company around, and we will use the
oversight authority that you gave us to ensure that this happens.

In recognition of the progress to date, and with the expectation
that we will see much more by the end of fiscal year 2006, the
President requests $900 million to help Amtrak make the transi-
tion to a new and better model of intercity passenger rail. Five-
hundred million dollars of that request is for capital needs and
maintenance. The remaining $400 million would be available as Ef-
ficiency Incentive Grants tied directly to continued activities that
support reformed railroad operations.

SAFETY INITIATIVES

Now, over the past 5 years, we have also gained important mo-
mentum when it comes to safety, and roughly one-fourth of the De-
partment’s total resources in the 2007 budget will pay for safety
initiatives. As fiscal year 2007 approaches, we face the twin chal-
lenges of modernizing our transportation infrastructure and bring-
ing financing mechanisms that support them into the 21st century.

I look forward to working closely with all of you and with the en-
tire Congress as we make sure that America continues to have a
transportation system that is the envy of the world.

PREPARED STATEMENT

Thank you again for this opportunity to testify today and I will
be pleased to respond to any questions that you may have.
Senator BOND. Thank you very much, Mr. Secretary.
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[The statement follows:]

PREPARED STATEMENT OF NORMAN Y. MINETA

Mr. Chairman, members of the subcommittee, thank you for the opportunity to

appear before you today to discuss the administration’s fiscal year 2007 budget re-
uest for the U.S. Department of Transportation. The President’s request totals

%65.6 billion in budgetary resources, which will support major investments in trans-
portation nationwide that are vital to the health of our economy and the American
way of life.

Nearly $16 billion, or more than 24 percent, of the total request for the Depart-
ment will support transportation safety—my top priority. Statistics show our past
safety efforts are paying off. Our early estimates show in 2005 the highway fatality
rate reached an historic low of 1.43 fatalities per 100 million vehicle-miles traveled.
Still, annual highway deaths continue to hover around 43,000—a number that is
still too high.

Our transportation network is the backbone of the strongest and most dynamic
economy in the world. The President’s budget request continues record investments
in our Nation’s transportation infrastructure, as well as supporting research and
technology. At the same time, the budget reflects the recognition that our funding
mechanisms are outdated. There is a growing consensus that traditional gasoline
taxes and airline ticket taxes are not adequate to the task of supporting 21st cen-
tury transportation needs. We must explore new and innovative ways to provide
more reliable transportation services while focusing on costs. Consequently, the
2007 budget introduces alternative financing ideas that may provide possible fund-
ing options for our resource needs in the future.

SURFACE TRANSPORTATION PROGRAMS

Last summer, the “Safe, Accountable, Flexible, Efficient Transportation Equity
Act: A Legacy for Users” (SAFETEA-LU) reauthorized our surface transportation
programs through fiscal year 2009, providing a record $286 billion investment and
a continued focus on improvements in highway safety. The President’s 2007 budget
plan for the Federal Highway Administration, the Federal Transit Administration,
the Federal Motor Carrier Safety Administration, and the National Highway Traffic
Safety Administration reflects the funding envisioned in SAFETEA-LU. The budget
provides $815 million for the National Highway Traffic Safety Administration, along
with $521 million for the Federal Motor Carrier Safety Administration, to improve
safety on our Nation’s highways. The budget also proposes a record $8.9 billion Fed-
eral investment in public transportation. This funding for the Federal Transit Ad-
ministration will help achieve common-sense transit solutions, especially for the el-
derly, persons with disabilities, and in rural areas where 40 percent of counties
have no public transportation.

Even though SAFETEA-LU has just recently passed, we are already thinking
about new ways to fund surface transportation programs in the future. That is why
the 2007 budget plan proposes a $100 million pilot program to evaluate innovative
ways to finance and manage major portions of highway systems. Grants under this
pilot program will allow the Federal Government to partner with up to five States
that want to test fees, tolls, and other approaches on a broad scale—either statewide
or across an urban area and its suburbs. We will see how the public accepts these
approaches, how well they raise revenue, and whether they are indeed more effec-
tive in reducing traffic congestion. The lessons learned from this pilot program, as
well as the work done by the Congressionally created commissions on the future of
the Highway Trust Fund, will help inform future decisions on financing surface
transportation needs. The timing is important. By the end of the 2007 budget year,
only 2 years will remain before SAFETEA-LU expires.

FEDERAL AVIATION PROGRAMS

Approaching even more quickly is reauthorization of the Federal Aviation Admin-
istration (FAA) and the taxes that finance the Aviation Trust Fund, which expire
at the end of fiscal year 2007. Currently, our primary funding source for the FAA
is tied to the price of an airline ticket. But there is general consensus that our grow-
ing aviation system needs a more stable and predictable revenue stream—one that
creates a more direct relationship between revenues collected and services provided.
Soon, the Bush Administration will propose a reauthorization plan that will include
a solid, forward-looking financing proposal for the Aviation Trust Fund.

The President’s 2007 budget plan provides $13.7 billion to fund aviation. Of this
request, $8.4 billion will address the FAA’s operational needs and support hiring
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needed safety inspectors and air traffic controllers. The President’s budget also in-
cludes nearly $2.8 billion for Airport Improvement Program (AIP) grants, which
were instrumental in helping restore service last year to several Gulf Coast airports
shut down by Hurricanes Katrina and Rita. The 2007 AIP request is sufficient to
address construction needs for all currently planned runways.

The demand for air transportation continues to rise, placing more burdens on our
current systems. To address future needs, the FAA is partnering with other Federal
agencies in planning for the Next Generation Air Transportation System (NGATS).
This multi-agency effort is exploring new ways to manage air transportation
through the use of modern technology. As a first step, the 2007 budget provides
funding for this effort, including $80 million to support FAA’s deployment of Auto-
matic Dependent Surveillance-Broadcast (ADS-B). ADS-B will replace current
radar systems and provide more accurate surveillance coverage. In addition, the
budget provides $24 million for System Wide Information Management, which will
make a network-enabled air traffic system possible, improving safety, efficiency, and
security. These are the building blocks of the Next Generation initiative, which will
transform the way that America flies.

INTERCITY PASSENGER RAIL

The budget also promotes continued transformation of intercity passenger rail in
America. In last year’s budget, the administration demanded reform. America needs
a sustainable framework for convenient, high-quality passenger rail service, and
over the past year both Amtrak and the Congress have responded. Amtrak devel-
oped a strategic reform plan that seeks to restructure the company and introduce
route competition. Through the fiscal year 2006 appropriation, Congress included
measures to address Amtrak’s money-losing sleeper car and food and beverage serv-
ices, among other efficiency measures. Together, these reforms will help Amtrak re-
al(i;_{ze meaningful savings this year, and therefore reduce its need for Federal sub-
sidies.

In recognition of this progress—and with the expectation that we will see much
more by the end of fiscal year 2006—the President’s fiscal year 2007 budget re-
quests $900 million to help Amtrak make the transition to a new and better model
of intercity passenger rail. Of this amount, $500 million will provide for capital
needs and maintenance of existing infrastructure, including the Northeast Corridor.
The remaining $400 million will fund new “Efficiency Incentive Grants” tied directly
to continued progress toward reform. In addition, our plan assumes continuation of
the legislative initiative begun in 2006 that would assess fees for capital investment
and maintenance costs by transit agencies for their use of the Northeast Corridor.
We recognize that this budget will require Amtrak to accelerate its efforts to ad-
dress its costs, but we believe the recommendations recently made by the Govern-
ment Accountability Office and the Department of Transportation Inspector Gen-
eral, as well as the company’s own strategic plan, provide a roadmap for success.
While much work remains to address Amtrak’s serious and well-documented prob-
lems, we believe the fiscal year 2007 budget will encourage progress and promote
efforts to move to a more sustainable system.

MARITIME PROGRAMS

The President’s plan includes $154 million to fully fund the Maritime Administra-
tion’s Maritime Security Program. This fleet of 60 active, militarily useful vessels
manned by U.S. mariners is critical to the support of our troops abroad. The Presi-
dent’s budget also includes $62 million for the U.S. Merchant Marine Academy, of
which $15 million is for capital investment improvements at the Academy.

RESEARCH, PIPELINES, AND HAZARDOUS MATERIALS SAFETY

Approximately 15 months ago, Congress enacted the Department of Transpor-
tation’s reorganization proposal to create the Pipeline and Hazardous Materials
Safety Administration (PHMSA) and the Research and Innovative Technology Ad-
ministration (RITA).

PHMSA is responsible for the safety of almost one-third of all products shipped
each year and two-thirds of all energy products consumed. This includes the pack-
aging, shipment, and handling of all hazardous materials by highway, rail, water,
and air, as well as the movement of energy products by pipeline. The 2007 budget
provides $149 million for PHMSA’s operations, including $75.7 million for pipeline
safety, $27.2 million for hazardous materials safety, and %28.2 million for emergency
preparedness grants.

RITA has brought new energy and a focus on the Department’s research efforts,
and is working to expedite the implementation of cross-cutting, innovative transpor-
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tation technologies. The President’s 2007 budget request includes $8.2 million in di-
rect funding, plus an additional $27 million from the Highway Trust Fund for the
Bureau of Transportation Statistics, to continue these efforts. In addition, RITA will
undertake over $300 million in transportation-related research, education, and tech-
nology application on a reimbursable basis.

DEPARTMENT OF TRANSPORTATION HEADQUARTERS BUILDING

Finally, I want to highlight the fiscal year 2007 President’s budget request of
$59.4 million for the new Department of Transportation headquarters building
project. The goal is to complete the consolidation of the Department’s headquarters’
operating functions, excluding the FAA, into a facility at the Southeast Federal Cen-
ter in fiscal year 2007. The requested funds will cover DOT’s tenant-related costs,
including security and telecommunications equipment and the infrastructure to sup-
port it. The end result will be a facility that provides modern office technology, en-
hanced communications, a quality work environment, and updated security systems
for more than 5,000 Federal workers.

The President’s budget request reflects a fiscally responsible plan for the Depart-
ment of Transportation to help America meet its 21st century transportation needs.
To ensure that the Department is exercising sound stewardship over the financial
resources entrusted to us, we continue to focus on program performance to maxi-
mize efficiency and create a results-oriented Government. Together with the Con-
gress, and with our public- and private-sector partners, we are revolutionizing
transportation to keep America moving.

Thank you again for the opportunity to testify today. I look forward to working
closely with all of you, and with the entire Congress, as you consider the fiscal year
2007 President’s budget request. I will be pleased to respond to any questions you
may have.

FREIGHT TRANSPORTATION

Senator BOND. We are going to have to do a quick round and
move on to the FRA, but one of the first things I have is a growing
concern about freight transportation capacity. Your Bureau of
Transportation Statistics estimates freight volumes in tons will in-
crease by 70 percent by 2020. We have roughly the same highway
miles and we have 40 percent fewer rail miles. We are watching
our inland water infrastructure become obsolete, inefficient, and
outdated. How much concern do you have that in the decades
ahead, if we don’t plan and do something more for transportation,
there will be a straightjacket on our economy, frustrating competi-
tiveness, growth, and job creation?

Secretary MINETA. There is no question that the increase in
trade in the next 20 years is going to be a very large impact on
the transportation system, and that is why the Safe, Accountable,
Flexible, Efficient, Transportation Equity Act; A Legacy for Users
(SAFETEA-LU) legislation is so important. It brings back what we
started in the Intermodal Surface Transportation Efficiency Act of
1991 (ISTEA), and that was the I, intermodal. Today, we know that
given the large inflow of transport into the country through mari-
time trade, loads go onto rail and onto the highway. What we are
trying to do through SAFETEA-LU is make sure that the inter-
modal freight gateway connection is coordinated.

Given limited financial resources, SAFETEA-LU includes financ-
ing mechanisms other than the traditional Highway Trust Fund
that we rely on, such as the Transportation Infrastructure and In-
novation Act (TIFIA), State Infrastructure Banks (SIBs), private
activity bonds, and other financing mechanisms where we want
more people to come to the table with public-private partnership
programs.
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Senator BOND. As more intermodal freight becomes available and
increases that burden, you are looking at taking the overseas ship-
ments and putting them on rail and highways, which are over-
crowded. Given the fact that one single medium-size barge tow can
carry the freight of 870 trucks, shouldn’t we be looking at the in-
creasingly important option to maintain the efficiency, relieve con-
gestion, conserve fuel, and reduce air emissions by bringing our in-
land waterways up to speed?

Secretary MINETA. Absolutely, and that was one of the first
things I undertook when I became Secretary of Transportation in
2001. We already had the Wendell H. Ford Aviation Investment
and Reform Act (AIR-21) to take care of aviation. We had the
Transportation Equity Act for the 21st Century (TEA21) as it re-
lated to surface transportation needs. One of the things we pro-
posed was a SEA-21 program to deal with short-sea shipping on
the east, west, gulf coasts and the inland waterway system. That
program is now before the Office of Management and Budget
(OMB) and we are hoping that we will be able to get that out, be-
cause it is part of our total marine transportation system.

INTERCITY PASSENGER RAIL SYSTEM

Senator BOND. I would hope, Mr. Secretary, with your broad un-
derstanding of transportation that we can mark you down as a sup-
porter of the Water Resources Development Act, which OMB treats
like an illegitimate child at a family reunion.

I wish to address one Amtrak question. I would like to know how
you see your responsibility for Amtrak. I am concerned about the
debt. I am concerned about reforms that will require elimination or
cut-back. What do you see as your role and what do you expect to
achieve in your position as the Secretary of Transportation with
overall responsibility for the area?

Secretary MINETA. First of all, there is a need for an intercity
passenger rail system. What the administration and I are trying to
do is give a long-term, sustainable future to intercity passenger
rail. The present model can’t do it. You recognize that when you
see first-class sleeper service being subsidized to the extent that it
is, and in terms of some passenger rail services where the subsidy
may be $450 to $500 per passenger. There are areas like food serv-
ices, first class sleeper services, and other areas where they do
need change.

What we are trying to do is bring reform that will give long-term
financial sustainability to an intercity passenger rail system. Last
year, we requested no funding for Amtrak. We submitted our re-
form measure in 2003, 2004, and 2005, but no action was taken on
the reform measure. So OMB said, okay, let us get their attention.
We will request zero funding for fiscal year 2006 until we get re-
form. We got Congress’ attention.

We attempted a three-prong approach: the authorizing commit-
tees; the Appropriations Committee; and the Board of Directors.
The House authorizing committee provided a $2 billion a year, 6-
year program, but no reforms. In the Senate, we got an $8 billion
package over 5 years, or $1.6 billion per year for 5 years; it had
some reforms in it. The proposal went on the budget reconciliation
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bill, but then it got pulled in conference and that reform effort
failed.

So then we were dependent on the Appropriations Committees.
You folks did come back with reforms, plus the actions of the Board
brought about sufficient reform. OMB recognized this effort and we
included $900 million in this year’s budget. We are looking for fur-
ther reforms, and for that there will be additional monies forth-
coming.

Senator BOND. Mr. Secretary, thank you very much. You may
have had a black and blue spot on your jaw, but we lost a pound
of flesh in this subcommittee, and so to follow up on these ques-
tions, I believe that Senator Murray may have some questions to
ask.

Senator MURRAY. I certainly will, and unfortunately, our time is
limited, but I know well that the Secretary, as a former member,
knows that the authorization committee has to make those rules,
not the Appropriations Committee, and I think the Secretary has
a pretty strong history in the House of ensuring that that occurred,
so I hope that is where you are leaning, Mr. Secretary.

Secretary MINETA. Well, you are right, absolutely right. We will
keep trying.

FEDERAL AVIATION ADMINISTRATION

Senator MURRAY. Let me ask you about the FAA because the
FAA expects 73 percent of its air traffic controllers to retire over
the next 10 years, and as part of last year’s appropriations bill, we
fully funded your request to hire an additional 595 air traffic con-
trollers and we provided an extra $12 million that you did not re-
quest to try to fill some of those vacancies in the ranks of the avia-
tion safety inspectors. These are perhaps the most critical safety
positions in the entire FAA, and unfortunately, as you know, the
across-the-board cut was imposed in the defense appropriations bill
that impacted that funding somewhat.

But it is now the middle of March. We are almost halfway
through this fiscal year, and ever since the new year began, our
subcommittee has been trying to find out how many new air traffic
controllers and safety inspectors you will actually be hiring this
year. Your Department has not been able to give us a straight an-
swer to address that issue and I can’t help but be concerned that
if your Department doesn’t have a plan yet halfway through this
year for dealing with this critical safety question, that we are ei-
ther endangering safety or you are incapable of managing your peo-
ple.

So, Mr. Secretary, can you tell this committee precisely how
many air traffic controllers and how many air safety inspectors you
will be hiring this year?

Secretary MINETA. We are adhering to the congressional plan. As
I recall, the plan was for 1,129 air traffic controllers.

Ms. SCHEINBERG. I believe it was originally 1,249.

Secretary MINETA. I am sorry, the plan was originally for 1,249
air traffic controllers, and there is no plan for inspectors. But in
any event, we are geared toward the congressional plan.

Senator MURRAY. Well, how many——
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Secretary MINETA. The 1 percent across-the-board rescission has
impacted the FAA, plus the fact that we have to absorb pay raises
from within the budget. In fiscal year 2006, as I recall, we have to
absorb close to 1 percent of the pay raise.

Senator MURRAY. We actually gave you 12

Secretary MINETA [continuing]. Two-point-two

Senator MURRAY. We gave you $12 million more than you re-
quested

Secretary MINETA. It was a 3.1 percent pay raise——

Senator MURRAY [continuing]. So even with the across-the-board
cut and with the other factors that you put in place, we should be
on a road to do this? I am deeply concerned that we have not yet
been able to get from your office the workforce plan. You have to
hire these critical safety inspectors that we need on the ground, so
when our public flies, they know their planes have been inspected,
and air traffic controllers, who, as you know, are retiring at a much
higher rate than you are now hiring.

Secretary MINETA. Well, our plan on air traffic controllers was
1,249 and the number of inspection for flight standards and air-
craft certification personnel Congress funded to be hired is 238.
That is the congressional plan that was——

Senator MURRAY. If you could get back to us within the next
week here how many you have actually hired and exactly, over the
course of the next few months, how many you are in the process
of hiring——

Secretary MINETA. Absolutely.

Senator MURRAY [continuing]. I think it is important for us to
know.

Secretary MINETA. We will do that for the record.

[The information follows:]

With regard to air traffic controllers, in December 2004, the FAA published “A
Plan for the Future: The Federal Aviation Administration’s 10-Year Strategy for the
Air Traffic Control Workforce.” This document outlined the agency’s plans to hire
and train controllers based on actual results and changes in traffic forecasts since
2004. In the December 2004 report, FAA estimated the need to hire 1,249 control-
lers in fiscal year 2006 with estimated losses of 654 controllers for a net gain of 595
controllers. This estimate was based on traffic forecasts produced in March of 2004.
Based on the March 2005 forecasts, FAA reduced the number of planned hires in
fiscal year 2006 from 1,249 to 1,129. Since that time, in March 2006 new aviation
forecasts were released resulting in further reductions to the number of planned
hires in fiscal year 2006 from 1,129 to 930 controllers with losses of 800 for a net
increase of 130 controllers in fiscal year 2006.

Unlike the air traffic controllers, there is no FAA staffing plan for hiring safety
personnel. For fiscal year 2006, FAA requested funding for 97 additional safety per-
sonnel in flight standards and aircraft certification. Congress increased funding for
FAA safety personnel to a total of 238 in fiscal year 2006, or a net increase of 141
personnel from the FAA request. As a result of the 1 percent rescission and un-
funded pay raise in fiscal year 2006 ($13.9 million), FAA planned to hire only 87
additional safety personnel. However, in keeping with the Congressional desires to
increase safety personnel above the FAA requested level, the Department submitted
a reprogramming request to Congress to use lapsed funds in fiscal year 2005, in ad-
dition to transfers from other lines of business, to fund an additional 84 staff in
safety surveillance oversight in fiscal year 2006. FAA anticipates hiring a net in-
crease of 171 safety personnel in fiscal year 2006, or 67 less than the level requested
by Congress.
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FAA REAUTHORIZATION

Senator MURRAY. All right. The authorization of the Aviation
Trust Fund, as you know, expires at the end of fiscal year 2007 and
we have not yet heard the administration’s views on the future of
aviation financing. The Air Transport Association supports a plan
that would charge a fee to every user of the air traffic control sys-
tem. The general aviation community responded quickly opposing
user fees. We were told to expect the administration’s plan to be
released sometime this month, in March, and as I said, this month
is half over. Can you tell us when we are going to see the adminis-
tration’s new proposal for aviation financing?

Secretary MINETA. We have submitted it to OMB. I don’t think
it will be out by the end of this month. I would say within a month,
it will be completed.

Senator MURRAY. Well, what is your:

Secretary MINETA. So I would say by the—I am sorry.

Senator MURRAY. Since you have submitted it to OMB, can you
give us your general response to the proposals that have been put
forward by the Air Transport Association?

Secretary MINETA. Until OMB approves the plan, I am not able
to say where we are going on it.

Ms. SCHEINBERG. Senator Murray, our proposal has significant
changes to the current financing of the FAA, and as a result, OMB
has put the proposal through interagency clearance. There are sig-
nificant issues that the Department of Treasury and other agencies
are contemplating. This is not a single-agency review; we have
been talking with these other agencies and trying to iron out the
plan.

Senator MURRAY. Okay. Well, let me ask you one very specific
question. The proposal of the Air Transport Association appears to
eliminate the role of this committee in overseeing the FAA as well
as directing Federal funds for the operation and modernization of
the FAA.

Secretary MINETA. I am sorry, the ATA——

Senator MURRAY. The ATA proposal appears to eliminate this
committee’s oversight of the FAA and I want to know whether your
proposal is going to change the role of this committee.

Secretary MINETA. No, not at all.

Senator BOND. Thank you very much, Senator Murray. This com-
mittee goes by the FIFO rule, but since we have been joined by the
distinguished chairman of the full committee, I might ask, since he
has multiple responsibilities, if he would like to go next.

STATEMENT OF SENATOR THAD COCHRAN

Senator COCHRAN. Mr. Chairman, thank you. I appreciate the op-
portunity to join you and the other members of the subcommittee
in welcoming the distinguished Secretary of Transportation and his
Chief Financial Officer to our committee hearing. We appreciate
your good assistance as you carry out your duties. Over the last 5
years, you have demonstrated a great amount of competence and
you have devoted an enormous amount of effort to helping to pro-
tect and expand our Nation’s transportation assets. We appreciate
your very outstanding work.
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Secretary MINETA. Thank you.

Senator COCHRAN. I might add, too, we thank you for your timely
assistance to the airports in the gulf coast region, which suffered
enormous damages as a result of Hurricanes Katrina and Rita. We
are recovering. We are rebuilding. But it wouldn’t be possible with-
out the strong support of you personally and the other members of
this administration. We appreciate that help very much.

Secretary MINETA. Thank you very much, sir.

Senator COCHRAN. Thanks, Mr. Chairman.

Senator BOND. Thank you very much, Chairman Cochran.

Senator Bennett.

STATEMENT OF SENATOR ROBERT F. BENNETT

Senator BENNETT. Thank you, Mr. Chairman.

Mr. Secretary, I would be remiss if I did not once again thank
you and commend your Department for all of the support you have
given to public transportation in the State of Utah. I sit on the
Banking Committee, which authorizes public transportation and
mass transit, and it is always fun, as the Senator from a State per-
ceived to be a rural State—actually, we are one of the most urban-
ized States in the Nation—to hear Senators on the Banking Com-
mittee from Eastern States always talk about urban transit and
say, why can’t we do it as well everywhere as we are doing it in
Salt Lake City?

That always makes me feel good and it is because of the partner-
ship that has been built with the people in Utah and the staff at
FTA. I need to continually thank you and them for the cooperative
way in which we have worked on that. We like being the example
that people point to.

My favorite story, Mr. Chairman, there is still a hard-core group
in Utah that opposes mass transit and they held a rally in down-
town Salt Lake City, and in the notice for the rally, they said, this
will take place during rush hour, so if you want to be sure to get
there on time, take mass transit in order to be there.

INTERCITY PASSENGER RAIL

Mr. Secretary, do you really think we have got a shot at making
Amtrak finally work? It has been around for so long. I have heard
so many stories over the years about, well, this is the year that we
are going to get Amtrak under control. This is the year that Am-
trak is going to finally deal with its debt burden. It is going to fi-
nally get its service where it ought to be. I hear your optimistic
statements and I read them. I have been reading through the ma-
terial that is available to us. It all sounds good. Just give me your
gut reaction as to where we are in Amtrak.

Secretary MINETA. Amtrak reform is not going to be done in a
short period of time. As an example, in our reform measure we
asked that the Northeast Corridor assets be turned over to the De-
partment of Transportation. We would then take 6 or 7 years to
bring it up to a good state of affairs. In the meantime, we would
form a consortium of the Northeast Corridor States to which we
would then be able to turn back those assets. The other part of the
program would be 50 percent capital partnership with the States
on capital improvements.
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It is a journey that starts at some point. That point is going to
be when we get the reform measures in place on the structure of
Amtrak, based on the principles in our reform measure. It requires
those principles to be embraced in legislation, or in terms of Board
practices, and laid out over a number of years to transform Amtrak
into a sustainable, well-functioning intercity passenger rail system.

Senator BENNETT. I agree absolutely that we have to have a
functioning intercity rail passenger system in those parts of the
country where it makes sense. Every year at these hearings, 1 say
this, and every year at these hearings, or after these hearings,
there are nasty letters to the editor about me in the Salt Lake pa-
pers.

The Northeast Corridor Amtrak rail passenger service, absolutely
essential. We could not sustain the impact of dumping that many
passengers on the highway or trying to cram them into airplanes.
I think the total number of people who debark Amtrak in Salt Lake
City is less than a dozen a week. Now, I may be off by an order
of magnitude. It may be 120 a week. But the cost of maintaining
that kind of service over those kinds of distances simply doesn’t
make sense to me.

I see the Senator from Illinois is here. It may make sense from
New York to Chicago. That is outside of the Northeast Corridor. It
may make sense from Los Angeles to San Francisco. But I hope as
we look at the Amtrak long-term, we recognize that in order to
have, paraphrase it just a little, in order to have mass transit make
sense, you have to have the mass that needs to be transited.

Given the distances we have in this country, intercity passenger
service in the Northeast Corridor or perhaps between New York
and Chicago, you do have the mass that needs to be transited, but
the mass coming from, let us say, Denver to Salt Lake City that
is currently handled by train is not enough to justify the kinds of
expenditure that the taxpayers are being called upon to provide.

Thank you, Mr. Chairman.

Secretary MINETA. You are absolutely correct, Senator, and the
No. 1 principle, as I recall, in our reform proposal is to make eco-
nomic sense and congestion sense. Yes, sir.

Senator BOND. Thank you very much, Senator Bennett.

Senator Durbin.

INTERCITY PASSENGER RAIL

Senator DURBIN. Thank you, Mr. Chairman.

Secretary Mineta, thank you for being here. You have given a
lifetime to public service as a mayor and Member of the House of
Representatives and in the President’s Cabinet and I thank you for
that.

Secretary MINETA. Thank you.

Senator DURBIN. I am happy to count you as a friend. But I want
to ask you some questions following up on Senator Bennett’s ques-
tions.

I can’t figure out where this administration is when it comes to
Amtrak. Last year, you zeroed it. Congress came back and said, no.
We passed an authorization bill for Amtrak in the Senate by a vote
of 93 to 6 and an appropriation bill of $1.3 billion, which we felt
might be adequate to keep Amtrak functioning.
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Six days after we passed the authorization bill, Mr. Gunn was
dismissed as the head of Amtrak. I think that was a serious mis-
take. I think he has been one of the most level-headed administra-
tors in the history of that operation. He was totally apolitical, as
I saw it, and maybe that is what cost him his job. He has not been
replaced, as I understand it, as of today, which is a sad com-
mentary on Amtrak’s administration and management. If the ad-
ministration is clearly dedicated to reforming Amtrak, then you
need an engineer in that locomotive and you don’t have one at this
moment.

Secondly, the budget request this year just leaves me cold. It is
as if someone is drowning 50 feet offshore and you throw them a
25-foot rope. That is what has happened this year with this $700
million request. We know, I think reliably so—I am sorry, $900
million request. We know, reliably so, that Amtrak needs about
$1.6 billion to maintain operations and to make critical investment,
to conform with the Americans with Disabilities Act and other legal
requirements. Absent that kind of basic capital investment, there
is no way they can maintain schedules and ridership.

In my State, it is personal. We are deeply committed to Amtrak.
The State of Illinois has made a commitment of $12 million-plus
to Amtrak on an annual basis because we value it so much. So it
isn’t as if we are begging from the Federal Government or asking
without coming up with something locally. It is essential to us in
terms of the passengers that are served when we have, I think, 2.5
million passengers in the course—yes, 2.5 million passengers
ticketed through Chicago on Amtrak in the year 2005.

So my basic question to you, Mr. Secretary, is this. Is it the ad-
ministration’s intent before they leave office to let Amtrak slowly
wither and die on the vine, or are you willing to work with people
of good faith and good will who are trying to make the necessary
investments so that Amtrak has a future? I can’t argue for Senator
Bennett’s situation in Utah because I don’t know it, but I do know
the situation in Illinois. Amtrak is essential to down-State resi-
dents as well as those in the Chicagoland region, and we are fear-
ful that the administration’s goal is to close down Amtrak as we
see it, or to diminish the investment in Amtrak that is necessary
for its future. I would like to ask you to comment, please.

Senator BENNETT. Senator, I have been trying to give our Am-
trak dollars to you for years.

Senator DURBIN. We are still willing to take them, too.

Secretary MINETA. We are very committed to an intercity pas-
senger rail system, but the present structure isn’t going to give us
a long-term, viable intercity passenger system that is sustainable.
That is why people say, “Mineta, why are you trying to kill Am-
trak?” Frankly, if I wanted to kill Amtrak, I would do nothing. But
we are working to formulate a financial and public policy to deal
with Amtrak in the long-term.

I wish we could get over the hump of other people saying we are
trying to kill Amtrak. Rather, we are trying to build Amtrak, or
some kind of an intercity passenger rail system, for the future.
That is why in our proposal, we commit to a 50 percent capital im-
provement program partnership with the States. As examples,
there are Oregon and Washington with service to British Columbia,
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the California system, and the Northeast Corridor. There are also
the States themselves, as former Governor Kit Bond talked about
his commitment to rail in the State of Missouri.

Today, there is a Midwest Railroad Initiative made up of Michi-
gan, Illinois, Wisconsin, Minnesota, Iowa, Indiana, Ohio, Missouri,
and Kansas. Those States are putting into their rail operation, as
I recall, somewhere around $30 million. They are doing that totally
with State money. We are willing to work with the States and come
up with a 50-50 partnership for their capital programs.

In our reform package, we are trying to follow the model cur-
rently used to finance transit, highway and airport capital projects.
Those are all partnership programs.

Senator DURBIN. Mr. Secretary, if I could just—I know my time
is up, and I don’t want to prevail on the committee any longer
other than to suggest that Illinois has already invested $250 mil-
lion in upgrading Amtrak. We have made a commitment. We are
not just there with our hands up to the Federal Government. And
a $12 million annual commitment to the operating expenses of Am-
trak in our State. We believe it is essential for our economy.

I don’t believe we can have a realistic and cogent energy policy
in America that does not include mass transit and rail transit, in-
cluding Amtrak, in circumstances like Illinois. To put more cars on
the road is not going to in any way reduce our addiction to oil in
this country. So I hope that the administration will work with us
in Congress to try to find the right funding level so that Amtrak
doesn’t just survive another year, but starts to build for a more
successful future.

Secretary MINETA. Well, I think——

Senator BOND. Thank you very much, Senator Durbin, and re-
grettably, since we do want to get this next panel up and have
them testify, because our votes are starting, I am going to stay
here as long as I can, I want to hear what the Amtrak panel has
and I will submit a whole bunch of questions on AIP, why you took
the $100 million out of existing funds, what are the other options
that States may pursue on Amtrak and Open Skies.

But thank you very much, Mr. Secretary, and we will be con-
tinuing our dialogue with you and now we would like to invite the
second panel.

ADDITIONAL COMMITTEE QUESTIONS

Secretary MINETA. We will submit for the record responses to the
questions sent by the members. Thank you very much, Chairman
Bond and members of the committee.

[The following questions were not asked at the hearing, but were
subr]rlitted to the Department for response subsequent to the hear-
ing:

QUESTIONS SUBMITTED TO THE DEPARTMENT OF TRANSPORTATION

QUESTIONS SUBMITTED BY SENATOR CHRISTOPHER S. BOND
TRANSIT SMALL STARTS

Question. Mr. Secretary, in light of the Advanced Notice of Proposed Rulemaking
issued by FTA last month regarding Small Starts, how will you ensure that the
Small Starts program has the right balance between oversight and flexibility of
funds? This program could be a great resource for small transit authorities or those
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that are lacking the financial resources to devote to large scale mass transit
projects. However, my concern is that if the Department creates too much bureau-
cratic red tape, it may defeat the purpose of providing a grant program for smaller
transit projects.

Answer. The Safe, Accountable, Flexible, Efficient Transportation Equity Act: A
Legacy for Users (SAFETEA-LU) provides Small Starts funding to projects with
total costs not exceeding $250 million and New Starts funding of less than $75 mil-
lion. Each project must conduct an alternatives analysis and be approved to enter
project development based on requirements in a reduced set of criteria for Small
Starts project justification compared to traditional New Starts projects.

The Advanced Notice of Proposed Rule Making (ANPRM) issued January 30,
2006, addresses both reduced requirements on grantees and the need for projects
to be well justified. The requirements are scaled to the size and complexity of the
project so that simple projects at lower cost require less effort to demonstrate their
worthiness for funding while larger projects are required to perform more analysis.
To highlight these differences in justification the Federal Transit Administration
(FTA) has proposed a category of projects that are justified for funding by virtue
of their physical characteristics, cost limitations and existing ridership. This cat-
egory is called “Very Small Starts.” Projects that qualify for this category also rate
well for each of the project justification criteria in SAFETEA-LU; therefore, no de-
tailed assessment of transportation benefits is necessary, saving project sponsors
significant time and costs for analysis. The specific project characteristics for Very
Small Starts have been defined in FTA’s proposed interim guidance for Small Starts
that was issued on June 9, 2006.

Additional reductions in requirements for Small Starts funding are for alter-
natives analysis studies and for effort to produce information for evaluation. It is
anticipated that alternatives analysis studies will be simpler than those for tradi-
tional New Starts because areas considering smaller projects will have a limited
number of alternatives that need to be examined and the settings for the projects
could involve less analysis. The tools needed to forecast transportation benefits
could also be simpler to develop and apply as described in the ANPRM. These ef-
forts are aimed at reducing Federal “red tape” while ensuring project benefits and
financial capacity can be met so that only meritorious projects go forward.

BUS RAPID TRANSIT

Question. Mr. Secretary, in terms of providing more cost-effective solutions to traf-
fic congestion, Bus Rapid Transit appears to be a great alternative to the expensive
capital costs associated with building or expanding light and heavy rail mass transit
systems. Are there any new ideas coming from the Department to make Bus Rapid
Transit more efficient in terms of operating? Is anything being done to make BRT
more attractive to transit authorities throughout the country?

Answer. While each transit mode has its place, Bus Rapid Transit (BRT) generally
offers an attractive solution where there are dedicated or segregated travel lanes,
well-designed bus stations with level boarding, multiple doors for entry and egress
onto large platforms, and less frequent stops as opposed to minimally equipped and
frequent bus stops, off-board fare collection, transit signal priority and queue jump-
ing at intersections, timely and appropriate customer service information, and large
comfortable buses that project a unique identity of the service.

The new Small Starts program makes available an additional source of funding
for BRT projects, both with and without fixed guideways. Under the Small Starts
category, certain “corridor-based bus capital projects” are eligible for funding.
Projects are limited to those with proposed Capital Program funds of less than
$75,000,000 and a total project cost of less than $250,000,000. The Proposed Interim
Guidance and Instructions for Small Starts has been released recently for public
comment. The project justification criteria are simplified, focusing on three criteria:
cost-effectiveness, public transportation that is supportive of land use policies, and
the effect on local economic development. The criteria for local financial commitment
have been simplified to focus only on a shorter term financial plan. The project de-
velopment process for Small Starts is a three-step process: alternatives analysis,
project development, and construction, rather than the four steps for the more
elaborate New Starts projects.

In cooperation with the National Bus Rapid Transit Institute, FTA has launched
several information-gathering and outreach activities to promote BRT as a cost-ef-
fective alternative. FTA has been conducting several public outreach seminars and
workshops to inform both transit agencies and the public on the attributes and ben-
efits of BRT. FTA has also launched a program to update the document “Character-
istics of Bus Rapid Transit for Decision Making” that was released in 2004 to add
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advances made in BRT systems. The update is slated for release in late 2007. FTA
has initiated cooperative working relationships with the U.S. Conference of Mayors
and several non-profit organizations that are promoting BRT to share data and to
extend the reach to more organizations, thereby resulting in greater interaction with
the public in finding solutions for congestion mitigation in metropolitan areas.

FMCSA PARTNERSHIP WITH THE STATES IN IMPLEMENTING SAFETEA—LU PROVISIONS

Question. Mr. Secretary, as you well know, as a result of SAFETEA-LU, the
modal Administrations in your Department that oversee surface transportation have
a considerable job to do in implementing many of the provisions in that legislation
in both a regulatory and grant framework.

In many cases, this requires a close working relationship and partnership with
existing organizations representing State and local governments. It also requires the
leveraging of resources and meeting venues with these groups. For example, this is
accomplished in FHWA through its partnership with AASHTO. In public transit, it
is FTA’s partnership with groups such as APTA. In automobile safety, it is NHTSA’s
partnership with groups such as the Governor’s Highway Safety Association.

With respect to motor carrier safety, it is my understanding that one group that
the Federal Motor Carrier Safety Administration (FMCSA) should be working close-
ly with is the Commercial Vehicle Safety Alliance (CVSA) whose membership con-
sists of State motor carrier safety enforcement agencies and those in Canada and
Mexico.

I have learned that FMCSA has chosen not to participate in one of the two inter-
national meetings that CVSA holds each year and that it has decided not to allow
States to use MCSAP funds to attend CVSA meetings. This is troubling since
FMCSA has a huge task in implementing SAFETEA-LU State motor carrier safety
grant programs as well as the constant need to deal with safety and security issues
at both our Northern and Southern borders. It is critical that FMCSA continue to
maintain a consistent motor carrier safety and security policy throughout North
America and involve the States in helping to make critical decisions since they are
delivering the bulk of the motor carrier safety programs.

In light of this, Mr. Secretary, can you tell me why FMCSA is not better
leveraging taxpayer dollars and meetings with those of CVSA?

Answer. The Federal Motor Carrier Safety Administration (FMCSA) and the Com-
mercial Vehicle Safety Alliance (CVSA) have always worked closely and coopera-
tively to advance motor carrier safety on the Nation’s highways. Through its Annual
Spring Conference and the Fall Workshop, CVSA has provided a regular forum for
State and Federal enforcement personnel and industry representatives to address
critical issues confronting motor carrier safety. FMCSA values this relationship and
will continue to participate in these forums. FMCSA leadership and staff will con-
tinue to work with State and industry members on CVSA’s committees and will con-
tinue to participate on CVSA’s Executive Committee at the Associate Administrator
level. FMCSA is also meeting with CVSA’s executive staff monthly to address imme-
diate safety concerns and define issues for scheduled CVSA membership meetings.

Over the past few years, DOT has focused increasingly on being an effective stew-
ard Federal grant funds. As a result, FMCSA has taken a more direct leadership
role with its State partners to ensure grant funds are being applied with the highest
safety benefit. On February 1, 2006, FMCSA sent a letter to each State outlining
the use of Motor Carrier Safety Assistance Program (MCSAP) funds for CVSA meet-
ings. The letter stated fiscal responsibility dictates that grant funds could be used
for two national meetings with our State partners each year—a CVSA conference
and an FMCSA Annual MCSAP Conference. The effective date of the new policy
was delayed until fiscal year 2007 to provide CVSA with an adequate planning pe-
riod. In May 2006, FMCSA conducted its MCSAP Conference. Invitations were
issued to the director of each State’s lead agency in order to build a more effective
working relationship with policy-level decision-makers. During the 2-day meeting,
presentations focused on SAFETEA-LU provisions and guidance to the States on
implementation of the new congressional requirements. The feedback received from
that meeting indicates an overwhelmingly favorable response for continuance which
FMCSA intends to do annually.

Nearly half of FMCSA’s budget is dedicated to grant programs to fund vital State
enforcement and educational efforts. For that reason, FMCSA also works with other
critical groups such as the American Association of Motor Vehicle Administrators
(AAMVA), the International Association of Chiefs of Police (IACP), and the Amer-
ican Association of State Highway and Transportation Officials (AASHTO) to ad-
vance commercial motor vehicle safety.
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OPEN ROADS FINANCING PILOT PROGRAM

Question. I am glad to see the administration’s fiscal year 2007 budget adheres
to the guaranteed highway funding levels called for in SAFETEA-LU. I feel strongly
that we need to adhere to the commitments made to our States in that bill.

Along those lines, I am intrigued by your proposed Open Roads Financing Pilot
Program. First of all, I am wondering why the administration did not suggest this
concept while we were in negotiations on last year’s highway bill. More fundamen-
tally, I am concerned that you are in effect proposing to divert $100 million that
has been dedicated to surface transportation improvements to fund a series of initia-
tives that will not focus on infrastructure. I fully agree that we must begin to pre-
pare for the transportation financing challenges of the future, and I look forward
to seeing what the administration proposes in the way of revenue proposals for the
aviation trust fund sometime this year.

If the Open Roads Financing Pilot Program is such a priority for the administra-
tion, then why aren’t you proposing an additional $100 million for this initiative
rather than suggesting cuts elsewhere?

Answer. During the preparation of the fiscal year 2007 budget, the concept of the
Open Roads Financing Pilot Program was developed to allow States to better lever-
age the resources provided in SAFETEA-LU and to inform the next reauthorization
debate. The $100 million in funding proposed for the program will assist up to five
States in evaluating innovative ways and to demonstrate the benefits of more effi-
cient methods of charging for the use of major portions of their highway systems.
Successful alternatives will include innovative mechanisms that can augment exist-
ing sources of State (not Federal) highway funding, enhance highway performance,
and reduce congestion. The administration believes the activities for this program
should be funded within the guaranteed levels enacted in SAFETEA-LU.

AIRPORT IMPROVEMENT PROGRAM

Question. The administration’s budget proposes a $765 million reduction in fund-
ing for the Airport Improvement Program. I recall that you requested a $500 million
AIP cut in last year’s budget, which this subcommittee rejected. While I am con-
cerned that we are going down this road again, I have a more substantive question
about this proposal.

You have previously stated that your $2.75 billion AIP recommendation would be
sufficient to fund all currently planned airport construction projects. At the same
time, your agency is forecasting passenger air travel will increase 45 percent from
738.6 million enplanements in 2005 to almost 1.1 billion in 2017. Given this dra-
matic growth in estimated travel, doesn’t it make sense to begin expanding aviation
infrastructure capacity right now to prepare for the future, rather than simply at-
tempting to cover the minimum amount of investment needed today?

Answer. The decision to request an Airport Improvement Program (AIP) funding
level of $2.75 billion reflects the tough realities of the present budgetary climate.
We took a hard look at the level of AIP funding that would be needed to meet our
highest priorities and to keep the national airport system safe, secure and efficient.

At the proposed $2.75 billion funding level, the Federal Aviation Administration
(FAA) will be able to fund all high priority safety, capacity, and security projects.
The FAA will be able to: fund all of its current and anticipated letter of intent com-
mitments; improve runway safety areas; help airports meet their Part 1542 security
requirements; and, continue work on phased projects.

For the longer term, the FAA is reviewing the current and future structure and
level of AIP in the context of reauthorization. AIP provides 20—25 percent of airport
capital funding needs nationally. Therefore, the FAA is working to develop an AIP
funding proposal that assures sufficient Federal funds to meet high priority airport
capital funding needs that cannot be met through other sources.

RULEMAKING ON SINGLE OCCUPANCY HYBRID ELECTRIC VEHICLE ACCESS TO HOV
FACILITIES

Question. What is the status of DOT’s rulemaking on single occupancy hybrid
electric vehicle access to HOV facilities? Has DOT consulted with EPA to determine
vehicle criteria and requirements for single occupancy hybrid electric vehicle access
on High Occupancy Vehicle lanes? Has EPA provided DOT vehicle certification, and
guidelines and procedures for vehicle comparison and performance calculations, as
required by the law? How is DOT enforcing State compliance with the HOV facility
provisions in the new Federal highway law? What is DOT advising States like Cali-
fornia and New York that have established HOV lane single occupancy vehicle ex-
emptions in violation with Federal law?
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Answer. Section 1121 of the Safe, Accountable, Flexible, Efficient Transportation
Equity Act: A Legacy for Users (SAFETEA-LU) adds section 166 to title 23 of the
United States Code. Section 166(e) requires the Environmental Protection Agency
(EPA) to issue regulations concerning the certification and labeling requirements for
low emission and energy-efficient vehicles and to establish guidelines and proce-
dures for making the fuel efficiency comparisons and performance calculations de-
scribed in new section 166(f). Section 166(f) establishes the minimum percentage
gains in fuel efficiency that vehicles must achieve in order for States to be able to
allow them to use an HOV facility. EPA certifies the percentage gain in fuel econ-
omy that qualifies vehicles under this subsection. A State may require a higher per-
centage gain in fuel economy than the Federal minimum. The Federal Highway Ad-
ministration (FHWA) is working with EPA on this rulemaking.

The statute is effective immediately, but the EPA rulemaking is not expected to
be completed until the end of 2006. Thus, FHWA has granted conditional approval
to States that demonstrate reasonable compliance with the SAFETEA-LU require-
ments. To date, conditional approvals have been provided to New York and Cali-
fornia. FHWA recently clarified that both California and New York must ensure
that more stringent fuel economy standards are based on a percentage gain in fuel
efficiency and that these States must work toward correcting any inconsistencies
with this requirement. Other States that wish to allow low emission and energy-
efficient vehicles to use HOV facilities now may request a conditional approval on
a similar basis. The programs that are conditionally approved may have to be
changed to comply with the EPA final rule when that rule is issued.

NPRM AND OPEN SKIES

Question. Secretary Mineta, one contentious issue that has emerged in a number
of areas of late is the question of ownership and foreign control. Can you please ex-
plain for me the relationship between the notice of proposed rulemaking (NPRM)
on “actual control” and the status of the Open Skies agreement between the United
States and the EU?

Answer. The goal of the NPRM proceeding is to realize the commercial and public
benefits obtained by providing the airline industry with greater access to global cap-
ital markets, while ensuring that U.S. citizens remain in actual control of U.S. air-
lines. We are proposing to modify our interpretation of “actual control” because a
change in the historic interpretation appears to be long overdue and in the best in-
terests of the U.S. airline industry and the American public. The European Union
has made it clear that it will not move forward on the agreement until it has the
opportunity to assess the final outcome in DOT’s “actual control” proceeding. How-
ever, this rulemaking was initiated, and is being pursued, based on its own merit.

AMTRAK

Question. Why does Amtrak not have a detailed multi-year financial plan?
Wouldn’t this planning document, similar to a TIP, or transportation improvement
plan, help Amtrak identify year-to-year, what priorities for improvements are nec-
essary to be made and help in the budget process?

Answer. Amtrak has regularly developed multi-year investment plans in the past.
The problem is that these plans have been developed in isolation, without involve-
ment from the States, who are key drivers in planning for other modes of transpor-
tation. In addition, these plans have been built on unrealistic assumptions, not the
least of which is that the Federal Government would fund whatever Amtrak asked
for regardless of efficiency and/or effectiveness of Amtrak’s proposed investments. In
recognition of the need for meaningful plans, the Federal Railroad Administration
(FRA) has made as a condition of its grant agreement with Amtrak the development
of an infrastructure investment plan with substantial involvement of the States and
other users of the infrastructure. FRA has also directed Amtrak to develop plans
for improving the financial performance of long-distance trains and for identifying
its equipment needs. If these requirements are satisfied, they can become a major
part of the foundation for the detailed multi-year financial plan that is needed.

Question. Realizing that Amtrak needs approximately $295 million to address its
mandatory debt service, and zero is provided in this year’s budget proposal, how
would you propose to address the debt?

Answer. The Federal Government does not guarantee the repayment of any of
Amtrak’s current debt. In this, Amtrak is the same as any other private company.
Amtrak needs to look to its own resources, including the repayment of mandatory
debt service.
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QUESTIONS SUBMITTED BY SENATOR MIKE DEWINE
AIR TRAFFIC CONTROLLERS

Question. In 1999, the FAA cut the number of Air Traffic Control Supervisors by
700 positions. Since this reduction in supervisor staffing, the number of operational
errors and runway incursions has increased, prompting safety concerns documented
by the Department of Transportation (DOT) Inspector General in reports in 2000
and in 2003.

Reports accompanying the fiscal year 2004 and fiscal year 2005 transportation ap-
propriations measures directed the FAA to increase supervisory staffing levels by
120 positions per year to a floor of 1,846 on September 30, 2005. Unfortunately, re-
cent reports indicate that the FAA has not hired enough permanent supervisors to
meet this floor. Finally, and most importantly, there appears to be a strong correla-
tion between the number of supervisors and operational errors. The FAA’s own fact
book shows that as the FAA began to hire more supervisors in fiscal year 2004 and
fiscal year 2005 in response to the committee’s directions, the increase in the num-
ber of errors dropped significantly. The FAA Fact Book shows there were only 1,710
supervisors on April 1, 2005. Moreover, it is my understanding that when the FAA
made efforts to reach the 1,846 floor by the end of the fiscal year 2005, it did so
with temporary promotions of controllers into supervisory ranks rather than perma-
nent hires.

Secretary Mineta, I have long been concerned about adequate supervisory staff for
our air traffic control system, and the impact a lack of full-time supervisors has had
on the safety of the flying public. In the past, this subcommittee has noted that as
numbers of supervisors decreased serious operational errors and runway incursions
have increased. We addressed this issue via committee reports in fiscal years 2002,
2003, 2004 and 2005. To fix the problem, Congress has mandated that the FAA
have at least 1,846 supervisors on hand by September 30, 2005. What was the exact
number of air traffic control supervisors on that date? Of this number how many
were air traffic controllers temporarily appointed to supervisory positions? How
many supervisors were in place on March 1, 2006? Were any of these supervisors
temporary appointments? If so, how many?

Answer. The FAA believes the need to hire supervisors should be based on organi-
zational requirements tied to the operation. FAA is facing several years of antici-
pated controller retirements and its source of hires for supervisors comes from exist-
ing controller ranks. FAA calculates the number of controllers it needs based on
traffic volumes and other criteria. The number of supervisors is tied to the number
of controllers, and traffic volumes, which have been down for the past few years.
FAA’s Controller to Supervisory Ratio on September 30, 2005 was 8.07:1 and is con-
sistent with industry best practices.

On September 30, 2005, the FAA had 1,801 Operations Supervisors on board. Of
this total, 72 air traffic controllers were temporarily appointed to supervisory posi-
tions during that month. On March 1, 2006, there were 1,749 Operations Super-
visors on board. There were 9 temporary appointments to supervisor position in
February 2006. On April 25, 2006 the FAA had 1,794 Operations Supervisors, an
increase of 45 over the March 1st total. The controller-to-supervisor ratio on April
25th was 8.1:1.

Question. Secretary Mineta, the Department of Transportation’s Inspector General
Mead has repeatedly said that lack of adequate numbers of air traffic control super-
visors has resulted in a dangerous rate of increase in controller operational errors
and runway incursions. What is the FAA doing to fix this problem? Has the Depart-
ment instituted a freeze on hiring/promoting new air traffic control supervisors, and
if so, what has prompted this decision?

Answer. There has not been any decision to freeze hiring or promoting of new air
traffic control supervisors. The FAA is continuing to monitor all causal effects of
operational errors and runway incursions in its facilities.

QUESTIONS SUBMITTED BY SENATOR RICHARD J. DURBIN
FAA’S TELECOMMUNICATIONS INFRASTRUCTURE

Question. 1 understand that the FAA’s Telecommunications Infrastructure (FTI)
management of the Air Traffic Controller communications system has been plagued
with significant problems. For example, there have been three outages at O’Hare
on 11 telecommunications lines between O’Hare and Elgin, two of which occurred
in March of 2006.
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The DOT Inspector General will soon release a report on the FAA’s management
of the FTI contract. To help put the findings and recommendations of that report
in the proper context, please answer the following questions regarding the Air Traf-
fic Control elements of that contract.

The current “Leased Interfacility NAS Communication System” (LINCS) uses
TDM technology. Will FTI create a new network for Air Traffic Control to replace
LINCS using modern packet-based technology? Will the Air Traffic Control part of
the FTI system be more reliable than the existing LINCS system? If not, why spend
more than $300 million on a new system?

Answer. FTI implements a multi-services platform that provides a wide range of
service offerings and enables the FAA to meet a range of challenges. FTI uses Time-
Division Multiplexing (TDM) technology for services supporting critical Air Traffic
Control operations. FTI uses packet-based technologies for non-critical Air Traffic
Management applications to support the broad distribution of data required by
those applications. Packet-based technologies provide a highly cost-effective means
for enterprise-wide distribution of data because they are based on “postalized” pric-
ing that is not distance sensitive. This type of capability is not available through
the LINCS network.

FAA requirements for the FTI network call for six levels of service availability in
contrast to the two levels of service availability provided by LINCS. The highest
service availability level provided by the FTI network exceeds the highest specified
availability level for the LINCS network.

Finally, it should be noted that the basis for the $300 million capital investment
is not solely to improve service availability, rather, it is to replace services provided
by: (1) leased service contracts (e.g., LINCS) that are expiring; and (2) FAA-owned
networks that are reaching the end of their economic lifetimes.

Question. Does the FTI contractor get paid when it installs FTI system elements,
or when those elements have been tested and actually go into service?

Answer. The FTI contractor can bill for network infrastructure once it has been
successfully tested and demonstrated its readiness to support the implementation
of telecommunications services. There is a separate billing for individual services
that takes place after they have been successfully tested and demonstrated as ready
for FAA use. It is an FAA responsibility to cutover the service to actual use.

Question. Are the Department of Defense and Department of Homeland Security
satisfied that the FTI currently meets the security and reliability standards for the
DOD and DHS portions of the ATC communications network?

Answer. Yes. The FTI network complies with all current certification standards
to include the latest versions of Federal Information Processing Standards (FIPS)
199 standards and National Institute of Standards and Technology (NIST) guide-
lines. When the FAA establishes a memorandum of understanding with other gov-
ernment agencies to provide telecommunications services, the specific guidelines and
standards are identified by name to ensure a common security posture on the inter-
faces with those agencies. The FAA is already providing FTI services to DOD facili-
ties and there have not been any issues with information security.

Question. An effective way to measure progress under the contract is by the num-
ber of LINCS switches and circuits which have been disconnected. From the begin-
ning of the contract through February, 2006, what is the average number of dis-
connects per month? What is the highest number of disconnects in a given month?
The FAA is still saying that the FTI transition will be completed by December 2007.
From March, 2006 forward, how many disconnects per month need to occur in the
LINCS system to finish the contract before the FAA’s stated completion date?

Answer. The transition of services did not begin immediately upon contract
award; rather, it began after the FAA achieved the In-Service Decision (ISD) mile-
stone for the program in December 2003. In addition, it should be noted that the
FAA’s transition approach called for the program to trial run its procedures at two
pathfinder sites. As a result, transition activities did not begin in earnest until the
first quarter of fiscal year 2005. From that point to February 2006, there were an
average of 78 disconnect orders issued per month. The highest number of dis-
connects in a given month occurred in the most recently completed month (March
2006) when 255 disconnect orders were issued. The number of disconnect orders per
month has increased by more than 60 per month over the past 3 months. As of the
end of March 2006, there were a total of approximately 1,550 legacy service dis-
connect orders issued since the FTI transition began.

While the number of legacy service disconnects is one measure of progress, it does
not capture the full scope of the work effort. For example, while the transition of
legacy services has proceeded, the FAA has also implemented over 800 new services
directly onto the FTI network thereby avoiding additional investments in the legacy
network infrastructure.
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Finally, it should be noted that service disconnects are rate-limited by the number
of legacy services transitioned to the FTI network and the number of service
cutovers completed by the FAA. In recent months, the FTI contractor (Harris) has
increased monthly service implementation rates by nearly 250 percent since the
start of fiscal year 2006. In addition, the FAA has implemented a number of process
improvements that resulted in an increase of 100 more service cutovers for each of
the past 3 months.

As of the beginning of March 2006, there were approximately 13,000 LINCS cir-
cuits remaining in operation. Based on this quantity, an average of approximately
590 services would have to be disconnected per month over the remaining 22-month
period to achieve the planned completion of December 2007.

Question. When will the expected savings from the FTI contract recoup all the
transition costs and first show net savings? Is that date before or after the end of
the original 10-year contract in 2012? What will be the total net savings, after fac-
toring in all the transition costs, over the first 10 years of the FTI contract, through
mid-2012?

Answer. To clarify, there has been no change to the duration of the FTI contract.
When the FAA first released the Screening Information Request to initiate the FTI
procurement, the contract duration was set at 15 years. It has not been changed.
With respect to the expected savings, the FAA projects that it will recoup all of the
transition costs and reach the breakeven point by 2012. However, by as early as fis-
cal year 2008, it is projected that the FAA’s total telecommunications service costs
will bekless than they would have been if the FAA had not implemented the FTI
network.

Because the breakeven point occurs roughly in mid-2012, the total net cost sav-
ings will essentially be zero at that point. However, it should be noted that the FTI
business case projects that FAA operating costs for telecommunications services will
be $129 million less in fiscal year 2012 than they would have been if the FAA had
not implemented the FTI network.

QUESTIONS SUBMITTED BY SENATOR PATRICK J. LEAHY
AMTRAK

Question. The most recent grant request from Amtrak indicates that the strug-
gling railroad needs $1.5 billion next year for capital and operational expenses. The
President’s budget request, though, only seeks $900 million in total funding. Since
we have heard the administration proclaim that it is dedicated to passenger rail na-
tionwide, how does this budget request add up to that commitment?

Answer. It is important to separate the form of transportation—intercity pas-
senger rail—from the provider of that service. The administration supports intercity
passenger rail service as a component of this Nation’s transportation system where
it has the potential to enhance the mobility of our citizens. Unfortunately, the busi-
ness model we use today to provide that service—Amtrak—is so flawed that that
potential has not been realized. The administration is willing to invest in passenger
rail service but not in an unreformed Amtrak. The $900 million request reflects the
administration’s view that there has been progress in reforming intercity passenger
rail service but much more progress is needed.

Question. My small State of Vermont has two State-sponsored trains—the
Vermonter and the Ethan Allen Express. The State of Vermont paid $2.65 million
to cover the operating losses this year and is slated to pay $4 million next year as
Amtrak ramps up the share paid by the States. The Department of Transportation
and Amtrak have said that they intend to develop public-private partnerships for
the corridor service. How closely are you working with the individual States to im-
prove equipment and service on these trains?

Answer. As part of this year’s grant agreement, Amtrak was required to initiate
a pilot through which a State, or States, could assume the responsibility for parts
of the service they deem important to help assure that such service was provided
with the highest quality and in the most cost-effective manner as possible. The Fed-
eral Railroad Administration (FRA) has been in contact with Vermont as it devel-
oped its response to this request for proposals which will result in improved service
over the route of the Vermonter. Specifically, FRA anticipates that Vermont will
soon apply for a loan under the Railroad Rehabilitation and Improvement Financing
program to acquire new equipment that will provide more cost effective and fre-
quent service. But this is just a pilot. For the long-term, the U.S. Department of
Transportation (DOT) believes that a reformed system of intercity passenger rail
service would work best if it is modeled after the successful partnerships between
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the USDOT and the State DOTs that implement the highway and transit programs.
In these programs, the States assume the lead for the planning and implementation
of transportation projects they believe are most important. USDOT is a partner in
these efforts, providing support for capital investments.

Question. I am also concerned about the lack of presidential nominations to the
Amtrak Board of Directors. With three open seats on the seven-member Board and
with the current Board members all holding the same party affiliation, what is the
status of the President’s process in filling the empty slots? I do not think any of
us want to see a repeat of the secretive action that the partisan Board took last
September to authorize splitting off the Northeast Corridor from the rest of Am-
trak’s operations.

Answer. The President has attempted to fill the vacant seats on the Amtrak
Board. However, the Senate has not chosen to act on his nominations. In 2004, the
President nominated four highly qualified persons to the Board including two who
do not share his political affiliation, yet the Senate chose not to vote on the con-
firmation of any of these four. Currently, the President has nominated four highly
qualified persons for the five existing vacancies on the Amtrak Board. Of these one
does not share the President’s political affiliation. I hope that the Senate will act
timely on these nominations.

Also, to clarify, the Amtrak Board’s vote last September did not authorize split-
ting off of the Northeast Corridor (NEC) from the rest of Amtrak’s operations. Rath-
er, the Board authorized an evaluation of structural options to segment the finances
of the NEC so that Amtrak could better understand the revenues and expenses as-
sociated with those operations, which are significantly different than the rest of Am-
trak’s operations.

ESSENTIAL AIR SERVICE

Question. The President’s budget requests only $50 million for the Essential Air
Service program—Iless than half of the $110 million that was appropriated to the
program by Congress last year. Since over 60 of the communities currently receiving
EAS funding would be dropped from the program under the administration’s pro-
posal, the $50 million funding level is clearly insufficient to meet EAS communities’
needs. How do you believe that the Essential Air Service program can survive with
only $50 million in direct funding? How do you expect small communities around
the country, like Rutland, Vermont, to be able to meet the 10-15 percent match you
envision?

Answer. We are proposing a fundamental change in the way the government sup-
ports transportation services to rural America. The EAS program subsidizes sched-
uled air service to communities that received scheduled service at the time of de-
regulation in 1978. There have been tremendous changes in the industry since then,
but the program has remained static. Many communities benefiting from this pro-
gram have done little to help make the service successful. Requiring a modest con-
tribution from these communities may energize civic officials and business leaders
at the local and State levels to encourage use of the service.

For the most isolated communities, those more than 210 driving miles from the
nearest large or medium hub airport, we propose to continue to subsidize air service
to the extent of 90 percent of the total subsidy required. The least isolated commu-
nities, quantified as those that are within: (a) 100 driving miles of a large or me-
dium hub airport; (b) 75 miles of a small hub; or (¢) 50 miles of a non-hub with
jet service would not qualify for subsidy for air service; however, they would qualify
for a Federal subsidy of 50 percent of the total cost for surface transportation. At
all other subsidized EAS communities, we would offer an array of options, including
paying for 75 percent of the cost of the traditional EAS-type scheduled service.

In addition, we would work with the communities and State transportation de-
partments to procure charter service, single-engine, single-pilot service, regionalized
service, or ground transportation in cases where those options seem to be more re-
sponsive to communities’ needs. Finally, our experience with the Small Community
Air Service Development Program has been that small communities have been able
to raise matching funds. In that regard, we note that the funds do not have to come
from the city budget. Rather, the funds can come from the chamber of commerce,
individual businesses, or even from the State. With these reforms, the Department’s
$50 million budget request would keep the most isolated communities connected to
the national air transportation system.
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QUESTIONS SUBMITTED TO THE OFFICE OF INSPECTOR GENERAL, DEPARTMENT OF
TRANSPORTATION

QUESTIONS SUBMITTED BY SENATOR CHRISTOPHER S. BOND

Question. Why does Amtrak not have a detailed multi-year financial plan now?
Wouldn’t this planning document, similar to a TIP, or transportation improvement
plan, help Amtrak identify year-to-year, what priorities for improvement are nec-
essary to be made and help in the budget process?

Answer. We have previously indicated that Amtrak needs to do a better job set-
ting priorities for its capital dollars. For example, in our Assessment of Amtrak’s
2003 and 2004 Financial Performance and Requirements, issued November 18,
2004, we made this point and stated further, “For instance, programming millions
of scarce capital dollars for fixing long-distance sleeper cars when bridges that Am-
trak owns are beyond their functional and economic lives and must be refurbished
or replaced is unacceptable.”

Amtrak does produce lists of planned capital projects both for the upcoming year
and for a 5-year period. The relative priorities among the projects on the lists are
not clearly and explicitly stated. We believe it would be beneficial for Amtrak to
publicly release a prioritized list of its capital projects, similar to a TIP, and, there-
by, explicitly consider the tradeoffs among and competing demands for its limited
capital resources.

Question. Realizing that Amtrak needs approximately $295 million to address its
mandatory debt service, and zero is provided in this year’s budget proposal, how do
you propose to address the debt?

Answer. The Department of Transportation is best able to provide the rationale
underlying its budget proposal.

Question. What are you doing in terms of renegotiating your debt service rates?

Answer. Amtrak is best able to describe its activities in this area.

Question. The Inspector General’s Office within the Department of Transportation
has indicated that Amtrak’s operating subsidy baseline is $586 million. Amtrak’s fis-
cal year 2006 operating appropriation is $490 million. What specific savings has
Amtrak identified to live within this amount?

Answer. Our third quarterly assessment of Amtrak’s savings from operational re-
forms, dated July 13, 2006, provides a detailed description of Amtrak’s planned
operational reforms, their progress to date in implementing those reforms, and their
progress to date in closing the gap between Amtrak’s operating subsidy baseline and
its fiscal year 2006 appropriation. (A copy of that report is enclosed.)

Amtrak has identified 15 operational reforms aimed at reducing its long-term op-
erating losses. Amtrak has begun to implement five of these 15 reforms in the areas
of food and beverage service, train operations, corporate overhead, long-distance
train service and Northeast Corridor operations. Amtrak has saved $46.3 million
from these reforms through May 2006.

Amtrak has realized another $52.7 million in savings from revenue increases,
lower labor costs and other expense reductions.

Question. What options, if any, are available for Amtrak to outsource its first class
services? Under what scenario would Amtrak consider outsourcing its first class
service on its long-distance routes?

Answer. In our July 2005 report, “Analysis of Cost Savings on Amtrak’s Long-Dis-
tance Services”, we identified the cost of providing food service as a major driver
of Amtrak’s losses on its long-distance service, including first class sleeper service.
Under current law and its existing labor contracts, Amtrak can outsource food and
beverage services. Employee protections written into law limit the practicality of
outsourcing other services associated with long-distance trains. We would encourage
Amtrak to evaluate and pursue options for outsourcing its food and beverage service
as a possible means of reducing costs on long-distance trains. Outsourcing these
services could reduce the cost of both coach and first class sleeper service on long-
distance trains.

Question. Amtrak has indicated that it will update labor contracts to enhance cus-
tomer service and provide greater efficiencies. I understand that currently, more
than 80 percent of Amtrak’s passenger revenues are consumed by labor and benefit
costs alone. What are Amtrak’s specific goals as it looks to update its labor con-
tracts?

Answer. Amtrak is best able to describe its goals in its labor negotiations.
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QUESTIONS SUBMITTED BY SENATOR PATRICK J. LEAHY

Question. The most recent grant request from Amtrak indicates that the strug-
gling railroad needs $1.5 billion next year for capital and operating expenses. The
President’s budget request, though, only seeks $900 million in total funding. Since
we have heard the administration proclaim that it is dedicated to passenger rail na-
tionwide, how does this budget request add up to that commitment?

Answer. The Department of Transportation is best able to provide the rationale
underlying its budget proposal.

Question. My small State of Vermont has two State-sponsored trains—the
Vermonter and the Ethan Allen Express. The State of Vermont paid $2.65 million
to cover the operating losses this year and is slated to pay $4 million next year as
Amtrak ramps up the share paid by the States. The Department of Transportation
and Amtrak have said that they intend to develop public-private partnerships for
the corridor service. How close are you working with the individual States to im-
prove equipment and service on these trains?

Answer. The Department of Transportation and Amtrak are best able to describe
their activities in this area.

AMTRAK

Senator BOND. My apologies to the witnesses. I would ask that
you all make your statements very briefly. We will accept the full
statements for the record. Senator Murray and I will have a couple
of questions before we have to race for a vote that should be start-
ing now.

Mr. Laney, welcome.

STATEMENT OF DAVID M. LANEY, CHAIRMAN, AMTRAK BOARD OF DI-
RECTORS

Mr. LANEY. Thank you, Mr. Chairman and members of the sub-
committee. I appreciate the opportunity to appear before you today
to discuss Amtrak fiscal year 2007 funding needs and I will make
it very brief.

First of all, before I summarize the 2007 request, I would ask
that the grant and legislative request to Congress and the full
statement be included in the record of this hearing.

Senator BOND. Without objection.

Mr. LANEY. Thank you. In short, I will make it very brief. Am-
trak’s Board and management are aggressively ushering in signifi-
cant change at Amtrak. Every organization likes to consider itself
an agent of change and progress, and I know you have heard it be-
fore from earlier incarnations of Amtrak, that there would be a
new and improved railroad at hand. There have even been past
projections or predictions of profitability.

What I want to outline today is a step in the direction of mate-
rial, tangible progress at Amtrak, and I will be the first to say that
the jury is still out, but I have very good and reliable reasons to
be optimistic. The indications are very encouraging and early re-
sults are already reflected in our operating budget.

For Amtrak, change, as far as the Board is concerned, cannot
come quickly enough. This year and next year are absolutely piv-
otal years for Amtrak in its implementation of strategic reform, but
to continue and ultimately finish the job we started, we will need
your continued support, especially in 2007.

The 2007 grant request is essentially a first installment on our
promise to deliver on these goals. We have made progress in sim-
plifying and reducing the cost of food and beverage service. We are
pursuing efficiencies in our mechanical operations, as well as our
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stations and call center functions that could include the closing or
consolidation of some facilities. We are reevaluating our fleet man-
agement practices. We are aggressively pursuing revenue growth
through a top-to-bottom focus on improving customer service. We
will look at ways to improve our service reliability where we can
control the infrastructure and work with our railroad partners to
the extent possible where we don’t control it.

We have also begun a long overdue and comprehensive review of
our long-distance trains that includes establishing a set of metrics
to measure, rank, and improve performance. This year, we will also
reevaluate our entire long-distance route network with an eye to
possible restructuring and reconfiguration.

And ultimately, we have to reach agreement with our labor
unions, some of which have been without new contracts for 6 years.
The key to that success is changes in work rules, some of which
date to the steam engine era.

As we said in our grant and legislative request, Amtrak has
never in its history instituted so pervasive a reform effort so ag-
gressively. The strategic reform initiatives are detailed in the legis-
lative request and we will continue to update you on our progress,
but let me make a couple of statements about the levels without
going into detail as to capital, operating and debt service. To the
extent you have questions, either I will answer them here or will
be glad to respond to questions.

As a point of reference, our fiscal year 2006 appropriation is
about $1.3 billion. Amtrak’s fiscal year 2007 grant request is
$1.598, or rounded to 6. This amount would fund basic capital, op-
erating and debt service needs. Our 2007 request for operating sup-
port is essentially flat to the 2006 appropriation and over $40 mil-
lion less than last year’s request. Our 2007 capital request has in-
creased, however, principally because of investments we consider
essential to our strategic reform program, large and critical infra-
structure projects, legal mandates, and compliance, a first install-
ment, in effect, with ADA requirements.

We have also requested minimal working capital for critical li-
quidity needs throughout the year, and without these large capital
projects, or strategic reform funding requests, or working capital
requests, our fiscal year 2007 grant request would be essentially
flat to our 2006 appropriation. And again, I won’t go into detail
with respect to the various elements.

What I would say, though, that what shapes the urgency and the
direction of our reform efforts is our strategic plan, not the budget,
not reports from the GAO or DOT or DOT IG, and I should say
that I think for the first time since I have been on the Board, we
have the most constructive, complementary partnership with the
DOT, the FRA, and the DOT IG office that I think we have ever
had.

But to concentrate our energy and resources on the reform ef-
forts, adequate funding will be essential so that we are not fighting
a rear guard action to fend off liquidity crises or even insolvency.

PREPARED STATEMENT

So in closing, let me just say that adequate funding for 2007 is
critical in terms of our continuing to be effective at implementing
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our strategic reform initiatives, and I would add how important it
is, and I think you have heard it from Secretary Mineta, how im-
portant it is for Congress to pass a reauthorization for Amtrak that
contains a capital match program which will bring States to the
table with financial support for passenger rail, and I am sure it
will.

Thank you, Mr. Chairman.

Senator BOND. Thank you very much, Mr. Laney. We look for-
ward to seeing your strategic plan.

[The statement follows:]

PREPARED STATEMENT OF DAVID M. LANEY

Mr. Chairman and members of the subcommittee, I appreciate the opportunity to
appear before you today to discuss both the current and future state of Amtrak and
our fiscal year 2007 funding needs.

While I will briefly summarize our fiscal year 2007 request in a few moments, I
would ask that our Grant and Legislative Request to Congress be included in the
record of this hearing.

In short, Amtrak’s Board and management are aggressively ushering in change
at Amtrak. Every organization, of course, likes to consider itself an agent of change
and progress. I know you have even heard it before from earlier incarnations of Am-
trak that a “new and improved” railroad would soon become more efficient, that
service would improve, and that expenses would fall. Someone in the not too distant
past, I believe, even predicted profitability. What I briefly want to outline for you
today is a step in the direction of material, tangible progress at Amtrak. I'll be the
first to tell you that the jury is out; and until the results are in I am not about
to assume a successful outcome. But I am optimistic. The indications are very en-
couraging—early results are already reflected in our operating budget.

In its long history, the railroad industry has developed its own culture, uniquely
resistant to change in many ways. As a result, changing settled practices is neither
simple nor quick. But change has to come, and for Amtrak it cannot come quickly
enough to satisfy our Board. You may recall in 2002 Amtrak survived its closest
brush with insolvency. Since then the company has reorganized, begun to rebuild
the plant and equipment and stabilized to a point where I believe we can now begin
to address fundamental change aggressively in a number of areas. This year and
next are truly pivotal years for Amtrak in its implementation of strategic reform.

The fiscal year 2007 Grant Request is essentially the first installment on our
promise to deliver on these goals.

—We have made progress in simplifying and reducing the costs of the delivery

of food and beverage service on our trains.

—We are now exploring outsourcing options and looking at the delivery of food
and beverage from every angle.

—We are also pursuing efficiencies in our mechanical, stations and call center
functions through a number of initiatives that could include the closing and con-
solidation of some facilities and outsourcing functions similar to what is being
done in the industry.

—We have begun the reevaluation of our fleet management practices and fleet
utilization efficiencies; I expect significant improvement in that area.

—We are aggressively pursuing ridership and revenue growth through a top-to-
bottom focus on improving customer service.

—We will look at ways to improve our service reliability where we control the in-
frastructure, and work with our railroad partners where we don’t.

—We have also begun a long overdue, comprehensive review of our long-distance
trains, establishing a set of metrics by which we will measure, rank and im-
prove performance, and a reevaluation of our entire long distance route net-
work, with an eye to possible restructuring and reconfiguration.

—Finally, we hope to reach agreement with our labor unions, some of which have
been without new contracts for almost 6 years. Key to the success of our labor
negotiations must be changes to work rules, some of which date to the steam
engine era.

Let me emphasize that our goal is to improve our customer service, to become
more efficient at what we do, to reduce our unit operating costs while growing rev-
enue, and to prepare ourselves for what we hope is a more competitive future envi-
ronment for passenger rail.
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The initiatives I have described are discussed in more detail in the Grant and
Legislative Request. Through our regular reports to Congress, the Federal Railroad
Administration, the Department of Transportation’s Inspector General and the Gov-
ernment Accounting Office, we will continue to update you on the progress we are
making on each of these initiatives. It is the Board’s intention to help lead and
guide management in this process and to make certain that we do not slacken the
pace of reform.

One final comment, Mr. Chairman before I move to the grant request. Some of
the challenges confronting Amtrak and passenger rail ultimately may be more in
your court than ours. We are basically hemmed in on three sides: (1) I have men-
tioned labor—our current cost structure will impede the development of a competi-
tive passenger rail industry and forestall any prospects for growth; (2) without a
Federal capital matching grant program, States will remain very reluctant to invest
in passenger rail—with such a program States will invest in passenger rail in areas
where it 1s most needed; and finally, (3) capacity: outside the NEC we operate on
the increasingly limited capacity of private freight lines—port and highway effi-
ciency is dependent on adequate freight rail capacity; so is Amtrak.

Now, let me turn to our grant request. As a point of reference, our fiscal year
2006 appropriation is about $1.3 billion. Our fiscal year 2007 Grant Request for op-
erating support is essentially flat to the fiscal year 2006 appropriation, and over $40
million less than last year’s request. Our fiscal year 2007 capital request has in-
creased, however, principally because of investments we consider essential to our
strategic reform program, large and critical infrastructure projects, legal mandates,
and compliance with Americans with Disabilities Act requirements. We have also
requested minimal working capital support for critical liquidity needs throughout
the year. Without such capital projects or working capital requirements, our fiscal
year 2007 Grant Request would be essentially flat to our fiscal year 2006 appropria-
tion.

This year, Amtrak’s Grant Request is $1.598 billion. This amount would fund
basic capital, operating, and debt service needs as well as minimal working capital.
As I mentioned, also included in this amount are the capital investment funds need-
ed to accelerate implementation of our reform initiatives.

In addition, the grant request includes a discussion on other investment options
that would bring benefits well beyond Amtrak—options related to station accessi-
bility issues mandated by the American’s with Disabilities Act, network reliability
improvements, the beginning of a modest Federal-State corridor development
matching fund, and initial restructuring of Amtrak’s debt. The inclusion of these
items highlights the urgent need for Congress to complete work on an Amtrak reau-
thorization, which expired 3%2 years ago.

CAPITAL PROGRAM

The fiscal year 2007 capital grant request of $730 million continues Amtrak’s in-
vestment in rolling stock and infrastructure, along with high-return strategic busi-
ness initiative investments. While this request represents an increase in funding
from the current fiscal year 2006 level of $495 million, it includes investment in our
reform initiatives—all with near-term payoffs in operating efficiency—as well as in-
vestment in long deferred and now critical infrastructure projects. For example, the
fiscal year 2007 request includes, in addition to ongoing state-of-good-repair needs,
funding for the replacement of the nearly 100-year-old Thames River Bridge lift
span and the upgrade of traffic control and signal systems.

Infrastructure

Amtrak owns or maintains 730 route miles of passenger rail right of way nation-
wide, including 400 miles of high-speed main line between Boston and Washington.
Critical areas that must continue to be addressed include:

—Wood ties on main tracks and through switches and interlockings are costly to
maintain in a high-traffic environment and must be replaced with more durable
concrete ties;

—The catenary system dating from the early part of the last century must be fully
rehabilitated or replaced; and

—DMajor portions of the power supply systems are reaching the end of their useful
lives and must be replaced to avoid outages and address increased power de-
mand.

Rolling Stock

Amtrak’s passenger fleet ranges in age from 5 to over 50 years old. Because of
financial constraints in the late 1990’s through 2002, investment in major overhaul
work on much of Amtrak’s 1,700 car passenger fleet was deferred. Predictably, the
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reliability of Amtrak services declined as en-route failures mounted due to deferred
investment.

While much work has been done to improve fleet reliability, Amtrak’s goal for fis-
cal year 2007 is to continue the major fleet overhauls that we initiated in 2003 to
improve train comfort and reliability.

OPERATING BUDGET

Amtrak’s request for operating support in fiscal year 2007 is $498 million, which
represents less than one-fifth of our total operating budget. By achieving efficiencies
and increasing revenues we have first contained, then reduced our operating loss.
It is important to note that Amtrak’s operating requests have decreased over the
past 3 years from $768 million in fiscal year 2004, to $570 million in fiscal year
2005, to a projected $540 million in fiscal year 2006.

The fiscal year 2007 estimated operating budget will embody the first full year
of benefits of revenue enhancement and cost reduction associated with a variety of
the strategic initiatives. In total, these initiatives are expected to reduce total an-
nual operating needs by over $40 million next year, and increasing amounts in sub-
sequent years.

This request of $498 million is an aggressive goal for us, leaves little room for
error and heightens the acute importance of our working capital request. However,
we are mindful that one measure of success in our reform efforts is a continued re-
duction of the need for Federal operating support.

WORKING CAPITAL

Included in our grant request is $75 million for working capital, which amounts
to about 2.5 percent of the company’s annual operating budget. Seventy-five million
dollars also represents about 7 days of cash requirements. No company the size or
complexity of Amtrak would responsibly allow its cash balances to decline below
that level without assured prospects of new funding. As I am sure you recognize,
too little liquidity poses high-risks for all Amtrak stakeholders. Last year’s oper-
ating problem with the Acela braking system, for instance, jeopardized the com-
pany’s cash position, and we certainly know from that and other experiences that
Amtrak should have at least a minimal level of working capital for unanticipated
business risks. Amtrak’s need for cash reserves is in part dictated by the fact that
the company has no access to a working line of credit to cover unexpected short
term costs.

DEBT SERVICE

The amount requested for debt service, $295 million, is needed for fiscal year 2007
debt service payments, including some contractually required lease buyouts. In addi-
tion, we have proposed an optional restructuring program for certain long-term
equipment leases which, if you choose to fund it, would reduce future debt pay-
ments. While we carry a sizeable amount of debt, it is worth noting that we have
reduced it by about $300 million during the last 3 years, and since 2002 there has
been no new borrowing.

That, in summary, is our Grant and Legislative Request. In closing, let me say
that all of us at Amtrak believe that the service we provide is increasingly valuable
to the many regions and communities we serve. Our job is to continue to build Am-
trak’s credibility from your standpoint and Amtrak’s attractiveness as a transpor-
tation option from our passengers’ perspective. We will continue to press forward
with our strategic initiatives, but we will absolutely need your continued support
to finish the job.

Finally, I cannot emphasize enough how important it is for Congress to pass a
reauthorization for Amtrak this year that contains a capital match program which
brings States to the table with financial support for passenger rail.

DEPARTMENT OF TRANSPORTATION

FEDERAL RAILROAD ADMINISTRATION

STATEMENT OF JOSEPH H. BOARDMAN, ADMINISTRATOR

Senator BOND. Now, Mr. Boardman, the FRA Administrator.

Mr. BOARDMAN. Mr. Chairman, Ranking Member Murray, Sen-
ator Bennett, I won’t repeat the numbers that the Secretary put on
the table, but the Department has been and continues to be con-
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sistent in believing that Amtrak’s business model is flawed and
must be reformed.

Amtrak does not yet have effective budget discipline. They are
not subject to the rigors of the need to turn a profit and they do
not prepare a public budget in the tradition of a city, a county, or
even a transportation authority. By falling into a unique in-be-
tween category of existence, Amtrak has managed to avoid dis-
cipline that normally governs either public or private corporations.

While the present Board of Directors—and I like David—has
made the first tentative steps in developing discipline, much more
needs to be done. Improvements to date have only occurred because
the demand for reform by this administration and support for that
reform by this committee. We need to be steadfast in fiscal year
2007 and following years if a true change in the Amtrak culture
is to be achieved. There have been too many false starts and empty
promises. Amtrak must do better and we should be partners in
making sure that they do.

This committee embraced the spirit of that reform last year with
its provision that the Secretary shall determine and assess fees on
commuter railroads operating in the Northeast Corridor. They
would cover the capital and maintenance costs attributable to those
same commuter railroads. This idea would promote fair and equi-
table access for all operators. The committee’s leadership in reform-
ing this aspect of a very complex Amtrak picture has been accepted
and embraced by the administration as a significant opportunity to
develop a key principle of the administration’s approach to reform-
ing intercity passenger rail service.

With the assessment of the commuter fees, the States should
have a strong incentive to partner with the Federal Government in
establishing both policy standards and service warrants, along with
investment policies, that would maintain the infrastructure at a
maintenance level that meets the needs of business travelers, com-
muters, tourists, and freight operators. This kind of policy-level at-
tention will help to strengthen and extend the economic opportuni-
ties provided by the mobility and reliability of rail service in the
Northeast Corridor and continue to enhance the region’s globally
competitive advantages in the financial, insurance, and real estate
industry.

By combining those levies with the Department’s proposed $500
million capital budget for Amtrak and including State and Federal
policy and planning goals for infrastructure investment in the
Northeast Corridor, this new partnership will benefit intercity pas-
senger rail for all interested stakeholders. This then opens up op-
portunities, as have been expressed by Secretary Mineta, that with
the right Amtrak reforms, this administration will not only support
infrastructure improvements in the Northeast Corridor, but could
assist State partners that are ready to improve intercity passenger
rail services in other areas.

We are at a point in this administration, together with Congress,
that we can demonstrate both a significant progress in reforming
Amtrak and a major progress in advancing goals for improved
intercity passenger rail, even in Utah.

Amtrak must find new ways to operate competitively. Even from
the earliest times of discussion and debate over several administra-
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tions and several congressional periods, there have been both gen-
eral and specific suggestions made to improve Amtrak’s operational
performance. Amtrak’s core business is to provide a safe, clean, ef-
ficient transportation service that is on time and placed in the ap-
propriate market at the right time to provide a connected and reli-
able service to fair-paying customers.

With that clear focus, Amtrak can be successful and competitive.
Amtrak’s internal reform must progress quickly to allow a clear op-
erating focus with effective financial discipline. The Department
and the States must progress quickly to find success in forming a
partnership in the Northeast Corridor infrastructure and operation
and this committee has opened that opportunity for us to do that.

PREPARED STATEMENT

The public demands real accomplishment in this partnership, not
only in the Northeast, but in the South, Midwest, and far West.
Intercity passenger rail, when delivered in partnership and focused
on being effective and seamless, has the potential to improve our
environment and strengthen our economy. As Federal Railroad Ad-
ministrator, I will work with this committee, other committees,
Amtrak, the States, and stakeholders to make that happen. Thank
you very much.

Senator BOND. Thank you very much, Mr. Boardman.

[The statement follows:]

PREPARED STATEMENT OF JOSEPH H. BOARDMAN

Chairman Bond, Ranking Member Murray and other members of the sub-
committee, it is my pleasure today to represent Secretary of Transportation Norman
Y. Mineta to discuss the Bush Administration’s budget request for fiscal year 2007
as it relates to subsidies for the National Railroad Passenger Corporation, better
known as Amtrak.

As Secretary Mineta has already stated, the budget promotes continued trans-
formation of intercity passenger rail. The President requests $900 million to help
Amtrak make the transition to a new and better model of intercity passenger rail.
Five hundred million dollars of that request is for capital needs and maintenance.
The remaining $400 million would be available as Efficiency Incentives tied directly
to continued reform.

The Department has been and continues to be consistent in believing that Am-
trak’s business model is flawed and must be reformed. Amtrak does not yet have
effective budget discipline. They are not subject to the rigors of the need to turn
a profit, and they do not prepare a public budget in the tradition of a city or a coun-
ty, or even a transportation authority. By falling into a unique in-between category
of existence, Amtrak has managed to avoid the discipline that normally governs ei-
ther private or public corporations. While the present Board of Directors has made
the first tentative steps in developing discipline, much more must be done. Improve-
ments to date have only occurred because of the demand for reform by this adminis-
tration and support for that reform by this committee. We need to be steadfast in
fiscal year 2007 and following years if a true change in the Amtrak culture is to
be achieved. There have been too many false starts and empty promises. Amtrak
must do better, and we should be partners in making sure that they do.

This committee embraced the spirit of that reform last year, with its provision
that the Secretary shall determine and assess fees on commuter railroads operating
on the Northeast Corridor (NEC) that would cover the capital and maintenance
costs attributable to those same commuter railroads. This idea would promote fair
and equitable access for all operators. The committee’s leadership in reforming this
aspect of the very complex Amtrak picture has been accepted and embraced by the
administration as a significant opportunity to develop a key principle of the admin-
istration’s proposed approach to reform of intercity passenger rail service.

With the assessment of the commuter fees, the States should have a strong incen-
tive to partner with the Federal Government in establishing both policy standards
and service warrants, along with investment policies that would maintain the infra-
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structure at a maintenance level that meets the needs of business travelers; com-
muters; tourists; and freight operators. This kind of policy level attention will help
to strengthen and extend the economic opportunities provided by the mobility and
reliability of rail service on the NEC, and continue to enhance the region’s globally
competitive advantages in the financial, insurance and real estate industry. By com-
bining those levies with the Department’s proposed $500 million capital budget for
Amtrak, and including State and Federal policy and planning goals for infrastruc-
ture investment on the NEC this new partnership will benefit intercity passenger
rail for all interested stakeholders. This then opens up opportunities as have been
expressed by Secretary Mineta that with the right Amtrak reforms, this administra-
tion will not only support infrastructure improvement on the NEC, but could assist
State partners that are ready to improve intercity passenger rail services.

We are at a point where this administration, together with Congress can dem-
onstrate both significant progress in reforming Amtrak, and major progress in ad-
vancing goals for improved intercity passenger rail. Amtrak must find new ways to
operate competitively. Even from the earliest times of discussion and debate over
several administrations, and several Congressional periods, there have been both
general and specific suggestions made to improve upon Amtrak’s operational per-
formance. Amtrak’s core business is to provide a safe, clean, efficient transportation
service that is on-time and placed in the appropriate market at the right time to
provide a connected and reliable service to fare paying customers. With that clear
focus Amtrak can be successful and competitive.

Amtrak’s internal reform must progress quickly to allow a clear operating focus
with effective financial discipline. The Department and the States must progress
quickly to find success in forming a partnership on the NEC infrastructure and op-
eration this committee has opened an opportunity for us to do that. The public de-
mands real accomplishment in this partnership, not only in the Northeast, but in
the South, and Midwest and far West. Intercity passenger rail—when delivered in
partnership and focused on being effective and seamless—has the potential to im-
prove our environment and strengthen our economy. As Federal Railroad Adminis-
trator I will work with this committee; other committees; Amtrak; States; and
Stakeholders to make that happen.

Mr. Chairman, thank you for this opportunity. I would be happy to answer any
questions at this time.

OFFICE OF INSPECTOR GENERAL

STATEMENT OF MARK R. DAYTON, SENIOR ECONOMIST

Senator BOND. Mr. Dayton, we are going to call on you for the
rest of the story and then we will have opportunities for one ques-
tion each. I turn to my colleague, Senator Murray, for the first one
after Mr. Dayton.

Mr. DAYTON. Thank you, Mr. Chairman and members of the sub-
committee.

Senator MURRAY. They have called, so we are in a very short
time frame here.

Mr. DAYTON. Once again, as with last year, the work of this sub-
committee and your colleagues in the House will be the key to
maintaining fiscal discipline at Amtrak. In fact, the provisions es-
tablished by this committee this year are having an impact. Am-
trak’s Board and management seem committed to reform and Am-
trak is beginning to realize some reductions in the need for oper-
ating subsidies.

But the heavy lifting has just begun. Commitment to these re-
forms will need to be sustained for many years. Indeed, it will be
several years before we see most of the financial benefits from cur-
rent initiatives.

Without a fundamental restructuring of the company through re-
authorization, the Appropriations Committees will need to continue
to pressure Amtrak for reform, specifically by limiting the funds
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made available to subsidize its operating losses, and by making
Federal support contingent upon further restructuring.

The bottom line is this. Just to maintain the system as it is cur-
rently configured, in a steady state of repair, and assuming that
current reform efforts will begin to pay off, Amtrak would need an
appropriation in fiscal year 2007 of about $1.4 billion. This would
include $485 million for operating losses, $600 million for capital
spending, and $295 million for debt service. These amounts would
continue the pressure for reform but would not yield any signifi-
cant improvement in the overall state of good repair.

This 2007 appropriation would be nearly 7 percent over what
was enacted last year, but would be a very tight budget that leaves
little or no margin for error in either operations or investment. If
an operating problem were to arise that affected revenue or ex-
penses—Ilike the Acela brake problem; or an unexpected capital ex-
pense—like a bridge failure on the Northeast Corridor, Amtrak
could face insolvency.

Private companies of Amtrak’s size generally have access to lines
of credit or maintain sufficient cash reserves to reduce the risk as-
sociated with such events. Amtrak has no such safety net.

A separate working capital appropriation of $125 million would
help address these risks, but if Congress were to provide such sup-
port, the funds should be subject to controls that prevent Amtrak
from using them for ordinary business activities. One approach
would be to use a constraint similar to that in this year’s Efficiency
Incentive Grants that would require approval by the Secretary be-
fore the year-end level of working capital could fall below $125 mil-
lion.

This 2007 funding picture depicts the fundamental dysfunction
we face with Amtrak: just to maintain the current state of repair,
without addressing the backlog of infrastructure needs, without in-
vesting in short-distance corridors that have been discussed today,
and without recapitalizing the equipment fleet, would require near-
ly a $100 million increase in Amtrak funding in fiscal year 2007.
And to avoid an increased risk of insolvency would require more
than a $200 million increase in that funding.

So what are the solutions? As we have testified before, the cur-
rent system needs to be fundamentally restructured. This will re-
quire new authorizing language for Amtrak programs. We see
three key goals for successful reform of intercity passenger rail.
First, continuous improvements in the cost effectiveness of services
provided. Second, devolution of the power to determine those serv-
ices to the States. And third, adequate and stable sources of Fed-
eral and State funding.

Absent reauthorization, the appropriations process can provide
necessary fiscal discipline over Amtrak’s operating losses. In 2006,
the Appropriations Committee established a process to achieve
operational reforms. We believe this process is of considerable
value and strongly encourage you to continue it in 2007.

Specifically, the 2006 bill directed Amtrak to achieve savings
through operating efficiencies, including changes to its food and
beverage service. The bill also reduced Amtrak’s operating subsidy,
applying further pressure to cut its costs. The committee also re-
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quired our office to report quarterly on Amtrak’s progress to this
end.

As part of our oversight effort, we have seen that Amtrak is be-
ginning to show improvement. For example, the company has made
strides in reforming its food and beverage service, which could be-
come a break-even or even marginally profitable in the next 5 to
6 years.

Much work remains, however, to eliminate the losses on first
class sleeper service. I would emphasize, we continue to find any
Federal subsidy for first class passengers unacceptable and have
yet to see plans for even pilot programs aimed at restructuring
these services. Outsourcing of reservation and maintenance serv-
ices has become widespread in the transportation sector and Am-
tralk has only begun to scratch the surface on assessing their poten-
tial.

PREPARED STATEMENT

Congress should mandate accelerated efforts in these areas as a
condition to taxpayer support in any fiscal year 2007 appropriation,
particularly if the funding approaches this $1.5 billion level. Such
a requirement——

Senator BOND. Thank you, Mr. Dayton.

Mr. DAaYTON. Okay.

Senator BOND. Your statements will be included in full in the
record.

[The statement follows:]

PREPARED STATEMENT OF MARK R. DAYTON

Mr. Chairman and members of the subcommittee, we appreciate the opportunity
to present the views of the Office of Inspector General on Federal funding for Am-
trak in fiscal year 2007.

Once again, as with last year, the key to maintaining fiscal discipline at Amtrak
will be the work of this subcommittee and your colleagues in the House. We can
report today that the provisions the committee put in place for this fiscal year are
having an impact: the Amtrak Board of Directors and current management seem
committed to reform, efficiency improvements are beginning to be implemented, and
some reductions in required operating subsidies are being realized. But the heavy
lifting has just begun and current reform efforts will require many years of sus-
tained commitment. Indeed, much of the financial benefits in the form of significant
operating loss savings will not occur for several years.

Absent a fundamental restructuring of the company through reauthorization, it
will fall to the Appropriations Committees to continue the pressure for reform, spe-
cifically by limiting the funds made available to subsidize operating losses and by
making Federal support conditional upon further operational restructuring.

The Bottom Line.—To maintain the currently configured system in a steady state
of repair and after accounting for the reform efforts already underway, the fiscal
year 2007 appropriation for Amtrak would need to be about $1.4 billion. This in-
cludes $485 million for cash operating losses, $600 million for capital spending, and
$295 million for debt service. The operating subsidy amount would continue the
pressure on Amtrak for reform put in place by Congress last year, the capital
amount would simply keep the system from falling into further disrepair, and the
debt service amount is Amtrak’s fixed costs for repayment of principal and interest.

Despite this being almost a 7 percent increase over the fiscal year 2006 enacted
level, it is a tight budget that would leave little or no margin for error in neither
operations nor investment. If an operating problem arose that affected revenue or
expenses, such as the Acela brake problem, or if an unexpected capital expense
arose, such as a bridge failure on the Northeast Corridor (NEC), Amtrak could face
insolvency, particularly if the problem were to occur late in the fiscal year after the
majority of funds had been spent or committed. Private companies of Amtrak’s size
often have access to lines of credit to reduce the risk associated with these unfore-
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seeable events or maintain cash reserves in an order of magnitude larger than that
typically held by Amtrak.

Working capital of $125 million would help address the risks Amtrak faces from
these unforeseeable events. To ensure these funds are used to cover fluctuations in
operations and not for ordinary course expenditures, appropriate controls should be
established. One approach for dealing with this problem is to impose the same con-
straints on use of these funds as those in this year’s Efficiency Incentive Grants
whereby approval of the Secretary would be required before the year-end level of
working capital could fall below $125 million. Alternatively, a unanimous vote of the
Board of Directors could be required in the same event. In either case, if Congress
were to provide these funds, additional funds would not be needed for this purpose
in future years.

These funding requirements illustrate the fundamental dysfunction that we face
with Amtrak: just to maintain the current state of repair—not to address the back-
log of infrastructure needs, not to invest in short-distance corridors around the
country, not to recapitalize the equipment fleet—requires an $86 million increase
in Amtrak funding in fiscal year 2007 and an increase of over $200 million to avoid
increased risks of insolvency, should Congress decide to provide $125 million for
working capital.

How Did We Get Here?—Amtrak’s funding requirements actually have not
changed appreciably over the past 9 years—only the source of those funds has
changed. External funding to Amtrak (in addition to revenue and State support) to-
taled $11.6 billion from 1998 through 2006 or almost $1.3 billion per year.l There-
fore, the current $1.4 billion estimate of requirements is in line with past years. It
differs, however, in that now all of it must come from direct appropriations, whereas
in past years some came from borrowing and some from the Taxpayer Relief Act
of 1997. Because debt service increased significantly during this same time period,
the $1.4 billion actually provides less funding for operations and investment than
prior year average subsidies.

What Are the Solutions?.—As we testified previously, the current system needs to
be fundamentally restructured. Such a restructuring requires new authorizing lan-
guage for Amtrak programs and funding support. We have enumerated three key
goals for successful reform of intercity passenger rail service: (1) continuous im-
provements in the cost-effectiveness of services provided, (2) devolution of the power
to determine those services to the States, and (3) adequate and stable sources of
Federal and State funding.

These goals can be achieved through six programmatic changes: formula grants
to States for capital and operating costs of intercity passenger services, restoration
of the forward-going system to a state of good repair, capital matching grants to
States for corridor development, establishment of adequate Federal and State fund-
ing, resolution of the legacy debt issues, and resolution of NEC ownership and con-
trol.

Until a reauthorization is forthcoming, there is much that Amtrak management
and its Board can do to achieve these goals and program changes, assisted by this
committee. The company has made strides in reforming its food service provision
and may have in place process that will achieve break-even or marginally profitable
provision of food service on its trains in the next 4 to 5 years, if it follows through
on these initial steps.

Much work remains, however, to eliminate the losses on first class sleeper service.
We continue to find unacceptable any Federal subsidy for first class passengers and
have yet to see plans for pilot programs to restructure these services. Outsourcing
of reservation and maintenance services has become widespread in the transpor-
tation sector, but Amtrak has only begun to scratch the surface on assessing its po-
tential. As a condition to taxpayer support in any fiscal year 2007 appropriation,
particularly at levels approaching $1.5 billion, accelerated efforts in these areas
should be mandated. Such requirements for fiscal discipline from this committee
and the Congress will keep Amtrak moving in the right direction so that when a
reauthorization is finally enacted, the company will be poised to provide better,
more efficient services for the country.

I will now discuss these issues in greater detail.

1This consists of $7.7 billion in Federal appropriations; $2.2 billion in capital funds from the
Taxpayer Relief Act of 1997; and $1.7 billion in net, non-defeased (that is, not pre-funded) bor-
rowing.
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AMTRAK’S FINANCIAL CONDITION REMAINS PRECARIOUS BECAUSE IT HAS NOT
STRUCTURED ITS SERVICES TO MATCH AVAILABLE FUNDING

The current model for providing intercity passenger service continues to produce
financial instability and poor service quality. Despite multiple efforts over the years
to change Amtrak’s structure and funding, we have a system that limps along, is
never in a state-of-good-repair, awash in debt, and perpetually on the edge of col-
lapse. In the end, Amtrak has been tasked to be all things to all people, but the
model under which it operates leaves many unsatisfied.

Operating Losses.—Amtrak continues to incur substantial operating losses. It
ended fiscal year 2005 with an operating loss of $1.235 billion. On the positive side,
during the first 4 months of fiscal year 2006, Amtrak’s net operating loss was $49
million less than last year and its cash operating loss, excluding interest and depre-
ciation, was $74 million less than the same period last year. It remains to be seen
if these improved financial results can be sustained for all of fiscal year 2006. In
fact, Amtrak has indicated that operating within the $485 million operating subsidy
for this year will likely require some one-time actions in spite of its performance
to date.

Putting these results in perspective, the system continues to suffer operating
losses on all but a handful of routes. Operating losses on long-distance trains, ex-
cluding interest and depreciation, were $529 million in fiscal year 2005. Losses on
some long-distance trains (excluding depreciation and interest) exceed $400 per pas-
senger. For the last 5 years, annual cash losses have exceeded $600 million, though
their persistence at this level primarily is attributable to increased interest expense.
Amtrak has made some progress in controlling its cash operating loss, excluding in-
terest.

Operating and Cash Losses

FY 1997 through FY 2005
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Debt Burden.—Amtrak is carrying a large debt burden. Its total debt peaked at
$4.8 billion in fiscal year 2002 and has declined only slightly in the past 2 years.
For the foreseeable future, Amtrak’s annual debt service will approach $300 million.
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Short and Long-Term Debt

FY 1997 through FY 2005
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Revenue and Ridership.—While ridership increased to 25.4 million in fiscal year
2005, passenger revenues declined to $1.292 billion, and remain below the $1.340
billion achieved in 2002. For the first 4 months of fiscal year 2006, passenger reve-
nues were $31 million higher than the same period in fiscal year 2005, mainly due
to fare increases. Ridership growth during this period was less than 1 percent.

Passenger Revenue and Ridership
FY 1997 through FY 2005
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On-Time Performance.—On-time performance fell from 74 percent in fiscal year
2003 to 70 percent in fiscal year 2005, with even Amtrak’s premier service—Acela
Express—achieving on-time performance of only 76 percent. On-time performance
for long-distance trains averaged 41.4 percent last year, with the poorest performing
train, the Sunset Limited, having an on-time performance of only 7 percent. System-
wide on-time performance through January 2006 was 66 percent, compared to 72
percent for the first 4 months of fiscal year 2005.
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Systemwide On-Time Performance

FY 1997 through FY 2005
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ABSENT REAUTHORIZATION, THE APPROPRIATIONS PROCESS CAN PROVIDE NEEDED
FISCAL DISCIPLINE OVER AMTRAK’S OPERATING LOSSES

The system needs to be fundamentally restructured through a reauthorization. In
the absence of a reauthorization last year, the Appropriations Committee estab-
lished a process in fiscal year 2006 to achieve meaningful, but incremental, oper-
ational reforms. We believe this process is not a substitute for reauthorization, but
it is of considerable value nonetheless; and we strongly encourage Congress to con-
tinue it in fiscal year 2007.

The fiscal year 2006 Appropriations bill specifically directs Amtrak to achieve sav-
ings through operating efficiencies, including, but not limited to, modifications to
food and beverage service and first-class service. The bill also exerts pressure on
Amtrak to reform by reducing Amtrak’s operating subsidy from the fiscal year 2005
level of $570 million to $495 million. (A 1 percent rescission, $4.95 million, and a
designation of $5 million for the development of a managerial cost accounting sys-
tem, combined to reduce the funds available to subsidize ongoing operations to $485
million.) In addition, $31.7 million was made available for an efficiency grant pro-
gram aimed at providing additional capital investments if Amtrak reduces operating
costs to live within its fiscal year 2006 Federal operating subsidy.

The fiscal year 2006 Appropriation bill also requires our office to report quarterly
to this committee and its counterpart in the House on whether or not and to what
extent Amtrak has achieved savings as a result of operational reforms. We must cer-
tify whether or not Amtrak has achieved such savings by July 1, 2006 if Amtrak
is to continue its use of fiscal year 2006 appropriated funds to subsidize the net
losses from food, beverage, and sleeper car service on any Amtrak route.

In our January 5, 2006 report to this committee, we set Amtrak’s overall oper-
ating subsidy baseline at $586 million. This baseline represents Amtrak’s fiscal year
2006 projected operating loss after accounting for anticipated costs and revenue ad-
justments. It also reflects the savings resulting from initiatives implemented in fis-
cal year 2005 and fiscal year 2006 prior to our issuing the report.

This fiscal year, Amtrak will need to achieve $101 million in savings from the
$586 million operating loss baseline to operate within its Federal subsidy. In addi-
tion to sustainable operational reforms, Amtrak plans to rely on one-time actions,
and revenue increases to meet its end of year budget goals. One-time actions will
not be considered as part of our July certification process. It is our opinion that Con-
gress intended us to consider only those savings from sustainable, structural re-
forms when we decide in July whether or not Amtrak has achieved enough savings
from operational reforms to warrant certification.

AMTRAK NEEDS TO RESPOND AGGRESSIVELY TO THE APPROPRIATIONS BILL
REQUIREMENTS AND SEE THESE INITIATIVES THROUGH TO COMPLETION

To address needed savings from operational reform, Amtrak has developed an im-
plementation plan for 15 new initiatives. These include a plan for restructuring its
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food and beverage service and dining and lounge car operations over several years;
adopting a reliability-centered maintenance approach to increase fleet maintenance
efficiencies; consolidating maintenance facilities and reducing maintenance over-
time; outsourcing and reducing staff at stations; improving fuel efficiency; renegoti-
ating labor agreements to eliminate outsourcing and work rule restrictions; and re-
ducing outside legal fees. Other initiatives such as restructuring long-distance train
services, improving financial management systems, and improving service reliability
on the Northeast Corridor are only in the beginning planning stage. Our Quarterly
Reports will examine Amtrak’s reform efforts to determine whether Amtrak is fully
addressing potential reform opportunities and whether planned initiatives are meet-
ing their stated goals and are sustainable over the long-term.

The initial focus of Amtrak’s reform efforts is its food and beverage service. The
company has made strides in reforming its food service provision and may have in
place a process that will achieve break-even or marginally profitable provision of
food service on its trains. Amtrak plans to implement its strategic initiatives, in-
cluding food and beverage service, over a 6-year period, with some not fully imple-
mented until fiscal year 2012. Once fully implemented, Amtrak projects savings of
$190 million a year from these initiatives.

Our preliminary analysis of Amtrak’s operating savings for the first 4 months of
fiscal year 2006 indicate that only about $20 million in such savings can be expected
this fiscal year. These savings amount to only 20 percent of the savings Amtrak
must achieve to live within its fiscal year 2006 Federal operating subsidy. Amtrak
plans to close the remaining gap with one-time actions and budget adjustments,
spending the remaining fiscal year 2005 year-end cash reserves, and better-than-
projected revenue performance.

These short-term gap-closing actions will not reduce Amtrak’s need for subsidies
in fiscal year 2007 or beyond. In addition, Amtrak initially planned to rely on the
$31.7 million Efficiency Incentive Grant to make ends meet in fiscal year 2006 and
reduce the need for further operational savings. As we stated in our January Quar-
terly Report, we do not believe it would be appropriate to anticipatorily count these
discretionary grants toward achieving the required savings. Congress should require
a business plan from Amtrak that does not rely on these savings and specifically
identifies all the savings required to operate within its fiscal year 2006 resources.
Congress should also continue the pressure on Amtrak to be expansive and aggres-
sive in the scope and pace of implementing long-term, structural operating reforms.

As mentioned earlier, Amtrak needs to address the cost of providing long-distance
service, and, in particular, first-class sleeper service. In July 2005, we reported that
Amtrak could save between $75 million and $158 million in annual operating costs
by eliminating sleeper car service, outsourcing food and beverage service, and elimi-
nating other amenities on long-distance trains. The plan Amtrak is preparing on
how to improve the operational and financial performance of these trains needs to
fully address these areas for potential significant savings.

REAUTHORIZATION IS A BETTER COURSE FOR REFORMING INTERCITY PASSENGER RAIL
SERVICE

Incremental operating savings over the next 5 or 6 years will not be sufficient to
fund the significant increases in capital investment required to return the system
to a state-of-good-repair and promote corridor development. This mismatch of fund-
ing sources and needs requires a long-term solution that can be achieved only by
changing the model for intercity passenger rail.

To create a new model for intercity passenger rail, a comprehensive reauthoriza-
tion that provides new direction and adequate funding is needed. The problem with
the current model extends beyond funding—there are inadequate incentives for Am-
trak to provide cost-effective service; state-of-good-repair needs are not being ade-
quately addressed; and States have insufficient leverage in determining service de-
livery options, in part because Amtrak receives Federal rail funds, not the States.

Reauthorization should establish meaningful reforms that ensure greater cost-ef-
fectiveness, responsiveness, and reliability in the delivery of passenger rail transpor-
tation. Three central themes will drive successful reform.

—Improvements in Cost-Effectiveness.—Amtrak, as the sole provider of intercity
passenger rail service has few incentives, other than the threat of budget cuts
or elimination, for cost control or delivery of services in a cost-effective way.
Amtrak has not achieved significant costs savings since its last reauthorization.

—States Need a Larger Voice in Determining Service Requirements..—The current
model for providing intercity passenger service does not put States in a position
to decide upon the best mix of service for their needs—what cities are served,
schedules and frequency of service, and what amenities should be provided.
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Those decisions are made by Amtrak, and they are not always in the best inter-
ests of the States served. Intercity passenger rail would be better served with
State-led initiatives as to where and how intercity passenger rail service is de-
veloped. States are best able to determine the level of passenger rail service re-
quired to meet their strategic transportation needs and State sponsorship will
become increasingly important as they will be asked to provide increased oper-
ating and investment support. Capital funding decisions, as with mass transit,
should ultimately reside with the Department of Transportation, based on con-
gressional direction and in partnership with the States.

—Adequate and Stable Federal Funding is Essential—None of the corridors
around the country, including the Northeast Corridor, can provide the type of
mobility needed without significant capital investment. In the NEC, this means
bringing the existing facilities to a state-of-good-repair with no match require-
ment. In other corridors around the country, it means creating the infrastruc-
ture for high-frequency services in partnership with freight railroads and com-
muter authorities. A robust Federal program of capital matching grants will be
essential if these corridors are to be developed. In addition, long-distance serv-
ices that provide connections between corridors require recapitalization if they
are to be run efficiently and are to provide the high quality services their pas-
sengers deserve. None of this, however, implies giving more money directly to
Amtrak, especially under the current model.

In our view, a framework for reauthorization requires the incorporation of six core

elements.

Formula Grants to States for Capital and Operating Costs.—This program would
address the needs of areas served by long-distance routes that have little corridor
development potential, while simultaneously creating incentives for States to en-
courage operating efficiencies from the service operator. Formula funds can be used
for operating expenses, capital maintenance, and/or capital improvements at the dis-
cretion of the States and have no match requirement.

Restoration of the Forward-Going System to a State-of-Good-Repair.—This pro-
gram would provide Federal funds, with no match required, to address the accumu-
lated backlog of deferred investment and maintenance on the NEC and in fleet and
facilities outside the NEC. After a state-of-good-repair has been achieved, capital
funds with a reasonable State match would be available for capital maintenance.

Capital Matching Grants to States for Development of Corridor Services.—This
program would give States the ability to improve and expand routes and service on
their supported corridor routes through a Federal capital funding program with a
reasonable State match requirement.

Setting Federal and State Funding of These Programs at Adequate Levels.—Fed-
eral funding levels, along with State contributions have not been sufficient to sub-
sidize operations, address deferred capital needs, and significantly improve service
along the existing rail network. It will require minimum Federal funding of $2.0 bil-
lion a year to restore the system to a state-of-good-repair and provide funding for
new corridor development.

Resolution of the Legacy Debt Issue.—This element would give the Secretary the
authority to evaluate Amtrak’s debt and to take action in the best interest of inter-
city passenger rail that is economically advantageous to the United States Govern-
ment.

Resolution of Northeast Corridor Ownership.—The NEC is of considerable interest
in reauthorization. Unlike the rest of the passenger rail system, Amtrak owns the
infrastructure between Boston and Washington, DC. The Federal Government may
decide to take on the responsibility of restoring the NEC to a state-of-good-repair,
and its debt—if it is determined to be in the public’s interest to do so. Once the
NEC is returned to a state-of-good-repair, the States can take a larger responsibility
in directing and managing ongoing operations and maintenance. In return for fully
funding the corridor, the Federal Government may decide to take title to Amtrak’s
assets. Although Amtrak may very likely remain the operator for NEC, we will be
in a better position to decide what is the best use and ownership structure of NEC
assets by the end of the reauthorization period.

This framework would require cost efficiencies as Federal funds available to cover
operating losses would decline over the 5-year reauthorization period. Specifically,
it would give States greater responsibility for passenger rail investments with over-
sight of capital investment vested in the Department. Additionally, it would focus
Federal funding on stable and robust capital investment programs that would bring
the system to a state-of-good-repair, maintain it in that condition, and provide for
the development of corridors throughout the country.

Mr. Chairman, that concludes my statement. I would be happy to answer any
questions at this time.
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Senator BOND. My sincere apologies, but this is the way the Sen-
ate functions. I turn to Senator Murray for her questions.

Senator MURRAY. I would just say that this presents us a great
dilemma because Mr. Laney has said we need a $300 million in-
crease in order to enact reforms. Mr. Boardman has said we need
to cut it by $400 million to make reforms happen. And Mr. Dayton
says that we are in a tight budget with no margin for error at $1.4
billion. So in writing, I would like back from each one of you how
you explain your thesis on this, because we need to understand
that and it is clear it is very controversial.

But I would like to ask the one question I have for Mr. Dayton.
Your testimony appears to be advocating different treatments for
States depending on whether those States are in the Northeast
Corridor or in other regions of the country. The taxpayers of my
State provide a lot of revenue to maintain the Cascadia service,
and in fact, on a per passenger basis, provide the highest State
subsidies of any in the country. There are plans to improve the rail
corridor between Vancouver and Eugene that will even add to that.

You say that capital contributions from the Federal Government
to improve rail corridors should require a State match, but your
testimony says that billions of dollars are needed to bring the in-
vestment in the Northeast Corridor up to a good state of repair,
but the States along the Northeast Corridor should not be required
to put up a match. Well, the people I represent are asking why we
should be required to have a Federal match and the Northeast Cor-
ridor should not. I would like a short answer from you and a longer
one in writing on whether or not the States in the Northeast Cor-
ridor should be required to make some kind of contribution, consid-
ering the fact that 46 percent of the train miles used on that cor-
ridor are used by commuter rail agencies of the States and not by
Amtrak.

Mr. DAYTON. Clearly, all States should be contributing to the
capital portion of their services. I would say that the Northeast
Corridor actually does produce an operating profit and that profit
does go to cover some of the losses on the short-distance corridors
around the country and the long-distance corridors. And so to the
extent that Amtrak reduces or eliminates those losses through, as
we have said, eliminating sleeper service and reforming food and
beverage service. The reason that we advocate those is to free up
funds that can be put into capital.

Senator MURRAY. I am sorry, you say they have an operating
profit, but I know that they have millions of dollars in capital costs
and that they are in deficit. So how do you say that?

Mr. DAYTON. There is an operating profit in terms of just the cost
of operations, but you are right, the capital investment in the
Northeast Corridor is greater than that operating profit. That is
true. If that operating profit were not covering losses elsewhere, it
could be reinvested in the corridor itself, so that the passengers in
those States that are using the corridor would, in fact, be sup-
porting the capital investment.

Senator MURRAY. I know my time is short. That wouldn’t even
come close to dealing with the dilemma that I think we need to un-
derstand, and I would appreciate a long answer from you since we
are unfortunately short on time.
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Mr. DAYTON. We will provide it.

Senator BOND. Thank you very much, Senator Murray.

I understand that the IG in November 2005 reported that the
Amtrak Board of Directors indicated in writing that they would be
launching a number of pilot projects, including reforms to first
class service on its long-distance routes that would enable Amtrak
to achieve savings. I gather that has not been—no pilot projects
have come forward. I would like to ask Amtrak where those pilot
projects are. What do you contemplate in this area?

Mr. LANEY. Senator, we have pilot projects in the works, I think,
on a State basis and I believe they are scheduled for presentation
to the Board in our April Board meeting, which is the first week
of April, unrelated to the first class service.

First class service is a little more difficult. It is an essential piece
of the puzzle for overnight travelers, and a lot of our trains are
overnight trains. But we, at least I share with the IG the concern
about any Federal dollars subsidizing first class passengers, be-
cause there are losses, significant losses, involved in that. We have
looked at some opportunities and been a little frustrated by some
labor cost structure difficulties in bringing in alternatives to Am-
trak’s providing that service. But we have got a ways to go and we
have not wrestled that to the ground.

Senator BOND. Mr. Laney, Mr. Boardman, Mr. Hughes, Mr. Day-
ton, our sincere apologies. We would invite your further comments
in writing. We will look forward to continuing these discussions. I
may even have some options that, while they may be distasteful,
they may be effective and I would like to discuss those with you.

We thank our witnesses.

ADDITIONAL COMMITTEE QUESTIONS

Senator LEAHY. I just wanted to submit a couple of questions for
the record.

Senator BOND. Senator Leahy will be submitting questions for
the record, and obviously, we would like you to take those ques-
tions, as well. Thank you very much.

[The following questions were not asked at the hearing, but were
submitted to Amtrak for response subsequent to the hearing:]

QUESTIONS SUBMITTED TO AMTRAK

QUESTIONS SUBMITTED BY SENATOR CHRISTOPHER S. BOND

Question. Why does Amtrak not have a detailed multi-year financial plan now?
Wouldn’t this planning document, similar to a TIP, or transportation improvement
plan, help Amtrak identify year-to-year, what priorities for improvements are nec-
essary to be made and help in the budget process?

Answer. Amtrak has a multi-year plan for capital improvements and also a multi-
year projection of funds required for debt service. In connection with the company’s
“Strategic Reform Initiatives and Fiscal Year 2006 Grant” request, the company also
provided its first 5-year projection of operating funds required. This document did
describe the yearly priorities for improvement, as well as the legislative changes re-
quired, to achieve the target numbers.

Question. Realizing that Amtrak needs approximately $295 million to address its
mandatory debt service, and zero is provided in this year’s budget proposal, how
would you propose to address the debt?

Answer. Debt service must be honored each year to avoid default. Accordingly, the
company would have to curtail its capital expenditures and/or reduce its net oper-
ating loss by $295 million. To reduce capital expenditures by this magnitude will
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jeopardize the system state of good repair: to reduce the net operating loss by this
magnitude will likely require significant curtailment of existing services.

Question. What are you doing in terms of renegotiating your debt service rates?

Answer. Some small debt obligations have provisions for early repayment and, if
the penalties are not onerous, the company is exercising these early payment op-
tions (when cash is available). However, there is no opportunity to renegotiate the
interest rates on existing debt without (1) a “stick” that threatens the lenders unless
they co-operate and reduce rates or (2) a “carrot” that gives lenders some incentive
to reduce rates. We have been unsuccessful in urging Congress to selectively grant
Amtrak debt a “full faith and credit” guarantee (a meaningful carrot) in return for
financial concessions from lenders.

Question. The Inspector General’s Office within the Department of Transportation
has indicated that Amtrak’s operating subsidy baseline is $586 million. Amtrak’s fis-
cal year 2006 operating subsidy baseline is $586. Amtrak’s fiscal year 2006 oper-
ating appropriation is $490 million. What specific savings has Amtrak identified to
live within this amount?

Answer. We believe we will be able to fully fund operations with the $490 million
appropriation because of: (1) better than expected ridership that is the result of in-
creases in automobile gasoline prices, (2) lower wages, salaries and benefits expense
that is the result of slower rates of hiring for replacements (i.e. working with higher
vacancy rates and lower actual headcount), (3) realized improvements in the finan-
cial results of our food and beverage business activity, (4) lower than expected pro-
fessional fees and (4) lower FELA and liability claims costs.

Question. What options, if any, are available for Amtrak to outsource its first class
services? Under what scenario would Amtrak consider outsourcing its first class
services on its long-distance routes?

Answer. Under current law, Amtrak may outsource food and beverage services.
Outsourcing of other services, such as sleeping car services on long-distance trains,
requires negotiations with Amtrak’s labor unions under the Railway Labor Act if
the outsourcing would result in the layoff of Amtrak employees. See Public Law No.
105-134, sec. 121.

Subject to applicable law, Amtrak will consider outsourcing services if it appears
that outsourcing will reduce the cost and/or improve the quality of the services with-
out adversely impacting safety or customer service.

Question. Amtrak has indicated that it will update labor contracts to enhance cus-
tomer service and provide greater efficiencies. I understand that currently, more
than 80 percent of Amtrak’s passenger revenues are consumed by labor and benefit
costs alone.

What are Amtrak’s specific goals as it looks to update it labor contracts?

Answer. Amtrak’s specific goals with every union that has not had an agreement
through December 31, 2004 are to achieve health care cost containment and pre-
mium contribution, work rule changes to improve productivity and lower costs and,
in return, a fair increase if the those goals are met. Three unions representing ap-
proximately 35 percent of the employees represented at Amtrak have entered such
agreements with the company.

QUESTIONS SUBMITTED BY SENATOR CONRAD BURNS

Question. Mr. Laney, a lot of attention has been focused recently on the improve-
ments and upgrades to long-distance trains, in order to increase ridership. We have
seen the benefits of those commitments on the Empire Builder, and I wonder if you
could discuss what steps you plan to take to continue this process.

Answer. In August 2005, the Empire Builder was relaunched with upgraded
equipment, enhanced on board amenities, improved customer service and a renewed
marketing focus. The improvements have been well received by passengers, who are
paying the planned higher fares for a perceived better valued product. As a result,
ticket revenues (October through May) are up 18 percent versus last year, and
sleeping car revenues are up 28 percent. Year-to-date ticket revenues are favorable
to the budget by $1.8 million. With just 10 months’ experience, the project is on
track to improve the train’s bottom line by about $4.8 million by the end of fiscal
year 2007. In conjunction with the restructuring of its long-distance services, Am-
trak is looking for additional opportunities to provide enhanced services on other
long-distance routes where there is the potential for a positive financial contribu-
tion.

Question. As you know, I was very disappointed in the decision to fire David
Gunn. I am sure the Board had its reasons, but I am concerned that part of the
impetus to push him out the door was his understanding that long-distance trains
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are an essential part of the Amtrak network. Can you give me a sense of the Board’s
commitment to preserving long-distance trains, especially in communities where
public transportation options are so limited?

Answer. The Board has stated publicly its commitment to a responsible and sys-
tematic evaluation of Amtrak’s long-distance network, focusing on all facets of long-
distance service, including service quality, function, optimal network configuration
and economics. The fact that long-distance train operations are valued by many
communities in which transportation options are more limited will invariably be
factored into the Board’s evaluation process. Mr. Gunn’s departure was unrelated
to his positions regarding long-distance trains.

Question. You mention in your testimony a concern about freight rail capacity
issues. I share those concerns. Do you believe that capacity issues require more rail
to be laid down, or can improved technology and better management accomplish
those goals?

Answer. Increased rail line capacity can come from many sources other than lay-
ing more rail. Some examples:

—Additional locomotives;

—Additional crews;

—Additional yard capacity to keep trains from backing up on main lines;

—Signal and operating rule changes allowing running both directions on existing
multiple track lines, allowing trains to operate closer together (shortening sig-
nal spacing), or allowing greater dispatcher control (Centralized Traffic Con-
trol);

—Improved dispatching systems, possibly broken into regions rather than large
centralized systems;

—Changed dispatching practices, including less turnover among dispatchers and
more dispatcher training trips to create familiarity with physical territory;

—Positive train control systems;

—Directional running on parallel lines;

—DMore frequent crossovers or sidings, or reconfigured crossovers and signals al-
lowing movements at higher speeds;

—Better maintenance of existing lines reducing slow orders;

—Better maintenance of existing signal systems reducing signal failure delays;

—Better maintenance of locomotives and cars to avoid failures;

—Better train handling practices to avoid failures; and,

—Realignment of existing lines or curvature elevation to increase speeds or make
speeds more uniform.

Generally, a railroad will choose adding more rail lines as the least desirable, last

resort to add capacity, since new rail lines are expensive and cannot be easily rede-
ployed if traffic patterns shift.

QUESTIONS SUBMITTED BY SENATOR PATRICK J. LEAHY

Question. The most recent grant request from Amtrak indicates that the strug-
gling railroad needs $1.5 billion next year for capital and operational expenses. The
President’s budget request, though, only seeks $900 million in total funding. Since
we have heard the administration proclaim that it is dedicated to passenger rail na-
tionwide, how does this budget request add up to that commitment?

Answer. If the actual grant to Amtrak were reduced to $900 million, it would in-
evitably require a reduction in capital expenditures, a curtailment of existing serv-
ices or both. From any appropriation, Amtrak’s first legal obligation is to make debt
service (principal and interest) payments amounting to almost $300 million. If only
$600 million in Federal funds remained, they would be insufficient to fund the nec-
essary capital maintenance program and support the existing level of services: each
of these activities will require almost $500 million during the current fiscal year.

Question. My small State of Vermont has two State-sponsored trains—the
Vermonter and the Ethan Allen Express. The State of Vermont paid $2.65 million
to cover the operating losses this year and is slated to pay $4 million next year as
Amtrak ramps up the share paid by the States. The Department of Transportation
and Amtrak have said that they intend to develop public-private partnerships for
the corridor service. How closely are you working with the individual States to im-
prove equipment and service on these trains?

Answer. Amtrak works closely with the 13 States that provide funding for State-
supported services operated by Amtrak. For example, Amtrak is currently working
with Vermont on an initiative to improve food service quality and reduce food serv-
ice costs borne by the State.
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In May, Amtrak solicited proposals from States that fund Amtrak services for a
pilot trial of State and/or private participation in the provision of some of the serv-
ices required for the operation of their State-supported services. Federal funding in
the amount of $2.48 million is available for a pilot project that can be demonstrated
to reduce the cost of providing the services at issue. Amtrak received responsive pro-
posals from a number of States that fund State-supported services, including
Vermont. Amtrak expects to make selection(s) from among these proposals for the
pilot project by the end of July.

SUBCOMMITTEE RECESS

Senator BOND. The hearing is recessed.
[Whereupon, at 10:54 a.m., Thursday, March 16, the subcom-
mittee was recessed, to reconvene subject to the call of the Chair.]



DEPARTMENTS OF TRANSPORTATION, TREAS-

URY, THE JUDICIARY, HOUSING AND
URBAN DEVELOPMENT, AND RELATED
AGENCIES APPROPRIATIONS FOR FISCAL
YEAR 2007

THURSDAY, APRIL 6, 2006

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.
The subcommittee met at 9:37 a.m., in room SD-138, Dirksen
Se(zinate Office Building, Hon. Christopher S. Bond (chairman) pre-
siding.
Present: Senators Bond, Murray, and Dorgan.

DEPARTMENT OF THE TREASURY

OFFICE OF THE SECRETARY
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OPENING STATEMENT OF SENATOR CHRISTOPHER S. BOND

Senator BOND. Good morning. The Subcommittee on the Appro-
priations Committee on Transportation, Treasury, Judiciary, HUD
and Related Agencies will come to order.

This morning, the Senate committee will conduct its budget hear-
ing on the fiscal year 2007 budget on the Department of the Treas-
ury. In addition, due to the important role of the Treasury in fight-
ing the war on terrorism, today’s hearing also will focus on the
Treasury’s Office of Terrorism and Financial Intelligence. Senator
Murray is on the way, but her staff has graciously agreed to allow
me to proceed, even though she will miss part of my opening state-
ment. I will promise to give it to her in full when she gets here
later on. But because of the schedule, and we have a vote sched-
uled at 10:30, Mr. Secretary, if it is all right with you, we would
like to finish up your part of the testimony by 10:15. I am going
to wield the gavel so we can have the second panel testify before
we have to go to the vote. If you don’t mind, we will try to keep
it1 short and get you out of here at 10:15 to accommodate our sched-
ule.

As I said, we have two panels. On the first panel, Treasury Sec-
retary John Snow, and we welcome Secretary Snow back, and we
look forward to hearing his views on the accomplishments and
challenges facing Treasury. After Secretary Snow, we will hear

(105)
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from a second panel of high-level Treasury officials who help lead
the Department’s efforts on combatting terrorists’ financing. Spe-
cifically, we will hear from Under Secretary for Terrorism and Fi-
nancial Intelligence Stuart Levey, and Assistant Secretary for In-
telligence and Analysis Janice Gardner.

I have had the great pleasure of getting to know both Mr. Levey
and Ms. Gardner through my work on the Senate Select Committee
on Intelligence. Both have done an outstanding job of bringing to-
gether the unique capabilities and resources of the Treasury De-
partment in intelligence gathering and analysis. The result has
made the Department a key player and a true asset in the intel-
ligence community and in the war on terrorism.

A lot has changed at the Treasury since our hearing last year,
Mr. Secretary. One year ago, the Department was floundering due
to a vacancy overload at its most senior-level positions. Now most
of these vacancies have been filled and the Department is currently
playing a much more significant and visible role in many important
areas, especially having reestablished its role as a leader in com-
batting elicit financing with regard to money laundering and ter-
rorist financing.

Mr. Secretary, I congratulate you and the President for respond-
ing to our concerns and filling these important positions. I am
pleased by the Treasury’s commitment to these important chal-
lenges, and I am especially impressed with the quality of leader-
ship at the Office of Terrorism and Financial Intelligence, TFI. If
anybody can follow all of these acronyms during the discussion, you
are a little bit quicker than I am, but I have a cheat sheet to read
them from.

That said, I remain concerned about the Department’s ability to
handle its management responsibilities, particularly in the IT area
since the Office of Inspector General continues to cite management
as a major challenge area, especially due to the recent failure of
the BSA Direct Information Technology Project. It is a critical sys-
tem, intrinsic to the success of the Financial Crimes Enforcement
Network, or FinCEN’s mission, and I am very frustrated that it did
not receive greater oversight and support prior to and during its
development. I intend to ask the GAO and the Inspector General,
or the OIG, to review this issue and to provide some specific rec-
ommendations for preventing this kind of problem.

I acknowledge your current management team is relatively new,
and to some degree they are still getting their feet wet. However,
on your watch, Mr. Secretary, BSA Direct and other large capital-
investment projects like the Treasury Building and Annex repair
and restoration, HR Connect and the Treasury Communications
Enterprise have experienced significant problems.

In terms of the latest failure, BSA Direct, I am fully committed
to working with FinCEN’s director Bob Werner in fixing these
problems, and I credit the Director for taking action. However, we
need to understand why your team did not act sooner, or at least
ask questions on why milestones were being missed and costs were
exceeding the original award amount. Senator Murray and I expect
answers, Mr. Secretary, not excuses.

We also want your commitment, Mr. Secretary, to assist Director
Werner in ensuring that these types of problems do not happen
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again. Finally, this subcommittee expects a clear action plan de-
signed to address these IT management issues. The action plan
should be submitted no later than 45 days of this hearing, but I
expect, because I know this is a high priority for you, as it is for
us, that it will be sooner than that.

Let us be clear, we expect better management, better oversight,
and better accountability from the Department or else the chair-
man, and I believe I speak for my ranking member, will be reluc-
tant to appropriate any additional funds for IT projects at the
Treasury or Treasury priorities. This is that important to us.

Turning to the Treasury’s budget request, the administration re-
quests some $13.1 billion for the Department for 2007. About $11.6
billion falls under the purview of this subcommittee. For the THUD
account, the budget requests a $24.7 million or 0.2 percent increase
over the 2006. Most of the Treasury’s budget and the budget in-
creases are for the Internal Revenue Service, which compromises
some 92 percent of the Department’s budget under the THUD Sub-
committee—a significant budget request in a very tight budget
year. We will not be rubber-stamping any budget proposals because
we do not have the money to do it. Instead, a budget anchored by
a demonstrated commitment and comprehensive justification is ex-
pected. Because of the budget emphasis and the importance of the
IRS, the subcommittee plans to hold a separate hearing on the IRS
later this month, and we will focus on the IRS at that time.

There are a couple of IRS items, Mr. Secretary, I want to bring
to your attention. First, the IRS budget request is disappointing.
While the administration proposes an $18.1 million increase for
IRS in 2007, the increase is, frankly, insufficient in taking a seri-
ous bite out of the $340 billion tax gap. Further, the budget request
is filled with a number of budget gimmicks, which, if unattained,
could result in significant cuts to IRS programs and core services
in both taxpayer service and enforcement.

I also raise our serious concern with the proposed cut to the
IRS’s Business Systems Modernization, or BSM, program. BSM
still has its challenges and risks, but led by the new Associate CIO
and his team, BSM is beginning to show results, and for the ad-
ministration to propose reductions to BSM now makes little sense
to us. In fact, cutting BSM greatly damages the momentum built
up over the past 2 years. This is a classic example of punishing
good behavior.

The second point we raise is with IRS proposed regulations on
disclosure and use of taxpayer information. There appears to be
growing concerns about taxpayer privacy being compromised by the
proposed regulation. Some concerns seem to be based on misunder-
standings, whereas others are legitimate issues regarding the dis-
closure of confidential taxpayer information. It is a complex issue,
filled with a lot of land mines. Nevertheless, I hope that Treasury
and the IRS can balance out the needs and problems to ensure the
maximum confidentiality of all taxpayer information to the greatest
extent possible.

The last point I raise is on taxpayer service. The 2006 THUD ap-
propriations laid out some clear directives that restrict the IRS
from reducing taxpayer services until a plan for adequate alter-
native services is provided, and the Treasury Inspector General for
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Tax Administration, TIGTA, to offer another acronym, provides a
review. I understand the IRS is complying with his directive, and
I am optimistic that we will not have problems in the future.

My strongest area of interest within Treasury is in its activities
in fighting the war on terror, and in particular, terrorist financing.
The Treasury has a long and storied history of successfully combat-
ting organized crime from the Al Capone days, to the Nazis in
World War II, and more recently, to the drug lords of Central
America. These past and ongoing experiences have helped the
Treasury develop a unique set of skills in understanding, deterring,
and eliminating a wide variety of elicit funding. For example, the
Treasury’s Office of Foreign Assets Control, or OFAC, and its pred-
ecessor organizations, have had a long history of administering and
enforcing economic and trade sanctions beginning with the War of
1812, through the Civil War, and the First and Second World
Wars.

In modern times, OFAC has helped combat intelligence narcotics
traffickers, and now as a key operational component of TFI, it is
also taking on terrorists and WMD proliferators. Due to the Treas-
ury’s long experience and its unique role, Congress authorized the
creation of the Treasury Office of Terrorism and Financial Intel-
ligence, or TFI, not just to recognize the Treasury’s expertise or re-
organize existing intelligence, but to take the Treasury with its
unique experience to a new level to play a greater role in the war
on terror.

As a part of TFI, Congress created the Office of Intelligence and
Analysis, or OIA, which is charged with analyzing intelligence and
financial information, producing high-level products for administra-
tion and Treasury officials, for, as we all know too well from past
experiences, there is a lot of information available. The problem is
being to put the information together, or connecting the dots.

Since its creation, TFI and OIA are beginning to show some real
results. In fact, last December, the 9/11 Commission graded various
aspects of the Federal Government on fighting the war on ter-
rorism and gave an A-minus in the area of combatting terrorist fi-
nancing. That is a pretty good score compared with what everybody
else got, and TFI and the Treasury Department deserve a lot of
credit. TFI deserves credit and recognition for its strong role in
combatting financing due to the excellent work in support of the
Department’s efforts to designate terrorist entities, shut down fi-
nancial flows, to individuals from rogue regimes, and uncover clan-
destine financial networks.

In 2005, the Department designated a number of banks and for-
eign officials in troubling areas like Syria, North Korea, and Iran.
Last December, the Department designated Banco Delta Asia
under section 311 of the PATRIOT Act. It is a powerful new tool
authorizing the Department to designate various foreign and finan-
cial institutions as a primary laundering concern, and to impose
sanctions. Under Secretary Levey stated that, “Banco Delta Asia
has been a willing pawn for the North Korean government to en-
gage in corrupt financial activities through Macau, a region that
needs significant improvement in its money laundering controls. By
invoking our USA PATRIOT Act authorities, we are working to
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protect U.S. financial institutions, while warning the global com-
munity of the illicit financial threat posed by Banco Delta Asia.”

This bank was a key hub, and having made visits to our officials
and our resources in that area, I can tell it has had a major impact
from the people doing the job in that area. They are telling me how
important and significant this was. The DRPK under Kim Jong-il
has bemoaned the action, stating to the President of China that,
“The regime might well collapse under the weight of U.S. sanc-
tions.” It would be a shame, wouldn’t it?

TFI has also been able to assist foreign governments in taking
their own actions. It is creating a new unit to tackle terrorists fi-
nancing in innovative ways. Last year we funded the Joint DOD/
Treasury Finance Cells. The pilot cell in Baghdad, known as the
Iraq Threat Finance Cell, ITFC, enhances collection, analysis, and
dissemination of intelligence. Since I serve on both Appropriations
and Intelligence, I am very encouraged to see OIA is up and run-
ning strong within the government. I believe it is key to winning
the war on terror. It is a focal point for the Department for com-
partmented intelligence analysis and support, and the critical intel-
ligence it is providing during weekly targeting meetings is very im-
portant. It is going to deal with the use of hawalas. Those are the
traditional Arab money-transfer and changing organizations. They
are now too often being used by terrorist organizations. We need
to know how they work and how to regulate them. The Office of
Terrorist Finance and Financial Crime, TFFC, is looking at the use
of hawalas by terrorist organizations and is working with other
Federal agencies and international counterparts, for example, in
tackling illicit financial flows associated with Afghan narcotics.

I am pleased with the TFI’s progress, but it has to adapt to the
continually changing efforts to defeat our efforts. Now, the financ-
ing is fragmented into a constellation of small entities, transferring
smaller amounts. The experts tell us the 9/11 attacks cost
$500,000, the March 11 bombings in Spain cost about $15,000, and
the recent attacks in London last July cost the terrorists as little
as $2,000. Therefore, combatting terrorist financing has to remain
front and center. It is going to be a critical part of our
counterterrorism efforts. We have to anticipate the imagination of
terrorists because they will go through any means to cause chaos.

One final point before I close. The Committee on Foreign Invest-
ment in the United States, or the CFIUS process, in regard to the
recent Dubai Ports World controversy: my strong opinion is that
DPW was treated very badly since a perfectly legitimate company
owned by one of our closest allies in the Middle East was slapped
in the face. I can tell you from visiting with foreign officials that
that has not only affected our allies in the UAE, but our allies
around the world. There are definitely some significant questions
about the CFIUS process, they are already being addressed, and I
think that some of the intelligence concerns can be addressed by
OIA within Treasury. Congress is going to be working on updating
that, and I am pleased that the Senate Banking Committee is tak-
ing on this issue and has recently passed legislation to reform
CFIUS. Notwithstanding any legislation, I believe that Treasury
needs to develop a better system of communicating to the Hill on
the deals it is considering. Mr. Secretary, we saw a classic example
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of that wonderful process on DPW of ready, fire, and aim. Perhaps
some additional information to Congress would allow Congress to
aim before firing, and I hope we can do that in the future.

Now with apologies, I turn to my colleague, Senator Murray.

STATEMENT OF SENATOR PATTY MURRAY

Senator MURRAY. Thank you very much, Mr. Chairman. Today
we are joined by Treasury Secretary John Snow, and I want to wel-
come him here this morning.

Most Americans view the Treasury Secretary as the leading Cab-
inet official for our Nation’s fiscal policy. Indeed, the Treasury Sec-
retary plays a critical role on overseeing our financial markets and
coordinating policy with our international partners. The Secretary
is responsible for taking the lead on tax policy and overseeing the
collection of tax revenues.

As members of this subcommittee, we have a special obligation
to look at another important role of the Treasury Secretary, name-
ly, as the administrator of the funds appropriated by this sub-
committee. We have the job of evaluating whether the tax dollars
we have appropriated have been well spent, and whether taxpayers
have gotten value for their money. In that regard, the record of this
Treasury Department is deeply disturbing. Time after time, this
subcommittee has been required to sound the alarm about mis-
guided, multimillion-dollar initiatives that have resulted in lengthy
delays and massive cost overruns. At this hearing last year, I
talked about the unfortunate history of the TBARR program—the
Treasury Department’s building modernization project. That pro-

ram is now nearing completion, but not before it spent almost
%100 million more than initially budgeted, and taking 3 years
longer than we were promised when we made our initial appropria-
tion.

Last year we also talked about Treasury’s so-called HR Connect
program, an initiative to modernize the human resources informa-
tion system at the Treasury Department. That initiative has also
been plagued with costly delays and cost overruns.

As we observe the Treasury Department’s performance over the
last year, we are faced with still more examples of mismanagement
and waste. The Treasury Department has been attempting to
launch a Treasury Communications Enterprise, or TCE, initiative.
As far as we can tell, absolutely nothing has gone right with this
program since its inception. The GAO found fault with the competi-
tion process, so the Treasury Department decided to terminate its
contract and procure services through the General Services Admin-
istration. The Treasury Department then reversed its decision and
decided to launch a separate competition process for the TCE ini-
tiative, despite the fact that the GSA system will have the services
Treasury needs at a lower cost. The Treasury Inspector General
found that the entire project was fraught with poor planning and
execution. The Treasury IG also observed that there was little evi-
dence of adequate senior management oversight of the project.

Even more disturbing have been the missteps that directly affect
services to taxpayers, and our ability to combat terrorist financing.
Last year, Secretary Snow’s IRS Commissioner proposed to elimi-
nate more than 60 Taxpayer Assistance Centers across the country.
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I opposed that initiative. He intended to close those centers in
order to free up money for enhanced tax law enforcement. Now,
while I support efforts to collect the taxes that are owed, I do not
believe that enhanced enforcement should come at the cost of serv-
ices to taxpayers. Despite my opposition and that of many legisla-
tors, the IRS Commissioner persisted. In the end, we included bill
language prohibiting him from closing these Taxpayer Assistance
Centers until the Inspector General could review the methodology
and data that he used to determine which centers to close.

We now have the results from the Inspector General. He found
that the IRS was using faulty data or data that was not the most
current data. He also found that the IRS did not have the nec-
essary management information systems to interpret this data.
Had this been allowed to go through, the Commissioner would
have, quite possibly, been closing the wrong Taxpayer Assistance
Centers, leaving taxpayers who need help in the lurch.

Finally, when it comes to the area of terrorist financing, we have
the deeply troubling efforts of Treasury launching its new computer
communications system for administering the Bank Secrecy Act,
known as BSA Direct. As recently as February 17, 2006, the Treas-
ury Department maintained that this new IT system would be a
critical and essential new tool to provide greater access and analyt-
ical capability. Indeed, our subcommittee attached such importance
to this initiative that we provided $5 million that the Treasury De-
partment did not request to expedite the deployment of this critical
new system. Now, just this past March, a new agency head was put
in charge. He found numerous problems surrounding this initiative
and issued a stop-work order. It remains to be seen whether BSA
Direct should be continued and will add any real value to our ef-
forts to combat terrorist financing. It might make sense for Treas-
ury to use the IRS’s new BSA data management system that is al-
ready up and running at a fraction of the BSA Direct.

The bottom line is this: just because the Treasury Department
prints the Nation’s money and collects the Nation’s tax dollars, it
does not give the Department the right to waste those dollars. This
Department has an obligation to learn from its mistakes, and as
far as I can tell, these mistakes with major procurements are hap-
pening over, and over, and over again. The Treasury Secretary is
responsible for many critical matters of international finance. He
is also responsible for every dollar we appropriate to his Depart-
ment. I hope and expect that he will have clear answers for us
today about why we continue to encounter these repeated manage-
ment failures and waste of taxpayer dollars in the Department.

Finally, Mr. Chairman, I want to thank you for scheduling a sep-
arate panel of witnesses so that we can deal with the matter of ter-
rorist financing. There is certainly no greater calling on the part
of this agency than its effort to cut off the financial lifeline from
those terrorists who wish to do us harm. It is one of the reasons
that I am so disturbed by the Department’s failure in the BSA Di-
rect program. Thank you, Mr. Chairman.

Senator BOND. Thank you very much, Senator Murray. Now Mr.
Secretary, we have outlined a few areas of concern. We would wel-
come your comments.
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SUMMARY STATEMENT OF JOHN W. SNOW

Secretary SNOW. I thank you, Mr. Chairman, and Senator Mur-
ray. It is always a privilege and a pleasure to appear before you,
to hear your comments, exchange views and get your insights and
have an opportunity to talk to you about these important issues.
You have raised a lot of good issues, both you and Senator Murray.
We put in place, I think, a set of processes that are going to get
at these issues more effectively.

First of all, we have identified a pretty good team. I appreciate
some of your good comments, frankly, on that team. It is encour-
aging to hear that from the chairman of this committee. So getting
the right team in place, you know, you are right, a year ago we had
vacancies across the board, and today, virtually all of those vacan-
cies are filled, and filled with really top-flight people.

On the IT issues, we recognize we have got to do better. We
know that, again, getting the right people in place and the right
management structures. I have had a lot of experience, Senator
Murray and Mr. Chairman, over the years, probably at least as
much as you have, in overseeing and managing IT systems. The
Government’s IT systems are more complex than any you ever see
in the private sector, and when it comes to something like BSA, go
to your corner software store and you can’t pick it up off the shelf.
You got to develop these systems on your own, and they are inher-
ently very, very complex. I am not making excuses. We are going
to do better. We have realigned the CIO under the Assistant Sec-
retary for Management. We are going to apply the lessons that we
have learned from past mistakes.

One of those lessons is you put in place real project management
and you understand going in what you are trying to accomplish.
You know your requirements. You lay out your requirements. You
have milestones. You follow the success in achieving those mile-
stones, all those things that are good management, and providing
better coordination across all the functions. I am confident that we
are going to do better on that score.

Let me say, you know this Department has changed enormously
over the few years that I have been here. When I came in, it was
going through that massive restructuring to create Homeland Secu-
rity. We did not have the TFI functions fully developed, and I want
to thank you for your support in helping us put in place this strong
TFT function.

What is Treasury all about? It has an important role, as Senator
Murray said, in trying to keep the American economy on the right
path, and in dealing with counterparts in the global economy. I
think we do that pretty well. The American economy today you
know is performing very well. We are growing at close to 4 percent
for the last nearly 3 years since the Jobs and Growth Bill went into
effect, 5 million new jobs, and I think we are going to continue on
that good path. The Treasury Department’s counsel with the Presi-
dent and putting in place the Tax Program of 2003 I think has a
lot to do with that. So I hope Congress will move to extend those
reductions on dividends and cap gains, and do it soon.

We also have an important role in securing our country from ter-
rorist threats. You have alluded to that and I will not go into it
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except to say it is a top priority with me, and I think we have the
right people in place to drive those efforts.

The Treasury stands at the center of the national and the global
fiscal policy issues, the Current Account issues, global growth
issues, all of those. We participate in the G—7 and the G—20 and
APEC, and we lead this country’s efforts at the World Bank and
the IMF, all critically important functions. Senator Murray, I take
seriously your comments about the deficit. We are a voice for re-
straining spending and keeping the economy strong to get revenues
coming in, and revenues, of course, are now at an all time high for
the United States Government, and on a path as a percent of GDP
to achieve their historic level.

You have raised other issues that I will look forward to getting
into in the Q and A. On the 7216 question, that regulation, Mr.
Chairman, you are right, that has been grossly misperceived in the
press. It is actually a tightening of the rules on privacy, not a
weakening of those rules. We can get into that later.

PREPARED STATEMENT

Again, I very much value the close working relationship with this
committee and your excellent staff. We take seriously their com-
ments, we take seriously the GAO’s comments, and working to-
gether, I think we will continue to make good progress at the De-
partment. I thank you.

[The statement follows:]

PREPARED STATEMENT OF JOHN W. SNOW

Chairman Bond, Senator Murray, and members of the subcommittee, I appreciate
the opportunity to appear before you today to discuss the President’s fiscal year
2007 budget for the Department of the Treasury.

The President’s budget for Treasury in fiscal year 2007 reflects the Department’s
dedication to promoting economic opportunity, strengthening national security and
exercising fiscal discipline. The budget supports activities that help ensure all Amer-
icans will have the opportunity to live in a Nation that is more prosperous and more
secure.

The Treasury appropriations request for fiscal year 2007 is $11.6 billion, slightly
above the fiscal year 2006 enacted budget. This request is consistent with the Presi-
dent’s overall goal of cutting our deficit in half by 2009. The Treasury Department
is committed to fiscal austerity and to the most efficient and effective use of tax-
payerhdollars while at the same time boosting revenues through continued economic
growth.

Mr. Chairman, we have provided the committee with a detailed breakdown and
justification for the President’s fiscal year 2007 budget request for Treasury. I would
like to take the opportunity today to highlight portions of our request and then I
would be happy to take any questions you may have.

PROMOTING A PROSPEROUS AND STABLE U.S. ECONOMY

The Treasury Department plays a predominant role in the development and im-
plementation of the President’s goals for domestic and international economic
growth, and the communication of his agenda. To reach our greatest potential, the
economy must increase its rate of growth and create new, high quality jobs for all
Americans.

The legal and regulatory framework must also support this growth by providing
an environment where businesses and individuals can grow and prosper without the
burdens and costs of unnecessary taxes and regulations. In addition, the role of the
tax system in supporting economic growth is critical. The economic indicators since
the President signed the Jobs and Growth Act in May 2003 provide validity to this
notion. Since that time, we have seen 11 straight months of positive business invest-
ment; nearly 5 million jobs have been created; the unemployment rate stands at a
remarkable 4.8 percent; and now we are also seeing a rise in American’s income and
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wealth. What’s also impressive is the fact that tax revenues are surging; Federal
revenues for fiscal year 2005 totaled $2.15 trillion—the highest level ever.

The budget addresses the need to consider the economy when considering tax pol-
icy with the proposed creation of a new Dynamic Analysis Division within Treas-
ury’s Office of Tax Policy. Understanding the full range of behavioral responses to
tax changes, including how tax changes affect the size of the economy and, eventu-
ally, tax revenues, is critical to designing meaningful, effective tax policy, and tax
reform. This small expenditure will have a substantial pay-off for the American tax-
payer.

Treasury’s Office of International Affairs also plays a key role in supporting
growth by advancing our Nation’s interests in an increasingly complex world econ-
omy. The office improves access to foreign markets for U.S. financial service firms,
promotes domestic demand-led economic growth abroad, and fosters economic re-
structuring and stability. These activities contribute to rising standards of living in
both the United States and other countries.

As globalization has progressed, Treasury’s on-the-ground presence in inter-
national finance and economic centers has steadily receded. The $9.4 million re-
quested to increase Treasury’s overseas presence will enable the Department to
carry out its international mission in the global economy more effectively. Treasury
attachés will work in tandem with the Office of International Affairs and the Office
of Terrorism and Financial Intelligence to build relationships with foreign officials
and work with local U.S. industry and agency representatives to advance U.S. inter-
ests. They will also provide much-needed intelligence and expertise to U.S. officials
in Washington formulating policy on international economics, trade, finance, and
terrorist finance.

The budget also seeks $7.8 million for the Community Development Financial In-
stitutions (CDFI) Fund to administer the New Markets Tax Credit and manage the
existing loan portfolio. The budget proposes to consolidate CDFI’s remaining pro-
grams into the Strengthening America’s Communities Initiatives (SACI) within the
Departments of Commerce and Housing and Urban Development.

FIGHTING THE GLOBAL WAR ON TERROR AND SAFEGUARDING OUR FINANCIAL SYSTEMS

While promoting financial and economic growth at home and abroad, Treasury
performs a critical and far-reaching role in homeland security. The Department bat-
tles national security threats by coordinating financial intelligence, targeting and
sanctioning supporters of terrorism and proliferators of weapons of mass destruction
(WMD), improving the safeguards of our financial systems, and promoting inter-
national coordination to attack the financial underpinnings of terrorist and other
criminal networks. To support these efforts, the President requests $388.7 million
for fiscal year 2007.

The Office of Terrorism and Financial Intelligence (TFI) supports Treasury’s na-
tional security efforts by safeguarding the U.S. financial systems against illicit use.
TFI provides financial intelligence analysis, develops and implements anti-money
laundering measures, administers the Bank Secrecy Act, and enforces economic and
trade sanctions. In addition, TFI provides policy guidance for the Internal Revenue
Service’s (IRS) Criminal Investigation staff. IRS special agents are experts at gath-
ering and analyzing complex financial information from numerous sources and ap-
plying the evidence to tax, money laundering, and Bank Secrecy Act violations.
These agents support the national effort to combat terrorism and participate in the
Joint Terrorism Task Forces and similar interagency efforts focused on disrupting
and dismantling terrorist financing.

Financial intelligence exposes the infrastructure of terrorist and criminal organi-
zations. It provides a roadmap for investigators to find those who help facilitate
criminal activity. These investigations lead to the recovery and forfeiture of illegally
obtained assets and create broad deterrence against criminal activity. Treasury
plays a crucial role in linking law enforcement and intelligence communities with
financial institutions and regulators. To support these efforts, Treasury requests an
increase of $16.9 million for the Financial Crimes Enforcement Network to improve
coordination with State and local regulators, strengthen regulatory training and
outreach, and enhance Bank Secrecy Act collection, retrieval, analysis, and sharing.

Treasury exercises a full range of intelligence, regulatory, policy, and enforcement
tools in tracking and disrupting terrorists’ support networks, proliferators of weap-
ons of mass destruction, rogue regimes and international narco-traffickers, both as
a vital source of intelligence and as a means of degrading the terrorists’ ability to
function. Treasury’s actions include:

—Freezing the assets of terrorists, drug kingpins, and support networks;
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—Cutting off corrupt foreign jurisdictions and financial institutions from the U.S.

financial system,;

—Developing and enforcing regulations to reduce terrorist financing and money

laundering;

—Tracing and repatriating assets looted by corrupt foreign officials; and

—Promoting a meaningful exchange of information with the private financial sec-

tor to help detect and address threats to the financial system.

The fiscal year 2007 President’s budget requests $7.8 million to enable Treasury
to continue to enhance its abilities to identify, disrupt, and dismantle the financial
infrastructure of networks of terrorists, proliferators of WMD), narco-traffickers,
criminals, and other threats. Treasury will also improve its analytical capabilities,
to provide actionable intelligence and to target, designate and implement sanctions
against the financiers of WMD proliferation.

This budget request funds Treasury’s national and homeland security mission at
a level that provides increasingly effective support to the war on terror. Treasury
will enhance this support with an increased international presence funded in this
request. Treasury attachés located at critical embassies throughout the world will
enable close liaison with the international financial institutions and foreign govern-
ments to promote the national and economic security interests of the United States.

COLLECTING TAXES AND MANAGING THE GOVERNMENT’S FINANCES

Treasury’s strategic goal to manage the U.S. Government’s finances effectively is
the largest part of the President’s fiscal year 2007 request for the Department. The
budget request of $10.9 billion—the majority of which is for the Internal Revenue
Service—underscores Treasury’s commitment to provide quality service to taxpayers
and enforce America’s tax laws in a balanced manner.

The Internal Revenue Service (IRS) provides taxpayers with top-quality services
by helping them understand and meet their tax responsibilities through a commit-
ment to integrity and fairness. The IRS supports the administration’s goal of reduc-
ing the Federal deficit by increasing tax receipts collected through taxpayer services,
enforcement compliance, and identifying improvements that will reduce the cost of
revenue collection. Treasury’s enforcement efforts yielded a record $47.3 billion in
enforcement revenue in fiscal year 2005. The fiscal year 2007 budget will provide
funding to continue the IRS’s dedication to service and maintain efforts to improve
the enforcement of tax laws.

Increasing compliance with the tax code is at the heart of the Treasury’s enforce-
ment programs. The IRS will continue to expand enforcement efforts by targeting
its casework and enforcement activities to deliver results more effectively. The IRS
will continue to analyze tax information and data from compliance research studies
to better understand and counter the methods and means of those taxpayers who
fail to report or pay what they owe. The IRS is focusing on discouraging and deter-
ring non-compliance such as corrosive activity by corporations and high-income indi-
vidual taxpayers. In order to ensure funding for tax enforcement, the administration
is again proposing a program integrity cap adjustment. I am pleased that the Sen-
ate Budget Committee included this adjustment in their Budget Resolution.

To reinforce this effort, the budget proposes new tax legislation that will improve
the ability of the IRS to identify underreporting and collect unpaid taxes, while
minimizing the burden on those who comply with the tax code. These legislative
proposals strategically target areas where research reveals the existence of substan-
tial compliance issues. The improvements will burden the taxpayers as little as pos-
sible, and the changes support the administration’s broader focus on identifying leg-
islative and administrative changes to increase compliance with the tax code.

The IRS continues to make progress with the Business Systems Modernization
(BSM) program. BSM aims to modernize the tax system by providing real business
benefits to taxpayers and IRS employees through new technology. In fiscal year
2006 and continuing in fiscal year 2007, BSM is revising its modernization strategy
to emphasize the incremental release of projects to deliver business value sooner
and at lower risk.

The Treasury Inspector General for Tax Administration (TIGTA) continues to
partner with the IRS in increasing compliance with the tax code by ensuring that
the IRS can pursue the effective administration of Federal tax laws without hin-
drance from internal and external attempts to corrupt the tax system. TIGTA serves
to highlight opportunities for cost savings in IRS operations, protect taxpayer rights
and privacy, and generally promote the economy, efficiency and effectiveness of tax
administration.

The Alcohol and Tobacco Tax and Trade Bureau (TTB) also works to ensure that
taxes due become taxes collected. TTB is the Nation’s leader on regulating alcohol,
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tobacco, firearms, and ammunition excise taxes. The bureau is responsible for the
collection of approximately $15 billion annually. TTB ensures that alcohol beverages
are labeled, advertised, and marketed in compliance with the law. TTB’s efforts as-
sure the public that alcohol and tobacco products reaching the marketplace are un-
adulterated, thereby providing marketing and sales value to the industry. The budg-
et proposes to establish user fees to cover a portion of the costs of these regulatory
functions.

Treasury also works to disburse, manage, and account for the Nation’s monies as
it distributes payments, finances public services, and balances the government’s
books.

The Financial Management Service (FMS) is the government’s financial manager
and as such administers the government’s payments and collections systems. In fis-
cal year 2005, FMS issued over 952 million non-defense payments valued at $1.5
trillion, of which 76 percent were made electronically. The President’s budget in-
cludes proposed legislation that would enhance non-tax debt collection opportunities,
including allowing FMS to collect an estimated $3.8 billion in past due unemploy-
ment compensation debts over the next 10 years.

The Bureau of the Public Debt (BPD) facilitates Treasury’s debt financing oper-
ations by issuing and servicing Treasury securities. BPD will continue its goals of
increased efficiency and achieve its mission to borrow the money needed to operate
the Federal Government and to account for the resulting debt.

STRENGHENING FINANCIAL INSTITUTIONS

Treasury, through the Office of the Comptroller of the Currency (OCC) and the
Office of Thrift Supervision (OTS), maintains the integrity of the financial system
of the United States by chartering, regulating, and supervising national banks and
savings associations. Ongoing supervision and enforcement ensure that each na-
tional bank or saving association is operating in a safe and sound manner, which
enhances the reliability of the U.S. financial system. In fiscal year 2005, OCC and
OTS oversaw assets held by these insured depository institutions totaling $7.3 tril-
lion.

The United States Mint and the Bureau of Printing and Engraving (BEP) share
the responsibility of meeting global demand for the world’s most accepted coins and
currency. Neither the U.S. Mint nor the BEP receive any appropriated funds from
Congress. In fiscal year 2005, the Mint returned $775 million to the Treasury’s Gen-
eral Fund. The U.S. Mint continues its work to streamline operations and remain
highly effective, while providing coins for circulation and numismatic purposes. BEP
continues its work of developing new methods of designing our currency to guard
against counterfeiting. The bureau plans to release the redesigned $100 dollar bill
later this year.

MANAGING TREASURY EFFECTIVELY

The President has requested $219.8 million to ensure proper stewardship of the
Department. Treasury is committed to using the resources provided by taxpayers in
the most efficient manner possible.

The Departmental Offices and Department-wide Systems and Capital Investments
Program (DSCIP) account funds technology investments to modernize business proc-
esses throughout Treasury, helping the Department improve efficiency. In fiscal
year 2007, the President’s budget requests $34 million for ongoing modernization
and critical information technology projects and to invest in other new technologies
that will improve efficiency and service. Included in this request is $21.2 million to
complete the redesign and modernization of Treasury’s Foreign Intelligence Network
(TFIN), a Top Secret/Sensitive Compartmented Information system critical to the
support of Treasury’s national security mission.

Included in this budget request is $17.4 million to fund the Department’s Office
of Inspector General (OIG) audit and investigative programs. The budget also in-
cludes $136.5 million for the Treasury Inspector General for Tax Administration
(TIGTA) and its efforts to oversee the Nation’s tax administration.

The Treasury Franchise Fund, recognized as a Financial Management Center of
Excellence, is a self-supporting business-like entity that provides common adminis-
trative services to other Federal agencies on a fully reimbursable basis. The Fund
will continue to support Treasury’s stewardship of the Department by promoting ex-
cellence in its management and increase competition for government and financial
services.
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TREASURY AND THE PRESIDENT’S MANAGEMENT AGENDA

Treasury is meeting the President’s challenge to improve the management of the
Department’s people and resources. On the most recent President’s Management
Agenda (PMA) scorecard, the Department achieved a Green progress score in five
out of six initiative areas, indicating that plans are in place and implementation is
progressing to accomplish the PMA objectives.

The Office of Management and Budget’s Program Assessment Rating Tool (PART)
is intended to improve program performance. Treasury made a strong commitment
to improve its program performance, and PART scores subsequently have improved.
Currently, 70 percent of Treasury’s PART evaluations have scored “adequate” or
better and Treasury has set a target of 76 percent scoring “adequate” or better in
fiscal year 2006.

Treasury will continue to work closely with the Office of Management and Budget
and other stakeholders to make improvements in implementing the initiatives set
forth in the President’s Management Agenda.

CONCLUSION

Mr. Chairman, I look forward to working with you, members of the committee,
and your staff to maximize Treasury’s resources in the best interest of the American
people and our country as we move into fiscal year 2007. We have hard work ahead
of us and I am hopeful that together we can work to make the Treasury a model
for management and service to the American people, and continue to generate eco-
nomic growth, increase the number of jobs for our citizens, and keep our financial
systems strong and secure.

Thank you again for the opportunity to present the President’s budget for the
Treasury Department today. I would be pleased to answer your questions.

INFORMATION SYSTEMS

Senator BOND. Mr. Secretary, thank you very much. Let’s get
right to the questions.

We have talked about BSA Direct, raising serious questions
about the Treasury’s ability to procure, manage and oversee IT.
Can you give me your personal commitment that high-risk projects
like the Treasury Financial Intelligence Network, critical for the
TFA analysts to perform their jobs, will not experience the same
problems as BSA Direct? How can you assure us that there will be
the necessary support and resources for TFIN and other IT projects
based on the lessons learned?

Secretary SNOW. There are lessons learned here. I think the
major lesson learned is get those requirements well specified in ad-
vance, and have somebody with knowledge about IT matters watch-
ing it closely. I have asked the Assistant Secretary for Management
to make that a priority, and I have asked her, working with the
CIO, to make sure they keep me regularly posted on these IT
projects. There are a number of them, TFIN and others, that will
get my personal attention. They will be managed by people who
know a lot more about the management of IT than I do, but as
somebody who has been in this world for a long time, I think I can
see problems, spot problems, and help keep us on the right track.
I pledge to you I am going to do everything I can.

INCREASED OVERSEAS PRESENCE

Senator BOND. Thank you, sir. As you know, I have supported
the major expansion of the Overseas Attaché Program. Can you de-
scribe your short-and long-term goals for it, how it will help the
American people, and describe the coordination efforts between the
Office of International Affairs and the Office of Terrorism and Fi-
nancial Intelligence in this program?
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Secretary SNOW. Absolutely, Mr. Chairman, and I appreciate the
chance to do so.

Treasury today has attaché posts at a limited number of places,
Baghdad, I think Kabul, Afghanistan, and Tokyo. At one point we
had many more, and we see a real need to expand the number to
go to critical places on the globe. The attachés would have a dual
role. It would be advancing the objectives of good economic policies
in those countries, but also the TFI objectives of coordinating on
terrorist finance issues, coordinating on issues of putting place bet-
ter regulatory regimes in many countries. The United States is way
ahead of most of the rest of the world in having the PATRIOT Act
and 311 and 326 and the various rules we have that allow us to
freeze, block and get at terrorist monies. Augmenting the effort to
fight terrorists’ finances will be a big part of these attachés’ roles
as well. And they are going to critical places in the Middle East
as well as to financial centers around the world.

Senator BOND. I am delighted to see that you are looking at
Southeast Asia where I think there are lots of problems, and I
would also suggest you look at Pakistan where there could be some
real challenges.

IRS 7216 REGULATIONS

Moving very quickly to 7216, do you think the proposed regula-
tions adequately address consumer-protection issues? And how are
they stronger than current regulatory protections?

Secretary SNOW. Thank you very much, Mr. Chairman. They are
much stronger than current law. Current law does not prescribe
the form of a warning, and 7216 does prescribe the form of a warn-
ing, a much stronger warning. It also puts time limits on the period
through which the third party can use that data of 1 year. It had
been open-ended. I think the testimony of the fact that this pro-
tects taxpayers better is that Nina Olson, the National Taxpayer
Advocate, has supported the issuance of these regulations. So I
think there was a miscommunication, and the real facts are this
tightens privacy with respect to use of taxpayer information.

OFFICE OF DYNAMIC ANALYSIS

Senator BOND. Mr. Secretary, the budget proposes $500,000 to
create a new Dynamic Analysis Office within the Treasury. What
types of analysis would this office conduct that is not being con-
ducted now? I have a personal feeling about the need for this, but
what is the long-term plan for the office in terms of funding and
staffing?

Secretary SNOW. When we come to you, Mr. Chairman, with tax
proposals, you have the right to say to us: “What will that do to
GDP? What will that do to growth? What will that do to macro-
economic variables?” The Dynamic Analysis Office will develop
models to enable us to answer those questions so that when we
come forward with major tax analyses, major tax proposals, we will
have analyses behind those proposals to answer questions about
the broad macroeconomic effects.

Senator BOND. I think we have seen it demonstrated that strict,
static budget analysis leads to some very bad guesses about future
performance.
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TAX GAP

Finally, I would like to ask you about the tax gap, a $345 billion
tax gap. That is the amount of money estimated that is owed and
that is not collected. That means those of us who are sweating as
hard as we can to pay the taxes we owe by April 15 are carrying
the burden for some slugs who are out there not paying the $345
billion. How can we take a bite out of that with the reduction in
the money for the IRS?

Secretary SNOw. Mr. Chairman, the budget proposal includes
five new specific legislative proposals that I think would help. The
Commissioner I think you know is keen on strengthening enforce-
ment and has done a good job of doing so, with more audits, more
enforcement activity, more focus on the enforcement side. We al-
ways have to get that balance right, though, between enforcement
and taxpayer service. We are just going to continue to do the best
we can, and in Commissioner Everson we have somebody who is
absolutely dedicated to this purpose.

Senator BOND. Thank you very much, Mr. Secretary. Senator
Murray.

TAX PREPARATION ERROR RATES

Senator MURRAY. Mr. Secretary, let me start by addressing some
of the problems that exist at our major tax preparation companies.
Just 2 days ago the GAO reported that there may be some serious
problems with the accuracy of the tax returns prepared by many
of the private tax preparation companies. The GAO found that
these companies often prepared returns that were incorrect, with
tax consequences that were sometimes significant. Some of these
mistaken returns could have exposed taxpayers to penalties for
things like negligence and willful or reckless disregard of tax rules.
What are you doing now to rectify that situation?

Secretary SNOw. This is a recurring issue, Senator, as you know.
I think every year about this time we see newspaper accounts of
this. I do not think it is an intent to defraud anybody. I think the
problem that you are talking about is the result of the bewildering
complexity of the Code itself. You can get 15 tax people of impec-
cable credentials looking at one tax return and coming up with 15
different results. I think that that is fundamental in the nature of
the Code, and we have to address the complexity of the Code.

Senator MURRAY. That could be, but still we have people who go
to a tax preparer and believe that they know what they are doing,
and I think it is of serious consequence if we do not have an ag-
gressive agency that is doing something to help regulate these tax
preparation companies.

Secretary SNOW. Senator, to put this in a little perspective, the
IRS itself gives differing interpretations, so that the issue here, and
I think it is really a serious one, is not an effort to defraud any-
body. It is a reflection of the inherent complexity.

Senator MURRAY. People in your agency give different interpreta-
tions? Is that not a problem in itself?

Secretary SNOW. It is a problem of how complex the Code is. My
wife is a volunteer to the IRS to help elderly people and poor peo-
ple prepare their tax returns. She came back to me after a session
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recently and said, “John, you cannot imagine how bewildering and
confusing the Tax Code is. How do you expect people to comply
with the Tax Code when I, a reasonably intelligent person who has
had a course in taxes, can hardly figure it out myself?” I think that
is a common refrain.

Senator MURRAY. I have to disagree with you a little bit. It may
be a complex Tax Code, but when we have private tax preparation
companies and an IRS that has a function to make sure that they
have the correct information, we cannot just say that that is an ex-
cuse for giving taxpayers penalties for being negligent. I think we
have to do our job better, I think your agency has to do its job bet-
ter, and I think we have to manage these tax preparation compa-
nies and have aggressive oversight with them. Do you disagree
with that?

I will tell you if a math teacher gives a complex question to a
bunch of high school students and they come back and say: “Gosh,
it is complex”, I do not think you would accept it, and I know I
would not.

Secretary SNOW. Senator, every year your local newspaper and
local newspapers all over the country go out with one tax return,
take it to acknowledged tax experts, and the tax experts differ
themselves on what the amount owed is. Albert Einstein said, and
he was a pretty smart fellow, the one thing that he ever encoun-
tered that was entirely incomprehensible to human intelligence
was the Internal Revenue Code. If it is tough for Einstein, you can
see why it is tough for the rest of us.

IRS 7216 REGULATIONS

Senator MURRAY. Mr. Secretary, I do not think anybody would
disagree that the complexity of the Tax Code is a challenge for all
of us, but it is a challenge we have to aggressively be on top of.
Following-up on the chairman’s question on the proposed regula-
tions on revising section 7216, I heard you say that some of that
improves protection of taxpayer information. That may well be
true, but it also very clearly loosens some of the tax preparer com-
panies’ obligations and may very easily by just someone acciden-
tally swiping their pen in the wrong place, they lose their private
information. I would like to know from you if you are going to fol-
low-up on that, if you are going to take a look at those regulations,
take into concern that this has opened up the real question of
whether or not taxpayers’ private information may accidentally be
used without their knowledge?

Secretary SNOW. Senator, absolutely. We have a duty to protect
the information of taxpayers, and I pledge to you that we are going
to take those responsibilities with the utmost seriousness. This par-
ticular regulation was actually an effort on the part of the IRS and
the Commissioner to tighten up this regulation.

Senator MURRAY. And I am going to be asking him about it next
week, I assure you.

Secretary SNOW. The rulemaking is still open. We invite com-
ments, we invite your comments and others to comment on it.

Senator MURRAY. This has raised serious alarms.

Secretary SNOW. Right.
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Senator MURRAY. Since you oversee that division, I wanted you
to be aware of it. I want to know that you are aware of it and I
want to know that you are following up on it.

Secretary SNOW. And I align myself with your comments on it.
It is very important that we protect taxpayer information.

TAXPAYER ASSISTANCE CENTERS

Senator MURRAY. I just have 1 minute left here, and I want to
ask about the reference that I made in my opening comments to
closing some Taxpayer Assistance Centers, and we found out that
that was based on faulty data. I would like to find out from you
whether we should just accept the IRS’s arguments on other rec-
ommendations, or should we now be questioning all of those? Since
that was based on faulty data, that gives us a lot of concern.

Secretary SNOW. I think you have important oversight respon-
sibilities, and we benefit from your challenging us and raising
questions.

Senator MURRAY. Has your Department now abandoned any of
your plans to close any of the Taxpayer Assistance Centers?

Secretary SNOW. Yes, there will be no reduction in service con-
templated in this budget.

BSA DIRECT

Senator MURRAY. Let me just comment in my last 10 seconds
here on the BSA Direct program, and I heard your comments to the
chairman. With all due respect, I really do appreciate your commit-
ment to do better on those procurements, but it is what we heard
last year. So I would like to follow up with you, I know I am out
of time, but hear from you what we are going to do to make sure
we are not sitting here year after year hearing the same story on
these complex procedures.

Secretary SNOW. Senator, the new Director, Mr. Werner, came in
and looked at the program and saw that it was missing milestones
and put a pause on it.

Senator MURRAY. Right.

Secretary SNOW. As he follows through on his analysis, I will
keep the committee fully posted on what we think should be done.

Senator MURRAY. Thank you very much, Mr. Secretary.

Senator BOND. Mr. Secretary, I said we were going to suspend
your testimony at 10:15, but Senator Dorgan has come in. Senator,
I apologize. We are trying to get the second panel on, but if you
would like to take 2 minutes for your statement-question-presen-
tation, and then we will come back after the vote to question the
second panel.

Senator DORGAN. Mr. Chairman, that is fair. Senator Burns and
I have been running another Appropriations subcommittee just
across the hall.

Senator BOND. I hope you are doing good things for us. We have
some ideas.

Senator DORGAN. We have the Missouri provision in our bill, so
we think it is going to go pretty well.

I will be very brief and just make two points to the Secretary.
I understand the point has already been made about the sale of
taxpayer information by private preparers to third parties. I have
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sent you a letter about that. Despite the explanations of it, I think
it is a horrible idea. I think we ought to have a pretty aggressive
public discussion about whether tax preparers under any condition
ought to sell taxpayer information that they glean in preparing tax
returns to third parties. I understand that that has been raised.

TAX SHELTERS

I want to show you a picture. This is, Mr. Secretary, a picture
of a building on Church Street in the Cayman Islands. It is called
the Ugland House. You may be familiar with it. The Ugland House
on Church Street is the official residence, according to David Evans
who did a story at Bloomberg News, for 12,748 corporations. I
know they are not in there, but it’s what they claim to be their offi-
cial residence. Why would they claim that? There is one purpose,
to avoid paying U.S. taxes. This is a real crisis. I do not think we
have the ability, resources or capability at this point to nearly
begin to address this.

Here we are in 2006 with 12,748 companies claiming this one
building as their residence. Trying to force these companies to pay
taxes is like connecting the ends of two plates of spaghetti. The
way the IRS goes about it is pretty incompetent in my judgment.
Second, the law by-and-large favors and gives opportunity to com-
panies to do this.

I hope very much that we will at the Treasury Department de-
cide to blow a hole in this kind of practice because it is costing us
a great deal of lost revenue. It is also unfair to ask working fami-
lies to pay their taxes and then have these companies park their
address simply for residence purposes at a building in the Cay-
mans to avoid paying taxes.

Secretary SNOW. Senator, I look forward to a chance to have a
good discussion with you on that. The IRS has tried to tighten up
its enforcement activities in this area, but I think, as you said, this
also reflects the state of the law, and I would hope is part of the
broad-based tax reform efforts we would look at these issues very,
very closely. I agree with you.

Senator DORGAN. It is both the law and enforcement. Maybe you
and I should just fly down to Church Street at the Caymans and
park in the lobby there and see who comes and goes from that
building. Thanks, Mr. Secretary.

Secretary SNOw. Thank you, Senator.

Senator BOND. Senator Dorgan, I think there is some good fish-
ing down there, so maybe we could spend a couple hours down
there and then see about the other resources.

Mr. Secretary, thank you very much for being here. Now we will
call Mr. Levey and Ms. Gardner, and do as much as we can before
the vote starts.

Senator BOND. Thank you very much, and we will begin with Mr.
Levey. Sir.
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OFFICE OF TERRORISM AND FINANCIAL INTELLIGENCE

STATEMENT OF STUART LEVEY, UNDER SECRETARY

ACCOMPANIED BY:
JANICE GARDNER, ASSISTANT SECRETARY, OFFICE OF INTEL-
LIGENCE AND ANALYSIS
ROBERT W. WERNER, DIRECTOR, FINANCIAL CRIMES ENFORCE-
MENT NETWORK

Mr. LEVEY. Thank you, Mr. Chairman, Senator Murray, and Sen-
ator Dorgan. Thank you for the opportunity to speak before you
today about the President’s 2007 year request for the Office of Ter-
rorism and Financial Intelligence at the Treasury Department. And
thank you especially, Mr. Chairman, for all the kind remarks you
made in your opening statement. I hope we can live up to them.

The funding that is in the President’s budget will provide us with
the resources needed to support the Department’s essential and
growing terrorist financing, money-laundering, WMD proliferation,
narco-trafficking, and economic sanctions programs, as well as the
intelligence capabilities that are critical to the success of those pro-
grams.

Treasury has continued, with the strong support of this com-
mittee, to build much needed resources for the Office of Terrorism
and Financial Intelligence, and we have achieved some important
successes. | attribute those successes to the unbelievably dedicated
work force that I have been blessed with, and an extraordinary
management team that I work with, including Assistant Secretary
Gardner, as well as Assistant Secretary O’Brien who is here today,
the Director of FinCEN, Bob Werner who is here, and the Acting
Director of OFAC, Barbara Hammerle who is also here today, they
make my job a very easy one.

Over the past year alone, TFI has designated and financially iso-
lated front companies, nongovernmental organizations, and
facilitators supporting terrorist organizations such as al Qaeda,
Jemaah Islamiyah, and Egyptian Islamic Jihad. We have imple-
mented targeted financial sanctions under a new Executive Order
aimed at North Korean, Iranian, and Syrian facilitators of WMD
proliferation, and we have struck a deep blow to North Korea’s il-
licit conduct and ability to abuse the international financial system
to facilitate that conduct. Those accomplishments are only the tip
of the iceberg, but they demonstrate without question not only that
our resources are being put to good use, but that the Treasury De-
partment is fulfilling its vitally important role.

On terrorist financing, as you note, Mr. Chairman, the 9/11 Com-
mission’s Discourse Project awarded its highest grade, an A—, to
the U.S. Government’s efforts to combat terrorist financing. This
praise truly belongs to the dedicated individuals not only in the Of-
fice of Terrorism and Financial Intelligence, but our partner agen-
cies around the government who aggressively track and combat
this threat.

As you know, Mr. Chairman, from your service on the Intel-
ligence Committee, it is very hard to measure success in an area
like terrorist financing. The meaningful indicators of our success
are typically complex and not readily quantifiable, such as anec-
dotal reporting about terrorist cells having difficulty raising money
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or paying operatives. We focus on those intelligence reports, even
though they are often fragmentary, and try to identify the difficul-
ties that the terrorists are having raising or moving money and ad-
just to it. In recent months we have seen at least one instance of
what we look for most, a terrorist organization indicating that it
could not pursue sophisticated attacks because it lacks adequate
funding.

We have also seen success, in my view, in preventing terrorist fi-
nancing by deterring would-be donors. In my opinion, if we are
going to succeed in our fight against terrorist financing, we need
potential donors to know that responsible governments will treat
them as the terrorists that they are. Those who reach for their wal-
lets to fund terrorism must be pursued and punished in the same
way as those who reach for a bomb or a gun.

This requires cooperation from other governments, and in that
regard, I was heartened by a recent statement by the Saudi Ara-
bian Foreign Minister, Prince Saud al-Faisal, who publicly called
for those who support terrorism to be held to account. If Saudi Ara-
bia and others in the region see this commitment through, it will
send a powerful message of deterrence to would-be terrorist fin-
anciers.

In other areas of this fight, to be honest, we are not where we
need to be. State sponsors of terrorism like Iran and Syria present
a very difficult problem, providing not only money and safe haven
to terrorists, but also financial infrastructure through which terror-
ists can move, store, and launder their funds. Secretary Rice had
it right when she referred to Iran in particular as the “central bank
of terror.”

While this is a daunting challenge we face, the impact of our ac-
tions over the past year with respect to Syria show that we can
make progress in isolating state sponsors of terrorism. Among
other things, we finalized the designation of the Commercial Bank
of Syria under section 311 of the PATRIOT Act in part because of
the risk of terrorist financing posed by a bank owned and con-
trolled by an active and defiant state sponsor of terror like Syria.

Success in all of our efforts depends on cooperation from respon-
sible financial institutions both in the United States and abroad.
The recent announcement by UBS that it would cut off all business
with Iran and Syria provides a notable example of a financial insti-
tution making clear that the business of terrorist states is just not
worth the risk. Other financial institutions are similarly reviewing
their business arrangements and taking special precautions to en-
sure that they do not permit terrorist financiers or WMD
proliferators, which are increasingly able to identify and combat
using our new authorities, access to the global financial system. On
WMD proliferation, Mr. Chairman, the exposure of a WMD pro-
liferation network headed by A.Q. Khan provided the world with a
window into one of the most frightening scenarios that we face.

The U.S. Government is doing everything in its power to deter,
disrupt and prevent the spread of weapons of mass destruction and
ensure especially that they do not fall into the hands of terrorists,
and the reason for this is that proliferators, just like terrorists, re-
quire a substantial network to support them. And by cutting off the
supply lines of that network, we can isolate the individual
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proliferators, paint a clear picture of how and with whom they op-
erate, and erode the infrastructure that supports them.

In June 2005, the President issued a new Executive order which
allows us to do just that, essentially to apply the same tools that
we do against terrorist financiers to WMD proliferators. A designa-
tion under this Executive order cuts the target off from access to
the U.S. financial and commercial system, and puts the inter-
national community on notice about the threat it poses. Thus far,
we have designed a total of 20 entities for proliferation related to
Iran, Syria, and North Korea. Our efforts to prepare additional des-
ignation packages are ongoing, and will continue through the end
of this year and next. One of our major initiatives in the Presi-
dent’s budget is a request for 10 additional analysts to work on this
program.

As you noted also, Mr. Chairman, in September 2005, we exer-
cised a new authority under the PATRIOT Act, section 311 of the
PATRIOT Act, to list Banco Delta Asia as a primary money-laun-
dering concern. The regulatory action against this bank that was
facilitating a range of North Korean illicit activity has dealt a blow
to North Korea’s ability to engage in illicit conduct and obtain fi-
nancial services to facilitate that conduct. As a result of that 311
action against this bank, and our office’s subsequent and con-
tinuing outreach efforts, a number of responsible jurisdictions and
institutions have taken steps to ensure that North Korean entities
engaged in illicit conduct are not receiving financial services. In
fact, press reports indicate that some two-dozen financial institu-
tions across the globe have cut back or terminated their financial
dealings with North Korea, thereby constricting the flow of dirty
cash to Kim Jong-il’s regime.

PREPARED STATEMENT

If there is time in the questions and answers, I would like to ex-
plain to the committee how that worked in more detail.

Mr. Chairman, I look forward to working closely with you and
your staff, and thank you again for the opportunity to testify today.

[The statement follows:]

PREPARED STATEMENT OF STUART LEVEY

Chairman Bond, Ranking Member Murray, and other distinguished members of
the subcommittee, thank you for the opportunity to speak before you today about
the President’s fiscal year 2007 request for the Office of Terrorism and Financial
Intelligence (TFI) at the Department of the Treasury. This funding will provide us
with the resources needed to support the Department’s essential and growing ter-
rorist financing, money laundering, WMD proliferation, narco-trafficking, and eco-
nomic sanctions programs, as well as the intelligence capabilities that are critical
to the success of these programs.

As you know, TFI is a relatively new office. It was created in 2004 to oversee the
Treasury Department’s enforcement and intelligence functions aimed at severing
the lines of financial support to international terrorists, WMD proliferators, nar-
cotics traffickers, and other criminals. The office consolidates the policy, enforce-
ment, regulatory, and analytical functions of the Treasury and adds to them critical
intelligence components by bringing under a single umbrella the Office of Intel-
ligence and Analysis (OIA), the Office of Terrorist Financing and Financial Crimes
(TFFC), the Financial Crimes Enforcement Network (FinCEN), the Office of Foreign
Assets Control (OFAC), and the Executive Office for Asset Forfeiture. TFI also
works closely with the IRS-Criminal Investigative Division in its anti-money laun-
dering, terrorist financing, and financial crimes cases.
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Together, we leverage a wide range of tools to pressure obstructionist regimes.
Using various authorities, we also have the ability to freeze the assets of terrorists,
proliferators, and other wrongdoers. We use regulatory authorities to help banks
and other institutions implement systems to detect and halt corrupt money flows.
And, diplomatically, we work with other governments and international institutions,
urging them to act with us against threats and to take critical steps to stem the
flow of illicit finances.

KEY ACHIEVEMENTS

As Treasury has continued—with your support—to build much-needed resources
for this new office, we have achieved some important successes. Over the past year
alone, TFI has designated and financially isolated front companies, non-govern-
mental organizations, and facilitators supporting terrorist organizations, such as al
Qaeda, Jemaah Islamiyah, and Egyptian Islamic Jihad; implemented targeted fi-
nancial sanctions under a new Executive order against North Korean, Iranian, and
Syrian facilitators of WMD proliferation; and struck a deep blow to North Korea’s
illicit conduct and ability to abuse the international financial system to facilitate
that conduct. These efforts have required a contribution from all of TFI's compo-
nents, as well as the hard work of other Departments and agencies.

These accomplishments are only the tip of the iceberg, but they demonstrate with-
out question not only that our resources are being put to good use, but that the
Treasury Department is fulfilling its vitally important role to play in deterring and
defending against our country’s greatest national security challenges. Our financial
authorities complement other national security instruments, providing policymakers
with a range of options for isolating and pressuring hostile regimes, terrorists, and
proliferators of weapons of mass destruction. When we are confronted with a foreign
threat that is not susceptible to diplomatic pressure, financial authorities are among
the rare tools short of military force that we can use to exert leverage.

I would like to highlight some of TFI's key achievements in greater detail.

Terrorist Finance

The 9/11 Commission’s Public Discourse Project awarded its highest grade, an
A —, to the U.S. Government’s efforts to combat terrorist financing. This praise truly
belongs to the dozens of intelligence analysts, sanctions officers, regional specialists,
and regulatory experts in the Treasury’s Office of Terrorism and Financial Intel-
ligence (TFI) who focus on terrorist financing, along with their talented colleagues
in other agencies—law enforcement agents who investigate terrorism cases, Justice
Department prosecutors who bring terrorist financiers to justice, foreign service offi-
cers in embassies around the world who seek cooperation from other governments
and many others from the intelligence community. You will not find a more talented
and dedicated group of people, with a complete focus on the mission.

Teamwork across agencies has translated into effectiveness. We have continued
to improve our ability to track key targets and to take the most appropriate action
against the terrorist target. Sometimes that means that the Treasury will take pub-
lic action, sometimes it involves persuading another country to take action, and
sometimes we decide to continue to quietly collect intelligence to better map out the
terrorist network. From the formation of TFI, we have been committed to that phi-
losophy, resisting the application of metrics to our activities that would distort our
incentives, for example, by emphasizing the number of terrorism designations.

The meaningful indicators of our success are typically complex and not readily
quantifiable, such as anecdotal reporting about terrorist cells having difficulty rais-
ing money or paying salaries or benefits. In recent months, we have seen at least
one instance of what we look for most—a terrorist organization indicating that it
cannot pursue sophisticated attacks because it lacks adequate funding.

Typically, though, the information we receive is not as clear. As an example, one
interesting trend that we have witnessed is a decrease in the average amount of
transactions that we learn about. Obviously, we are only privy to a subset of the
total transactions, but this observation carries across various financial conduits and
terrorist organizations and we have no reason to believe that it is unrepresentative.
Interpreting this indicator is more difficult. It could reflect an overall decrease in
the amount of money moving to and from terrorists. Just as easily, it could indicate
that terrorists are breaking their transactions out into smaller sums, fearing inter-
ception. Alternatively, the trend could be an outgrowth of a movement by terrorist
organizations away from banks towards less formal mechanisms, like cash couriers.
These couriers may offer concealment, but some get caught and some get greedy,
and so it is very risky to entrust them with large sums of money. Any of these alter-
natives would indicate that our efforts are having an impact and this trend may
bear out our assessment that terrorists who fear using the banking system do not
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have a ready and reliable alternative for moving large sums of money. We will con-
tinue to monitor developments, but I hope this provides a sense of how complex a
task it is to assess the overall impact of our efforts to combat terrorist financing.

In specific areas, we can point to more concrete indicators of success. We have
made dramatic progress in combating terrorist abuse of charities. Prior to 9/11 and
even afterwards, terrorists used charities as safe and easy ways to raise and move
large sums of money. Al Qaeda and Hamas, in particular, relied on charities to fun-
nel money from wealthier areas to conflict zones with great success. Through a com-
bination of law enforcement and regulatory actions against several corrupt charities,
both at home and abroad, we have taken out key organizations and deterred or dis-
rupted others. In tandem, active engagement with the legitimate charitable sector
has succeeded in raising transparency and accountability across the board.

We have thus far designated more than 40 charities worldwide as supporters of
terrorism, including several U.S. charities such as the Holy Land Foundation, the
Global Relief Foundation, the Benevolence International Foundation, the Al
Haramain Islamic Foundation, and the Islamic African/American Relief Agency
(IARA). The impact of these actions is serious, and sometimes decisive. IARA once
provided hundreds of thousands of dollars to Osama bin Laden. More recently, IARA
country offices have experienced increased pressure and its leaders have expressed
concern about the organization’s future.

Our most recent action targeted KindHearts, a purported charity in Ohio that was
supporting Hamas. In that instance, we took coordinated action with DOJ prosecu-
tors and the FBI, which executed a search warrant at the moment that we froze
the group’s assets. Although we generally do not disclose specific blocked asset infor-
mation, KindHearts has stated that over $1 million of its assets were blocked. Over-
all, engagement with the charitable sector combined with enforcement actions
against bad organizations have radically altered the dynamic, leaving dirty charities
isolated and imperiled.

Another important measure of our progress is an increase in the number of coun-
tries approaching the U.N. Security Council to seek the designation of terrorist sup-
porters. This global designation program, overseen by the U.N.’s 1267 Committee,
is a powerful tool for global action against supporters of al Qaeda. It envisages 191
U.N. Member States acting as one to isolate al Qaeda’s supporters, both physically
and financially. Increasingly, countries have begun to look to this committee, and
administrative measures in general, as an effective complement to law enforcement
action. In 2005, 18 Member States submitted names for the Committee’s consider-
ation, many for the first time, and we will continue to support this process and en-
courage others to do so as well.

In other arenas of this fight, however, we are not where we need to be. State
sponsors of terrorism, like Iran and Syria, present a vexing problem, providing not
only money and safe haven to terrorists, but also a financial infrastructure through
which terrorists can move, store, and launder their funds. While this is a daunting
challenge, I believe that the Treasury Department’s tools, combined with coopera-
tion from responsible financial institutions, can make a difference. In the past year,
for example, we have designated top Syrian officials, including the then-interior
minister Ghazi Kanaan and the head of Syrian Military Intelligence, Assaf
Shawkat, in part for their support to terrorist organizations. Also, on March 9, we
issued a final rule under Section 311 of the PATRIOT Act confirming that the Com-
mercial Bank of Syria (CBS) is a “primary money laundering concern” and forbid-
ding U.S. financial institutions from holding correspondent accounts for CBS.
Among our reasons for that action was the risk of terrorist financing posed by a sig-
nificant bank owned and controlled by an active and defiant state sponsor of terror
like Syria.

We have ample reason to believe that responsible financial institutions around the
world pay close attention to such actions and other similar indicators and adjust
their business activities accordingly, even if they are not required to do so. A recent
example of interest was the announcement by the international bank UBS that it
intended to cut off all business with Iran and Syria. Other financial institutions are
similarly reviewing their business arrangements and taking special precautions to
ensure that they do not permit terrorist financiers or WMD proliferators—which we
are increasingly able to identify and combat using a new authority—access to the
global financial system.

WMD Proliferation

The exposure of the WMD proliferation network headed by A.Q. Khan—father of
Pakistan’s nuclear bomb and, more recently, nuclear technology dealer to Libya,
Iran, and North Korea—provided the world with a window into one of the most
frightening scenarios that we face. The U.S. Government is doing everything in its
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power deter, disrupt, and prevent the spread of weapons of mass destruction and
ensure that they do not fall into the hands of terrorists. Treasury plays a key role
in this effort.

Proliferators, like terrorists, require a substantial support network. By cutting off
the support lines of that network, we can isolate individual proliferators, paint a
clearer picture of how, and with whom, they operate, and erode the infrastructure
that supports them. In June 2005, the President issued Executive Order 13382,
which allows us to do just that.

This Executive Order authorizes the Treasury and State Departments to target
key nodes of WMD proliferation networks, including their suppliers and financiers.
A designation under this Executive Order cuts the target off from access to the U.S.
financial and commercial systems and puts the international community on notice
about the threat it poses. Based on evidentiary packages prepared primarily by
OFAC, the President initially designated a total of eight entities in North Korea,
Iran, and Syria. Continuing investigations by OFAC resulted in the subsequent des-
ignation of eight additional North Korean, and two additional Iranian, entities. And,
just last week, Treasury designated two more proliferators, Kohas AG and its presi-
dent, Jakob Steiger. Kohas AG, a Swiss company, acts as a technology broker in Eu-
rope for the North Korean military and has procured goods with weapons-related
applications. Nearly half of the company’s shares are owned by a subsidiary of
Korea Ryonbong General Corporation, a previously-designated North Korean entity
that has been a focus of U.S. and allied efforts to stop the spread of controlled mate-
rials and weapons-related goods, particularly ballistic missiles.

OFAC’s efforts to prepare additional designation packages—with the support of
the Office of Intelligence and Analysis—are ongoing and will continue throughout
fiscal years 2006 and 2007. In fact, one major OFAC initiative for 2007, which I will
discuss shortly, relates directly to the WMD program.

This new authority provides a powerful tool to combat the financial underpinnings
of WMD proliferation and also underscores the President’s commitment to work
with our international partners to combat this threat. We hope our program can
provide a model for other governments to draw upon as they develop their own laws
to stem the flow of financial and other support for proliferation activities, as called
for in U.N. Security Council Resolution 1540 and by the G—8 at Gleneagles.

The Treasury and State Departments have been engaged in aggressive inter-
national outreach in order to promote this important concept. Assistant Secretary
Pat O’Brien, Deputy Assistant Secretary Daniel Glaser, and I have met with our
counterparts in a number of countries in Europe, Asia, and the Middle East to urge
them to ensure that U.S.-designated proliferators are not able to do business in
their countries and to develop their own 13382-like authorities.

Although our WMD program is in its early stages, and while I am limited in what
I can say in this public forum, I am pleased to be able to assure you that, through
cooperation with both governments and the private sector, we are already seeing an
impact on our targets. Indeed, this program has significantly enhanced the U.S.
Government’s overall counterproliferation efforts.

Section 311 Designation of Banco Delta Asia SARL

In September 2005, not long after the President signed this new WMD Executive
Order, the Treasury Department used a separate authority—Section 311 of the USA
PATRIOT Act (PATRIOT Act)—to list Banco Delta Asia SARL (BDA) as a “primary
money laundering concern.” This regulatory action against a bank facilitating a
range of North Korean illicit activities has dealt a blow to Pyongyang’s ability to
engage in illicit conduct and obtain financial services to facilitate that conduct.
Along with our offensive targeting of several entities under E.O. 13382 for sup-
porting North Korea’s WMD and missile proliferation-related activities, it has frus-
trated North Korea’s efforts to conduct proliferation-related transactions.

Section 311 authorizes the Secretary of the Treasury—in consultation with the
Departments of Justice and State and appropriate Federal financial regulators—to
find that reasonable grounds exist for concluding that a foreign jurisdiction, institu-
tion, class of transactions, or type of account is of “primary money laundering con-
cern” and to require U.S. financial institutions to take certain “special measures”
against those jurisdictions, institutions, accounts, or transactions. Potential meas-
ures include requiring U.S. financial institutions to terminate correspondent rela-
tionships with the designated entity. Such a defensive measure effectively cuts that
entity off from the U.S. financial system. It has a profound effect, not only in insu-
lating the U.S. financial system from abuse, but also in notifying financial institu-
tions and jurisdictions globally of an illicit finance risk.

The success of the BDA action offers an instructive case study of the impact of
this authority. BDA provided financial services for over 20 years to North Korean
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government agencies and front companies, some of which were engaged in illicit ac-
tivities, including currency counterfeiting, narcotics trafficking, production and dis-
tribution of counterfeit cigarettes and pharmaceuticals, and the laundering of the
associated proceeds. We also know that North Korean entities engaged in WMD pro-
liferation, including Tanchon Bank—the primary financial facilitator of North Ko-
rea’s ballistic missile program—held accounts at BDA. BDA tailored its services to
the needs and demands of North Korean entities with little oversight or control. In
fact, bank officials intentionally negotiated a lower standard of due diligence with
regard to the financial activities of these clients.

—BDA helped North Korean agents conduct surreptitious, multimillion dollar
cash deposits and withdrawals without question for the basis of those trans-
actions.

—BDA knowingly accepted counterfeit currency from North Korean companies. In
that regard, it is worth noting that the U.S. Secret Service has been inves-
tigating North Korean counterfeiting since 1989, and, over the past 16 years,
has seized more than $48 million in high quality U.S. currency, or “supernotes.”

—A well-known North Korean front company that has been a client of BDA for
over a decade has conducted numerous illegal activities, including distributing
counterfeit currency and smuggling counterfeit tobacco products. In addition,
the front company has also long been suspected of being involved in inter-
national drug trafficking.

Treasury’s ongoing investigation of BDA has not only confirmed our original con-
cerns about BDA’s complicity in facilitating this type of conduct, but has shed addi-
tional light on the wide spectrum of North Korea’s corrupt and dangerous activities,
as well as its vast illicit financial network.

As a result of the 311 action against BDA and TFI’s subsequent and continuing
international outreach efforts, a number of responsible jurisdictions and institutions
have taken proactive steps to ensure that North Korean entities engaged in illicit
conduct are not receiving financial services. Press reports indicate that some two
dozen financial institutions across the globe have cut back or terminated their finan-
cial dealings with North Korea, constricting the flow of dirty cash into Kim Jong
II’s regime.

Treasury’s efforts with respect to Banco Delta Asia, specifically, and combating
North Korea’s illicit activities, more generally, are ongoing. The Internal Revenue
Service—Criminal Investigation Division is leading an investigation to exploit un-
derlying North Korean account information at Banco Delta Asia provided by the
Macau authorities. This investigation will allow the United States to gain an even
greater understanding of the illicit activities highlighted in our Section 311 designa-
tion, and to uncover additional leads regarding DPRK entities of concern. Addition-
ally, TFI officials continue international outreach efforts to raise awareness of North
Korea’s illicit conduct, explain the actions that Treasury has taken, and encourage
governments and institutions to not to do business with individuals and entities en-
gaged in illicit conduct. By all accounts, that outreach is working.

OVERVIEW OF THE FISCAL YEAR 2007 TFI REQUEST

The 2007 request of $135.2 million for TFI, including $89.8 million for the Finan-
cial Crimes Enforcement Network, provides critical funding to expand TFI’s ability
to combat terrorist financing and other key national security challenges. It will
allow us to continue and build upon these past achievements and current efforts.
I know the members of the subcommittee are aware of this request in detail, so I
will just touch on a few important highlights of new initiatives.

Office of Intelligence and Analysis

TFT’s Office of Intelligence and Analysis (OIA) was created to focus expert analyt-
ical resources on the financial and other support networks of terrorists, WMD
proliferators, and other key national security threats. Over the past year, OIA has
assumed an increasingly important role in the Treasury’s efforts to combat key na-
tional security threats in Iran, Syria, and North Korea. OIA’s top strategic priority
is to provide policymakers with relevant intelligence and expert analysis to support
policy formulation and carry out the Treasury’s role in the war on terror. Other OIA
strategic priorities include providing intelligence support to senior Treasury officials
on the full range of economic and political issues and communicating with other
members of the Intelligence Community.

As Assistant Secretary Janice Gardner will describe shortly, the 2007 request pro-
vides funding for OIA to continue its efforts to build Treasury’s intelligence capabili-
ties by improving its key infrastructure and adding to its analytic breadth and ex-
pertise.
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Office of Foreign Assets Control

The Office of Foreign Assets Control (OFAC) administers and enforces economic
and trade sanctions based on U.S. foreign policy and national security goals against
targeted foreign countries, terrorists, international narcotics traffickers, and those
engaged in activities related to the proliferation of weapons of mass destruction.
Since receiving expanded designation authority in 2001, the United States has des-
ignated 428 terrorist-related individuals and entities; 320 of those designations have
been carried out in coordination with our allies and designated at the United Na-
tions. The fiscal year 2007 budget provides additional resources for OFAC to mon-
itor and update existing designations and track the development of new support
structures and funding sources. It includes:

—Ten additional positions to continue to implement and administer the new Exec-

utive Order 13382, combating the proliferation of weapons of mass destruction.

—Fifteen additional positions to monitor and update existing terrorist designa-

tions. This is critical given that Specially Designated Global Terrorists and their
support networks continuously seek new ways of evading U.S. and international
sanctions by changing the names and locations of front companies and altering
their financing methods.

Office of Terrorist Financing and Financial Crime

As the policy development and outreach office for TFI, the Office of Terrorist Fi-
nancing and Financial Crime (TFFC) collaborates with the other elements of TFI
to develop policy and initiatives for combating money laundering, terrorist financ-
ing, WMD proliferation, and other criminal activities both at home and abroad.
TFFC works across the law enforcement, regulatory and intelligence communities
and with the private sector and its counterparts abroad to identify and address the
threats presented by all forms of illicit finance to the international financial system.
TFFC advances this mission by promoting the transparency of the financial system
and by developing and facilitating the global implementation of targeted financial
authorities to identify and intercept those illicit actors that operate within the fi-
nancial system. TFFC’s efforts focus on:

—developing and facilitating the implementation of global anti-money laundering
and counter-terrorist financing standards, primarily by working with and
through the Financial Action Task Force the various regional bodies, including
the IMF and World Bank and each of the regional development banks;

—promoting the development of effective targeted financial sanction regimes and
the use of other targeted financial authorities through the G7, G20, FATF,
United Nations, European Union, and bilaterally with countries of strategic im-
portance;

—addressing financing mechanisms of particular concern by developing AML/CFT
protective measures, initiatives, and best practices in vulnerable sectors such as
chzarities, alternative value transfer systems and emerging payment systems;
an

—conducting direct outreach to the domestic and international private sector to
facilitate and improve development and implementation of sound AML/CFT con-
trols.

In all of these areas, TFFC relies on and works closely with other elements of TFI,
the Treasury Department, the interagency and international communities to effec-
tively combat the threats that illicit finance presents to the international financial
system. Recently, for example, TFFC worked closely with 16 Federal bureaus and
offices from across the law enforcement, regulatory, and policy communities to
produce the U.S. Government’s first-ever Money Laundering Threat Assessment.
This working group pulled together arrest and forfeiture statistics, case studies, reg-
ulatory filings, private and government reports, and field observations. The report
analyzes more than a dozen money laundering methods and serves as a first step
in a government-wide process to craft strategic ways to counteract the
vulnerabilities identified.

The fiscal year 2007 request continues the administration’s support of TFFC’s im-
portant efforts.

Treasury Overseas Presence

Treasury attachés serve as the U.S. Treasury’s representatives in key economies
overseas. Because of their technical expertise, Treasury attachés enjoy unique ac-
cess to foreign Ministries of Finance and Central Banks. This access provides the
U.S. Government with a direct channel to key decisionmakers on economic policy
issues, including foreign exchange policy and financial service regulatory policies.
Working in tandem with TFI and Treasury’s Office of International Affairs, Treas-
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ury attachés will be working to prevent the abuse of the international financial sys-
tem for terrorist finance, money laundering, or other illicit purposes.
—Treasury proposes to increase its overseas presence from 5 attachés to 18
attachés in fiscal year 2007.

Financial Crimes Enforcement Network

TFI's Financial Crimes Enforcement Network (FinCEN) helps to safeguard the
U.S. financial system from the abuses of financial crime, including terrorist financ-
ing, money laundering, and other illicit activity. This is accomplished primarily
through the Bank Secrecy Act, which requires financial institutions to report finan-
cial transactions, such as suspicious activities that may be indicative of financial
crimes. FinCEN also supports law enforcement, intelligence, and regulatory agen-
cies through sharing and analysis of financial intelligence, and building global co-
operation with financial intelligence units (FIUs) in other countries. The fiscal year
2007 request provides additional resources to FinCEN to streamline data processing
and enhance its e-filing capabilities to increase the ease of compliance with regula-
tions and improve its abilities to track users’ needs. It includes:

—Enhancing components of the BSA Direct Umbrella System, including electronic
filing and secure access components. Although FinCEN has entered a stop work
order with respect to development of the data storage and retrieval component
of the BSA Direct system in order to permit it to assess delays in deploying this
component, both the electronic filing component and secure access components
are presently operational and need to be upgraded to allow direct input of the
BSA filings into the collection system and meet expanded user base.

—Development funding for FinCEN’s Cross-Border Wire Transfer System Initia-
tive. The authorizing language (Section 6302 of the Intelligence Reform Act of
2004 (S. 2845 Public Law 108-458)) presents the Bureau with two tasks: (1) a
feasibility study to be completed as soon as practicable; and (2) the implementa-
tion of enabling regulations and a technological system for receiving, storing,
analyzing, and disseminating the reports, to be completed by December 2007.
The feasibility study will address whether it is possible to complete the develop-
ment and implementation of the system by the statutory deadline of December
2007. We anticipate delivery of the study to the Secretary of the Treasury by
late spring 2006.

CONCLUSION

Mr. Chairman, the Treasury Department—working closely with other Depart-
ments and agencies across the U.S. Government—is playing a key role in deterring
and defending against the greatest threats to our security. Indeed, we have achieved
some important successes in our 2-year history. I look forward to working closely
with you, other members of the committee, and your staff to ensure that TFI has
the resources it needs in fiscal year 2007 to build upon that success. Together we
can work to maximize the Treasury Department’s ability to protect the American
people.

Thank you again for the opportunity to testify today.

Senator BOND. Thank you, Mr. Levey.
STATEMENT OF JANICE GARDNER

Ms. GARDNER. Good morning, Chairman Bond and Ranking
Member Murray. I thank you for the opportunity to testify today
on the budget for the Office of Intelligence and Analysis.

I would like to request a copy of our report for fiscal year 2006
to 2008, our Strategic Direction, to be entered into the record. We
produced this report for your committee in response to the con-
ference report accompanying the fiscal year 2006 appropriations
bill. The report defines our mission, establishes strategic objectives,
and outlines OIA’s priorities and direction for the next several
years.

Senator BOND. Without objection.

[The information follows:]
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Office of Intelligence and Analysis

Strategic Direction
Fiscal Years (FY) 2006-2008

Operational Charter

The Office of Intelligence and Analysis (OIA) was

established by the Intelligence Authorization Act

for FY 2004. The establishment of OIA is codified
at Title 31, United States Code, Section 311. The
Act specifies that OIA shall be responsible for the

receipt, analysis, collation, and dissemination of

foreign intelligence and foreign counterintelligence

information related to the operation and

responsibilities of the Department of the Treasury.

The Act established the Assistant Secretary for
Intelligence and Analysis as the head of OIA.

On April 28, 2004, Secretary of the Treasury

John Snow established the Office of Terrorism and

Financial Intelligence (TFI) by Treasury Order
105-17. The Order placed OIA within TFI, and
the Assistant Secretary for OIA reports directly
to the Under Secretary for TFI. The Order also

placed the Office of Terrorist Finance and Financial
Crime (TFFC), the Office of Foreign Assets Control

(OFAC), Financial Crimes Enforcement Network
(FinCEN) and the Treasury Executive Office for

Asset Forfeiture (TEOAF) within TFI. The Order

specifies that:

* OIA will build a robust analytical capability

on terrorist finance by coordinating and

overseeing work involving intelligence analysts

in all Treasury components. OIA will focus on
the Department’s highest priorities, as well as
ensuring that the existing intelligence needs of
OFAC and FinCEN are met.

* OIA also will provide intelligence support to
senior Treasury officials on a wide range of
international economic and other relevant
issues. OIA will serve in a liaison capacity
with the Intelligence Community (IC)
and represent the Department in various
intelligence-related activities.

TFI mission
TFI marshals the Department’s unique policy focus,
Jfinancial intelligence, global network, regulatory
responsibilities, tools and authorities to safeguard the
Jinancial system and counter the financial underpinnings of
national security threals.
TFI Priority Areas

e Terrorism Financing

 Proliferation

* Rogue Regimes

* Money Laundering/Narcotics
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OIA Mission Statement

issues

OIA Operating Principles

Development of human capital.

Community.

Support the formulation of policy and execution of Treasury authorities by providing:

o Expert analysis and intelligence production on financial and other support networks for
terrorist groups, proliferators, and other key national security threats

e timely, accurate, and focused intelligence on the full range of economic, political, and security

Objective, unbiased, and expert analysis on the financial and other support networks for
terrorists, proliferators and other key national security threats.

Communication among workforce and across TFIL.

Acquisition of up to date analytic tools and information technology systems

Priorities in line with those of Treasury, the National Security Council, and the Intelligence

OIA GOALS

Goal 1. Support the formulation of policy and
execution of Treasury authorities by providing expert
analysis and intelligence production on financial

and other support networks for terrorist groups,
proliferators, and other key national security threats.

This goal will remain OIA’s top overall priority in FY
2006-2008. The primary responsibility for fulfilling
this goal will fall to OIA’s Counterterrorism and
Transnational Issues section (CTI), OIA’s analytic
component. As part of their “all source” analysis,
CTTs analysts regularly review a broad range of
information from the IC, including human and
signals intelligence reports, other agencies’ analytic
assessments, as well as open source information.

OIA’s role in this regard is to ensure that the
current intelligence information and analysis are
incorporated into all aspects of policy deliberations.
To accomplish this, OIA will provide decision
makers in TFI with strategic targets and policy
options in a form that facilitates Departmental
action. OIA will also serve as the central focal point
for the Treasury Department to fuse financial data

from OFAC, FinCEN, TFFC, as well as the IC.

Since OIA was created in 2004, it has made
significant progress in building the robust intelligence
and analytic program which enables it to provide
this type of support to policymakers. OIA was
greatly enhanced in FY 2005 by the detail-—which
is now a permanent transfer--of 23 analysts from
OFAC’s Foreign Terrorist Division (FTD). Moving
the FTD analysts to OIA has helped transform
Treasury from a passive consumer of analytic and
intelligence products to a full member of the IC.
OIA has been using the expertise of these FTD
analysts as a foundation for a true center of expertise
on material support to terrorist organizations and
proliferators. The additional personnel that OTA
is planning to hire in FY 2006 will allow OIA and
Treasury to further improve its analytic coverage
and expertise in priority areas, such as insurgency
funding, terrorist financing, and proliferation
financing. This will enable OIA to continue to
improve its ability to provide policymakers with the
relevant intelligence and expert analysis that they
need to make policy decisions.
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TRANSLATING INTELLIGENCE INTO POLICY:
TFI TARGETING MEETINGS

In 2005, OIA initiated weekly targeting sessions led by TFI's Under Secretary, which includes

s from OFAC and FinCEN as well. At these sessions, based on a review of the
relevant intelligence, potential targets are presented and discussed. The participants assess the

full range of potential Treasury actions, including designation, and decide on follow up direction
and assignments. OIA will continue to host and participate in these sessions in FY 2006-2008,
which have proved to be an effective mechanism for translating intelligence information into policy

senior offici

action.

Objective 1: Provide timely and insightful

intel

lligence analysis that is focused on supporting

Treasury authorities.

Provide intelligence analysis that supports
Treasury’s designation of persons pursuant
to economic sanctions imposed by Executive
Order, statute, and/or UN Security Council
resolution.

Provide intelligence analysis on proliferation
financing to support OFAC and other
Treasury entities in their efforts to target
WMD proliferators.

Provide intelligence analysis that supports
Treasury’s engagement of foreign authorities
to set appropriate standards to safeguard
the international financial system, such as
Treasury’s participation in the Financial
Action Task Force and similar fora.

Coordinate and oversee intelligence

analysis that supports designation of foreign
Jjurisdictions, financial institutions, classes of
financial transactions, or types of accounts
pursuant to Section 311 of the USA PATRIOT
Act.

Provide intelligence analysis that supports the
identification and repatriation of assets looted
by corrupt foreign officials.

Objective 2: Provide current intelligence
analytical support.

Rapidly alert senior Treasury policymakers to
breaking developments affecting their areas of
responsibility, and identify opportunities for
Treasury Department action associated with
those developments.

Respond to questions from senior Treasury
policymakers regarding breaking developments
and provide rapid, accurate responses.

Objective 3: Provide strategic intelligence analysis
that supports long-term policy development by
Treasury regarding the nature and extent of threats
to, and abuse of, the financial system.

Conduct broad, comprehensive analysis of the
financial networks of terrorists, proliferators,
and other criminals, evaluating their
vulnerability to interdiction under existing and
potential Treasury authorities.

Identify financial modalities or techniques
used, or potentially used, by terrorists,
proliferators, and other criminals; assess the
threat they pose to the US and international
financial system; and evaluate the effectiveness
of existing and potential Treasury authorities
to interdict them.
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and Treasury priorities.

FY 2006 Strategic Analysis Priority Areas

In FY 2006, OIA analysts will be completing strategic research papers, on high priority terrorist
and proliferation financing topics. OIA has completed a research and production plan for FY
2006, to help guide OIA’ activities during the upcoming year. The plan was coordinated with
OIA’s primary customers, including TFFC, OFAC, and FinCEN, and is consistent with IC, NSC,

¢ Terrorist Financing: Over the past several years, the terrorist threat has become far more
decentralized in nature, and many terrorist groups affiliated with al Qa’ida now pose a serious
threat to US national security. In FY 2006, OIA will continue to develop its analytic expertise
and expand its analytic coverage on the financial and other support networks of the various
terrorist groups and networks bent on attacking the U.S. and its allies.

.

Insurgency Financing: OIA will attempt to improve its understanding of the insurgency
financing in FY 2006, primarily through the Baghdad-based Iraq Threat Finance Cell (ITFC)
for which Treasury serves as the co-lead with Department of Defense. ITFC was established
to enhance the collection, analysis and dissemination of intelligence to combat the Iragi
insurgency. Such intelligence is critical to support and strengthen U.S., Iragi and Coalition
efforts to disrupt and eliminate financial and other material support to the insurgency.

Rogue Regimes/Proliferation Financing: Over the past year, OIA has assumed an
increasingly important role in Treasury’s effort to combat other national security threats,
including rogues regimes involved in WMD proliferation, such as Iran, Syria, and North
Korea. In FY 2006, OIA will continue to build on its nascent effort in this critical area.

Goal 2. Provide timely, accurate and focused
intelligence support to the Department on the full
range of economic, political, and security issues.

Prior to the creation of OIA, the Office of
Intelligence Support (OIS) was Treasury’s sole
intelligence component. The intelligence support
provided by OIS to the senior leadership in the
Department had dwindled in recent years, leaving
only a minimum viable liaison function and a
24/7 Watch Office. OIS, which is now an office
within OIA, is attempting to remedy this situation,
by providing enhanced support to the Secretary,
Deputy Secretary, Undersecretary for International
Affairs, and other senior Departmental officials
outside of TFI. OIS has been particularly focused
on improving the level of support for Department
senior leadership for National Security Council
meetings and meetings with foreign leaders. It is
crucial that Treasury officials are fully prepared to
participate in these forums. Intelligence provides

an essential element of this preparation, providing
unique insights into context, conditions, and
personalities surrounding key national security
issues. In FY 2006-2008, OIA will strive to
increase both the depth and breadth of intelligence
provided to the Department.

Objective I: Better integrate intelligence support
into policymaking process.

* Conduct zero-based review of current
intelligence support; identify and address
shortfalls through creation of new products/
dissemination means.

Formalize and expand process for supporting
senior officials’ requirements with an emphasis
on “just-in-time” support for foreign travel,
NSC/NEC policy meetings, and meetings with
foreign officials.
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* Explore means to deliver more intelligence to a
wider audience.

¢ Develop and enhance methodology for
providing current intelligence to senior
leadership.

Objective 2: Improve integration and
collaboration with IC, to foster better IC support
to Treasury on economic, financial, and political
issues.

* Review, update, and submit Treasury’s
collection, production, and dissemination
requirements to appropriate IC agencies.

* Develop mechanisms to alert IC to Treasury
issues of concern.

 Provide regular feedback to IC on quality and
focus of their support to Treasury.

Objective 3: Upgrade warning and current
intelligence functions.

* Shift focus of Watch Office from information
control/distribution and communications
support to intelligence operations center.

* Review and reengineer Watch Office
processes to expand capabilities and improve
effectiveness.

Goal 3. Establish Treasury as a fully integrated
member of the IC.

The December 2004 Intelligence Reform and
Terrorism Prevention Act (IRPTA) has made this
goal particularly critical, as the act places a premium
on information exchange and collaboration within
the IC. Over the past several years, due to resource
constraints, the Department has not effectively
engaged with the rest of the community, resulting in
the lack of communication and missed opportunities
for cooperation. As one of the 15 components of
the IC (and the smallest), OIA needs to play a more
active role in the community. The newly created

position of Assistant Secretary for Intelligence and
Analysis has put OIA specifically, and Treasury more
generally, in a better position to effectively interact
with the IC, particularly with respect to the Director
of National Intelligence (DNI).

During its short tenure, OIA has already made
great strides in integrating Treasury into the IC,
and will continue to build on these efforts in FY
2006-2008. For OIA, an important initial step in
improving its integration into the IC was ensuring
that OIA’s priorities are closely aligned with those
of the IC, writ large. As is discussed at greater
length below, OIA priorities and direction are
closely aligned with those set forth by the Director
of National Intelligence in the National Intelligence
Strategy. OIA’s goals and direction align with key
DNI objectives in a number of areas, including:
strengthening analysis, WMD proliferation, keeping
policymakers informed, and building an integrated
intelligence capability. (See Appendix A).

In addition, for the first time in FY 2005, Treasury’s
intelligence office produced all source intelligence
analytic products, which were disseminated to

the IC, on terrorist financing and other important
national security issues. For example, OIA
produced a finished piece on the activities of an
important Non-Governmental Organization
(NGO), which may be providing support to terrorist
organizations. TFI’s Under Secretary passed a
diplomatic note--based on this finished piece--to

the foreign government where this NGO is based,
demanding that this government take action against
the NGO. In addition, OIA disseminated over

50 cables to the IC in 2005. These cables provide
valuable information to other IC members on the
financial activities of known or suspected terrorists
and their networks.

In 2005 OIA analysts also participated in the
drafting and coordination on a variety of IC
analytic products. These include: National
Intelligence Estimates, CIA studies, Senior
Executive Intelligence Briefs and Presidential Daily
Briefs. The additional personnel OIA is hiring will
allow OIA to further increase its contributions to
1C products, and to produce additional finished
intelligence picces, for dissemination to the IC.
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OIA has also established detail arrangements with
various intelligence, law enforcement and military
agencies, in an effort to improve information
sharing and coordination. These detail assignments
include:

¢ Military: OIA has analysts detailed to 3
of the military commands—CENTCOM,
PACOM, and EUCOM—and a military
officer from CENTCOM is assigned to OIA.
OIA also has an established liaison relationship
with SOUTCOM.

¢ Law Enforcement: The FBI has detailed an
intelligence analyst to OIA.

Intelligence: A representative from NSA

is assigned to OIA to provide support to
senior Treasury officials, and an analyst from
CIA is detailed to OIA to support OIA’s
counterproliferation efforts.

As OIA grows in size, we plan to expand the scope
of our detail assignments with U.S. intelligence,
law enforcement and military agencies. For
example, in FY 2006, OIA will be integrating a
SOCOM detailee into OIA. In addition, over the
next several years, OIA also intends to explore the
possibility of detailing an OIA analyst to the CIA;
working with NSA to detail an additional officer
to OIA; and, arranging a temporary assignment of
an OIA analyst to the National Counterterrorism
Center (NCTC). In FY 2006-2008, OIA is also
planning to engage in both formal and informal
analytic exchanges with its intelligence and law
enforcement partners. For example, the FBI and
OIA have agreed to work on several joint analytic
projects during the upcoming year. This type of
collaboration with FBI will continue in FY 2007-
2008.

OIA has also been involved in the efforts by the
DNI and the National Security Council/Homeland
Security Council to transform the information
sharing environment. OIA represents Treasury

on the Information Sharing Council and on

the Information Sharing Policy Coordinating
Committee.

Objective I: Increase Treasury representation
in IC forums and provide Treasury input to IC
assessments and plans.

¢ Increase participation in IC collection and
production boards.

* Reinvigorate relationship with National
Intelligence Council.

* Provide senior-level input into the production
and reviews of IC plans and assessments.

e Increase participation in DNI and NCTC
Working Groups and Task Forces.

Objective 2: Develop formal and informal
mechanisms for the dissemination of Treasury
intelligence products to appropriate IC members.

¢ Refine and expand process for producing
Treasury cables and other formal products,
including finished intelligence pieces.

¢ Develop Intelink and SIPR Net websites.

* Explore possible mechanisms to make
information gathered by Treasury officers
through overseas travel and contact with
foreign officials available to the IC.

Objective 3: Increase Treasury’s timely access to
relevant IC information.

¢ Expand analytic details and exchanges with
other IC agencies.

e Increase collaboration with other IC agencies
on analytic projects.

 Participate in DNI and HSC/NSC
Information Sharing Initiatives.

Objective 4: Develop bilateral relationships with
key foreign partners through the DNT’s office.

¢ Identify several key potential foreign
intelligence/law enforcement partners.
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* Develop strategy and objectives for bilateral
partnership.

Goal 4. Coordinate and oversee intelligence
throughout the Department, including OFAC’s and
FinCEN?’s intelligence analys

OIA is responsible for coordinating and overseeing
intelligence analysis within the Department. As
part of these duties, OIA will review all finished
intelligence products drafted by individual TFI
components and circulate them throughout TFI in
order to produce an integrated product for senior
policymakers. OIA will also serve as the central
coordinating point for the intelligence collection
requirements process. An important aspect of this
process will involve working with FinCEN to feed
collection requirements for the Department of the
Treasury to the Financial Intelligence Units (FIU)
worldwide. Moreover, OIA will also oversee the
Department’s intelligence analysis by providing
input into performance evaluations of appropriate
analysts within TFIL.

In 2005, OIA hired a full time Requirements
Officer, who is aggressively submitting requirements
and evaluations on behalf of all Treasury entities,
including OFAC and FinCEN, to the IC. In

these requirements submissions, Treasury includes
comprehensive background information as well as a
detailed statement of Treasury’s intelligence gaps to
help focus the IC on Treasury’s needs. In response
to these detailed requirements, Treasury has
received a greatly increased level of tailored support
from the IC. OIA will attempt to further improve
its integration into the IC requirements process in
FY 2006-2008.

Objective I: Drive intelligence analysis
" throughout the Department and provide guidance
on intelligence-related products.

* Prepare target lists, share them with other TFI
components, and coordinate prioritization of
targets.

Facilitate regular coordination/information
exchanges between OFAC, FinCEN, and OTA
analysts, as well as communication with IC.

* Serve as Point of Contact (POC) for
tasking from interagency forums dealing
with terrorism issues, such as the Terrorist
Financing Policy Coordinating Committee
or Deputies Committee in order to tap intra-
departmental resources in a coordinated,
comprehensive manner from the inception of a
new project.

Objective 2: Develop efficient and transparent
process for execution of common functions.

¢ Serve as TFI conduit for submission of
collection requirements to the IC in order
to deconflict and prioritize collection
requirements generated by TFI components.

Establish a common process for submitting
downgrade/declassification requests to the

1C, including compiling guidance on relevant
components at other USG agencies responsible
for processing downgrade/ declassification
requests. Serve as primary POC to the IC
dealing with deliberations regarding modifying
the existing declassification process.

Maintain a library of finished intelligence to be
provided to other TFI components in support
of ongoing projects.

Objective 3: Serve as the Senior Official of
the IC (SOIC), with all DCI Directive-related
responsibilities including managing Sensitive
Compartmented Information (SCI).

* Appoint and supervise the officers for the
handling and protection of SCI, including the
Cognizant Security Authority (CSA), Special
Security Officer (SSO), and Designated
Accrediting Authority (DAA).

Oversee the secure, timely distribution of all
national intelligence and SCI and ensure it
is handled in accordance with all applicable
directives, plans, and procedures; provide
training as appropriate.

10
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o Approve all billets for SCI access, maintain
Department-wide security clearance records,

and ensure that accurate clearance information

is passed to other agencies.

Oversee the approval, accreditation, and
continued security compliance of all Sensitive
Compartmented Information Facilities (SCIFs)
throughout the Department.

Ensure appropriate counterintelligence (CI)
policies and procedures are in place to protect
the Department’s sensitive capabilities, to
include technical support and travel/threat
briefings for senior Treasury officials.

Strategic Goal 5. Invest in people and
Information Technology.

In order to fulfill its mission, the Department will
need to make a significant investment in OIA’s
future, particularly in its human resources and
analytical tools necessary to get the job done.

The office has conducted a zero-based review of
its personnel needs, and is working with HR to
recruit talented staff with analytical skills. It is
also expanding its organizational structure, which
will allow for maximum flexibility in meeting the
changing priorities of key customers in TFI and
International Affairs. Under this structure, the
OIA analytic units will be more narrowly focused/
tailored than they have been in the past. OIA will
also retain the flexibility to “surge” analysts and
other resources towards immediate, high priority
requirements. OIA will be working to ensure
that the new analysts hired in FY 2006 are fully
integrated into the units, receive adequate and
appropriate training, and have access to the basic
analytic tools necessary to identify trends, patterns,
and “connect the dots.”

OIA will also be working to upgrade TFIN -

- the only system used by the Department of the
‘Treasury authorized for Top Secret/Sensitive
Compartmented Information (TS/SCI) ~which is
at risk of catastrophic failure. In FY05, Treasury’s
Office of the Chief Information Officer, with the

Treasury’s SOIC providing oversight, began the
process of stabilizing TFIN to meet Treasury’s
current intelligence needs. When the project is
complete, TFIN will have:

* New network hardware — servers, routers,
firewalls, switches, and workstations

Up-to-date network software — Operating
System and anti-virus tools

.

1C CIO Enterprise Architecture compatibility

Advanced analyst tools

Complete disaster recover and business
continuity capability

Ultimately, TFIN will interact seamlessly within the
1C and provide Treasury analysts with the common
software tools used throughout the Community to
allow timely and efficient collaboration with other
intelligence analysts in the IC, other government
departments/agencies, and the DoD.

Objective I: Recruit and hire a high quality
workforce.

¢ Identify the appropriate skills mix to build
an agile and highly responsive intelligence
analytical unit and intelligence liaison
function.

Develop relationships with outside entities,
including universities and other outside
experts, to identify potential candidates for
recruitment.

Work with Security to expedite clearance
process and get new hires on board.

Objective 2: Retain OIA personnel through
career development.

* Develop and implement a training plan for
OIA workforce for both analytical training and
expertise building, leveraging CIA University,
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Joint Military Intelligence College, State
Department Foreign Affairs Training Center,
and other government and non-government
education resources.

Provide opportunities for carcer development
and promotion through expanding variety

of assignments, including forward-deployed
analysts to the Combatant Commands,
National Counterterrorism Center, and details
to other agencies.

Ensure cach employee has a career
development plan outlining opportunities for
training and other assignments.

Objective 3: Recapitalize SCI network and
provide analytical tools.

Provide state-of-the-art analytical environment
for OIA personnel and acquire analytical

tools such as link analysis and data mining to
support the office’s ability to conduct in-depth,
strategic analysis.

Develop capability to store, retrieve, and
manipulate large quantities of data.

Rebuild SCI network to provide maximum
interoperability with other IC agencies in line
with E.O. 13356 and rebuild SCI network

to be compatible with the Department of
Defense’s Defense Messaging System network.

Develop disaster recovery capability to
protect vital electronic records and analytical
products.
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OIJA Human Resources Strategy

OIA is developing a hiring strategy to ensure that it is recruiting a high quality work force with
the appropriate skill mix. The addition of the new personnel will enable OIA to take significant
steps towards building the robust intelligence and analytic program necessary to fulfill its critical
mission.

RECRUIT:

OIA will take advantage of a number of different recruiting fora for its hiring effort. These include:

e IC Job Fairs
o Presidential Management Fellow Job Fairs

o Recruiting fairs at select universities

OIA will also be using a variety of federal recruiting programs, including:
o Presidential Management Fellows Program
o Federal Career Intern Program
o Student Career Experience Program

e Federal Career Fellows

HIRE:

o Analysts: OIA will be hiring all source analysts with a variety of experience, ranging from
very junior analysts directly out of graduate school to senior analysts with years of relevant
experience. OIA will be targeting analysts with prior IC and financial sector experience, as
well as relevant regional/area expertise.

Economists: OIA will be targeting economists in its FY 2006 hiring efforts. The Treasury
Department has made significant strides over the past several years designating terrorism—
and more recently proliferation—targets. Developing a better impact of the economic impact
of the sanctions is essential in assessing whether Treasury is focusing on the appropriate types
of targets. OIA economists will work closely with the other all source analysts to analyze the
likely effect of future designations.

Information Officer: As OIA expands, its IC administrative needs will increase as well.
OIA will be hiring an officer, who will facilitate OIA’s downgrade/declassification requests.
These types of request are essential for Treasury’s designations and for its diplomatic outreach
efforts.
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OIA Hiring Strategy, Continued

TRAIN:

Develop and implement a training plan for entire OIA workforce.

Appoint a Point of Contact for all training-related matters.

Ensure that analysts of all experience levels receive appropriate training, including courses
on: analytic tradecraft, analytic briefing/presentation, relevant regional/subject areas, and
analytic tools.

Ensure each employee has a career development plan outlining opportunities for training and
other assignments.

Leverage existing US Government training courses, including CIA University, Joint Military
Intelligence College, State Department Foreign Affairs Training Center, as well as non-
government education resources.

RETAIN:

Provide opportunities for career development and promotion through expanding variety of
assignments, including at the Combatant Commands, National Counterterrorism Center,
CIA, and other agencies.

Raise promotion potential for both managerial and analytic positions, in light of evaluation of
current responsibilities.

Provide the analysts with opportunities to frequently brief senior level Treasury and IC.
officials, as well as Congressional oversight committees.

Provide opportunities for both overseas and domestic travel to continue development of
expertise and skills.

14
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Measuring OIA’s Performance

OIA has identified a number of potential metrics, against which we will collect data that will
permit us to evaluate our current and future performance. As OIA evolves, we will conduct a
continuous internal review to ensure that we are using appropriate performance measures. We
may find the need to modify both the baselines and the performance measures themselves as a
result of this evolution and evaluation.

OIA’s metrics ~which are aligned with the DNT’s strategic objectives -- are designed to ensure
that OIA is fulfilling the objectives outlined in this plan. They include:

e Contributions of OIA analysts to IC products
o Customers’ satisfaction with timeliness, accuracy, and relevance of OIA’s products

e Integrating the new analytic hires into OIA by providing them with adequate and
appropriate training, mentoring and analytic tools

We are also in the process of developing additional metrics as well.

We anticipate that this performance management process will be particularly valuable for OIA
in judging our progress in the technological arena. In FY 2006, for the first time, we will be
closely tracking the TFIN system’s performance to establish a baseline. We plan to measure
our progress, in large part, by measuring the system’s performance in future years against

the baseline we establish this year. We hope to see that our efforts to upgrade the system will
result in far fewer system failures than we are currently experien

15
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OIA Goals Closely Aligned with those Established by the DNI

OIA’s priorities for FY 2006 are closely aligned with those of the DNI, as outlined in the DNT’s
October 2005 National Intelligence Strategy.

o Informed Policymakers: One of the DNT’s top mission objectives is to “anticipate
developments of strategic concern and identify opportunities as well as vulnerabilities for
decision-makers.” OIA’ top strategic goal to “provide policymakers with relevant intelligence
and expert analysis to support the formulation of policy and execution of Treasury authorities”
is consistent with this objective. OIA’s increased focus on strategic intelligence analysis in FY
2006 will also help OIA identify emerging issues relevant for policymakers.

Analytic Expertise: Transforming OIA into a center of analytic expertise on financial
and other support networks for terrorist groups, proliferators, and other key national security
threats, is in line with one of the DND’s top enterprise objectives, which is to “strengthen
analytic expertise, methods, and practices; tap expertise wherever it resides; and explore
alternative analytic views.”

WMD Proliferation: The Treasury Department’s ability to target proliferators of weapons
of mass destruction was enhanced in June 2005 with the issuance of Presidential Executive
Order 13382. This order applies the same tools Treasury has used to successfully block the
assets of terrorist supporters to those who aid in the spread of weapons of mass destruction.
OIA’s increased focus on this issue is aligned with the DNI’s objective of preventing and
countering the spread of weapons of mass destruction.

Integrated Intelligence Capability: The DNI’s top enterprise objective is to “build

an integrated intelligence capability to address threats to the Homeland...” Two of OIA’s
strategic goals are in line with this DNT objective. OIA’ efforts to enhance the Treasury
Department’s relations with the IG will help the DNI achieve this broader objective. OIA

is also responsible for building an integrated intelligence capability within Treasury, with

its responsibility for coordinating and overseeing intelligence throughout the Department.
Unifying and strengthening Treasury’s intelligence efforts will also help the Department build
stronger ties to the IC.

Appendix A-1
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Ms. GARDNER. In addition, it describes the role that OIA plays
in the Treasury Department’s intelligence activities, and expands
on OIA’s efforts to better integrate the office with the rest of the
Intelligence Community.

As you know, OIA was established by the intelligence authoriza-
tion bill in 2004, and prior to the creation of OIA, Treasury did not
have an in-house dedicated intelligence analytical element. Our
mission is to support the formulation of policy and execution of
Treasury’s authorities, and it is twofold. One is to support TFI in
providing expert analysis of intelligence on financial and other sup-
port networks for terrorist groups, proliferators, and other key na-
tional security threats. But also to provide timely, accurate and fo-
cused intelligence on the full range of economic, political, and secu-
rity issues for the Secretary, the Deputy Secretary, and the Office
of International Affairs.

While we are still a fairly new entity, we have taken a number
of significant steps in 2005 toward building the robust intelligence
and analytical program necessary to fulfill our mission. We are try-
ing to transform Treasury from a passive consumer of analytical
and intelligence products, to becoming a full member of the Intel-
ligence Community, and we are building a foundation to become a
true center of expertise on material support to terrorist organiza-
tions.

The funding allocated by Congress for fiscal year 2006 is allow-
ing us to make significant additional improvements in a number of
areas. For example, we have completed a research and production
plan for fiscal year 2006 to help guide our activities during the up-
coming year. The plan was coordinated with our primary customers
including within TFI, but also the entire Intelligence Community
and the National Security Council to ensure that our priorities are
aligned with the administration.

In particular, we are trying to improve our understanding of in-
surgency financing in fiscal year 2006 primarily through the Bagh-
dad-based Iraq Threat Finance Cell that you had mentioned, Mr.
Chairman, for which Treasury serves as the co-lead with
CENTCOM at DOD. ITFC was established to enhance the collec-
tion, analysis, and dissemination of intelligence to combat the Iraqi
insurgency, and that kind of intelligence is really critical to support
and strengthen U.S. and Iraqi coalition efforts to disrupt and elimi-
nate financial and other material support to the insurgency. In
fact, the Treasury’s presence in Iraq on ITFC is already paying
some dividends. More and better detailed information on the insur-
gency financing issues is becoming available. In addition, the finan-
cial intelligence analysts have provided great support to the mili-
tary in identifying trends and patterns in insurgency financing in
the context of a cash-based economy like Iraq.

The funding request for fiscal year 2007 will enable OIA to con-
tinue its efforts to build our intelligence capabilities by improving
key infrastructure and adding to our analytical breadth and depth
on terrorist financing and the financial underpinnings of other na-
tional security threats.

Let me just briefly mention the initiatives that we have. The first
one was one that you had mentioned, the Treasury Foreign Intel-
ligence Network, which is the sole source of top secret information
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into the Treasury Department. When TFI was created, our
counterterrorism-related responsibilities were expanded dramati-
cally, and the current system has not been modified or updated to
keep pace with changes in either intelligence user or technological
requirements. The operating system is no longer supported, and
our frequent crashes have been preventing senior Treasury officials
from receiving intelligence in a timely manner. What we will be
doing in response to some of your concerns on the IT management,
we have tried to leverage the expertise of the Intelligence Commu-
nity, so they are helping us so that we are not reinventing the
wheel, and we are taking off-the-shelf software and hardware. We
are also using the CIA to help do the project management for us,
so we have two levels of oversight. We have asked the DNI’s office,
the Director of National Intelligence, to also take a look. They have
a new CIO, and they are coming also to take a look at us to make
sure that we are on the right track. So we are ensuring that we
do have the proper project management discipline in place that the
Secretary has mentioned.

In addition to TFIN, we have an initiative for All Source Anal-
ysis Capability. As Under Secretary Levey mentioned, over the past
year as OIA has grown, policy makers both at Treasury and at the
White House have become more aware of Treasury’s capabilities,
and OIA has increasingly been tasked with addressing the most
pressing national security issues. Given our small size, we have
gone from zero analysts in the beginning of fiscal year 2005, to 53
analysts, and will hopefully have 15 more. Bringing these new ana-
lysts on board as quickly as possible is essential to our continued
success, and these additional positions will allow us to engage in
increased analytical exchanges with other national security and In-
telligence Community agencies, and this also includes our effort to
sustain the effort in Baghdad.

PREPARED STATEMENT

Finally, one more initiative that is important is our secure space.
As you know, OFAC also is going to be growing in terms of its ter-
rorism and WMD designation programs, and together we are going
to try to make sure that we have the secure space available to
house these new analysts.

Thank you very much for your continued support, and for your
comments this morning.

[The statement follows:]

PREPARED STATEMENT OF JANICE GARDNER

Chairman Bond, Ranking Member Murray, and members of the subcommittee, I
thank you for the opportunity to testify today on the Office of Intelligence and Anal-
ysis’ 2007 budget request. The Department of the Treasury greatly appreciates the
committee’s support to this point for our efforts to establish and build the Office of
Intelligence and Analysis (OIA).

I request that a copy of OIA’s report on its fiscal year 2006-2008 strategic direc-
tion be entered into the record. We produced this report for your committee in re-
sponse to the conference report accompanying the fiscal year 2006 appropriations
bill. OIA was required to submit a report that detailed “how OIA will implement
the purpose of the Office as intended by the Congress.” OIA’s report defines its mis-
sion, establishes strategic objectives, and outlines OIA’s priorities and direction for
the next several years. In addition, it describes the role that OIA will play in the
Treasury Department’s intelligence activities, and expands on OIA’s plans to better
integrate the office into the Intelligence Community (IC). We hope that the com-
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mittee members will find the report to be helpful as they consider OIA’s 2007 budg-
et request.

I will discuss a number of the themes covered in the OIA report in my prepared
remarks today. I will provide some background on our office, provide an overview
of the significant progress we made in fiscal year 2005, update you on where we
stand with our fiscal year 2006 efforts, and explain how we would plan to use the
funds we have requested in fiscal year 2007.

BACKGROUND ON OIA

OIA was established by the Intelligence Authorization Act for fiscal year 2004.
The Act specifies that OIA shall be responsible for the receipt, analysis, collation,
and dissemination of foreign intelligence and foreign counterintelligence information
related to the operation and responsibilities of the Department of the Treasury.
Plrior to the creation of OIA, Treasury did not have an in-house intelligence analytic
element.

On April 28, 2004, Secretary of the Treasury John Snow established the Office
of Terrorism and Financial Intelligence (TFI) by Treasury Order, which placed OIA
within TFI. As the Assistant Secretary, I report directly to Under Secretary Levey,
who heads TFI.

OIA’s mission is to support the formulation of policy and execution of Treasury
authorities by:

—Producing expert analysis of intelligence on financial and other support net-
WngS for terrorist groups, proliferators, and other key national security threats,
an

—Providing timely, accurate, and focused intelligence on the full range of eco-
nomic, political, and security issues.

SIGNIFICANT PROGRESS IN FISCAL YEAR 2005

While OIA is still a fairly new entity, it took a number of significant steps in 2005
towards building the robust intelligence and analytic program necessary to fulfill its
critical mission. Moving the OFAC Foreign Terrorist Division (FTD) analysts to OTA
was instrumental in transforming Treasury from a passive consumer of analytic and
intelligence products to a full contributing member of the IC. OIA has been using
the expertise of these analysts—as well as that of the new hires—as a foundation
for a true center of expertise on material support to terrorist organizations. As a
result, OIA has considerably improved its analytic coverage and capability in pri-
ority areas, such as Iraqi insurgency funding.

OIA’s top priority, as we mentioned in our report to your committee, is to help
translate intelligence into policy. OIA analysts conduct “all source” analysis, regu-
larly reviewing a broad range of information from the IC, including human and sig-
nals intelligence reports, other agencies’ analytic assessments, as well as open
source information. OIA’s role in this regard is to then ensure that the current intel-
ligence information and analysis are incorporated into all aspects of policy delibera-
tions. OIA took several steps in 2005 to address this objective.

—Perhaps most significantly, OIA initiated weekly targeting sessions, which are
led by Under Secretary Levey and include officials from OIA, OFAC, and
FinCEN as well. At these sessions, potential targets are presented and dis-
cussed. The participants assess the full range of potential Treasury actions, in-
cluding designation, and then assign follow up action.

—OIA also began producing analytic papers for Under Secretary Levey, primarily
on nongovernmental organizations (NGOs), which may be providing support to
terrorists. Under Secretary Levey has passed a number of these papers to the
foreign governments where these NGOs are based, asking them to take appro-
priate action. He has then followed up to ensure that the governments are tak-
ing the necessary steps to put a halt to this activity.

In addition to these diplomatic papers, in 2005 Treasury’s intelligence office pre-
pared a number of other all source intelligence analytic products on terrorist financ-
ing and other national security threats. In fact, OIA has disseminated over 50 cables
to the IC over the past year. OIA analysts also participated in the drafting and co-
ordination on a variety of IC analytic products. These include:

—National Intelligence Estimates;

—CIA studies; and

—Articles for senior administration officials, such as the Senior Executive Intel-
ligence Brief.

There were two key reasons why OIA was able to improve its capability to

produce all source intelligence analytic products. First, Treasury—through OIA—is
becoming far better integrated into the IC than it has been in the past. In 2005,
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OIA hired its first full time Requirements Officer, who has played a key role in
bringing OIA into the IC. This officer is sending in specific questions and inquiries
on behalf of all Treasury entities, including OFAC, to the IC. In these “requirements
submissions” Treasury includes comprehensive background information as well as
a detailed statement of Treasury’s intelligence gaps to help focus the IC on Treas-
ury’s needs. In response to these detailed requirements, Treasury has received a
greatly increased level of tailored support from the IC.

Second, OIA has also built its analytic expertise and improved its access to intel-
ligence information by establishing detail arrangements with various intelligence,
law enforcement and military agencies. These detail assignments include:

—Military.—OIA has analysts detailed to 3 of the military commands—

CENTCOM, PACOM, and EUCOM—and a military officer from CENTCOM is
assigned to OIA. OIA also has an established liaison relationship with
SOUTCOM. SOCOM is also preparing to assign an officer to OIA.

—Law Enforcement.—The FBI has detailed an intelligence analyst to OIA.

—Intelligence.—A representative from NSA is assigned to OIA to provide support

to senior Treasury officials.

In 2005, OIA also began to build its analytic expertise and coverage in another
key area—proliferation financing. The Treasury Department’s ability to target
proliferators of weapons of mass destruction (WMD) was enhanced in June, 2005
with the issuance of Executive Order 13382. This order applies the same tools
Treasury has used to successfully block the assets of terrorist supporters to those
who aid in the spread of WMD. OIA analysts were integrally involved in supporting
OFAC in developing the designation targets listed in the annex of the Executive
Order, and continue to assist OFAC investigators in identifying intelligence report-
ing that may be useful to support future designations.

BUILDING ANALYTIC COVERAGE AND DEPTH IN FISCAL YEAR 2006

The funding allocated by the Congress for fiscal year 2006 is allowing OIA to
make significant additional improvements in a number of areas this year. For exam-
ple, the additional personnel and the infrastructure improvements funded in fiscal
year 2006 are enabling OIA to increase its analytic coverage and to further develop
its expertise on the financial aspects of key threats to U.S. national security, includ-
ing terrorism and WMD proliferation.

In fiscal year 2006, OIA analysts will be completing strategic research papers on
high priority terrorist and proliferation financing topics. OIA has completed a re-
search and production plan for fiscal year 2006 to help guide OIA’s activities during
the upcoming year. The plan was coordinated with OIA’s primary customers, includ-
ing TFFC, OFAC, and FinCEN, and is consistent with IC, NSC, and Treasury prior-
ities.

—Terrorist Financing.—Over the past several years, the terrorist threat has be-
come far more decentralized in nature, and many terrorist groups affiliated
with al Qaida increasingly pose a serious threat to U.S. national security. In
fiscal year 2006, OIA will continue to develop its analytic expertise and expand
its analytic coverage on the financial and other support networks of the various
ferrorist groups and networks bent on attacking the United States and its al-
ies.

—Insurgency Financing.—OIA will attempt to improve its understanding of the
insurgency financing in fiscal year 2006, primarily through the Baghdad-based
Iraq Threat Finance Cell (ITFC) for which Treasury serves as the co-lead with
Department of Defense. ITFC was established to enhance the collection, anal-
ysis and dissemination of intelligence to combat the Iraqi insurgency. Such in-
telligence is critical to support and strengthen U.S., Iraqi and Coalition efforts
to disrupt and eliminate financial and other material support to the insurgency.
—In fact, the Treasury presence in Iraq on the ITFC is already paying divi-

dends. More and better detailed information on the insurgency finance issues
is becoming available. In addition, the financial intelligence analysts have
provided great support to the military in identifying trends and patterns in
insurgency financing in the context of a cash-based economy.

—Rogue Regimes/Proliferation Financing.—Over the past year, OIA has assumed
an increasingly important role in Treasury’s effort to combat national security
threats, including rogues regimes involved in WMD proliferation, such as Iran,
Syria, and North Korea. In fiscal year 2006, OIA is continuing to build on its
nascent effort in this critical area.

To accommodate its rapid growth, and to achieve the ambitious goals that have

been laid out for OIA, we have developed a hiring strategy to ensure that we are
recruiting a high quality work force with the appropriate skill mix. OIA has been
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taking advantage of a number of different recruiting fora and using a variety of Fed-
eral recruiting programs, such as the Presidential Management Fellows Program.
In terms of our analytic hires, OIA is hiring all source analysts with a variety of
experience, ranging from junior analysts directly out of graduate school to senior an-
alysts with years of relevant experience. OIA is also targeting analysts with prior
IC and financial sector experience, as well as relevant regional/area expertise.

OIA is also targeting economists in its fiscal year 2006 hiring efforts. The Treas-
ury Department has made significant strides over the past several years designating
terrorism—and more recently proliferation—targets. Developing a better assessment
of the economic impact of the sanctions is essential in determining whether Treas-
ury is focusing on the appropriate types of targets. This kind of analysis is ex-
tremely valuable not only for Treasury policymakers, but for policymakers else-
where in the government as well. It can help shed light on what policy tools the
U.S. Government should use—and are likely to be effective—against particular
countries or targets.

In sum, we believe that we are on track to succeed with our rapid expansion, and
that we will make—and are already making—major strides in fiscal year 2006 to
continue transforming OIA into a center of analytic expertise on the issue of finan-
cial and other support networks for terrorist, proliferators, and other key national
security threats.

FISCAL YEAR 2007 BUDGET REQUEST

The funding request for fiscal year 2007 would enable OIA to continue its efforts
to build Treasury’s intelligence capabilities by improving its key infrastructure and
adding to its analytic breadth and expertise.

Our key initiatives in our fiscal year 2007 request include:

TFIN.—The modernization of Treasury’s Foreign Intelligence Network (TFIN), the
sole information technology system in the Department authorized for Top Secret in-
formation. With the creation of Treasury’s Office of Terrorism and Financial Intel-
ligence (TFI) and OIA, the Department’s counterterrorism-related responsibilities
were expanded dramatically. A new information technology architecture was re-
quired to support this broader, Congressionally-mandated mission. The current sys-
tem is unstable and has not been modified or upgraded to keep pace with the
changes in intelligence, user, or technological requirements. The operating system
is no longer supported and the entire system is at risk of catastrophic failure. The
frequent system crashes have been preventing senior Treasury officials from receiv-
ing intelligence reporting from other agencies in a timely manner. In addition, the
system’s performance issues have been hampering the ability of Treasury’s intel-
ligence analysts to perform their jobs.

Ultimately, the upgraded TFIN system will allow Treasury to interact seamlessly
within the IC and provide Treasury analysts with the common software tools used
throughout the Community. It will allow timely and efficient collaboration with
other intelligence analysts in the IC, other government departments/agencies, and
the Department of Defense.

ITFC.—Our request will allow Treasury to sustain its co-lead role in the Baghdad-
based ITFC. Two Treasury officers have already been assigned temporarily to Iraq,
where they conducted the initial assessment or “Phase I”. “Phase II,” which calls
for the assignment of Treasury personnel to Iraq on an ongoing basis to bolster the
all-source intelligence analysis on the insurgency, is now in progress. Improving the
U.S. Government’s understanding of the insurgency funding is a key goal for our
office, and I as mentioned earlier, this interagency initiative is already paying im-
portant dividends.

All Source Analysis Capability.—The additional analysts OIA is requesting in fis-
cal year 2007 will allow OIA and Treasury to further increase the depth and
breadth of its analytic coverage and expertise in priority areas, such as terrorist fi-
nancing, and proliferation financing. Over the past year, as OIA has grown and pol-
icymakers—both at Treasury, in the White House and elsewhere—have become
more aware of its capabilities, OIA has been increasingly tasked with addressing the
most pressing national security issues. Given its small size and increasing impor-
tance, bringing new analysts on board as quickly as possible is essential for OIA’s
continued success. These additional positions would also allow OIA to engage in in-
creased analyst exchanges with other national security and IC agencies, in accord-
ance with the Intelligence Reform and Terrorist Prevention Act of 2004.

Secure Space.—As the committee is aware, in addition to the proposed OIA
growth, the Office of Foreign Assets Control (OFAC) is expanding its terrorism and
WMD designations programs. Both OIA and OFAC’s expansion is necessary, in part,
as a result of the June 2005 Executive Order, giving the Treasury Department addi-
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tional authority to target proliferators of WMD. The highly classified work of these
expanding units can only be accomplished in specially constructed secure areas,
known as Sensitive Compartmented Information Facilities (SCIF's). Once the fiscal
year 2006 hires have been assigned their work spaces in existing SCIF's, there will
be no available SCIF space remaining in the Department. Both OIA and OFAC are
requesting additional positions in fiscal year 2007; the Secure Space Initiative is di-
rectly linked to that request. Given the lack of remaining available SCIF space in
the Treasury Department, we will have to build additional SCIF space to accommo-
date any fiscal year 2007 OIA and OFAC hires. Adequate security infrastructure is
critical to protecting the intelligence and national security functions of the Depart-
ment. Approval of this initiative will ensure Treasury personnel have the required
secure workspaces to support the mission of disrupting and dismantling the finan-
cial infrastructure of the terrorists and isolating their support networks.

CONCLUSION

Thanks again for your continued support for OIA and TFI. We appreciate the con-
fidence that your committee has shown in our office to this point. We believe that
the resources that we requested in fiscal year 2007 will enable OIA to take the next
steps in building the type of robust intelligence capability that Congress envisioned
when you created our office.

That concludes my prepared remarks. I would be happy to answer any questions.

TFI AUTHORITIES

Senator BOND. Thank you very much, Ms. Gardner. Mr. Levey,
I am delighted to hear that our allies are now saying that we ought
to hold financiers to account. You may know I am from Missouri
which is called the “Show Me” State. A lot of times I keep thinking
about that old country music song, “I Want a Lot Less Talk and
a Whole Lot More Action.” Would you please tell us when you start
seeing the action? Words are nice.

Let me ask you to explain in a little more detail how TFI has
had an impact on combatting terrorist financing and what new
powers you have that Treasury could not do before TFI was cre-
ated, and what additional resources you may need from this com-
mittee or from the Intelligence Committee.

Mr. LEVEY. I think maybe we should do that by discussing the
initiatives that we have asked for, in addition to the ones that As-
sistant Secretary Gardner laid out for our Intelligence Office which
are critical in order to answer the increased demand. I want to
highlight one thing that she said, which is that success breeds de-
mand in this. People are seeing that the actions that we take in
terms of looking at the financial system and trying to both make
it impervious to illicit activity on the one hand, but also to target
illicit activity within it on the other to identify the bad actors and
call them out and get financial institutions to say they are going
to stop doing business with them. People are seeing that that is
really valuable, and so they are asking us to do more and more on
different important issues, both with respect to WMD proliferation
and terrorism.

In order to do that, one of the most important things we need
is the intelligence capability to support it. We need to be able to
come up with the analysis, identify the right targets, know the
right networks, so that we can exercise our authorities wisely. This
is, I think, attributable to the fact that we have this Intelligence
Office that Assistant Secretary Gardner leads and that she has
been building, but we need to continue to build it, both in terms
of personnel and in terms of the infrastructure to support it which
is the TFIN network and secure space.
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In addition, we need to be able to continue to build up OFAC to
follow through on the tactical actions, and so our 2007 budget re-
quest includes additional analysts for WMD proliferation and ter-
rorism. On the terrorism issue in particular, what those are for,
Mr. Chairman, is to follow up on entities that are already des-
ignated, because one thing we know, as you indicated in your open-
ing statement, is that these terrorist entities are very capable and
flexible, and we have to be flexible, too. So once we designate some-
one or an entity, we need t