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I ntroduction

An effective transportation system is a critical
underpinning of the state’ s economy and
qudity of life. At the same time, the
organizational structure of the state’'s
transportation agencies has powerful effects
on their ability to plan, develop and operate a
first-rate transportation system.

The departments and authorities that manage
the largest components of the transportation
network — the Executive Office of
Transportation and Construction (EOTC), the
M assachusetts Highway Department (MHD),
the Massachusetts Turnpike Authority
(MassPike), the Massachusetts Bay
Transportation Authority (MBTA) and the

M assachusetts Port Authority (MassPort) —
face a daunting set of challenges that have
arisen in the years since the agencies were
created.

With the Central Artery/Tunnel project the
highest priority over the last decade, the
Commonwealth has falen far behindin
addressing other transportation needs. Nearly
$5 billion of authorized highway and other
transportation projects are in the queue for
bond funding, but the state plans to spend less
than $600 million of transportation bonds per
year. The result is an enormous backlog of
deferred maintenance and repair projects, with
61 percent of the state's roads in poor or
mediocre condition and 12 percent of its
bridges structurally deficient. At the same
time, the state lacks adequate funding to
enhance and expand the system. Magjor
highway improvements that have not yet been
authorized would make the list even longer.
The MBTA has more than $2 hillionin legdly
required expansion projects on its agenda and,
at the same time, faces $3 billion in deferred
maintenance and modernization of its present
system.

None of the state’ s transportation agencies can
afford to finance more than afraction of the
costs of expanding and maintaining its piece
of the system. The Commonwealth’s heavy

debt burden limits borrowing for capita
projects, and operating budget cuts have
pushed MHD to use an increasing share of its
bond funds to cover personnel costs. Federal
transportation aid was cut by 40 percent in
1998, and over the next decade the state will
need to divert $1.5 billion in future federa
highway aid to repay Artery debts. Even with
amodest increase in future federal support,
which now appears likely, the state will till

be struggling to pay for the most critical
trangportation improvements.

The MBTA’sfinancid capacity islimited by
its finite revenue sources under forward
funding and the heavy $4 hillion debt burden
inherited from the old funding system.
MassPike' s contributions to Artery
construction costs have put that authority $2.5
billion in debt, and it now faces the costs of
operating and maintaining the highway
network with no new source of funds and
threats to its existing revenues from proposals
to diminate tolls. The ability of dl of the
authorities, including MassPort, to finance
their capital programs has also been affected
by revenue losses attributable to the economic
downturn and increased security costs since
9/11.

The financia shortfalls exacerbate complex
operationa and planning issues. Completing
construction and cost recovery on the Artery
will require tremendous attention and
resources, and the state is now faced with the
challenge of operating and maintaining the
new system, one of the most technologicaly
sophisticated road networks in the world.
Looking beyond the Artery and deciding the
state’ s priorities for the next generation of
trangportation improvements is complicated
by the fragmented organization and funding of
the transportation agencies and the lack of an
overarching strategy to guide planning.

Itisin this context that the administration has
proposed to merge the operations of the
Turnpike Authority and Highway Department
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and to make other changes in the organization
of the transportation agencies. The Governor
deserves credit for initiating an important
debate with his proposals, and the Legidature
deserves credit for responsibly taking up the
issue. A joint commission on transportation
restructuring was formed last year in response
to the Governor’s merger proposal when it
was first introduced. The commission, which
includes representatives of the administration,
the Legidature, the transportation agencies
and the business community, has been
meeting and considering a range of options for
organizing transportation responsibilities. The
Housg, in its fiscal 2005 budget, has proposed
the creation of a Trangportation Coordination
Council to identify opportunities for savings
and to develop comprehensive transportation
plans.

Digointed and unable to finance more than a
fraction of the state' s capital investment
priorities, the transportation agencies are
widely recognized as being in need of reform.
The purpose of this paper isto provide
guiddines for evduating restructuring
proposals and to consider the administration’s
key proposals in the context of those
guidelines.

The organizations authoring this report — the

M assachusetts Taxpayers Foundation (MTF)
and the Artery Business Committee — have a
major stake in the success of the transportation
system and each has devoted significant
resources to transportation issues.

The Road to Reform

MTF has published a series of research reports
on trangportation finance issues, including
Reaching the Breaking Point: The
Commonwealth’s Capital Dilemma, an
analysis of the impact of paying for the
Centra Artery on the Commonwedth's ability
to meet its capital needs, and The Third Rail:
Financing the MBTA, which contributed to
MTF s pivota role in the enactment of the
MBTA forward funding legidation. MBTA
Capital Spending: Derailed by Expansion?
and, most recently, MBTA: Increasing Fiscal
Strains Threatening Success of Forward
Funding, have highlighted the need to develop
new funding sources for expansion of the
trangit system and to put the T on a sound
financia footing. Three of these reports have
won prestigious national awards.

The ABC was formed in 1989 as the voice of
the business community on al matters that
pertain to the CA/T project. Itsfocus has been
on construction and traffic mitigation,

planning and design, and transportation
finances. The organization played alead role
in establishing the Metropolitan Highway
System legidation in 1997 and has been an
active participant in influencing state and
federal transportation financing. It is currently
involved with shaping the design and
governance of the new Rose Kennedy
Greenway.
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Executive Summary

The Commonwealth needs comprehensive,
integrated transportation planning.

The Turnpike/Highway Department
merger and new Office of Transportation
Planning proposed by the Governor
acknowledge the state' s fragmented
transportation decision making process.
The larger issue that needs to be addressed
is coordinated intermoda planning among
the Executive Office of Transportation and
Congtruction (EOTC), the Massachusetts
Highway Department (MHD) and the
authorities.

Any reorganization of the
Commonwealth’s transportation agencies
should be aimed at developing a
comprehensive investment plan to meet
the state’ s critical transportation needs.
Major decisions about statewide capital
priorities are now being made in a
piecemed way, with limited statewide
perspective governing the alocation of
resources. Thereis no process for
weighing the benefits of trangit projects
againgt those of highways, and no

should be created to develop such a
strategy.

Any reorganization of the state's
transportation agencies should preserve
the ability of the agenciesto generate the
revenues required to fund investmentsin
trangportation, including tolls and other
user fees. In particular, the proposal to
merge MassPike and MHD raises
legitimate concerns about the
Commonwedth’s long-term ability to
maintain adequate funding sources for the
Metropolitan Highway System (MHS) and
the Turnpike.

The creation of independent authorities
empowered to cover their costs through
user fees has long been a centra part of
the state' s organizational strategy and isin
other states a common model for building
and running the most expensive and
complex trangportation assets. The ability
to raise substantial and predictable
amounts of revenue is one of the primary
reasons why the authorities were created
to manage major transportation projects.

regularly functioning mechanism for
combining funds across agencies to
finance the top statewide priorities.

The Commonwealth needs to strengthen its
ability to operate and maintain its
transportation assets.

The Commonwealth needsto preserve and
strengthen its capacity for financing
investmentsin transportation.

Protecting the integrity of the taxpayers
$15 hillion investment in the Central
Artery and harbor tunnels requires an

Facing alist of unfunded transportation
needs totaling a least $10 hillion, the
Commonwesdth needs to develop and
implement a strategy for financing the
most important projects, including tools
for leveraging the revenue-raising
capacities of the state and each authority.
While trangportation pricing through tolls
and fares must be part of the strategy,
other financing mechanisms, such asredl
estate development and leveraging
increased property values, also need to be
considered in a more comprehensive way.
A transportation finance commission

organization whose focus is operating and
maintaining the system. The organization
needs advanced technical and financial
capacities for the tasks, which are far more
complex and costly than for other state
roads. A series of consultant reports and
decisions by previous administrations and
legidatures suggest that MassPike is likely
to be best equipped to accomplish these
tasks.

The proposd to give the Highway
Department responsibility for completing
the Central Artery and operating and
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maintaining the MHS raises concerns
about MHD’s ability to take on new
responsibilities of this magnitude. With
aready limited resources, focusing its
attention on the MHS could aso impair
MHD’s ability to accomplish its current
mission of constructing, operating and
maintaining the bulk of the
Commonwedth’s highway network.

Given the high stakes and the complexity
of the tasks involved, any proposal to
restructure the management of the state's
transportation system should be backed by
adetailed implementation plan that spells
out the budget, funding sources, structure,
staffing, capabilities and performance
standards for the new organization. Given
the challenges of MHD’ s current
responsibilities, the implementation plan
needs to demonstrate how the department
could succeed — a managing the
completion of Artery construction, at
operating and maintaining the MHS, and
at meeting the need for capital investments
throughout the state road and bridge
system.

The Road to Reform

Achieving savings by eiminating overlap
and duplication is an important godl,
especidly during atime of tight State
budgets and unfunded transportation
priorities. However, saving dollarsis only
part of the reason for reform. The
requirement for comprehensive, integrated
transportation planning, for additiona
revenues to finance transportation
investments, for better construction
procurement and project management
methods, and for enhanced organizationa
capacities to operate and maintain crucia
transportation assets are al critical reasons
to pursue reforms.

Examination of the projected savings from
aMassPike/MHD merger suggests that
some would be difficult or impossible to
realize, would clearly result in reduced
services, or would shift costs currently
borne by MassPike to other state agencies.
Other savings could be achieved without a
merger. In any case, the value of the
savingswould be diminished if the results
were lower quality operations and
maintenance of the MHS and an even
longer backlog of improvements and

Reform is needed to produce savings while
improving the quality of transportation
services.

repairs to other state roads and bridges.

The Governor and the Legidature clearly
recognize the need for reforms and should
be commended for initiating the debate
with serious proposals.
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Summary of Current Reform Proposals

Governor Romney and the Legidature have
made five distinct proposals to reorganize the
state’ s transportation agencies:

Merging the operations and finances of the
Turnpike Authority with the

M assachusetts Highway Department
(MHD), included in the Governor’ s fisca
2005 budget proposd;

Allowing MHD to operate and maintain
parkways owned by the Department of
Conservation and Recreation (DCR), also
included in the Governor’s proposed 2005
budget;

Creating an Office of Transportation
Planning and other changes in the
relationship between MHD and the
Executive Office of Transportation and
Congtruction (EOTC), included in the
adminigtration’ s transportation bond bill;

Eliminating the MHD Board of
Commissioners, dso included in the bond
hill;

Reconstituting the board of the

M assachusetts A eronautics Commission
(MAC), dso contained in the bond hill;
and

Creating a Transportation Coordination
Council, in the House' s 2005 budget
proposa.

Turnpike Authority/Highway Department
Merger: The proposed merger includes
governance, operational and financia aspects
that are largely separable, i.e., any one of these
components could conceivably be adopted
without the others. The Turnpike Authority
board would be reconstituted to include ex
officio the secretaries of Administration and
Finance and Trangportation and Construction,
aswell asthe chair of the Commonwedlth
Development Coordinating Council, with the
Governor selecting the board’s chair. The
Authority would retain control over Turnpike
policies and operations, including toll levels,

athough the board would be precluded from
actions that would adversaly affect the
Commonwealth’ s finances.

The Metropolitan Highway System legidation
that currently governsthe Central Artery
project cals for MHD, which owns the Artery
and the associated surface parcels, to transfer
the property to the Turnpike Authority, which
is managing the project, when construction is
complete. Under the Governor’s proposal, the
Artery would remain under MHD ownership.

The proposal would also diminate most of
MassPike' s administrative positions and
transfer the remainder, as well as tall
collectors and operations and maintenance
staff, to MHD. MHD would operate the
Artery, aswell as the Turnpike and harbor
tunnels, under a memorandum of
understanding with the Authority.

Merging the operations of MassPike and
MHD is projected by the administration to
save $20 million annudly in Turnpike
operating costs. The proposal anticipates that
budget cuts would eiminate duplicative
overhead costs, and savings would be
achieved without diminishing the qudity of
the maintenance of the Turnpike or Central
Artery. According to the administration’s
assessment, the Turnpike Authority is
operating at aloss and the savings are
necessary to stave off insolvency or premature
toll increases.

Under the proposa, the Turnpike would
reimburse the Commonwealth for MHD’s
costs of operating and maintaining the
Turnpike, Artery and harbor tunnels by
transferring tolls and other revenuesto a
newly created state fund, the Turnpike
Efficiency Fund. These costs are estimated at
$161 million in fisca 2005.

The Commonwealth would cover the
Turnpike' s debt service costs with contract
assistance payments from the state’ s General
Fund, which would aso be reimbursed with
Turnpike revenues. The payments, budgeted



Massachusetts Taxpayers Foundation

a $113 million in 2005 (in addition to the
existing $25 million debt service subsidy),
would be general obligations of the
Commonwedth.

The Turnpike' s debt is currently backed only
by tolls and other Pike revenues, which
necessitates setting aside $180 million of the
bond proceeds in a debt service reserve fund.
Providing Commonwealth backing for the
Turnpike' s debt would eliminate the need for
the reserve fund and allow the $180 million to
be spent on Turnpike capita projects, whichin
turn would free up $190 million in other
Turnpike funds derived from property sales.
The administration proposes to use the $190
million to help balance the state’ s 2005
budget.

Any remaining Turnpike revenues beyond
those needed to cover operating and debt
service costs would aso be transferred to the
Turnpike Efficiency Fund, where they could
be used for any state purpose. The
administration’s proposal would use between
$20 million and $50 million of Turnpike funds
for maintenance of the open space parcels
created by the dismantling of the Centra

Artery.

Department of Conservation and Recreation
Parkways: House One, the Governor’s fisca
2005 budget proposal, would alow DCR to
enter into agreements with MHD to operate
and maintain its network of parkways
(formerly operated by the Metropolitan

Digtrict Commission). DCR would retain
ownership and control over the roads, which it
currently operates with its own resources.

The Road to Reform

Highway Department/EOTC | ntegration:
Provisions of the administration’s
transportation bond bill would overhaul the
relationship between MHD and EOTC by
eliminating MHD’ s board of commissioners —
an anachronistic structure with state
employees as commission members — and
having the Highway Commissioner report
directly to the Secretary of Transportation and
Congtruction. The bill would also create an
Office of Trangportation Planning within
EOTC; MHD currently controls the state's
highway planning resources. MHD and
EOTC have dready begun the process of
integrating their operations by merging
adminigtrative functions.

Massachusetts Aeronautics Commission:
The bond bill would also make the Secretary
of Transportation and Construction the chair
of the MAC board, which oversees
development and operations at the state’s
genera aviation airports. MAC is currently
under the EOTC umbrella, but the Secretary
does not have a seat on its board.

Transportation Coordination Council:  The
House budget proposal for fisca 2005 would
create a Transportation Coordination Council
charged with identifying ways to improve
efficiency and achieve savings through
sharing of resources and facilities,
consolidating functions and improving
coordination of services. The Council would
aso develop along-range comprehensive
statewide transportation plan, including
recommendations for financing projects.
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Comprehensive, Integrated Transportation Planning

The organization of the transportation
agencies should enhance the ability of the
Commonwedlth to determine priorities among
competing transportation needs, and to
allocate dollars across agencies and
transportation modes to ensure the best use of
limited capital and operating funds. What the
Commonwesalth needs is an overarching
strategy for developing and maintaining its
entire transportation system — including
highways, trandit and aviation — and an
organizational structure that supports the
strategy.

each authority to advance the state’s most
important priorities.

The Governor’s proposal to merge MassPike
and MHD would clearly create the opportunity
for better coordination between the Authority
and other state agencies, reducing the chance
of the Authority taking actions that run
counter to broader Commonweslth interests.
Not only would the planning and engineering
functions of MassPike be absorbed by MHD,
but the secretaries of Administration and
Finance and Transportation and Construction,
aswell asthe chair of the

With a host of costly Figure 1 Commonwedlth
transportation Development
improvements Authorized and Proposed Transportation ~ Coordinating Coundil,
competing for Projects vs. Planned Spending would have seats on the
congtruction dollars s millions Authority’s board. For
(seeFigure 1), 4,620 policy making and
developing a operationa purposes, the
comprehensive Authority would become
transportation part of the executive
investment plan for branch. Combined

the Commonwedth, operations would also
together with a potentially generate
strategy for 91 some savings that could
financing the bereinvested in

highest priorities, Bond Authority Capital Plan 2004 transportation

should be an explicit improvements.
component of any But those benefits would

reorganization proposal. The objectiveisto
advance the most critical projectsin every
transportation mode in the context of the
overdl system.

Crafting an integrated approach to
transportation development is complicated by
the autonomous nature and separate funding
streams of the state’ s departments and
authorities. Any proposed organizationa
arrangement should facilitate coordinated
planning among EOTC, MHD, the authorities,
metropolitan planning organizations (MPOS)
and regiona planning agencies (RPAS).
Financing major trangportation projects will
require mechanisms for combining capital
funds generated by the Commonwealth and

come at a potentially steep cost. The
Commonwealth would put the fate of its most
valuable transportation asset in the hands of a
department that, for many years, has had great
difficulty maintaining its own roads and
bridges. The state would run the risk of
diluting the organizational capacity for
managing complex transportation facilities
that the Authority has built up over the last
five decades. And by making tolls a state
revenue source and putting the executive
branch firmly in control of the MassPike
board, the merger would likely diminate the
Authority’ s forma independence, akey
safeguard for maintaining tolls as an important
transportation revenue source.
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Fractured Decision Making Process. The
M assachusetts Business Roundtabl e’ s report,
Transportation Planning and Development in
Massachusetts: Recommended Changes for
the New Millennium, examined the
transportation planning processesin
Massachusetts and 17 competing states,
concluding:

M assachusetts appears to have the most
fragmented transportation decision-
making process of any of the states by
far. Part of thisisdueto alack of a
strong central Department of
Transportation and part due to the
existence of separate transportation
authorities, such as the Massachusetts
Turnpike Authority, the MBTA, and
Massport, that each has control over
various transportation areas . . . This
structure of highway authorities
severely impacts the ability to evauate
intermodal transportation needs and
thoroughly analyze whether train, road,
or even hike path expansion can work
together to meet statewide and/or
regiona transportation needs. . .
Without true central control of
transportation planning, it is not likely
that the state is aways making the best
transportation decisions for the benefit
of the Commonweslth as awhole.

The major problem in the state's
trangportation planning process is not that the
agencies never work together — dl are
involved in the Centra Artery project, for
example — but that major decisions about
statewide capital priorities are madein a
piecemeal way, rather than as part of a
comprehensive strategy that reflects a variety
of condderations, including economic growth
and development, housing, land use and air

qudity.

In Massachusetts, each department and
authority makes capita planning and
investment decisions largdly in isolation, with
no structure or process in place for statewide
priority setting. Regional and locd priorities

The Road to Reform

are established by the metropolitan planning
organizations, but there is no analogous
procedure for evaluating proposals for major
projects of statewide significance. The
federally required State Transportation
Improvement Program includes both state
highway and transit projects, but the planning
process is bifurcated, with little or no analysis
that compares the costs and benefits of
investments across transportation modes.
MHD compares highway projects against
other highways, and the MBTA compares
trangit lines with each other, but thereis no
mechanism for comparing highways with
trangit lines that would help decide which
combination of projects would produce the
greatest return on the state’ sinvestment. The
capital projects of MassPike (except for the
Artery) and MassPort are not even included in
the statewide plan.

MassPike' s sale of the Allston Landing
property to Harvard University provides an
example of the problems that can arise with
the state' s splintered approach to planning.
EOTC, MassPort and the MBTA feared the
sale would eiminate or restrict the option to
use the parcels for transportation purposes,
including better rail access to the seaport and a
commuter rail layover facility for the T. With
no regular mechanismin place to ensure that
the interests of the other agencies were
adequately represented in MassPike's decision
making process, resolving the issue required
extraordinary, ad hoc negotiations. Averting
such problemsin the future is one of the
reasons the administration understandably
citesfor its merger proposal.

Separate Capital Funding Sources: Each
department and authority spends its own
capita funds on its own projects, with no
statewide perspective governing the alocation
of resources and no regularly functioning
mechanism for combining funds across
agencies to finance the top statewide
priorities. Thereis certainly precedent for
such cross-agency spending — the
Commonwealth, MassPike and MassPort have
each contributed to the financing of the
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Artery, with the MBTA spending on related
trangit projects, for example — but thisisan
exception to the rule forced by the staggering
costs of the project, rather than the normal
approach for mgjor investments.

No such creativity has been applied to the
MBTA, which is legally mandated to build a
series of new trangit lines as environmental
mitigation for the Central Artery project. The
agreement signed by EOTC and the Executive
Office of Environmental Affairs commits the
T to construct — and pay for — the Greenbush
commuter rail line, the restoration of Green
Line service on the Arborway, the central
segment of the Silver Line between Boylston
Station and South Station in Boston, extending
the Green Line north to Medford, and
connecting the Red and Blue Linesin Boston
(see Table ).

Tablel

MBTA Expansions:
Artery Commitments

$ millions
Project Est. Cost
Greenbush Commuter Rail $479
Arborway Restoration 95
Silver Line Phase Il 760
Green Line Extension* 375
Blue Line/Red Line Connector* 220

$1,929

* old estimate; actual cost will be higher

MTF sanalysis of the T's capital finances
under the forward funding fiscal reforms,
MBTA Capital Spending, Derailed by
Expansion?, concluded that the T cannot
afford the mitigation requirements or any
other expansion projects within its new fiscal
congtraints without sacrificing needed
maintenance and modernization of its current
system or undermining its long-term fiscal
viability. The Foundation recommended that
the Commonwealth take the lead in
developing new ways to finance the highest
priority expansions through a combination of

The Road to Reform

state capital funds, user fees and alternative
financing mechanisms.

While there is a growing recognition among
policy makersthat the T cannot finance the
mitigation commitments on its own, no
aternative plan has been developed, leaving
the projectsin limbo. Even though the
economy of the greater Boston areais highly
dependent on mass transit — 60 percent of
workers in downtown Boston take the T to
work — and the Commonwealth has included
the mitigation projectsin its federaly required
ar quaity plan, thereis till no state-level
strategy for financing them. The state has the
option of using federa highway dollars for
trangit projects but has rarely done so. The
proposed transportation bond bill, which lays
out the administration’s priorities for spending
Commonwealth bond funds, does not include
any alocation for mitigation or other MBTA
projects.

The parkways inherited by the Department of
Conservation and Recreation from the old
Metropolitan District Commission provide
another example of the state€' s digointed
management and funding of transportation
assets. Many of the roads are in substantially
deficient condition, but DCR is not adequately
funded to maintain them, and no agreement is
in place that defines how MHD and DCR will
ded with the public safety and traffic
management problems they present. The
proposal in the Governor’s bond hill to alow
DCR to enter into agreements with MHD to
operate and maintain the parkwaysis a
positive but only partia solution that leaves
the question of sufficient funding unaddressed.

Alternatives for Coordinated Planning: The
adminigtration has indicated it is developing a
more comprehensive, long-term transportation
capital plan that promisesto consider the
state' s transit as well as highway needs, but
implementing the plan will be complicated by

the state’ s organizationa structure, which
provides no support for taking a broad view of
state priorities and resources, exacerbating the
scarcity of capital dollars.
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The creation of the Office of Transportation
Planning (OTP) proposed in the transportation
bond bill would address part of this problem
by consolidating MHD’ s planning resources
under EOTC. The lack of such resources for
EOTC was highlighted in the MBR report,
which concluded:

While on the surface the Executive
Office of Transportation and
Congtruction (EOTC) oversees
statewide planning processes, most of
the planning staff isin the
MassHighway Department, which
athough under the EOTC on an
organizationa chart, in reality appears
to function as a separate entity . . . the
separation of MassHighway’ s budget
from that of the EOTC gives the power
mostly to where the money flows, and
this seems to be MassHighway . . . the
current structure has the agency with the
primary charge of thinking about state
trangportation policy with very little real
resources, and thus authority, to
implement such planning.

However, even with the OTP in place, the
planning functions of the MBTA, MassPort
and MassPike would till be separate and
disconnected, and the new office would
represent only asmall first step toward
integrated statewide transportation planning.

The recent creation of the Commonwealth
Development Coordinating Council to oversee
the state' s transportation, housing and
environmental agencies is another move in the
right direction, but the Council’ s ability to
develop amore integrated statewide approach
to capital planning is limited by the structure
of independent authorities with independent
agendas and funding streams. The Council
approach aso does not adequately address the
role of the MPOs and RPASs.

Achieving more integrated and comprehensive
planning does not necessarily require merging
the trangportation agencies. The study
currently underway of the transportation uses

10
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for the Allston South parcels — involving al of
the authorities under the leadership of EOTC —
provides agood illustration of the potentia for
multi-agency, multi-moda planning that is
possible under the current organizationa
dructure. One objective of any reorganization
plan should be to make such efforts routine
rather than exceptional.

The Transportation Coordination Council
proposed by the House would include
representatives of al of the agencies and
provide an ongoing structure for developing a
comprehensive statewide transportation plan.
The Council would serve a different purpose
than the current MPO planning process, which
focuses on ranking regiona projects and
alocating available federa and state
trangportation funds. The role of the Council
would be to evaluate the Commonwedlth’s
transportation needs and recommend way's of
financing the top priorities.

While the Office of Transportation Planning,
the Commonwealth Devel opment
Coordinating Council and the Transportation
Coordination Council could al be improved
with fine-tuning, none of these mechanisms
goes far enough in resolving the schismsin
transportation planning and finance.

An dternative would be to expand the
respongbilities of the Office of Transportation
Panning (OTP) created under EOTC beyond
highway projects to include responsibility for
intermodal transportation planning. OTP
could exercise oversight of the planning and
development operations of MHD and each of
the authorities, or those planning functions
could be partially merged, with OTP
providing planning services to each authority.
In any case, the capital plans of each of the
authorities could be required by statute to
conform to a comprehensive statewide plan
that would be developed by OTP with input
from the authorities, other state agencies,
metropolitan planning organizations, regiona
planning agencies and the public.
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Capitalizing on Authorities

In restructuring the transportation agencies,
the chdlenge is to get the most leverage from
each department and authority without
sacrificing the benefits the current structure
provides. The central issue facing the state's
leadership is to strike the right balance
between the greater coordination and
economies of scale that come with
consolidation on the one hand, and the focused
operationa and revenue-generating capacities
provided by the independent authorities on the
other.

When evaluating proposals to reorganize
transportation functions, policy makers should
consider why the state’' s authorities were
created in the first place. Onereason isthe
authorities ability to raise revenues for long-
term, large-scale transportation projects, and
to be removed from the ups and downs of the
annual state budget process. The creation of
independent authorities empowered to cover
their costs through user fees has long been a
central part of the stat€’ s organizational

strategy.

The other basic rationale for authoritiesis to
have the expertise necessary for building and
mai ntaining sophisticated transportation assets
concentrated in asingle entity. Successfully
constructing and operating public transit
systems, segports, airports, and mgor tunnels
and bridges requires skilled personnel,
speciaized equipment and other resources, as
well as organizational units singularly focused
on their particular missions.

Authorities as Financing Tools:  The ability
to raise substantial amounts of revenue for
transportation purposes is one of the primary
reasons why the authorities were created in the
first place. MassPike and MassPort receive
almost no assistance from the state' s general
revenues. They are expected to operate like
private-sector businesses, selling their services
at market rates to users, and covering all of
their cogts, including investments in capital
assets. User fee revenues allowed the state to
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build transportation infrastructure that would
have been difficult or impossible to build with
tax dollars aone, such as the Turnpike, the
new Centra Artery, and the modernization of
Logan Airport and the Port of Boston. The
state’' s three mgjor transportation authorities
together generate more than $1 billion in user
fee revenues annually (see Table 2).

Table 2
Authority Revenues
FY 2004
$ millions
MassPort
Airport Revenues $311
Port Revenues 43
Tolls 24
Subtotal $378
MBTA
Fares $304
Other 60
Subtotal $364
MassPike
Tolls $252
Other 70
Subtotal $322
Total $1,064

The MBTA, which receives asizable
taxpayer-funded subsidy in order to keep
public transportation affordable, covers about
athird of its costs through fares, parking fees,
advertising and concessions. Forward
funding, which put alimit on the amount of
state support, was designed to push the T to be
more entrepreneuria by taking stepsto
increase ridership and pursue more
aggressively opportunities for non-fare
revenues. One objective of forward funding
was to take advantage of the demand for
public trangit to generate additional revenues
to operate the system and improve the quaity
of services.
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Authorities are also intended to insulate the
decisions necessary to raise revenues from the
political process. Political differences can
cause uncertainty in paying for long-term,
expensive transportation projects. Authority
boards are charged with the responsibility —
and granted the independence — to take the
actions necessary to develop and operate their
transportation infrastructure for the longer
term.

Designing and building major trangportation
facilities takes years, or even decades,

requiring a much longer-term perspective than
aone-year budget or two- or four-year
election cycle. The need to maintain the
condition of transportation assets in order to
retain users and generate the user fees that pay
for the system also favors the longer planning
horizons and more focused missions of
authorities.

Authorities as Operational Specialists:. The
creation of independent authorities with
Specialized organizational capacitiesisa
common modd for building and running the
most expensive and complex transportation
assets. Mogt of the nation’s public transit
systems and seaports are operated by
authorities, as are many airports, tunnels,
bridges and toll roads:

Bridges, tunnels, railroads, subways and
busesin the New Yok City area are
operated by the Metropolitan
Transportation Authority, while the New
York Thruway Authority operatestoll
roads in other parts of the state.

The New Jersey Turnpike and the Garden
State Parkway are operated by the New
Jersey Turnpike Authority.

The Maryland Transportation Authority
finances and operates highways, bridges
and tunnels, and helps to finance and
construct projects for other agencies, such
as the Port of Baltimore and the
Batimore/Washington I nternational
Airport.
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Toll roads and bridges in Cdliforniaare
operated by independent authorities,
including the Bay Area Toll Authority,
Golden Gate Bridge Highway and
Trangportation Didrict, San Joagquin Hills
Transportation Corridor Agency, and the
Foothill/Eastern Trangportation Corridor
Agency.
In the Commonwealth, the Massachusetts Port
Authority was created in 1956 to expand and
maintain Logan Internationa Airport and the
Port of Boston, build the Cdlahan Tunnel, and
take over operations of the Tobin Bridge from
the Mystic River Bridge Authority. The
Massachusetts Bay Transportation Authority
was formed in 1964 by combining the old
Metropolitan Transit Authority with private
commuter rail and suburban buslinesto
develop an integrated public transit system in
the greater Boston area. Fifteen regiona
transit authorities have been created to provide
public transportation in other parts of the state.
The Massachusetts Aeronautics Commission
was established in 1946 to oversee and
promote the development of municipaly and
privately owned genera aviation airports.

The Massachusetts Turnpike Authority was
created in 1952 to build and operate the

M assachusetts Turnpike between the New
York border and Rt. 128, and its mission has
since been expanded to construct and operate
a high-end highway system in metropolitan
Boston. In 1958 the Legidature transferred
responsibility for building the Cdlahan

Tunnel from MassPort. The Authority also
took over operating the Sumner Tunnel from
the city of Boston. MassPike' s portfolio grew
further in 1965 with the completion of the
Boston Extension of the Turnpike from Rt.
128 to 1-93 in downtown Boston. Capitalizing
on its experience with urban highways and
tunnels, MassPike was given the centra role
in building and operating the Centra
Artery/Tunnel project, the state’' s most
sophisticated and costly highway network, by
the Metropolitan Highway System legidation
in 1997.
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Financing Investmentsin Transportation

The proposal to merge MassPike and MHD
raises serious concerns that the
Commonwealth will reduceits use of tollsas a
key funding source for the MHS, the Turnpike
and other parts of the transportation system.
Any reorganization of the state’s
transportation agencies should preserve and
enhance the ability of the agencies to generate
the revenues needed to fund investmentsin
transportation.

User fees charged by the authorities —
Turnpike, tunnel and Tobin Bridge tolls,
MBTA and regiona transit authority fares,
and MassPort landing fees and concessions —
are critica sources for building,

operating and maintaining much of

the state' s transportation network.

Facing along list of unfunded

transportation priorities, the

Commonwesdlth needs to develop and
implement a strategy for financing $120
the most important projects, and the
organizational structure of the
transportation agencies should be
designed with that strategy in mind.

$140

$100

$80

$ millions

$60
Toll Revenues Critical: Given the

importance of the revenue-generating $40
function of the authoritiesin generd,
and MassPike in particular, any
reorganization needs to preserve the $0
independence necessary to collect

tolls— and increase them when

necessary — as a financing source for
transportation purposes. MassPike and

MassPort generate nearly $300 million in tolls
annualy that the Commonwealth cannot

afford to lose. Without tolls, the state would

have to find other sources to cover the costs of
operating and maintaining the Turnpike,

harbor tunnels and Tobin bridge, aswell asa
significant portion of the costs of building the
Central Artery.

$20

MassPike currently plansto increase MHS
tolls by about 20 percent in 2008 and againin
2014 to support the Authority’s Artery bonds

and the operating and maintenance costs of the
MHS (no increases are planned for the
Western Turnpike). MassPike's MHS debt
service costs will jump in 2008 by $26 million
per year to $123 million and in 2014 to $143
million (see Figure 2). In addition,

maintaining the Central Artery, which does
not generate any toll revenues, adds about $30
million in annua costs that will increase with
inflation. Unless the Commonwealth assumes
responsibility for these costs — the current so-
called operating assistance is actually used to
help cover debt service — tolls are the only
feasible funding source.

Figure 2

Metropolitan Highway System Debt Service Costs

2006 2008 2010 2012 2014

The operating savings produced by the
merger, if they were achieved, would not
result in any immediate relief for tollpayers.
The Governor’s proposal preserves existing
tolls and, while hoping that savingsin MHS
operating costs will mitigate the size of future
toll hikes, recognizes that increases will be
necessary. Under the proposa, the Turnpike
Authority board would retain the power to set
toll rates and would be precluded by statutory
language from taking any action that would be
financidly harmful to the Commonweslth.

However, the plan also makes tolls a revenue
source in the state budget. About $160
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million of toll and other MassPike revenues
would be transferred in 2005 to a new
Turnpike Efficiency Fund, a holding account
on the Commonweadlth’ s books, to reimburse
MHD and other state agencies for operating
and maintaining the Turnpike and the MHS.
Another $113 million would be transferred to
the state’' s General Fund to remburse the
Commonwealth for paying the Authority’s
debt service.

Even with the statutory safeguards included in
the proposd, turning tolls into a funding
source for state expenditures raises the
concern that public acceptance of tolls will be
eroded. Like any group of users paying for a
service, the willingness of driversto pay tolls
depends on knowing that their dollars are used
to build, operate and maintain the highway
system. Transferring tolls to the
Commonweadlth’s coffers would weaken that
connection , and demonstrating the need for
tolls would be more difficult if they arejust a
minor revenue source in a $25 hillion state
budget.

Even with an independent appointed board,
MassPike has been pressured to back away
from required toll increases. The ability to
resist such pressure is likely to be much less if
the board were to lose dl of itsremaining
autonomy.

For example, in 1997 the state administration
pushed for smaller toll increases to finance
MassPike contributions to the Artery project
than had been recommended in the 1996
feasibility study. Without the larger toll
increase, MassPike' s revenues were
inadequate to cover its debt service costs,
necessitating a $25 million annual subsidy
from state taxpayers to the Authority. The
Governor's merger proposal would continue
the subsidy.

More recently, resistance by legidators to the
2002 tall increase — dso a requirement of the
Artery finance plan — led the MassPike board
to delay implementation of the scheduled
increase, resulting in a downgrade of the
Authority’ s credit rating. MassPike later
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exempted Fast Lane users from half of the
increase, costing the Authority $12 to $14
million per year in lost revenues. Thetoll
discount program has produced operating
losses that the administration cites asa
primary reason for the merger. In other
words, if the discounts had not been created,
the Authority would operate in the black.

Most recently, legidation filed in the Senate
would use MassPike reserves to pay off
Western Turnpike debts and take down tolls
west of Rt. 128. With no toll revenues, an
estimated $52 million in operating and
maintenance costs currently paid by users of
the road would have to be absorbed in the
dtate budget, requiring an equivaent amount
of cutsin other state spending (see Table 3).

Table3

Western Turnpike
Operating Costs

FY 2004

$ millions
Operations & Maintenance $15
State Police 10
Capital Reconstruction 27
Total $52

The authors of the 1996 MHS feasibility study
were a so concerned with the potential for
unsound politica decision making without
regard for the financial consequences. The
study looked at other states for potential
organizational models, including Oklahoma
where the Oklahoma Turnpike Authority
(OTA) and the Oklahoma Department of
Transportation are governed by the same state
transportation commission. The feasibility
study concluded:

OTA'’s separate financing structure and
cross-departmental system governance
could serve asamode for the MHS in
some respects, but it actually falls short
initsfailure to insulate the Authority
from short-term changes in the state's
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political equation. This characteritic is
an important factor in securing investor
confidence in future financia offerings.

The point is not to suggest that decisons on
tolls can — or should be — totaly immune from
political influence. Elected officias will
always — and should always — play apart in
financid policy making. The concern is that
with the executive branch in full control of the
Turnpike board and tolls flowing into the state
budget, the Authority would lose dl of its
independence and tolls would be subject to
even greater short-term political pressures.
Any restructuring of revenue-generating
authorities needs to strike a balance between
accountability to the voters and the autonomy
needed to act in what is ultimately the best
interest of the Commonwedlth and its
residents.

State Needs Transportation Finance
Strategy: Whichever organizationd model is
adopted, the Commonwealth needs to develop
a dtrategy for financing investmentsin
transportation, including tools for leveraging
the revenue-raising capacities of the state and
each authority. The strategy should safeguard
existing tolls and other transportation revenue
sources, as well as address the equity issues
surrounding the current use of tolls.

Tolls are widdly used around the world to
finance transportation investments, and the
Commonwedlth can ill afford to disregard the
potentia uses of toll revenuesin
Massachusetts. Tolls are used not only for the
costs of toll roads, but also for other projects
that benefit tollpayers by reducing traffic
congestion. Tollson bridges in the San
Francisco Bay area, for example, were
recently increased to help pay for public

trangit projectsin theregion. New York’'s

M etropolitan Transportation Authority uses

toll revenues from its Triborough Bridge and
Tunnel Authority to support MTA’s subway,
commuter rail and bus operations, reducing

the need for taxpayer subsidies. New Jersey
puts toll revenues generated by the New
Jersey Turnpike and the Garden State Parkway
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into a statewide fund, together with the state's
federd highway aid. Thisalowstollsto be
used in support of projects around the state,
and federa highway funds to be used to help
maintain the two toll roads.

Restructuring the transportation agencies
should be an opportunity to address the toll
equity issue — the fact that east-west Turnpike
drivers are helping to pay for the Centra
Artery, but not north-south drivers. A joint
commission of the Legidature and
administration formed to consider the equity
issue acknowledged the redlity of the problem
but failed to propose any concrete solutions.
While the Turnpike Authority will need to
cover rising debt service and operating costs
with additiond toll revenues, the state and
MassPike will be chdlenged in their plan to
continue to increase tolls only on the east-west
drivers who are already bearing a
disproportionate burden. The
Commonwedlth’sfinancial strategy needsto
spread the burden of Artery payments and
other transportation investments more
equitably through dternative pricing strategies
based on tolls or other user charges.

Transportation Finance Commission to
Develop Strategy: A transportation finance
commission would be one approach to
deveoping afinancing strategy. The
commission, which could include expertsin
transportation planning and finance and
representatives of the business community and
environmental groups, would be charged with
evaluating the state’ s transportation
investment needs and recommending a
strategy for financing the top priorities. The
commission recommendations could include:

the allocation of state bond funds and
federa highway and trangit aid to the most
urgent projects of statewide importance
(the MPOs would till be responsible for
alocating funds for loca and regiona
projects);

funding packages for major projects that
include authority-generated revenues;
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aternative financing mechanisms such as
tax increment financing and public-private
partnerships,

new revenue sources such as tolls, user
fees and gas taxes; and

aternative pricing strategies, such as
congestion-based tolls or distance-based
transit fares.

The commission’s broad and bipartisan
membership would help build political support
for its recommendations, including the
difficult decisions required to raise revenues
for transportation. The creation of such a
commission was enacted by the Legidature in
2000 but vetoed by then Governor Cdlucci.

Another mechanism for financing statewide
transportation priorities would be a
trangportation infrastructure fund that pools
capita resources from the Commonwesdlth and
each authority to the extent alowed by legd
restrictions. Such afund would help apply the
model used to finance the Central Artery —
which required cash or in-kind contributions
from the Commonwealth and each of the
magor authorities — to other high-priority
projects that are beyond the means of any one
agency.

Turnpike Reserves Should Be Used for
Transportation:  The debate over the use of
tolls for financing transportation priorities
should extend to the use of MassPike reserves,
which are ultimately derived from tolls. The
Governor’s proposal to provide
Commonwesalth backing for MassPike' s bonds
would eliminate the need for the Authority’s
debt reserves, freeing up $190 million, which
the administration proposes to use to help
balance the state’ s 2005 budget.

The proposed transfer raises both policy and
financial questions. If the debt reserve were
used to offset operating costs, the state would
be using non-recurring revenues to cover
recurring costs. Using MassPike reserves as a
one-time revenue source for the
Commonweadlth budget would prolong the

state’ s structural deficit, requiring additional
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spending cuts or revenue increasesin fiscal
2006.

One-time revenue sources are best spent on
one-time projects. At the same time, user fees
should provide benefits to the users who pay
the fee. The reserves were generated by bond
salesthat are backed by toll revenues. If the
reserves are to be used for any other purposes,
addressing a portion of the state’s enormous
backlog of transportation capital needs would
be a more appropriate use of the tolls paid by
users of the highway system.

Another concern is the use of bond debt to pay
for one year’ s operating costs. Since the
reserves were created with bond proceeds, the
Commonwealth would, in effect, be using
borrowed monies as a funding source for its
budget. Asaresult, the state would incur
financing costs. The reserves currently
generate about $10 million in investment
earnings that cover the debt service costs on
the bonds that funded the reserves, i.e., the
reserves are now self-financing. Draining the
reserves would eliminate the earnings, which
MassPike estimates will total $465 million

over the next 35 years.

The administration has factored into its
proposal the higher debt service on the
MassPike bonds, which represents the cost of
using the reserves for the state budget. These
debt service costs would have to be covered
by toll revenues, so the higher costs would
trandate into a requirement for larger toll
increases over the long term.

Moreover, there may be more cost-effective
means than the Turnpike s relatively high-
interest debt. The state could borrow for less
in the current low-interest market.

Risk of Taking on Turnpike Debt:  Under
the Governor’s proposal, MassPike' s bonds
would not be refinanced as Commonwesdlth
debt but would remain nominaly debts of the
Turnpike Authority. The contract assistance
provided to the Authority to pay its debt
service would be a genera obligation of the
Commonweslth, meaning that the
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Commonwedth would ultimately be
responsible for paying off the bonds and
would have to use its taxing authority to cover
the costsiif tolls and other Turnpike revenues
were insufficient.

Under the Governor’s proposal, the costs of
the Turnpike' s debt service would be entirely
covered by tolls and other Turnpike revenues
transferred to the state, and there would be
little risk to the Commonwedlth or its credit
rating, at least in the short term. At the same
time, however, assuming responsibility for
MassPike s $2.5 hillion in outstanding bonds

— mostly issued to finance Artery construction
costs — would represent alarge increase in the
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amount of debt for which the Commonwealth
isresponsible. The state currently has
approximately $16.8 billion in outstanding
debts, including contract assistance liabilities
with genera obligation backing.

In the longer term, however, the need for toll
increases in 2008, 2014 and 2020 to cover
rising debt service and operating costs does
present a significant risk, as discussed above.
The proposal attempts to address this concern
with statutory language that precludes the
Turnpike Authority board from taking any
action that would be financidly harmful to the
Commonwedlth, but statutes can easily be
amended as circumstances change.

Managing Costly Transportation Assets

Any reorganization plan needs to preserve and
enhance the ability of the Commonwedth’s
agencies to construct and manage its
trangportation assets, including the Central
Artery, the Metropolitan Highway System,
and the statewide road and bridge network.
The proposed merger would transfer
responsibility for completing the Central
Artery — by far the largest item currently on
the agenda of any of the state’' s transportation
agencies — from MassPike to MHD just as the
giant project entersit fina phases. Changing
project owners this late in the process would
run the risk of disruptions that could lead to
delays and higher costs.

The merger proposa aso raises legitimate
guestions about the Highway Department’s
ability to operate and maintain the
Metropolitan Highway System after the
project is complete. Managing the Central
Artery, harbor tunnels and Boston Extension
isfar more complex — and costly — than other
state roads, and the Commonwealth needs an
organization with a strong focus on the MHS
to protect the integrity of the taxpayers’ $15
billion investment. Concerns about MHD’s
ability to maintain adequate attention to — and
funding for — its proposed new responsibilities
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are heightened by the challenges the
department faces in repairing and rebuilding
the state’ s other roads and bridges.

Conversdly, taking on the responshility of the
MHS could divert MHD’ s resources from its
current mission of constructing, operating and
maintaining the bulk of the Commonweslth’s
highway network. With along backlog of
roads and bridges in need of repair, the state
can ill afford to shift attention from adequately
maintaining the broader statewide highway
system.

Completing, operating and maintaining the
MHS isavery different kind of responsibility
than running the state’ s other roads and
bridges. A series of consultant reports and
decisions by previous administrations and
legidatures suggest that MassPike is likely to
be best equipped to manage the MHS. While
it is not inconceivable that one agency could
handle both, therisksarelargeand it is
important to ensure that the respective
missions will not be compromised.

The proposal assumes that the MHS would be
operated and maintained by the same
MassPike staff that now perform these
functions transferred to MHD management.
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However, MHD has had difficultiesin hiring
sufficient numbers of qualified staff, and no
plan has been developed that shows how the
trangition would work. Given the high stakes
and the complexity of the tasks, any
transportation merger proposal should include
adetailed implementation plan that
demonstrates how the new department could
succeed — a managing the completion of
Artery construction, at operating and
maintaining the MHS, and at meeting the need
for capital investments throughout the state
road and bridge system.

MassPike as Manager of the MHS:  The
decision to give the Turnpike Authority
responsbility for operating and maintaining
the MHS was the product of extensive
analysis and debate. MassPike srolein the
Artery dates to the 1990 Lazard Freres report,
which was commissioned by EOTC at the
direction of the Legidature to evauate the
state’ s options for financing the project. The
Lazard report proposed the creation of a
“Metropolitan Highway System” (MHS)
consigting of the Boston Extension, the
Central Artery, the harbor tunnels, including
the third tunnel to be built as part of the
project, and the Central Artery North Area
(CANA), the interchange between 1-93 and Rt.
1 at the north end of the Zakim Bridge. The
report concluded that the MHS would achieve
operationd efficiencies by unifying traffic
management operations and finances under a
single entity.

The Lazard report also considered whether
one of the existing transportation agencies —
MHD, MBTA, MassPort or MassPike — or a
new entity would be best suited to operate and
maintain the MHS. The alternatives were
evaluated on four criteria: ingtitutional
compatibility, technica qualifications,

financial capability and investor acceptance.
The report concluded that MassPike was the
agency best suited to operate the MHS based
on its experience in operating tunnel systems,
compatibility with its origind mission, and the
Pike's stable and independent revenue
sources. The Lazard report aso cited
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concerns with MHD’ s ahility to recruit and
hire needed staff and to obtain the funds
necessary to operate and maintain the MHS.

Governor Wed filed legidation in 1995 to
create the MHS under the aegis of MassPike.
The Legidature did not enact the MHS at that
time, but did partialy implement the concept
by transferring responsibility for the operation
of the Ted Williams Tunnel to the Authority.
The tunnel legidation aso required a new
assessment of the financial feasibility of the
Artery and the MHS. The result of that
assessment, the “ Joint Feasibility Study
Regarding the Metropolitan Highway
System,” released in 1996, extended the
argument for the creation of the MHS under
the management of the Turnpike Authority.
The report concluded:

From a transportation operations
perspective, consolidation of the
completed Project and the existing
network of highways, highway bridges
and tunnels within the metropolitan
Boston areainto a single entity isa
sound idea.. . . A single owner-operator
would be better able to redlize the full
benefit of technological advancesin
traffic management and incident
response. The combination of its
operational experience in managing
roads and tunnels and financial capacity
and access to the capital markets makes
the [Turnpike] Authority the most
appropriate entity to manage the MHS.
A single consolidated system of
highways and harbor crossings under
the ownership and management of the
Authority offers accountability and
lower maintenance, and would eiminate
the need for duplicate management,
operations and equipment . . . MHS
should be a structure for operating,
maintaining and financing a unified
system of roadways, tunnels and harbor
crossings in metropolitan Boston, that
would utilize the existing managerid,
technical and financia staff of the
Authority.
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The Legidature accepted the
recommendations of the administration’s
feasibility study and enacted the MHS
legidation in 1997. The legidation divided

the Turnpike at Rt. 128 into two financidly
independent cost centers. The Boston
Extension, together with the Artery, the
tunnels and CANA, comprised the MHS to be
owned and operated by MassPike. The
Authority assumed management of the Artery
project, with ownership to be transferred from
MHD when construction was complete. The
MHS bill aso committed MassPike to pay a
sizable portion of the project’ s construction
costs.

Completing the Central Artery. The
proposal to reverse course and shift oversight
of Central Artery construction from MassPike
to MHD would carry a high risk of operationa
disruptions that, in turn, could lead to further
project delays and higher costs. Closeto $1
billion in Artery congtruction till remainsto

be completed, an amount far greater than the
cost of any single project for which MHD has
had responsihility.

Overseeing the Artery’sfina construction and
demolition contracts and the transition from
construction to operations and maintenance, as
well as audits and cost recovery efforts, dl
require extensive project management,
technical oversight and inspection capabilities
of the kind that would take substantial timeto
develop in MHD. As noted previoudy, the
proposal does not address how MHD would
transfer MassPike employees to state
employment or acquire these capabilities on

its own.

The Turnpike Authority has been fully
engaged in these roles since it took over
responsibility for managing the project in
1997. MassPikeisresponsible for ensuring
that contractors meet the thorough and
rigorous completion requirements spelled out
in the protocols for transferring the compl eted
elements of the project to the Authority.
Outstanding claims and liabilities, aswell as
cost recovery efforts, are being resolved by
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MassPike' s genera counsel and an
independent review team.

Operating and Maintaining the MHS:  The
merger proposal aso raises the question of
whether MHD could successfully operate and
maintain the MHS after the Artery project is
complete. Retaining Turnpike personnd to
perform the functions, as the proposal
assumes, would be complicated by the
department’ s difficultiesin hiring qualified
staff and by budget cutbacks. The Highway
Department would be hard-pressed to devote
adequate attention to the MHS in the face of
inevitable pressures to spread its limited
resources across the state to address the
department’ s backlog of deferred

mai ntenance.

Operating and maintaining the MHS is far
more complex — and costly — than other state
roads. With much of the road network
underground or on elevated structures, the
MHS is the Commonwealth’s most
sophisticated highway system. A
computerized operations control center
monitors traffic flow, accident and fire
detection and response, security, air quality,
ventilation, and pumping and lighting systems
around the clock. Regular maintenanceis
required for seven ventilation buildings,
hundreds of fans, pumps, message signs and
lane control signds, and thousands of data
collection devices, including traffic detectors,
video cameras and vehicle height detectors, in
addition to the tunndl and bridge structures
themsalves. Responsibility for these functions
is transferred from construction contractors to
MassPike personnel as construction of each
component is completed under the Authority’s
daffing plan. Additionaly, post-9/11 security
concerns and emergency response needs
demand heavy state police and fire coverage.
MassPike estimates that annual MHS
operations and maintenance will cost $29.7
million for the Artery and $9.2 million for the
Boston Extension in 2006.

MHD would clearly face mgjor chalengesin
taking over MHS operations and maintenance
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from MassPike, especially the need to recruit
and retain sufficiently quaified staff. The
Lazard report expressed concerns about
MHD’ s “capacity to recruit and hire the
needed level of staff” and the “ongoing ability
to obtain the funds necessary to operate and
maintain the system.” More recently, Federa
Highway Adminigtration (FHWA) officids
questioned whether MHD had sufficient
numbers of qualified engineers working on
federaly supported projects. While MHD was
able to address FHWA'’s concerns, lower pay
scales and the constraints of the civil service
system — MassPike is not subject to civil
service — will create additiona hurdles for
MHD to overcomein replicating MassPike's
capabilities after a merger.

Adequate funding for MHD personnel is
clearly an issue. The department currently
charges the costs of about 1,400 — over 80
percent — of its staff to bond fundsin the
capital budget. The proportion has increased
in recent years as MHD’ s operating budget
has been cut back. While capitdizing the
costs of personnel who are working directly
on bond-funded capital projectsisa
reasonable financial practice, charging general
administrative and operationa costs to bond
fundsis not. The administration estimates that
only about half of the MHD personnel charged
to the capital budget are directly tied to
projects, and has proposed in the
trangportation bond bill to begin moving staff
costs back to the operating budget, but not
until fiscal 2007.

Continuing fiscal pressure on MHD would
certainly create an incentive to charge Artery
operating and maintenance costs to bond funds
if those costs were part of MHD’s budget. If
this happened, future taxpayers would end up
paying interest on the cost of services
provided in years past, and fewer capital
dollars would be available for other important
transportation projects.

Operating and Maintaining the Statewide
Road and Bridge System: Conversdy, if the
Highway Department could successfully
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absorb MassPike' s functions, policy makers
would still need to ensure that doing so would
not impair MHD’ s ability to accomplish its
current mission: constructing, operating and
maintaining the bulk of the Commonwedth's
highway network. Of particular concern isthe
question of whether taking on the
responsibility for managing the most complex
network of roads, tunnels and bridges in the
state and alarge toll collection operation
would reduce the ability of EOTC and MHD
to undertake major improvements and repairs
of roads and bridges in other areas of the state.

The Commonwedth’s long history of delayed
maintenance of its transportation infrastructure
raises legitimate concerns about MHD’ s
ability to handle both its current mission and
the new challenges of the MHS. In presenting
the case for its proposal, the administration
cites pavement smoothness statistics as an
indicator that MHD’ s interstate highways are
better maintained than the Turnpike. Others
counter that 12 percent of MHD’ s bridges are
structurally deficient (in poor condition or
unable to carry the weight for which they were
originally designed), and that 61 percent of

M assachusetts roads are in poor or mediocre
condition, the highest proportion among the
New England states (see Figure 3).

The point is not to determine whether MHD or
MassPike currently does a better job of
maintaining its roads, but to ensure that the
resources necessary for both operating and
maintaining the MHS and improving and
repairing other state roads and bridges are
available and dedicated to those purposes
under whatever organizationa structure is
adopted. The capacity to manage
sophisticated transportation assets should be
preserved and not diluted to the point where
the quality of operations and maintenance
suffers.

Need for I mplementation Plan:  While the
Turnpike Authority is not the only

organization that could provide the levels of
operations and maintenance the MHS
demands, policy makers need to ensure that



Massachusetts Taxpayers Foundation

the capabilities currently
resident in the Authority are
retained if the Authority is

merged into the larger 70%
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Figure3

New England States: Percentage of Roads in Poor or Mediocre Condition
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study raised significant questions about the
MHD’ s ability to maintain and operate the
MHS, questions that remain largely
unanswered. Given the high stakes — the
future of the Commonwesdlth’s transportation
infrastructure and the successful completion
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accompany any reorganization proposa to
merge MassPike and MHD. Such aplan
would spell out the budget, funding sources,
structure, staffing, capabilities and
performance standards for the new
organization, aswell asthe steps required to
implement the merger and a schedule for the
trangtion. The plan should also address
critical issues, such as the capacity of MHD
and other state agencies to absorb MassPike's
adminigtrative functions without additiona
spending (see the section below), and the
feasibility of transferring MassPike operations
and maintenance personnel to state
employment. To date, no such a plan has been
devel oped.
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Balancing Savings and Quality

Anticipated savings are a major argument for
the administration’s merger proposal.
Achieving savings through restructuring that
minimizes overlap and duplication is of course
an appropriate goa, especialy during atime
of tight state budgets with along list of
unfunded transportation improvements.
However, saving dollarsis only part of the
reason for reform. The needs for
comprehensive, integrated transportation
planning, for additional revenues to finance
transportation investments, for better
construction procurement and project
management methods, and for enhanced
organizationa capacities to operate and
maintain crucial transportation assets are al
critical reasons to pursue reforms.

It is clear that MassPike and MHD have some
adminigtrative functions in common and that
economies of scae could be expected if the
agencies were merged. However, under closer
examination, some of the projected savings
from a MassPike/MHD merger would be
difficult or impossible to redize, would

clearly result in reduced services, or would
only shift costs currently borne by MassPike
to other state agencies. At the sametime,
other of the proposed savings could be
achieved without a merger, particularly
through more efficient toll collection or
transferring respongbility for maintaining
Turnpike feeder highways from the
Commonwealth to MassPike.

The importance of savings from restructuring
needs to be balanced against the requirement
for high quality planning, construction and
operation of the transportation system. Even
if substantia savings could be achieved from
the merger, their value would be diminished if
they resulted in lower quaity operations and
maintenance of the MHS and an even longer
backlog of improvements and repairs to other
state roads and bridges.

Merger Savings. The administration
estimates that the merger proposa would

generate at least $20 million in annua savings,
primarily from eiminating administrative
functions that can be absorbed by MHD and
other state departments. The savings would be
reflected in MassPike' s spending, not the
Commonwedth’'s. In other words, MassPike
reimbursements to the Commonwealth for
operating its facilities would be $20 million
less than what the Turnpike currently spends.
MHD spending would increase by
approximately $160 million per year, but these
costs would be offset by Turnpike tolls and
other revenues transferred to the
Commonweslth, so there would be no net
impact on the state budget.

Whatever operating savings are produced by
the merger would be offset by the loss of
approximately $10 million in annua earnings
on the Authority’ s debt service reserve, which
would be used for balancing the state budget,
as previoudy discussed. The remainder of the
savings, if they were realized, would help
balance the Turnpike Authority’ s operating
budget by offsetting the revenue | osses created
by the toll discount program (also discussed
above).

Achieving the savings would entail the
elimination of 216 full time equivaent
positions from MassPike's current payroll of
1,400. The proposed reductions include:

$3.6 million from diminating 51 toll
collector and auditor positions,

$3.4 million from diminating 36
adminigrative postions, including 15
custodia positions and six planning and
development staff;

$2.9 million from replacing MassPike' s
insurance policies with salf-insurance by
the Commonwesdlth;

$2.1 million from eiminating 24 human
resources positions,

$1.6 million from diminating 21 finance
poditions,
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$1.6 million from eiminating 17
maintenance positions;

$1.3 million from replacing exact change
lanes with eectronic toll collection; and

$1.2 million from eiminating 34
marketing positions.

While some of these savings may be redlized
from the proposed merger, it is our belief that
a number of the measures would be extremely
difficult to implement:

Exact-change lanes have aready been
replaced by dectronic toll collection
(ETC). Mogt of MassPike stoll collection
equipment budget pays for the ETC
service provider fees that will increase as
ETC utilization increases.

About $1 million of the adminigtrative
savings are funds for salary increases
under collective bargaining agreements.

The custodians included in the
adminigrative line items clean toll booths
and maintenance facilities that would
remain in operation.

About $500,000 of the maintenance
savings results from closing buildings
which will be needed for operating and
maintaining the Artery.

The administrative savings include the
salaries of the current Turnpike board
members, which the proposal would
retain.

Other savings measures would clearly result in
reduced services. For example, 14 of the 34
“marketing” positions are staffing for
emergency service patrols and 13 are for
vigtor information centers. Eliminating the
positions would mean eliminating the patrols
and closing the centers. While it islegitimate
to consider whether the state should be
providing these services or whether they are
affordable, doing away with them would be
more than an administrative or marketing cut.

23

The Road to Reform

Some of the projected savings would be offset
by increased spending or reduced revenues
elsawhere. For example, shifting to sdif-
insurance would transfer the costs of repairing
damage to Turnpike facilities from

MassPike' s insurance palicies to the
Commonwedlth’s already overburdened
capital budget. Eliminating MassPike's rent
payments for office space in the state
trangportation building would be offset by
reduced income for the fund used to maintain
the building.

Many of the savings proposas would shift
costs currently borne by MassPike to other
state agencies. Regardless of which agency is
responsible, someone will have to pay for
dispatching state police, managing the ETC
system, and accounting for the large volume
of cash generated by tolls. With funding for
nearly al Turnpike administrative functions
eliminated, MHD, Administration and

Finance, Human Resources and other
Commonweslth departments would have to
absorb al of the costs within their existing
budgets and staffing levels. Thereis presently
no implementation plan for the merger that
spells out how the state agencies would
accomplish this.

Operating Savings Can Be Achieved:
Clearly some savings can be achieved in
Turnpike operations even without the merger.
MassPike has already reduced its staffing of
Turnpike and tunnel operations (excluding the
Centra Artery) by 17 percent since 1996.

Toll collection is one area with potentia for
greater efficiency. Approximately 40 percent
of the Turnpike and tunndl toll lanes have
been converted to electronic toll collection,
while the number of toll takers has been
reduced by about 21 percent. The
administration conservatively projects that
additional reductionsin toll collection costs
could save MassPike about $4 million
annudly.

The House' s proposed 2005 budget requires
the Authority to consider the use of value
pricing strategies, including differing toll
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rates, to lower operating costs and reduce
traffic congestion. It should be noted that
savings from eliminating toll collector
positions would be partidly offset by
increased fees paid to the ETC service
provider as additional lanes are converted.
Tourism grants, which MassPike is required to
make under its authorizing legidation, could

be another area for economizing.

The proposal to have MassPike assume
responsbility for operating and maintaining
severa segments of interstate highways that
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connect to the Turnpike in central and western
M assachusetts offers the potential for savings
that would alow MHD to devote more of its
limited resources to maintaining and repairing
other roads and bridges under its care. The
plan would also have the benefit of using
existing Turnpike tolls to operate the feeder
roads used heavily by Turnpike drivers. This
proposa was included in the 2004 legidative
budget but vetoed by the Governor.
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Reforming the Commonwedth’s
transportation agenciesis essentid if the state
isto develop and maintain a first-class
trangportation system. The requirements for
comprehensive, integrated transportation
planning, for generating additiona revenues to
finance transportation investments, and for
enhancing the stat€’ s organizational capacities
to build, operate and maintain its
transportation assets are al important reasons
to pursue reforms.

The Governor and the Legidature should be
commended for recognizing the need for
change and initiating the debate with serious
proposas. The centrd issuein the
restructuring debate is to strike the right
balance between the greater coordination and
economies of scale that come with
consolidation on the one hand, and the focused
operational and revenue-generating capacities
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provided by the independent authorities on the
other.

Policy makers need to evauate restructuring
proposals within the framework of a broader
st of issues: How should the Commonwedlth
organize itself to develop and operate a high
quality and coordinated transportation system
that supports economic growth in
Massachusetts? What organizational structure
would most effectively safeguard the
taxpayers considerable investmentsin the
Artery, public transit and other elements of the
trangportation system? And how should the
relationship between the authorities and the
Commonweadlth be structured to enhance the
ability to finance the state’s most critical
trangportation priorities?



