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Chairman Oberstar, Congressman Mica, members of the Committee, thank you very
much for inviting the American Road and Transportation Builders Association to testify
on implementation of the American Recovery and Reinvestment Act (ARRA). | am
Charles Gallagher, President and owner of Gallagher Asphalt Corporation, a past
chairman and current board member of the lllinois Road and Transportation Builders
Association.

| am here today on behalf of the American Road and Transportation Builders
Association.

| have beenaskedtopr ovi de t he Gall agher companyds per s
ARRA funds to date.

To best understand what the ARRA has done for the employees of Gallagher, | would
like to tell you who we are.

Gallagher Asphalt was founded by my grandfather James F. Gallagher in June, 1928,
17 months prior to the Great Depression. Gallagher Asphalt is now owned by a third
generation of Gallaghers, myself included.

I l i ke to say t lyawned@rdlopermtgcho®y thai |l mean theaGaliagher
familyownsthecompany, but it is Aoperatedod by the f¢
over 20 families unrelated to me that work for Gallagher: fathers, sons, mothers and

daughters, husbands, and wives, etc. We are a connected group.

Our work force is made up of 30 percent minorities and 7 percent femaled exceeding
the federal guidelines.

There are over 50 peopl e t hatforB5ayeaes ofsavicaed t he
We are proud to have a highly tenured group in an industry known for its heavy
employee turnover.
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The ARRA provided $48 billion for transportation improvements. The bi | | &8s

purpose was to sustain and create jobs in transportation construction by providing
federal funds for projects that could be started quickly. The ARRA provided $27.5 billion
for highway improvements, $1.1 billion for airport improvements, $8.4 billion for public
transportation, $8 billion for high speed rail and $1.5 billion of discretionary funds for
large transportation projects. To assure quick use of the funds, the bill put very strict
time limits on the award or obligation of the funds.

For example, it required that half of the $18 billion of the highway funds apportioned to
state governments (approximately $9 billion goes directly to local governments), and
half the airport funds, be obligated within 120 days, while half the transit formula grant
funds had to be awarded within 180 days. Of the remaining highway funds, the bill
requires that any amounts not obligated by March 2010 must be returned to FHWA for
redistribution to other recipients, and virtually all of the funds provided by the bill must
be obligated by the end of FY 2010. The hope was that projects would be started
quickly, generating jobs in the construction industry and the many industries that
provide materials and services to construction contractors.

Is the bill working? The answerisfiys® and my company i s an
working.

Gallagher was low bidder and awarded eight ARRA projects, totaling just over $15
million dollars between April and June of this year.

These projects directly employed 259 hourly men and women on the crews, of which 29
were new hires.

The projects were mainly grind, patch, and overlay projects that have or will be
completed within the next 4 weeks.

There are periodic reports in the media expressing concern state DOTs are not getting
projects underway fast enough. For the MTV generation with a three-second attention
span, there may be disappointment that thousands of highway and other construction
projects did not spring up overnight. But by any reasonable measure, the ARRA
transportation improvement program is doing exactly what Congress intended it to do.

Highways and bridges

Highway funding was the largest element of the program and every performance
measure indicates it is working well and having a significant impact.

e Every state met the requirement that 50 percent of the funds apportioned to the
state DOT had to be obligated within the first 120 days. No state had to turn back
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funds to be reallocated to other states. The CongressionalCBQBudget

initial projection that many states would turn back funds was dead wrong.



Just six months after the Federal Highway Administration apportioned the ARRA
highway funds to the states, state and local transportation agencies have
obligated $18.4 billion or 68.9 percent for highway projects. This is a much faster
pace than under the regular federal highway program.

There are now 3,966 ARRA-financed projects under construction, including more
than 600 that got underway in September. Projects are under construction in all
50 states, the District of Columbia, Puerto Rico and on Federal Lands. These
projects are valued at $11.01 billion, representing more than 40 percent of ARRA
highway funds.

While no state has yet obligated all of its ARRA highway funds, seven states
have obligated more than 90 percent including the District of Columbia, lowa,
Maine, New Hampshire, Utah, West Virginia and Wyoming, while a total of 18
states have obligated at least 75 percent of their ARRA highway stimulus funds.
No state has obligated less than 44 percent of state and local highway stimulus
funds.

As Chart 1 shows, payments to contractors for work performed have been
growing at an exponential rate, hitting $1.85 billion by the middle of September.
At this rate, total payments to contractors during FY 2009, which ended
yesterday, should be close to $2.5 billion, which is well above the $1.9 billion
projected by the CBO. By the end of the calendar year, payments to contractors
should hit $5 billion or more.

Chart 1 - Payments to Contractors for Construction Work
Totaled $1.85 Billion by Middle of September
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e Both my state of I1IlIlinois and the Chair man

leading states in making use of ARRA highway funds. As of September 15,
lllinois had obligated more than 80 percent of its funds while Minnesota had
obligated more than 70 percent, both above the national average. But where both
states excel is in getting projects underway, making payments to contractors for
construction work performed, and supporting jobs.

¢ lllinois leads all states in total payments to contractors, at just over $224 million
to date. This represents 24 percent
the top nine states in terms of ARRA construction work performed and supporting
jobs. Minnesota is also among the top nine states, having already paid out 21
percent of its ARRA funds to contractors for work performed and supporting jobs.

¢ Maine is the leading state in terms of percent of its ARRA funds paid to
contractors for construction work performed, just over 45 percent. Through mid-
September, nine states i lllinois, lowa, Maine, Minnesota, Oklahoma, South
Dakota, Utah, Vermont and Wyoming -- have paid over 20 percent of their ARRA
funds to contractors, while a total of 18 states have paid out more than 10
percent. Only one state, Hawaii, has not made any payments to contractors to
date.

e Nineteen states have obligated $336.8 million of ARRA highway funds for non-
highway investments. This includes $288.4 million that has been flexed to transit,
including $175 million by the state of New York. Five states (North Dakota, Ohio,
Oregon, Virginia and Washington) have obligated a total of $48.5 million for
freight, passenger rail or port infrastructure projects, as is allowed in the bill.

e When funds flexed to transit and other modes are included, a total of $18.86
billion of ARRA highway funds have been obligated through the middle of
September, or 70.1 percent of the $26.9 billion apportioned to date.

For highway construction, the ARRA could not have come at a better time.

At the start of this year, the nationods,
by some measures, the worst recession in the post-war period. The downturn was
taking a severe toll on the revenues used by both the federal government and by state
and local governments for highway construction. Rising unemployment, reduced travel
to work and lower freight shipments meant revenues from federal and state motor fuels
taxes were coming in below expectations. New car and truck sales were plummeting,
which meant reduced heavy truck tax revenues into the Federal Highway Trust Fund
and sharply lower automobile sales tax and new vehicle registration fees at the state
level.

For both FY 2008 and FY 2009, core federal highway program investment was

maintained at or close to the amounts guaranteed in SAFETEA-LU only by emergency
injections of general funds into the Highway Trust Fund.
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States Reducing Highway Construction Programs

FY 2009 FY 2010

Arizona North Carolina [Arizona Minnesota

California Oregon California New Jersey

Georgia Pennsylvania |[Delaware New York

Louisiana South Carolina |Georgia North Carolina

Massachusetts Utah Idaho South Carolina

Michigan Virginia llinois Utah

Mississippi Washington Louisiana Virginia

New Jersey Maine West Virginia
Massachusetts Washington
Michigan

Unfortunately, at the same time,
many states responded to the
reduced revenues situation by cutting
back on their use of state revenues
to fund their highway and transit
plans. According to surveys
conducted by the National
Association of State Budget Officers
and the National Governors
Association, 15 states reduced their
state funding for planned highway

investment during fiscal year 2009, which for most states ran from July 2008 through
June 2009. The latest NASBO-NGA survey finds 19 statesd including my state of
lllinoisd plan to cut their own highway investment in FY 2010.

The fact is, absent ARRA funding, the highway construction market in many states
would have significantly declined this year, with a corresponding loss of thousands more
American jobs.

Chart 2 below shows the value of construction work put in place on highway, bridge and
related construction projects each month so far during 2009 compared to the same
months of 2008. Because highway construction outdoors, construction activity exhibits
a distinct seasonal pattern, peaking during the summer and fall months when the

Chart 2 - After a Weak Start, the Value of Construction
Work on Highways and Bridges is $1 Billion Above 2008
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weather is good and then declining to a mid-winter low. The chart shows that during the
early months of 2009, before the ARRA highway stimulus program had any chance to
take effect, the value of construction work being performed on highways and bridges
was showing no growth compared to the same months of 2008. And that, or worse, is
very likely what we would have seen throughout 2009 without the ARRA.

But that pattern changed significantly in June and July, as construction work began on a
number of ARRA-financed projects. During June and July this year, $1 billion more
construction work was performed on highway and bridge projects than during June and
July of 2008. Given the fact there was no increase in funding for the regular federal
highway program in FY 2009 and at least 15 states cut their own funding for highway
construction, there is no question the increase in highway construction spending in June
and July was due to the ARRA.

The impact of the ARRA is even more evident in the data on new contracts awarded by
state and local DOTSs for highway and bridge construction projects. As Chart 3 shows,
during the first four months of 2009, state and local DOTs awarded $2.1 billion fewer
contracts for highway and bridge construction projects than during the same months of
2008, reflecting recession-driven cuts to state and local highway funding. Since thend
between May and Augustd the value of new contracts for highways and bridges has
exceeded 2008 by almost $4 billion, with the ARRA more than offsetting state and local
budgetary difficulties.

Chart 3 - Since May, New Contract Awards for Highway and
Bridge Projects Have Soared Due to ARRA
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And there are still more improvements to come. So far during September, construction
work has begun on more than 600 new ARRA-funded highway and bridge construction
projects. In addition, almost $7.6 billion has been obligated for projects that have not yet
gotten underway, and another $8 billion has yet to be obligated. Both OMB and CBO
expect the ARRA to finance more than $10 billion of construction work on highways and
bridges during the 2010 construction season, which should help sustain and build on
the improvements this year.

Our one concern with implementation of the ARRA highway funds is that none of the
$550 million allocated to Indian reservations and federal lands has yet been obligated
for projects. These were funds directly under the control of the federal government and
it is a shame none of that money has yet gotten into the construction stream.

Before moving to airport construction, | would like to point out that the boost to highway
construction from the ARRA may be even more powerful than these charts indicate
because highway construction costs are lower this year than last year. Based on what
we are seeing so far in the inflation data, the cost of building a highway or bridge this
year will be about 4.5 to 6 percent less than last year.

This is the net effect of an 8-10 percent reduction in the cost of highway construction
materials, like asphalt, cement, crushed stone and diesel fuel, combined with a 3-4
percent increase in labor costs. Lower costs mean federal, state and local highway
dollars buy more construction. As a result, the increase in the volume of construction
work this year resulting from the ARRA will probably be even larger than the dollar
figures in my testimony.

Airports

Now let me turn to airport construction. The American Recovery and Reinvestment Act
provided $1.1 billion for airport improvements. Fifty percent of the funds had to be
awarded within 120 days of enactment and the rest within one year. While this is a
much smaller dollar amount than the bill provided for highways, it is having an equally
significant impact on airport construction activity.

As Chart 4 shows, new contract awards for airport projects have skyrocketed since April
and are running well above the pace for either 2007 or 2008. Year-to-date, more than
$2 billion of construction contracts have been awarded by airport authorities, by far the
largest amount ever during the first 8 months of any calendar year. In fact, the awards
to date almost match the annual record total of $2.2 billion in 2006.

And this is beginning to be reflected in the value of construction work performed on
airport runways and related projects. As Chart 5 shows, the value of construction work
on airport runways was down significantly during the first four months of this year when
compared to the same months of 2008, before the ARRA kicked in. As with highways,
the year would probably have been very disappointing if Congress had not enacted the
ARRA. But, as the chart shows, construction work on airport projects took off in May



and we are now seeing increases compared to the same months last year. And again,
as with highways, I think this is very strong evidence that the ARRA is having a
welcome impact on transportation construction.




Transit and high speed rail

The ARRA provided $8.4 billion for transit and $8 billion for high speed rail. Only a
fraction of the transit funds, $1.5 billion, involve potential construction activities. It will be
harder to discern the impact of those funds since the value of construction work on
subways and light rail systems is already proceeding at a record level; furthermore,
priority for the $750 million of capital investment grants was given to projects already
under construction so we should not see any impact on new contract awards. The high
speed rail funds have not yet been awarded so it is too early to see any results in
construction activity. But when those projects get underway, the industry will be ready to
start construction and generate even more jobs.

Conclusion

In summary, Mr. Chairman, the ARRA is doing what it was supposed to. Federal funds
are being obligated at a rapid pace, projects are being started, construction work is
being performed, and many contractors across the nation have been able to sustaingd if
not add tod their workforce.

This year, the value of construction work performed on transportation projects will be

above 2008 levels solely because of the ARRA. Without the ARRA, transportation

construction would be flat ord most likely--down. That 6 s t he real story.
perception of many, ARRAhasnotis uper c har g e driatioh domstructiora n s p o
market. In almost a third of the states, federal ARRA dollars are offsetting state-

imposed transportation budget cuts. In those states, ARRA is a welcome band-aid.

The American public, the Congress and the President also need to understand that the
ARRA provides only a temporary solution. It will continue to support transportation
construction work and jobs in 2010, but after that its impact will phase down quickly.
Many of the jobs supported by the bill this year and next will then begin to disappear.

Furthermore, because of -dtanprojdets, ARRASuNdsang hasi s o0
making no dent in addressing the critical and costly long-term upgrades to our

highways, airports and transit systemst hat are needed to help ensu
future economic growth and competitiveness.

To sustain and build on the ARRA and re-energize the long-term growth potential of the
United States, the most important action Congress could take would be to enact a six-
year surface transportation authorization bill at the $500 billion funding level proposed
by you and your Committee as soon as possible.

Thank you for the opportunity to testify, and | will be happy to answer any questions.



