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Fax-(608) 261-8220
TTY (608) 267-1479
Website ocrwigov

RE; Canadian National Railway Co. and Grand Trunk Corporation
Control - EJ&ECompany (STB Finance Docket if 35087)

Dear Mr. Williams:
Let me Introduce myself. I am Rodney W. Kreunen, Wisconsin's Railroad Commissioner.

I am In my 12th year and we have the statutory control over the 4,117 public CRXs in
Wisconsin. Our function Is to ensure the public and the railroad's safety at these CRXs.
1) We do this thru an ongoing physical on-site examination, and a cautious review of

the records. In many caset we ride w/crews and see what they see at their operating
speeds. (Their views an wry valuable, as tney conr these routes fnqtnntty.)

2) We have a major ongoing program to Identify those CRXs that could be good
candidates for Closure. (Seethe attached laminated chart on how we work thru these, Many times It
takes several yean, many local meeting*. TJn Clan It now know the need for etonomk Incentives
to help the focal munldpalftles. We can then match them up 10 $7,500)

3) We have very limited Federal ($2.7 mmhn) and State {$1.7 million) that we selectively and
carefully parcel out for slgnalizatlon upgrades. We work very closely w/RR's signal
staff on how/why/where these should be Installed. As the needs are so great with the
Increasing rail traffic volumes, and we have such restricted funds, we have Instituted
'Corridor Safety Enhancement* programs . We work closely w/RR staff to Identify the
greatest safety needs, and the potential closures. Several of the Class Is are working
wfthus on cost sharing to achieve these resuhsaiH BUST win shansoaoaaaeH
AufaJhffafi mpmtt*. 7*» UPMt rfo*s an 90/20 east sharing, wM a jmuAnum «fS12Utfor OCR when whan

poHBtW Out dooms. n* CPRRftM •afft*rfiMfl)rdMbfMircvsfisfcww v/KJtanrfffnwv&ig toward*

to UUM co-optrettonaw* hevihad v/fMSF
and *• Unit. Me b wry taftlf taasdoui I

4) Over the past decade, we have seen rail traffic steadily Increase, and congestion
or 'choke points' develop. These cause blockages, delays for local traffic, both
commercial and emergency vehicles. Thfc is most acute on the former
Wisconsin Central, now owned by the Canadian National. For over a decade, we
have worked w/them on siding extensions, CRX closures, grade separations,
and have Improved their traffic fluidity' some. However, due to the congestion
generated In the Chicago ana, we can do nothing. If the CNRR Is ever going to
be a better working railroad In/thru Wisconsin, the log Jam thru Chicago has
to be addressed.

Because of these many factors, we strongly support the CMRR's acquisition and
upgrades of the EJ&E to move rail traffic around Chicago to connect with their
Illinois Central Division. If oil prices continue to rise past $100/bazrrel, this will
on jy continue the trend for more container and general merchandise traffic to the
railroads. That issue alone would further highlight the need for the CNRR's

of tCJ&E. I see this as a good move for Wisconsin and the Midwest.

VmrttfcpHon
State of Wisconsin - Dane County
I, Rodney W. Kntmen, being duty swam, deposes

the Ac nas created and read fhe docurifeH an
facts to be true asjtattd >&.^s J

mey W. Kreunen
Wisconsin Railroad Commissioner

My Coni/nbslons uvpriLj
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The place to be is ENERGY

I
T PROBABLY COMES as no

surprise chat the price of a share

of stock in an oil company is

closely tied to the price of a barrel

of oil itself. For example, at the end

of 1998, Occidental Petroleum

(symbol OXY) traded at |6 47 a share, adjusted for splits.
At the beginning of July, Oxy was at 159—roughly a nine-

. fold increase. Over the some penod, the global average price"
of crude oil, according to the Energy Information Adminis-
tration, rose from $9-48 to |6B, which means roughly a
sevenfold increase.

Upfhrt atfvantaoa. Occidental nukes most of its money
in oil exploration and production, or B&P. In energy jargon,
it is mainly an upstream business. A company such a*
ExxonMobil, by cootrasr, has substantial upstream and
downstream operations. As an integrated firm, Exxon
extracts oil, distributes it through tankers and pipelines,
refines ic, and sells ic to businesses and the public.

As a result, flxxon, BP, Shell and other integrated com-
panies benefit led than EfcP firms when oil prices soar. The
upstream side of the business does well, but downstream,
high oil prices raise costs for wholesalers and dampen
demand by consumers. Ultimately, stock prices reflect this.
Since 1998, Exxon shares have little more than doubled.
BP stock has gone from |43 to $74.

Of course, if you own shares in an integrated nil company,
you get a relatively smooch ride. According to'&Av L/w
/maMm/ J«n*^ Exxon, BP, Chevron and most other inte-
grated firms are less volatile than the market as a whole.
Such stocks also pay nice dividends. Since 1991, Chevron's
dividend has gone from 81 cents to $2 32 a share, rising
every year. So if you're looking for stability, buy big inte-
grated oil. But if you believe energy prices will stay high,
then the place to be is exploration and production

As E&P stocks go, Oxy is pretty tame Paralftl Patrotoum
(PLLL) has risen 15-fbW since the depths of the late 1990s.
Chtsaptako Energy (CHK) has soared from less than a dollar

Jama K. GbastMt a a smor follow at the Amtrican Eattrpnst
Itutitettaatitditoraftti mayatmt, The American

OPENING
SHOT

at the end of 1998 to more
than $35 in mid 2007

But investors care about
the future, not the past. E&P
shares have risen with the
prices of oil and natural gas
(I'll get to that biter), as well
as with increased efficiency
and greater unit sales. But
will prices remain at their
current levels, or perhaps
even increase'

Yes, says Wayne Andrews,
__a nianagmg directorat Ray?

mond James & Associates,
who has a sparkling record as
an analyst. In a report issued
in early July, he and his* col-
leagues say they are "thor-
oughly bullish on both oil
and gas long term." Andrews
forecasts |70 a barrel for oil
at die end of 2008 He ranks
Occidental, which gets 78%
of its revenues from produc-
ing crude oil.» strong buy.
Ditto Parallel and Bate iTAre
Energy (BOB), both much
smaller companies with mar-
ker caps of about $1 billion.
He also gives a top rating to

EV Energy Partner* (EVEP), which trades as a limited part-
nership on Nasdaq.

Andrew's reasoning is straightforward Hirer, OPEC the
11-nation oil cartel that is responsible for about two-fifths
of the world's oil production and two-thirds of its proven
reserves, "has conviction to support a $60 oil pace," which
provides a reassuring floor for investors OPEC alone can't
determine prices; it was helpless in the face of past sharp
declines, not only in the late 1990s but also during the re-
cessions of 1991 and 2001 Still, OPEC members no longer
believe that prices in the $60 range will slow global growth,
and intentionally or not, their production has been railing
Non-OPEC oil production is also slowing considerably;
Mexico's peaked in 2004, Russia's in 2003 •

Worldwldt boom. Moreover, the global economy is booming.
No nation of decent size is in economic distress at present.

prices are coming*
The case for global
growth and political
turmoil 1$ toe
compelling. If
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The business cycle has not been repealed, of course, but eco-
nomic management—especially monetary stewardship and
tax policy—has improved all over rhe world "India and Chi-
na," says Andrews, "are just entering the industrialization
phas* ' Currently, the two countries consume two barrels of
oil per capita each yeai—less than 100 gallons By contrast,
South Knrea and Japan consume about 15 barrels, and the
U S , 25 barrels South Korea nearly quadrupled its per-
person oil use between the mid 1980s and mid 1990s If you
assume that India and China will merely double their con-
sumption, you still come
up with a huge jump
in demand

Finally, look at geopoli-
tics Effective sanctions or
military action against
Iran, the second-largest oil
producer in OPEC, would
almost certainly slash pro-
duction and push global ~
oil prices higher—at least
in the short term

A question off value*
These are cogent justifica-
tions, but how novel are
they' Is knowledge of
sluggish supply and rising
demand already built into
today's prices, for both oil
and stocks' A top execu-
tive with one giant integrated company told me he thinks
that oil today carries a geopolitical premium of (20 a barrel
In other words, the investors, speculators, businesses and
consumers who set oil prices expect disruptions in Iran,
Nigeria, Russia, Saudi Arabia, Venezuela or some other un-
stable energy-producing nation, and their fears are reflected
in the price So, one assumes, is the likelihood of another bad
hurricane in the Gulf of Mexico

Andrews's price forecasts are on the high side But many
analysts foresee the same lofty ranges reached a few years
ago The more clever, contrarian investor may think that
oil prices have peaked and will start dropping—because of
slowing global growth, a more-benign picture of geopoliti-
cal risk and rising supply gamed through new technology
In that case, the right move would be to short E&P stocks
or buy shares in companies, such as airlines, that benefit
enormously from lower fuel costs (although airlines would
also suffer in an economic downturn)

My own view is chat higher oil prices are coming, mainly
because the case for global growth and political turmoil is
too compelling But an even better bet than oil producers
such as Oxy may be natural-gas producers such as Chesa-

aradel Petroleum's stock has soared eightfold since January
2003. white Cabot Oil & Gas has made a considerable gam,
up more than fourfold during the same period.

SMMll

peake and Cabot Oil & Gas (COG), both of which are rated
"outperform" by Raymond James Although that may seem
a lukewarm endorsement, Andrews says it reflects woines
that natural-gas prices will fall because this summer's heat
has been fairly moderate, allowing reserves to build "Gas
likes cold winters and hot summers," he says, and buying
shares in natural-gas producers is, in the short term, a
wager on weather Longer term, however, there is a lot to
like about gas.

For one thing, gas is nearly a closed system We make our
own in the U S and im-
port very little (other than
from Canada) because we
have few liquefied natur-
al-gas terminals and are
unlikely to build many
more So, foreign supplies
of natural gas don't enter
into the equation

And today, Andrews
~ ' points out, there is a dis-

parity between oil and
natural-gas prices Nor-
mally the ratio of die
price of a barrel of oil to
that of 1,000 cubic feet
of natural gas is six to one,
or, at most, seven to one
That is the relationship
based on the energy each
source' generates. Today,

however, the ratio is ten to one Because Andrews doesn't
expect oil prices to drop, the route to reconciliation is a rise
in gas prices He is projecting natural gas delivered at the
Henry Hub. in Louisiana, to be f 7 08 at the end of 2007
and $ 10 at the end of 2008—a huge increase

What about alternative energy' That's a subject for anoth-
er column Just recognize that for" the next few decades at
least, oil, gas and coal will be by far the primary resources
for global economic growth

Smart additions. Along with stocks such as Oxy and Chesa-
peake, a wise investor's portfolio should include at Least
one integrated oil company, an exchange-traded fund such
as UrfHed States CHI FUnd (USO), shares of which directly
reflect the price of West Texas Intermediate light, sweet
crude, and a mutual fund such as Fidelity Select Natural
Gas (FSNGX), which has returned an annualizrd, 17%
over the past ten years

The final reason to own energy stocks is to hedge your
bets As gasoline and home-heating costs rise, you can at
least have the small satisfaction that your E&P shares are
probably rising, too €
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THE WORLD IN NUMBERS

The world's most essential off field may be In decline.

Running
BY JAMES D. HAMILTON

No country b more important to oj)
markets than Saudi Arabia. The

kingdom produced rongjily^a mfl-
Hon barrels of crude a day to 5(0p6, and
accounted for 19 percent of wortA $t1 J
exports. Many auatysts expect it to sup'

Hnistratedby the lack of hard data

ducaon over the ffgetfawycara. And ^i
•«-- f ii nl • • lii ••fillrpi" nifiiy un/UPCBrTTl̂ fl

afrgaoji VfoftH"* rtjjy.tffffr-i -, '

capacity it has p)s>Bfl lajameial rale n
alleviating temporary s^ippr/ disrup-
tions, increasing daijy production by

at t

-_-„---• ~We*j for exampjo.

A^VvDawiB v&flt alDAnEttfl

" lne(Sandl8 have developed Oiawar
by nafiig parinhecal wpfter injection—"
vattat » pnniped into IheiiMU rein drjy^___ ^

mlraqandifin^^rofB^J^&Sinfl- detafls about Saudi production were

Jhe Ghawar ofl field Is jthe Ung-
draiB crown jeweLStretcbfaig for inore
' **- - - ' " - '- ,ftli

to inier that tbe depth of the remaining.

It produces perhaps twice astmuch,ofl.
as any other field) and has doubtless
accounted for more nan half of Saudi
AraUafc ofl production, let the Sandh
have been removing ofl from tins resep-

ptuducoon most fiuL
The Saudis do not release data on

how much ofl they are extnctfag fiom
individual wells, or on the remaining
reserves of uunridual ofl field*, Bipt the
total amount that the kingdom prp-j|
duces haa been difllirinft down a mit.
lion barrels a day over the hut two yean

(| ,
Tne Saudis have claimed] o^ae cula

have been hi response to weak demand. '
However, the big drop in production
began in the spring of 2006V when the
price of oil was rising from 960 to $74
,a barrel; the dafan that no one wanted
to buy Saudi Arabia* light crude strains
credulity. The drop in production has
also coincided with a huge new Saudi

tfanejru about 500 feet Evidence fiom
many sources suggests that the water
level has D^risfngat about 18.4 fifct
per AWE. If you extrapolate that trend;
this would mean that the northern part
of Oiawsr is by iiow quite depleted. '

Stauifbrd has also bnOt a detailed
computer shnnlaHon of the Gnaw
reservoir, based on tts'size and ahape,
me poroaftyand penneabflny of to rock;
and the assumed oil-extraction rates*
Hie results of this simulation Une up
remarkably wefl wMt Stantfbrds other
calculations. Ofl production fiom north-
em Ghawar has Hkdy peaked.

Southern Ghawar still holds a tot of
oil, and perhaps the kingdoms push to
find new fields wffl bear fruit. But north-
ern Ghawar was developed first because

production cannot be eaaOy replaced. At
afrnwt th^ MF11^ tj"tf that Saudi produc-
tion began fta decline, the new Haradh
project hi southern Gbawar began pro-
ducing perhaps an additional 300,000
barrels a day. The Saudis have abo made

a huge investment to reopen the Qatif
flddon the eastern coast wUeh they had
abandoned hi 1990; ft is now producing
an ftlliimied hatf-mUBoa bands adajn
With Saudi production fiuling despite
these new contributions, the situation
could be serious.
r At a bare minimum,, the era when
excess Saudi capacity could cushion
geopolitical disruptions In oil supplies
may wall be over, even though the threat
of such disruptions fa greater than ever.
And if Saudi production continues to
decline even as world demand keeps
growing, in a few yean we wfll look back
at the summer of 2007 as the last of the
days when gasoline— even at 93.50 a

— was stffl plentiful and cheap. B
~

I
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INSIDE SCOOP • by Teresa Rrvas

Warren Buffett: Train Buff

M ORE SHAKES OF BURLINGTON NORTHERN SANTA FE ARE ROLLING
into Omaha, Neb., as Warren Buffett continues to map up stock of
the Forth Worth, Texas-based railroad. On Wednesday, the Berk-
shire Hathaway chief exercised call options to purchase 7347,818

shares, the latent in a string of his investments over the past two months In the na-
tion's second-largest railroad, after Union Pacific.

Since Aug 8, Berkshire Hathaway and its subsidiaries have exercised options
and made outright pur chases of 30 million Burlington shares (ticker: BNI) totaling
$173 billion

Of that amount; 14 million shares were direct purchases, totaling $1.12 biflwn,
or an average of 79.48 a share, the latest transaction on Sept 20.

Shares acquired through" options totaled 16 7 million, or $6172 million; at an
average of 39.36 a shire. . ' ; ••

Buflett now Indirectly owns 60,828,818 Burlington shares through Berkshire
Hathaway (BRKA and BRRJB) and its subsidiaries, representing a 172% stake
In the company. He began building his position In late 2006, but did not reach the
10% threshold of ownership until April, when his position was announced, send-
ing the stock to1 highs not seen in nearly a decade. . ',<

Berkshire didn't Jjave anyone available to comment on the purchases.
Burlington didnt return phone calls seeking comment. "" - ;'
Analysts surveyed by Thomson Financial, on average, rate Burlington a Buy

or the equivalent, with a mean 12-month target price of 94. Although over the
summer Burlington descended from hlgha after Buffettfc ownership disclosure,
the stock stffl has a year-to-date gam of 17.6%, Just trailing its peers in the Dow
Jones Railroad Index, which is up 19.2%. l ^

"Buffett is a long-term, value investor, who doesn't get Into fads/* says Ben
Sihrerman, director of Research at InslderScoreLCom. "He realizes that die
economy is cyclical and housing la cyclical, and with a multiyear investment
horizon, he's not going to be concerned on a o^iarter-toHniarter basis. What he is
looking for to when the stock hits an Inflection point that makes It a good buy
And, earlier in the year, railroad stocks were really slumping, with rpricc-to-earn-
ings ratios] weD below the historic P/E ratios they normally trade at"

However, white Buflett was buying, Burlington insiders wen busy unloading
the railroad's stock. From late April until August, Chief Exocnttve Officer Mat-
thew Rose and Chief Operating Officer Carl Ice, along with seven other direc-
tors and vice presidents, exerdsed and sold more than 288,000 Burlington
shares, according to InslderScore.com

Institutional investors, too, have been skeptical of the Oracle of Omaha's
bets on Burlington, as they decreased the number of shares they held in the
first and second quarters of 2007, according to Joshua Hong, director of
research at Ownership Analyzer com. UBS and Marsico Capital, Burlington^
two top institutional holders in the second quarter after Berkshire, sold 9
million shares and 7.8 million shares, respectively, during that period, while
Buffett increased his stake by 4.4 million

Burlington Isn't the only railroad that has caught Buffett's eye. Although
more recent figures aren't available, filings with the Securities and Exchange
Commission in May showed that his holdings include 64 million shares of
Norfolk Southern (NSC), or a 162% stake, and 10 6 million Union Pacific
(UNP) shares, a 3.9% stake

This is Berkshire Hathawayfe stock aftheyear,"Bays Jonathan Moreland, insider-
strategies adviser to Ladenburg Thahnann Asset Management Moreland says that
the recent positive jobs report made Buffett's purchases even more well-founded

"The jobs report does seem to indicate that the economy has a good chance to
muddle through its imbalances and not fall into a severe recession, if it does at
all. This Is a big bet, and economic data are supporting his bet, but there are still
plenty of risks going forward "

Shares of Burlington fell 84 cents, to 85 94, on Monday •

A version of this article appeared OcL 8 on Barrarts Online (tmnabamma com)
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NATIONWORLD
Heavier trucks, punish infrastructure!
Exceeding weight
limits weakens1

roads, experts say
Auoctartad Pnu, Journal SentM staff

More tfrap a •
overweight trucks an al-
lowed onto the natton'sroads
and bridges — an merlttsing-
JyroutlBdprflctic* that some

^gerous wear and teat on an al-
ready groaning, infrastruc-
ture^- " ". "i r ! :

- In interviews with ike As-
sociated Press, some: ospefts
warned th6)pracacd of Issu*
ing state permlts-ffiatallow
trucks to esdeed ti
weight ttatts can
steel BBS! ooi
flrfngtevaatigator
have cenbibated to the

mits good for a few days.'
weeks or months. Those add
up to more man L8 million
permits not included in the
AP*s count

Many states, including
Texas, have reported a mod-

1 that killed 18 peepfe
"We fedk abort Ibis an die

time, and the fear that we
have ia that weTe gamg .to
hMflnsama sort of disaster
here that hajpaned In Mnma-
sofea," aatf Bea Lea. aitfeii-
ttvedfredar ofthe Itaas Con-

Ai 20B0. MDwouhea-a Horn
Bridge coflqpettd whea steel
gMen eraefead. Several fee-
tors were blamed for the col-
lapse, iaciudlng a slgnfflcant
ntdnber -of heavy tracks,
some over the normal weight
limit, that routinely traveled
over flie bridge.

Hie weight limit for nearly
all interstate highways la 40
tons. According to a govern-
ment study, one 40-ton truck
does aa much damage to the
road as 9.600 cars.

But permits frequently al-

tewrf tor
weki

tow veUeieB to oncced that
.amount br 2 tana In Tevas
and aomettmes as much aa 85
tons in Nbrada-jSome states
grant one-time permi $at
allow tntifes to be
My heavier.

Wlsconstai
nuai uernB^^ jn
weight trucks. "The state's
weight limit for overweight
truck permits is 49 tons.

Around the country, many
transportation officials dis-
miss the fears as overblown
and say roads and bridges are
safe, though some express
concern that not enough la be-
ing spent to repaa- the dam-
age done by extra-heavy
trucks.

As for why they issue over-

'm rfcirtm ttiar nm flfaajlr
. canyflBg, oat the lam aa
patted fir their LegUataea.
Critics of those lam say they
often an writtBB to baneflt
pomrfkd indwtriea, sveh aa
loggmg in the West or oil and
gas in Texas.

Dante Roth, director of
highway operations at the
American muting Awocia-
ttm, Mrid tt to not fehr to pat
afl the Wama on'trucks be-
cause permft loads an a tiny
proportion of traffic.

States allowed more than
500,000 overweight tracks to
traverse the nation's bridges
and highways at will in the
last year, according to an AP
review of figures in an 60.
states. Those permits were
good for an entire year.
Though 10 states do not issue
yearlong permits, aU states
hand out shorter-term per-

overwaJgU-Ioad permits Is*
sued tereaeat years—arise'
ftrthsaW caste attributed to
a £5% te 3% Borease a year
. hi nmefe teajfce because rfihe

magnified by
a recent feted finding fhat
18% ertte Batten's MAaaa ei-
ther ejDBBt taps welgU units
peatod or Umirocfqr catoa-
lated the weight limtta that
-an pasted. Abo, a federal
"studrlaaiyear daasjfledat%
of tte naston's brUgai as ei-
ftar ahushtt-agy dsHdeat or

The Aaertean Society of
CivttBDji&aeregave1

sia a tabns rating fin

In mirttgtan, RC., OB
Mrmdar.tttefeateayreved

raplaoaflUBt of Amarlca'a
crumhll&g netweric af brid-
ges.

Ttio Senate anwovsd the

sin Sens. Bws FbfegaM and
Hart BdA Baft Mioni-ntn,
voted ft* ffleiwaswe.

Hie vote came as me Sen-
ate bena delate on a
yip4iff b^B D& meaauva ZUUB-
nig transportation and heus-
mg progvams for the budget
year begmntag Oct L Tfiat
MB feces a veto threat from
President Bush for exeeeding
his request by $4.4 bifflon.

But Anton of (to Journal Sentinel
stiff contributed to this rtpvt



Mental Health Rules

1. Have a hobby: Acquire pursuits
which absorb your interest; sports
and nature are best.

2. Develop a philosophy: Adapt yourself
to social and spiritual surroundings.

3. Share your thoughts: Cultivate
companionship in thought and in
feeling. Confide, confess, consult.

4. Face your fears: Analyze them;
daylight dismisses ghosts.

5. Balance fantasy with fact: Dream but !

also do; wish but build; imagine but .
ever face reality.

6. Beware alluring escapes:
Alcohol and opiates may
prove faithless friends.

7. Exercise: Walk,
swim, golf, play
tennis - muscles need activity.

8. Love: But love wisely. Sex is
a flame which uncontrolled may
scorch; properly guided, it will light
the torch of eternity. *

9. Don't become engulfed in a whirlpool
of worriers: Call early for help. The

doctor is ready for your rescue.
10. Trust in time: Be patient and hopeful.

Time is a great therapist.



BUSINESS

They Really Do
Own the Road
Loaded with investor cash, companies ate
buying leases of public highways, bridges
and tunnels from states desperately trying
to improve infrastructure. Cue the backlash
BY BARBARA KIVIAT

BNNSTLVAHIAHS BAD BUN

for a new road
between Philadelphia and Lan-
caster for years, but the goyern-
ment just couldn't afford it So

in 1792 the state chartered a company that
would build the natiorib first private turn-
pike — 62 miles (100 km) of stone and
gravel— in exchange for the right to collect
tolls. Today Pennsylvania finds itself in a
similar bind, with the money it n«ds far
roads and bridges far outstripping the
money it gets from the gas tax and other
revenue streams. So Governor Ed Rendell is
turning back the clock, proposing a slew of
deals with the private sector, starting with
a long-term lease of the 359-mile (578 km)
Pennsylvania Turnpike, which could bring
the state an estimated $u blHon to $18 bil-
lion up front "We ha veto be as creative as
heck to get out there and fund our infra-
structure needs," says RendelL

For states and aties looking to upgrade
or replace aging infrastructure, partner-
ing with private players is the biggest idea
to come along since the interstate highway
system started ribboning the country with
asphalt in the 1950$. The appeal: govern-
ments can stop worrying about roads,
bridges and tunnels, and companies get
lucrative leases that allow them to col-
lect money from drivers (or generations
The craze is being driven by investors
who crave the steady cash flow of decades'
worth of tolls There are 71 projects worth
$104 billion being considered for private
development by state and local govern-
ments, according to the publication Pubbc
Works Financing, The proposals are feeding
a new pack of investment funds from the
likes of Goldman Sachs, Morgan Stanley

an4 tip 9az|l'le Gromv-as well-aicbntro-
versy over how roads should be paid for.

The deals, common in Europe for de-
cades; got hunp&arted in the'us. In'aoos
when Chicago enriched its treasury by
$1.8 billion by selling a 99-year lease of the
Chicago Skyway to Spanish roads opera-
tor Cjntra and Australian bank Uacaua-
rie. At about the same time, Texas bagged
$1.2 bilHon fo* left a Cintra-led consortium
build the first part of the Trans-Texas Cor-
ridor and collect tolls on It for 50 years.
In 2006 Indiana signed a 75-year lease for
the 157-mile (253 km) Indiana Toll Road

'U.S. Infrastructure
needs tots and lots
of capital, and it's
not qiMous whenfr all '
that itioney is going r
to come from."
—IfUIRAT BLEACH, P1ISIDBNT OF
If AGQUAIII HOLDINGS USA

in exchange for $3.8 billion, funding the
state's transportation needs for the next
decade—and grabbing the attention of
other budget-conscious states. "It was an
earthquake in transportation," says Bob
Poole, director of transportation studies at
the Reason Foundation, a think tank

But since the spring, a backlash has
taken hold. Texas, a pioneer in privatiza-
tion under the enthusiastic leadership of
Governor Rick Perry, saw its legislature im-
pose a two-year moratorium on new proj-
ects. The Pennsylvania legislature bounced
Rendelrs first attempt to privatize the turn-

pike, though now he's trying again in the
wake of shifting state politics The mother
of all toll roads, the New Jersey Turnpike, is
under review, but Governor Jon Corzine, a
former Goldman chairman, disappointed
eager bankers in June when he flatly stated,
"We're" not going to privatize"

Tne issue exploded last May when a let-
ter was sent by the House Transportation
Committee* James Obentar of Minnesota
and Peter DeFario of Oregon to all 50 Gover-
nors, expressing concern that a flood of lo-
cal deals might put "parochial and private
interests* aheadtaf an' integrated national
transportation network"—and threatening
to undo any deals found not to be in the
public* interest That's pointedly at odds
with the Department of Transportation

"(bOrX which, following the lead of the Bush
Administration, has been a huge supporter
of privatization and helped pave the way by
letting some companies issue debt with the
same tax advantages as municipal bonds.
The DOT also drafted model legislation for
state^considering deals and m at least one

* case-^when Texas backed off a deal with
Centra*—-threatened to withhold funds

So what-not to love? The most common
gripe is populist Ttfjs often skyrocket un- .
der private owners, though, with: the bless-
ing of elected officials, pho avoid the
political costs of raising tolls or taxes thpnv
selves.Tnart how privatized roads (Jeliver ,
double-d^rerarnsfbrinvestorjand often
lead to upgrade* like electronic tolling. But
there are other devils hirJdng in the details,
like noncompete clauses that may prevent
transportation agencies from building new,
loads, or the inability to use roads for eco-
nomic development by, say, adding a new
exit to attract businesses. Some officials get,
queasy about locking themselves into long;

leases; Colorado officials already regret of-
fering a 99-year lease for the Northwest
Parkway. Others are turned off by the hard
sell from investment bankers who advise
states on some deals and bid on others.

' "This should be the last option," says Texas
state senator John Carona, "not the first* •

At the coze of the debate is a fundamen-,
tal issue* Is building roads one of those
things, like trade policy, that only the Fed-
eral Government should steer, or is there a '
better way? Forty-five percent of the mon-
ey spent on American roads comes to the
states from the Federal Government, but
Congress hasn't raised the gas tax, its main
source of highway funds, since 1993. And
that's Just fine by people who find the free
market efficient and earmark-free. '

The debate is more than philosophical. >
Even before the ncem Minnesota bridge co • '
lapse, comniutenmcniwuracoiridorsriDi] L •
Atlanta to northern Virginia knew that oulr
infrastructure needed investment and tk t
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capacity hadnt kept pace with demand. It
hunt helped that many state politicians
have been jut as lehutant as Congress to
raise gaa taxes. Or that thanks to the surging
price of materials like petroleum and steel,
the cost to build highways has jumped 43%
since the beginning of 2004.

Money from the private sector could
help fill that gap, but there is mote than
one way to get it. Deals like the Chicago
Skyway and Indiana Toll Road, which
lease existing assets, may tap the private
sector's operating prowess and political
immunity in raising tolls, but critics see
them as long-term mortgages to solve
short-term fiscal problems "People are giv-
ing public-private partnership a bad name
by running around the countryside trying
to entice tash-strapped states and munici-
palities to participate in these monetiza-
tions," says Tim Carson, vice chairman of
the Pennsylvania lurnpike commission
and a public-finance lawyer

Carson argues that the public sector
can wring plenty of cash out of toll roads
by essentially behaving like the private

sector and charging market rates for us-
age. The express lanes of State Road 91 In
Southern California, for example, carry
some of the highest tolls in the nation—at
peak hours, nearly a dollar a mile—which
may annoy drivers but help pay for the
state's transportation needs. The Pennsyl-
vania Turnpike commission has produced
a plan to raise turnpike tolls and attach
tolls to other roads in the state.

Deals in which the private sector actu-
ally builds new infrastructure are usually
a better bargain for the public. The state
or city gets a new stretch of highway or a
bridge or a tunnel, and it shifts risk to its
private partner—a genuine benefit If con-
struction costs spike or expected traffic
doesn't materialize, that's the company's
problem. "We've had some governments
say to us, 'I don't really need to be in that
business," says Mark Flonan, who over-
sees infrastructure deals for Goldman
Sachs. These so-called greenfield projects
are starting to catch on And some states
are getting savvy about how to structure
the terms The so-year lease for Texas'

State Highway 130. for example, includes a
revenue-sharing clause that nets the state
4.6% of gross receipts at first and up to 50%
as traffic increases—just in case the road
proves more valuable than predicted.

And even though 2007 has placed a few
speed bumps in their way, public-private
partnerships are almost certainly here to
stay. Many of the financiers who run infra-
structure funds actively drum up deals—
some states allow unsolicited bids, and
bankers have fanned across the country in
response—and the big global players in
infrastructure have set up shop too. World-
wide, somewhere from $50 billion to
$150 billion worth of equity is waiting to be
invested m infrastructure of all stripes (in-
cluding assets like airports and water sys-
tems), and much of that is trained on the
U S "U S infrastructure needs lots and
lots of capital, and it's not obvious where
all that money is going to come from,'' says
Murray Bleach, who runs U S. operations
for Macquarie. "The potential is huge "
With all that cash waiting in the wings,
other concerns may not stand a chance. •
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Review af a Corridor
1) Vehkle traffic patterns
2) Which CHXS «fg realty needed?
Setting the Strategy
3) 'Safety Opinions'

a) Railroad crews
b) OCA staff m Commissioner's thoughts
c) Mceand Fin and EMS staff views
d)Jer&cMt leaders, residents

4) Accumu/atfof? of facts
a) C8X needs- Actual or perceived _ _

~b) Alternative routes

Interiae* w/tocal officials
5) Camoctt of focal few/

b) JtaAofltf personnel
c) Director of PuUk Works
c) Elected Offidab
d) Interested fubtte members

6) Co-ortflffaffofi of efforts
a) OCR - focus of approach
b) JMtoarf dosure report
c) Railroad Incentives
d) OCR corridor Improvements
e) FRA Involvement/Assistance

The 'Decision' to 'Close' or Walk'
7) The move toward the Hearing

a) OCR selected leader to set tone.
b) Local Information/pulse meetings
c) OCR 'Hearing Examiner' sets the

time, place and data of hearing

The 'Hearing' How.lt Is run
a) Appearances of witness's
b) Gathering of facts.

' How It unfolds
a) Proposed Order (Hearing Examiner)
b) Final Order (Commhshtnr)
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Road
City/Vtllage/Town

MP. FRACRX*.

County

1) Town Officials: mams. EboaeJt Contact - Date/Tim*

A) Town Chairman
B) Police Chief ~~"~ "~""~ """~"~""
C) Fin Chief m~~~~~ ~~~ "

D) EMS Director

E} Others -

2) Legislators:

A) Senator

Staffer

B) State Rep

Staffer

3) County Officials:

A)Htwoy Commissioner

B)DPW

C) County Executive
D} Regional Plan

4) Railroad:

A) Public Works

B) Operations

C) Legal ~~


