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In re:
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BEFORE:
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Vi ce- Chai rman Reed Gusciora
Assenbl yman John J. Burzichel li
Assenbl yman Ant hony | nprevedut o
Assenbl yman Gordon M Johnson
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VERI TEXT/ NEW JERSEY REPORTI NG COVMPANY, LLC
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TRANSCRI PT of proceedi ngs as taken by
and before SEVA FLICSTEIN, a Certified
Short hand Reporter and Notary Public of the
State of New Jersey, at the State House Annex,
Trenton, New Jersey, on Thursday, May 2, 2002,

conmenci ng at 10:10 in the forenoon.
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ASSEMBLY TRANSPORTATI ON COWM TTEE

THURSDAY, MAY 2, 2002

CHAI RMAN W SNI EWSKI :  Good
norni ng everyone. Welcome to the Assenbly
Transportation Conmittee.

The Conmmittee today will be
continuing to hear testinmony on the issue of
E- ZPass. Just a coupl e of housekeeping
conments before we begin.

Qur proceedi ngs today are being
broadcast on the Internet. And the m crophones
t hat broadcast our proceedi ngs on the Internet
are very sensitive, so just be mndful to the
Conmittee nmenbers and to those people in the
first and second rows that oftentines
everything you say is broadcast whether you
i ntended or not.

Secondly, we have a transcript
bei ng made of today's proceedi ngs, and we have
a reporter doing the transcription. And she
has made just one request, that we speak
clearly and one at a tine so that she is able
to accurately transcribe what we say. So if we

woul d all just extend each other the courtesy
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to conpl ete our sentences before we cut in,

t hat woul d nake the proceedi ngs go nuch nore

snoot hl y.

have our aide,

To begin with, I would like to

Nancy, call roll.

MS. LIPPER: Assenbl yman Bodi ne.

ASSEMBLYMAN BODI NE:  Her e.

MS. LIPPER: Assenbl yman

D Amat o, substituting for Assenbl yman DeCroce.

Johnson.

Bur zi chel | i .

| mpr evedut o.

W sni ewski .

ASSEMBLYMAN D' AMATO.  Here.

MS. LIPPER: Assenbl yman

ASSEMBLYMAN J OHNSON: Her e.

MS. LIPPER: Assenbl yman

Assenbl yworman St ender .
ASSEMBLYWOMAN STENDER:  Here.

MS. LIPPER: Assenbl yman

ASSEMBLYMAN GUSCI ORA.
ASSEMBLYMAN GUSCI ORA: Her e.

MS. LIPPER: Chairnman

CHAI RMAN W SNI EWBKI :  Her e.

Thank you.
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As stated on our Comittee
agenda, today we've invited M. Edward G oss,
who had been the Executive Director of the
New Jersey Turnpi ke Authority, to conme before
us and provide testinony on the E-ZPass system

M. Gross was kind enough to
voluntarily cone this norning, and he is here
with us. At this tinme | would like to ask
M. Goss to come forward. | know he has an
opening statement he would like to read to the
Commi ttee.

MR. GROSS: Can everyone hear
me?

CHAI RMVAN W SNI EWBKI @ Yes.

MR. GROSS: M. Chairman and
di stingui shed menbers of the Assenbly
Transportation Conmittee, nmy name is Edward
Gross. | was the Acting Executive Director of
the New Jersey Turnpi ke from Cctober 1995 to
February of 1997. At that time, | was
appoi nted the Executive Director by the Board
of Commi ssioners, which position | held unti
January 2002.

In the fall of 1995 Covernor

VWhi t man announced the formati on of a consortium
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of toll roads for the purpose of providing

el ectronic toll collection for the New Jersey
toll facilities; that is, the New Jersey
Turnpi ke, the New Jersey Hi ghway Authority,

al so known as the Garden State Parkway, and the
Sout h Jersey Transportation Authority, also
known as the Atlantic City Expressway.

The initial nmenbers of the
consortiumwere the three New Jersey tol
facilities and the Port Authority of New York
and New Jersey. The Del aware Departnent of
Transportation, responsible for toll collection
in that state, joined the consortiumshortly
thereafter.

The consortium functi oned
t hrough an Executive Council, chaired by the
Conmi ssi oner of Transportation, with
representatives at the executive director |eve
from each menber agency as council nenbers.
The Conmi ssioner of Transportation, then Frank
W son, designated the New Jersey Turnpi ke as
the | ead agency for the procurenent,
construction, and operation of the electronic
toll collection system

The Executive Council directed
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the formation of a Review Cormittee in order to
proceed with the procurement. The chair of the
Revi ew Commi ttee was Tom Margo, then Chi ef
Engi neer of the New Jersey Turnpike.

Each nenber agency designated a
Revi ew Commi ttee nmenber at the chief engineer
| evel or equival ent senior manager.

In early 1996 the New Jersey
Turnpi ke, with the unani mous approval of al
menbers, rel eased a Request for Qualifications.

Proposal s were subnmitted to the
Revi ew Commi ttee, and four conpani es were
qualified through this process as prinme
contractor candidates. They were: Lockheed
Martin, MFS Network Technol ogi es -- which
hereinafter | will just refer to as "MS" --
Chase Manhattan Bank, and Valley National Bank.

In April 1996 a Request for
Proposal s was rel eased by the New Jersey
Turnpi ke, again, with the unani nous approval of
all menbers.

In July of 1996 two prine
contractor candi dates subnitted proposals. The
two proposals were received from Lockheed

Martin and MFS. Chase Manhattan Bank el ected



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

tojoin with MFS as its principa
subcontractor, and Valley National Bank
wi t hdrew fromthe process.

The Revi ew Committee thereupon
proceeded to review the proposals. The
conmittee was supported by a substantial number
of enployees fromall nmenber agencies with
expertise in finance, engineering, and tol
col l ection. Phoenix Consulting, an outside
firm provided further conmittee support.

The revi ew process was extensive
and | engthy, and included neetings with
conpetitors, witten questions and answers, and
finally, a consortiumrequest for a best and
final offer.

In Cctober 1996, during the
latter part of the review process, Lockheed
Martin filed a protest with the New Jersey
Turnpi ke. The protest comrenced a | engthy
litigation period that ended in early 1998 with
a Denial of Certification by the Suprene Court
of New Jersey.

Al litigation resulted in the
di smissal of the Lockheed objections. However

the litigation period caused a significant
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delay in executing the contract with MFS. The
contract signed with MFS occurred in March
1998.

A great deal has been witten in
t he nedi a regardi ng del ays in construction and
t he deferred opening of electronic tol
col l ection, which we conmonly refer to as
E- ZPass, on the New Jersey Turnpi ke and the
New Jersey H ghway Authority, the Garden State
Par kway.

The nedi a focused attention on
MFS as the cause of the delays. However, the
principal, but not exclusive, cause of the
del ay was the Lockheed litigation

The consortium s request for a
best and final offer indicated a preference for
a financial arrangement which would not require
the nenbers to either initially, or during the
10-year contract term advance capital funds.
Lockheed Martin did not propose such a
financial arrangenent, although | believe they
did project violation revenue simlar to that
proj ected by MS.

M-S agreed to arrange private

financing to neet the consortium s preference.
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The MFS proposal led to the devel opnent of a
base case financial nodel prepared by MFS. The
principal revenue forecasts in the nodel

consi sted of violation revenue and fiber
revenue, both of which were proposed by M-S.

The viol ation revenue relied
upon assessment and collection of a $25 fee
fromnotorists who travel ed through a tol
booth wi t hout E-ZPass and did not pay their
toll. The projection of violation revenue
col l ected over eight operating years was
prepared by MS.

In summary, the nodel estinmted
that the average violation rate over eight
operating years would be 8/ 10ths of 1 percent,
or slightly less than ten mllion nmotorists
annual ly out of one billion notorists using the
five toll facilities.

The nodel discarded 50 percent
of the violators based upon nonreadable plate
i mges, equi pnent failures, and public error.
Finally, the npdel projected that 50 percent of
the remaining 4.5 million violators would pay
the $25 fee as a result of letter

notifications, collection agency pursuit, and
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muni ci pal court action

Thus, the 2.25 nmillion
viol ations at $25 per violation would generate
about 50 million dollars annually.

The nodel actually projected a
hi gher violation rate in the earlier years of
operation, and a gradually |lower rate as
notori sts recogni zed that the collection
process would result in nore serious
consequences and began paying tolls.

The fiber revenue was based on
the capacity of the fiber network to be
constructed on the right-of-ways of the nmenber
agencies, with the exception of the Port
Aut hority, and MFS' s assessment of market
demand. MFS projected 210 million dollars of
fi ber revenue collected over 20 years.

Al'l menber agencies finance
personnel reviewed the projected revenue, and
adj ustments were nade based upon di al ogue
bet ween t he menber agenci es and M-S.

| believe MFS' s projected
viol ation revenue was based in part on the
violation rate on the Garden State Parkway

pre- E- ZPass and the experience of other tol

11
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facilities operating with and wi thout
el ectronic toll collection.

The group of private |enders,
headed by Newcourt Capital Corporation, hired
Coopers & Lybrand to review the projected
revenues set forth in the nodel. Newcourt
Capital advised nme that Coopers & Lybrand was
satisfied with the fiber revenue projection and
consi dered the violation revenue forecast
conservative

The contract for the design,
construction, operation, and mai ntenance of the
electronic toll systemand fiber network was an
enornous undertaking. |In fact, it was at the
time the largest contract of its kind in the
United States.

The project cost for
construction was approximately 210 mllion
dollars to outfit nmore than 700 toll |anes.

The estimated operating cost for eight years
was approximately 300 mllion dollars based
upon an estimated E-ZPass user rate -- and we
conmonly refer to that and you will hear it
referred to as a penetration rate -- of 35

percent of all notorists.
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These costs were, and continue
to be, the obligation of the menber agenci es.
It is no different than a toll agency paying
for the cost of a new bridge or an additiona
hi ghway | ane.

Thus, the projected use of
revenue fromtoll cheats and users of the fiber
network were, and remain, in my opinion, a
creative approach to reduce the burden on tol
revenue collected fromthe 99 percent of
notorists who regularly pay their toll

Al'l projections are subject to
adjustmrents and nodifications with the passage
of time and the gathering of actual data. It
was clearly contenplated in the contract
docunentation with the private | enders and MFS
that if projected revenue were not adequate to
pay all costs, then the menber agencies woul d
pay the difference at the end of eight
operating years. That is, March 2008.

Furt hernore, the contract
docunents required the nenber agencies, with
the assistance of a financial advisor, to
revi se the base case nodel on an annual basis.

And if a bal ance due were projected in 2008,

13
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each agency was obligated to reserve their
share annual | y.

As set forth in the revised
nodel of November 2001, it was clear that the
viol ation and fiber revenue was not neeting the
original nodel's projection.

The fiber revenue collected or
under | ease was approximtely 100 nillion
dollars. This revenue streamwas and is stil
directly affected by the historic downturn in
t he tel ecommuni cations industry.

The coll ected violation revenue
represents a very small portion of the origina
nodel ' s proj ection.

There are many reasons for the
poor violation revenue results. They range
fromthe performance of the violation
processing center to | ane equi pnent failures,
as well as a lack of inplenmentation of
col l ection techniques, such as contracting with
a collection agency, instituting suit in
muni ci pal court, and seeki ng suspensi on of
notor vehicle registration for the nost
egregi ous viol ators.

The operation of the violation

14
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processing center and |ane equi prent failures
has caused many critics to conclude the system
and its projected revenue generation, a
failure. | disagree.

Al'l startup businesses, of which
this is one, initially experience sone
managenment and equi prent set backs. Through
dedi cated and diligent effort it is
correctable.

Furthernore, w thout proper
enforcenent tools, such as a collection agency
and nunicipal court action, it is premature to
concl ude that violation revenue is not
col I ecti bl e.

It is unfortunate, but true,
that a small percentage of notorists will
attenpt to cheat the system |[If these
notorists are confronted with serious
consequences for not paying the violation fee
of $25, many will pay, and the violation rate
will dinminish, but will not be elimnnated.

In ny opinion, it remains too
early in the operation of E-ZPass to reject
viol ation revenue as a nmeans of paying for a

portion of the project.
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I n Novenber 2001 the base case
nodel was revised, and it was projected that in
2008 a bal ance of 161 million dollars would be
out st andi ng and due fromthe nmenber agencies.
The revi sed nodel was approved by all menber
agencies. Some earlier drafts of the revised
nodel showed both a | ower and a hi gher bal ance
due in 2008.

Thr ough di scussion with al
menber agenci es and the financial advisor, the
nodel showi ng a bal ance due of 161 million
dollars in 2008 was deenmed the best projection
as of that date, and, therefore, released.

The principal reason for the
proj ected bal ance due of 161 mllion dollars
was not the current poor show ng for collected
fi ber and viol ation revenue.

The 2001 nodel contenpl ated that
with the passage of time resulting in the
i mproved performance of the violation
processi ng center and |ane equi prent, al ong
with support froma collection agency and
muni ci pal court activity, the violation revenue
would materially inprove. The 2001 nodel also

assunmed the rebound in the tel ecomruni cation

16
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i ndustry in 2003 with new fiber |eases
generating revenue.

The 2001 nodel projected a
material increase in operating expenses since
E- ZPass had grown from an originally projected
35 percent penetration rate to 55 percent of
all motorists.

Accordi ngly, projected
transacti onal costs, bank credit card fees and
transponder costs have increased by al nbst 200
mllion dollars fromthe original nodel,
resulting from E-ZPass's success as the
prem ere method of toll collection

Since March 1998, the contract
start date, the follow ng contract mlestones
wer e achi eved:

One, opening a custoner service
center in Novenmber 1998 operated by Chase
Manhat t an Bank and handl i ng about a mllion and
a quarter transactions daily.

Two, opening the E-ZPass
operation on the Atlantic City Expressway in
Novenber 1998.

Three, opening the E-ZPass

operation on the toll facilities in Delaware in
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1998 and 1999.

Four, opening the violation
processing center in 1999.

Five, opening the E-ZPass
operation on the Garden State Parkway in
stages, from Decenber 1999 to Septenber 2000,
when all toll plazas and ranp plazas were
functioni ng.

Si x, opening the New Jersey
Turnpi ke for E-ZPass operation in Septenber
2000.

And finally, construction of a
fi ber network of nearly 400 linear mles that
servi ces E-ZPass and generated 100 nillion
dol lars in | eases.

As of January 2002 there
remai ned work to be conpleted in software
devel opnent to provide for m xed-node | ane
operation on the Garden State Parkway and the
New Jersey Turnpi ke. M xed-node neans a | ane
t hat can sinultaneously collect manually and
el ectronically or by coin-deposit and
el ectronically. Lane equi pment perfornmance and
viol ation processing center operation al so

requi red inprovement.

18
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Al of this work is inportant,
but it is far frominpossible to achieve. The
contractor is responsible for successfu
conpl etion of the project and retai nage of
about 12 million dollars which was being held
in the project as of January 2002, along with
per f or mance bonds.

This project is not a failure.
However, it requires diligent effort by the
contractor and the consortiumto successfully
conpl et e.

E- ZPass as a neans of collecting
tolls is an overwhel m ng success. The vast
nunber of notorists have not experienced
probl ems usi ng E-ZPass, and have benefited from
the virtual elimnation of queues at nost of
the toll plazas, particularly on the New Jersey
Tur npi ke.

In 2001 the New Jersey Turnpi ke
conmi ssi oned Wl ber Smith Associates to perform
a study on time and fuel savings by nmotorists
as a result of using E-ZPass on the New Jersey
Turnpi ke. The study showed that notorists
saved in tinme and fuel annually an estimted 27

mllion dollars.
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As a result of E-ZPass, the
New Jersey Turnpi ke toll collection workforce
has been reduced from approxi mately 800
full-time collectors to about 475 collectors,
representing approximately 10 million dollars
i n annual savings, all acconplished w thout any
| ayof fs.

In conclusion, it is ny opinion
that the E-ZPass project has on an overal
basi s provided substantial and inportant
benefits to the motoring public. Wth the
passage of tine, it should only inmprove. W
need patience, a committed contractor, and
dedi cat ed personnel to achi eve the project
obj ecti ves.

M. Chairman, | would be pl eased
to answer questions of the distinguished
Conmittee nmenbers. And thank you for
permtting me to make my opening statenent.

CHAI RVAN W SNI EWBKI :  Thank you,
M. Gross. | appreciate the opening statenent
and sharing copies of that statement with
menbers of the Committee.

| would like to start off the

guesti oning and take the prerogative of the
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chair.

The single greatest question
that this committee has had since we started
| ooki ng at E-ZPass is where did the notion that
E- ZPass coul d be a self-financed system cone
fron®

We've heard a variety of answers
to that question. W' ve heard answers that
this was a design of the consortiumrequesting
the bidders to cone up with a systemthat is
self-financed. And we've heard that this is a
scenari o devel oped by the bidders for the
consortium And we don't have any consi stent
answers.

Since you were the Executive
Director at the critical juncture, and the
Acting Executive Director, | would like to hear
your perspective on where did the notion cone
that this would be inplenented at no cost to
t he taxpayers.

MR. GROSS: | amgoing to do ny
very best to answer the question. But,
M. Chairman, | nust say in preface to
answering that question that | did not

participate in the original design that led to
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t he base case nodel.

The Review Conmittee was chaired
by Tom Margo, the Chief Engineer of the
Turnpi ke. And he worked closely with Frank
W son, the Conmm ssioner of Transportation, and
the Review Commi ttee menbers.

And the devel opment of the idea
that led to a statenent in the request for a
best and final offer as a preference for zero
down and zero over the eight operating years
was generated by, in ny -- | believe, by the
people |'ve just nmentioned, not by ne.

In fact, M. Chairman, | do
recall that | saw a draft of the request for a
best and final offer and reviewed it, and told
M. Margo that it was unacceptable in ny
opinion to require the conpetitors to provide a
financing plan that had zero down and zero over
the eight years, that it should only be
perm ssi ve.

So the best | can say to you is
that the origin and i dea cane fromthe group
that was reviewi ng the procurenents, and
woul d assume -- | am assuning now -- the input

fromthe conpetitors who were generating
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projected violation revenue and fiber revenue.

CHAI RMAN W SNI EWSKI : | am
concerned because the answers we've received
are essentially along the sane Iines. Nobody
is, quite frankly, sure where the idea cane
from Let me take another stab at it.

Before there was a request for a
best and final offer, did the consortium which
was | ed by the Turnpi ke, consider at any tine
that this sinply was an infrastructure
i mprovenment that should be financed the way
other infrastructure inprovenents are financed
on the Turnpi ke, that debt is incurred and paid
of f over time, as opposed to this being a way
of trying sonething that's not been tried
before, to have it financed through a revenue

stream t hat was untested?

MR GROSS: | recall sone
di al ogue at Executive Council neetings. |If you
recall, in my opening statenment | said that

there was an Executive Council that was chaired
by the Comm ssioner of Transportation, and each
menber agency had a very high |level executive
director or nearly executive director attend.

| recall conversations where the

23
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Garden State Parkway expressed an inability to

pay for the systemw th the normal use of

capital, and was |ooking to the state through

t he Conmi ssioner of Transportation for support.
| recall Conmi ssioner WIson

i ndi cating E-ZPass, or electronic tol

collection, is vital to inprove the efficiency

of travel on our key roads, and we will figure

out a way for each of the agencies to pay for

it.

In ny opinion, that was the
genesi s, as information was being devel oped and
it becane know edgeabl e that the conpetitors
were both projecting significant violation
revenue, that a financing plan be attenpted
that would allow for this new revenue stream or
dual revenue stream fiber and violation
revenue, to be used to pay for the project
cost.

But there was al ways an
understanding -- and | can tell you this from
personal know edge because my participation
grew dramatically after the Lockheed protest,
and then the negotiations for the ternms of the

contract -- | can tell you wi thout any
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qualifications that each nember agency

recogni zed, clearly recognized their obligation
to pay for the system And that if the
revenues that were being forecast were not
generated either in kind or in tine, that there
woul d be an obligation of the agencies to raise
capital for the purpose of paying whatever

bal ance was due.

And that's in the docunmentation
too, M. Chairnman.

CHAl RVAN W SNI EWBKI :  WAs there
ever a mandate or a directive fromthe
admini stration, either fromthe Governor's
office or fromthe Departnent of
Transportation, that this systemhad to be
installed but w thout relying upon normnal
revenue sources, either the trust fund or other
dol lars that the highway authorities or the
Depart ment of Transportation rely on for
capital projects?

MR GROSS: It was never said to
me. That doesn't mean there weren't
conversations. But it was never said to ne,
ei t her by Conmi ssioner WIson, Tom Margo, or

anyone from Governor Whitman's staff.

25
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CHAI RVMAN W SNI EWSKI : | j ust
want to follow up. Because it seens that your
testinmony is that the two conmpetitors who were
responding to the request for a best and fina
offer were, in a sense, part of the origin of
t he sel f-financing schene.

And | am | ooking at a docunent
that | would like to have somebody show
M. Gross so that he can have it as well. |It's
entitled "The MFS NT Best and Final Ofer
Clarification Questions."

And in that docunent prepared by
MFS NT, they say -- | amquoting -- "Qur
financial concern with the terns requested by
the consortiumis based on our view that the
E- ZPass project, including potential of
revenues, is not likely to be self-financed."

So | ama little bit at a |oss
to understand how an organi zation that won the
bid, MFS NT, could be said to have been part of
this if their response for questions to the
best and final offer request says, we don't
think it's likely to be self-financed.

Can you explain the difference

bet ween those two positions?
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In the docunent in front of you
it's the third full paragraph down.

MR. CGROSS: They appear sonewhat
on their face to be inconsistent. However,
think that this document represents a period
that was very fluid in the discussions between
the Review Committee and MFS and | eading to the
base case nodel .

And | know that when | becane
actively involved, MFS was a strong proponent
of violation revenue, and actually believed
that the violation revenue over tine, when the
systemwas fully operating, would be greater
than what the initial base case nodel showed.

Now, what | see here in this
statenment is that they were a little concerned
about the violation rates.

Now, violation rates are an
integral part of the formula that gives rise to
ultimately violation revenue. Because
theoretically, if everyone using the tol
facility didn't violate, you couldn't have any
vi ol ati on revenue.

So what percentage of the

notoring public would be violators was a
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critical component of determ ning or projecting
your violation rate.

And it appears in this paragraph
that MFS was somewhat concerned with the
violation rates that each of the toll agencies
were providing. And you would expect themto
provi de that because it's their facility and
t heir experience.

For exanple, on the Garden State
Par kway, before E-ZPass, an estimated 28, 000
notorists didn't pay their tolls on a daily
basi s, which is somewhere near, | think,

4 percent of the total notorists using the
facilities on a daily basis.

And | believe the Garden State
Parkway's violation rate came in initially at
around 2 and a half percent, and then noved
down dramatically as the public becane
acquainted with the ability to deterni ne who
violates and to assess a fee.

So it's that very issue which
t hi nk doesn't necessarily make the third
paragraph in this BAFO clarification totally
i nconsistent with ultimtely what was projected

in the base case nodel prepared by MS.
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But the best | can say to you is
that | think MFS was initially asserting a
| egiti mate concern about violation rates.

CHAI RMAN W SNI EWSKI :  So
apparently, then, what you are sayi ng, changed
their mnd at a |later date, sonething changed
their mnd?

MR. GROSS: There is no
question, M. Chairman, that when | becane very
actively involved, which was i medi ately after
t he Lockheed protest -- | was the hearing
of ficer for the Lockheed protest -- and after
t he concl usion of the protest | becanme very
much involved in the process, there was never a
conversation that | had with MFS where they did
not exhi bit when discussed a very positive
attitude towards violation rates.

But again, | say to you,

M. Chairman, that the violation revenue and
the fiber revenue was an attenpt to pay project
costs. It wasn't an elimnation of the tol
facilities' obligations to pay whatever

bal ances existed after those revenue streans
were used to pay the project cost.

That was always clear, that this
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was an effort to generate some additiona
revenue aside fromtoll -- traditional tol
revenue to help pay for the system

CHAI RMAN W SNI EWSKI :  But t hat
seenms to vary a great deal fromthe way this
system was mar ket ed.

A March 11, 1998 rel ease from
the DOT says, "Agreement on E-ZPass Contract
Breach," and you are quoted as saying that
together, the five agencies are putting
toget her state-of-the-art regional ETC system
at no cost to the taxpayer.

Well, if it's at no cost to the
t axpayer, then there shouldn't be this issue
that you are bringing up now, that everybody
understood | ater on that there nmay be costs.
It can't be both ways.

MR GROSS: | amsorry to
interrupt you, M. Chairman.

| agree with you. | think that
the initial releases in connection with this
contract in the beginning of construction
were -- set forth expectations that were very
high. And | think that was a nistake.

| think like in any new endeavor

30
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when you are putting together projections and
you have no historic experience, you should be
nore conservative in how you express yourself
based upon those projections.

I think that the |evel of
expectation was raised in early 1998 to a point
where anything short of that is deened to be a
di sappoi nt ment, saying that nodestly. And
think that was a m stake.

| think it should have been -- |
t hi nk the same approach was a sound approach
| still believe it. But |I think it should have
been set forth as this is a special effort that
is being made to have the cheaters, who hurt
every one of us that are honest all the tine,

pay for the system That there are no

assurances that will happen, but every best
effort will be nade to collect fromthe
cheaters.

| think that would have been a
better way to present the initial financing
programthan the way it was presented.

CHAI RVAN W SNI EWBKI :  So at sone
point in time after the award of the contract,

perhaps after the March 11, 1998 press rel ease,
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there was a realization that this could not
literally be a self-financing systenf

MR GROSS: Well, | think when
you nmove from March of 1998 to the end of 1998,
arelatively short period of tinme in
rel ationship to the project, you becone aware
that the violation processing center is not
operating internally anywhere near the
performance criteria that's set forth in the
contract.

CHAI RMAN W SNI EWSKI :  And t hat
was an event of default under the contract?

MR. GROSS: That was an event
t hat caused the assessnent of |iquidated
danmages agai nst the contractor.

CHAI RVAN W SNI EWBKI : Were those
damages col | ected?

MR. CGROSS: They were coll ected,
because they were deducted from ot herw se
payabl e di sbursenents. Nearly five mllion
dol lars was collected in that fashion fromthe
contractor as a result of the violation
processi ng center not operating in accordance
with the contract specs.

The contract specs called for it
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to be up and running with neeting perfornmance
criteria by Novenmber of '98.

It wasn't opened until July of
'99. And when it was opened, it was still not
neeting the contract specs.

So trying to get back to your
guestion, there was a recognition early on that
until the violation processing center becane
functional in accordance with the terns of the
contract, that the violation revenue that was
proj ected woul d not be generated in a timng
fashion as set forth in the nodel.

The nodel covered eight
operating years. The nodel didn't start unti
all of the toll facilities were operating with
E- ZPass.

So what | am saying to you,

M. Chairman, is that this conplex project as
it was being unfol ded through construction
showed that the violation processing center was
not yet ready to be able to properly generate
the type of violation notices that were
projected in the nodel.

But that didn't nean that you

couldn't collect the revenue. That neant that
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the timng -- you would be pushing out your

viol ation revenue coll ection based upon the
time it would take for the processing center to
be operating in accordance with the contract
terns.

CHAl RMAN W SNI EWBKI :  So at the
point in time that the violation processing
center was up and running, there was a
realization that this was not going to be a
sel f-financing systenf

MR. GROSS: No, M. Chairman.
think the realization was that the revenue
projected in the year 2000 woul d have to push
out possibly to 2001 and 2001 to 2002.

But that the violation rates,
nanely, the nunmber of notorists that were not
paying their tolls, existed. And what was
required and what is still required is that the
viol ation processing center performin
accordance with spec, and that the collection
techniques that | nmentioned in my opening
statenment be inpl emented.

You still need the collection
techni ques and a good performing violation

processi ng center before you can actually
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concl ude that you can't collect the violation
revenue as projected or you can.

CHAl RMAN W SNI EWBKI :  But t hose
col l ection techniques that you point out, for
i nstance, nunicipal court, those are not zero
cost techni ques.

So that the projections of a $25
per violation times the nunber of valid
violations is at the outset high because it
doesn't take into account the cost of going to
muni ci pal court, the cost of actually having
t hose notices generated, and follow ng up
Even if you hire a collection agency, there is
sone cost to that.

MR GROSS:  Under the terms of
the contract, based on my best recollection
the contractor is responsible for generating
t he evi dence package and pursuing the court
activity.

CHAI RMAN W SNI EWBKI :  So t hr ough
this day, since that's not happening, the
contractor is in violation of the criteria for
performance under the contract?

MR. CGROSS: Absolutely.

CHAl RVAN W SNI EWBKI :  So that is
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anot her event of default?

MR, CGROSS:  Yes.

The contractor has not -- the
contractor had nulti-faceted obligations in
connection with rmunicipal court activity.

The first part of the obligation
was to generate an evidence package that woul d
cause success in going to municipal court. |If
you're -- if you want an opportunity to coll ect
viol ation revenue, you don't want to | ose your
first dozen cases in municipal court.

So the contractor had an
obligation to put together an evidence package
that the consortium s counsel was satisfied
woul d provi de success.

That work, although materially
conpl eted when | |eft the Turnpi ke, still had
sone issues that were contractor related. And
one that | recall, because it was quite
i mportant, was maintaining a proper mailing
| og.

If you can imagine, you are
tal ki ng about thousands and thousands of
noti ces going out on a daily basis for

violations. So there has to be a system where
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you could satisfy the court that you actually
mai | ed the docunent or letter in the event that
t he def endant chal |l enged and said, | never
received it.

The viol ati on processing center
di d not devel op an adequate chain of mailing
that in the opinion of consortium s counse
woul d absol utely succeed in court. And that
was - -

So when | -- by the end of 2001
that was still an issue.

VWhat | am saying, it should have
been done quite before that.

CHAI RVAN W SNI EWBKI :  \When you
take all these issues together, you cone back
to the proposition that in order to have any
reasonabl e expectation that this would be
sel f-financing, you have to be able to collect
a hundred percent of what you anticipated the
viol ation revenue to be, in order to do that,
you need an ability to go to court, in order to
do that, you need the evidence package, in
order to do that, you need the infrastructure
behind that in order to have the proper

docunent ati on, none of which happened,
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i ncl udi ng which the violation processing center
did not open in a tinely fashion

So it seens, at least fromny
per spective, abundantly clear that froma
fairly early stage, 1998, that this was not
likely to work out as pl anned.

Wiy didn't sonebody then raise
their hand and say, we've got to drastically
change our expectations?

Because sitting as a menber of
the Transportation Cormittee, as |late as 2000
kept hearing reports that this would be
sel f-financing. And clearly, as we | ook at the
St ar- Ledger today and we see reports and
references that | believe even you nade,

M. Gross, that there is going to be a deficit.

How do we reconcile that?

MR GROSS: Well, as | was
saying -- but | don't think | did a very good
job, M. Chairman -- in Novenber of '98, which
was the date that the violation processing
center was supposed to open, it didn't open.
And the consortium authorized it opening in
July of '99, and we assessed |i qui dated

damages.
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Now, when it opened in July of
'99, it still was not perform ng in accordance
with the contract specs. But that in itself
woul d not lead to the conclusion that you
couldn't collect the revenue.

If you | ook at the nodel,
starting with the March '98 nodel and then the
revi sions in 2000 and 2001, what you see is the
pushing out into outer years the violation
revenue that is being projected.

Part of that is because the
viol ation processing center was not performng
adequately. But over a passage of time, there
were inprovenents. Part of that was no
col l ection agency. Part of that was no
muni ci pal court action

But at no tine was it or did the
menbers col |l ectively conclude that you coul dn't
col l ect the collection revenue once the -- the
viol ation revenue once you had all of these in
pl ace.

By pushing it out into a later
peri od, you're believing that you can correct
t he operations of the violation processing

center, you can hire a collection agency, you
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can get to municipal court, you could ask the
notor vehicle director to suspend the
regi stration of the npbst egregious violators.

And then, once you have al
that, you can then conpare your actual results
to the nmodel. And that wasn't yet achieved as
of the date that | left the Turnpike.

CHAI RMAN W SNI EWSKI @ Whi ch was
al nost four years after the violation
processi ng center opened?

MR, CGROSS: Yes.

CHAI RVAN W SNI EWSBKI : It just
seens to ne that at a certain point in tinme,
sonmebody shoul d have | ooked at this and said,
we have a nodel, and the nodel says we are
going to neet certain benchmarks. And perhaps
in a very conplicated systemyou don't neet
every one.

But it seens to nme, and many
menbers of this conmittee, that virtually every
benchmark that was established failed to be
nmet. And at a certain point in tine soneone
shoul d have said, this isn't working as
pl anned, and this is not going to pay under the

nodel .
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Now, you know, outside the
nodel , 10 years down the road, naybe there
m ght be revenue, naybe not. But we are
tal ki ng about the nodel that said, this is
going to be a self-financing plan running
t hrough 2008. It certainly was clear as early
as '98 that it wasn't going to happen that way.

MR GRCSS: | don't think it
was. In fact, | think -- you know, what you
are asking of me is, in nmy view, an honest and
sincere debate as to how you revise your base
case nodel

It was revised in Novenber of
2000 in accordance with the contract
obligations, and it was revised again in
Novenber of 2001

And a point of viewthat is
bei ng expressed through your question, that you
shoul d reduce the violation revenue because you
haven't achi eved anythi ng near what was
originally projected, is not frivolous. 1It's a
legitimate point of view

VWhat | am saying, that the point
of view that the nenber agencies took -- and

bel i eve correct -- and | took, both in 2000 and
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2001, was that the perfornmance requirenents of
the violation processing center were al
correctable and all the responsibility of the
contractor.

And as an aside, they paid
some -- they were assessed not only |iquidated
damages, but they didn't get their nmonthly
payments as a result.

But they were all correctable.
That hiring a collection agency was clearly
doable. Going to municipal court clearly was
doabl e.

And until you have a violation
processing center that was operating in
accordance with the performance standards,
until you have a municipal court that was
handi ng defendants far greater fines for their
action, until you had a collection agency that
was sending letters, you really couldn't
determine if you're going to ultimately coll ect
the violation revenue projected or not. You
could only determine that you wouldn't coll ect
it inthe same time frane that the origina
nodel projected.

So that's the way the nenber
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agenci es proceeded.

Now, | have said in connection
with the Novenber revised nodel that the year
begi nni ng Decenber 1, 2001 through the end of
Novermber of 2002 was very critical. Because if
you didn't have the -- during that period of
time you woul d have a collection agency, you
woul d be in municipal court, and the consortium
and the contractor are on the eve of doing
those things at the end of Novenmber of 2001
And you woul d have a better performng
viol ation processing center. Then you would be
in a position with the next revised nodel to be
able to determne if your revenue forecasts
were going to be reasonably accurate or not.

CHAI RVAN W SNI EWSKI @ |
appreciate that viewpoint. It just seens very
troubling that all of those things which you
say are doabl e, and perhaps are, were never
done.

| know Assenbl yman Vi ce- Chai r man
Gusci ora has questions, and then Assenbl ynman
| mpr evedut o.

ASSEMBLYMAN GUSCI ORA:  Thank

you, M. Chairman.
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M. Gross, thank you for com ng.

Last night actually | had an
opportunity to go out with friends for dinner
frommy hometown. And when | told them where
was going to go today, ny one friend said one
word, "debacle."

And when you have a projected
revenue of 450 million dollars in your rel ease,
and we are operating at a 300 mllion dollar
deficit, that, sir, is a debacle.

And when you characterize it as
a sound approach, | think it's very inportant
that this government, this legislature, this
conmittee, get to the bottom of how we avoid
such unsound approaches in the future.

You before tal ked about the
Lockheed protest. That, in fact, was a
lawsuit; is that correct?

MR GROSS: It started as a
protest under |aw before a bidder or a
party --

ASSEMBLYMAN GUSCI ORA:  And what
was the basis of that protest?

MR. CGROSS: Lockheed had al |l eged

that there was not a level playing field. That
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the consortiumwas materially changing the
terms of the procurement, and they were
changing it nore favorably to MFS and agai nst
the interests of Lockheed. That was --

ASSEMBLYMAN GUSCI ORA:  And you
were the hearing officer for this protest?

MR, CGROSS: | was.

ASSEMBLYMAN GUSCI ORA:  It's like
the fox guarding the chicken coop.

And ultimately, this hearing
of ficer was the one that awarded it to MFS?

MR, CGROSS:  No.

ASSEMBLYMAN GUSCI ORA:  You
awarded it to Worl dCon®

MR. GROSS: No. The contract
was -- the contract was signed by M-S NetworKk.

But when | said no, | was the
hearing officer in the Lockheed protest, which
was appeal ed to court. And Lockheed's actions
were all dism ssed.

But putting that aside, | wasn't
the one that awarded the contract. The Review
Conmi ttee concl uded that MFS's overall proposal
was nore favorable than Lockheed's.

The Review Comm ttee then
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recomrended it to the Executive Council, and
then the Executive Council proceeded to
recommend it to all the boards of the nmenber
agenci es.

And ultimately, the Turnpike
board, after the other agency boards approved
it, approved the reconmendati on of the Review
Commi ttee.

ASSEMBLYMAN GUSCI ORA:  Now, you
stated that you felt that it was a sound
approach that MFS woul d be able to project
the -- get the contract for projected violation
revenue, and that was based on their other
experi ence, their previous experience. What
experi ence was that?

MR. GROSS: | nust apol ogi ze,
but | didn't follow the thrust of the question.
Could you give it to nme again?

ASSEMBLYMAN GUSCI ORA: | am j ust
| ooki ng at your testinony.

It says, | believe MFS's
projected violation revenue was based upon the
violation rate on a New Jersey H ghway
Admi ni stration pre-E-ZPass and the experience

of other toll facilities operating with and
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wi t hout electronic toll collection.

Is that MFS's experience?

MR. GROSS: It's the experience
of the toll facilities. It was information
t hat was provided and used by MS.

As | said earlier --

ASSEMBLYMAN GUSCI ORA: Were you
awar e whet her they had any previ ous experience?

MR GROSS: Was | aware if
they -- if they as an entity had experience
with violation rates?

ASSEMBLYMAN GUSCI ORA:  Yeah.

Utimately it was a decision
bet ween Lockheed and MFS. And Lockheed
actual ly had experience in the consortium they
were the ones that devel oped the New York
E- ZPass system

VWhat experience did you | ook at
fromMS to say this is a better conpany to go
with?

MR. GROSS: Well, again, | rnust
say this to you. | was not a participant in
the revi ew process --

ASSEMBLYMAN GUSCI ORA:  But you

are the Executive Director; is that correct?
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MR. GRCSS: | was the Acting
Executive Director. It was --
ASSEMBLYMAN GUSCI ORA: Before

1995 what experience did you have with the

Tur npi ke?

MR GRCSS: | was the Director
of Law. | was the Director of Law for the
Tur npi ke.

ASSEMBLYMAN GUSCI ORA:  And how
long -- and you are a | awer?

MR CGROSS: | am

ASSEMBLYMAN GUSCI ORA:  So you
are able to read contracts.

And in your experience -- how
long were you the Director of Law for the
Tur npi ke?

MR. GROSS: From February of '95
to October of '95.

ASSEMBLYMAN GUSCI ORA:  No.
Bef ore 1995 what did you do? Wre you in state
gover nrent before 19957

MR. GRCSS: | was the Deputy
Conmi ssi oner of |nsurance for one year. And
before that | was the county counsel in

M ddl esex County.
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ASSEMBLYMAN GUSCI ORA:  And as
the county counsel of M ddl esex County, outside
of the Turnpi ke going through M ddl esex County,
what experience did you have with the Turnpike
in Mddl esex County?

MR. GROSS: As county counse
what experience did | have with the Turnpi ke?
Very little.

Experi ence, you mean what
rel ationship did | have, what contacts | had?

ASSEMBLYMAN GUSCI ORA: Wl |
obvi ously you put in place a proposal that was
estimated to raise 450 mllion dollars for
New Jersey taxpayers. So | want to try to get
to whet her your expertise -- whether it's
excusabl e conduct or -- | think we should know,
you know, what your expertise is in this area.

MR GROSS: | think the effort
to collect noney fromcheaters is a |audable
effort, sir.

ASSEMBLYMAN GUSCI ORA:  It's
| audabl e. But you didn't collect it, did you?

MR. CGROSS: They certainly have
not collected as originally projected to today.

ASSEMBLYMAN GUSCI ORA: The ot her
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thing is that you also state in your testinony,
t he nodel that you accepted with M-S discarded
50 percent of the violators based upon

nonr eadabl e pl ate i mages, equi pnent failures,
and public error.

In other words, you are aware
that at |east 50 percent of the images that
were read were absolutely no good; is that
correct?

MR GROSS: Well, the nodel
contenpl ated that you would not get a clear
i mmge of every license plate. That sone plates
woul d be -- that the camera would be focused in
an area where you just wouldn't hit the license
plate. Sone woul d not be readabl e because of
weat her conditions. Some nal functioning canera
equi prent woul d cause nonreads.

So the original nodel took into
account the fact that you would have a
violator, but you wouldn't know who the
vi ol at or was.

It also took into account, you
know -- for exanple, I'll give you an
illustration. When you buy a car in

New Jersey, the deal er gives you a tenporary

50



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

registration, and | believe puts it on the rear
wi ndshi el d where the camera won't pick that up.

ASSEMBLYMAN GUSCI ORA: G eat.
But you knew at | east 50 percent of the reads
were going to be unreadabl e?

MR. GROSS: That's what the
nodel sai d.

ASSEMBLYMAN GUSCI ORA: Wy,
then, sir, did you approve a contract that
mandat ed that the State of New Jersey pay M-S
every time they read sonething? Wether it was
readabl e or not, we are going to give them
money.

MR. GROSS: No. The contract
provi ded that --

ASSEMBLYMAN GUSCI ORA: W& woul d
pay them per read. And you knew that 50
percent of them were not going to be readable.

MR. GROSS: They weren't --

ASSEMBLYMAN GUSCI ORA:  How i s
that a sound approach?

ASSEMBLYMAN D AMATO
M. Chairman, can the witness be permitted to
answer the question?

CHAI RMAN W SNI EWBKI : Yes. |

51
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also think it will cause a problemw th our

transcription. So please allow himto answer.

Thanks.

MR. GROSS: Thank you.

They weren't to be conpensated
for a black image or no image at all. Their
conpensation of, | think, $1.31 or sonething

like that was based upon an actual inage that
was transmitted to the center that they read
even if they couldn't read the plate.

But the original nodel
contenpl ated that they would be able to
generate, | believe, sonewhere between 80 and
90 percent of readable images initially.

And when they were short on
that, as well as generating a nuch higher
percent age of E-ZPass custoners as potentia
viol ators, the consortiumreduced the paynments
to them dramatically.

ASSEMBLYMAN GUSCI ORA:  Now,
Wor | dCom had a perfornmance bond with this
system isn't that correct, for this project?

MR. GROSS: The performance
bonds were guaranteed by Wirl dCom

ASSEMBLYMAN GUSCI ORA:  So t hat
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if anything -- if the contract had to be
cancel ed or sonething was seriously wong, a
performance bond woul d rei nburse the taxpayers
for the failure of the systenf

MR. GROSS: There are
currently -- or certainly when | left, there
was performance bonds that covered the
construction and operation of the --

ASSEMBLYMAN GUSCI ORA:  And al so
the consortium set penalties of $5,6000 a day
pl us $500 per day for each of the 700 tol
boot hs that were not conpleted in tine. |Is
that correct?

MR GROSS: | don't renenber the
preci se anmounts, but it certainly is correct
that there were |iqui dated damage provi sions.

ASSEMBLYMAN GUSCI ORA:  And that,
in fact, it was about $355,000 per day that the
consortium coul d have assessed agai nst
Wor | dConf?

MR. CGROSS: Any assessnent of
[ i qui dat ed danmages woul d be agai nst the
contractor, not agai nst Worl dCom

ASSEMBLYMAN GUSCI ORA: O the

contractor, right?
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MR GROSS: | didn't do the
cal cul ati ons that you may have done. But
potentially there was an opportunity for
si zeabl e |iquidated danages. As | said
earlier --

ASSEMBLYMAN GUSCI ORA:  But they
were never charged, though?

MR GROSS: As | said earlier
there were alnost five mllion dollars of
i qui dat ed damages assessed and collected in
the nmethod |'ve described in connection with
the violation processing center

And then -- if | may finish,
sir -- then in addition, there was four nmillion
dol l ars of violation processing center paynments
that were withheld fromthe contractor that as
of January of 2002 were not paid.

Beyond that, there was a four
mllion dollar assessnent against the
contractor as a result of the increased cost
the consortium was experiencing with their
out side consulting firmthat was the supervisor
of the construction under the contract.

And in addition to that, there

was about seven nmillion dollars, approxi mately,
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of nonies otherwi se due the contractor that was
not pai d because of a high percentage of
E- ZPass custoners that were being reported as
vi ol ators.

So in general terns, this
contractor has been assessed in various
di fferent ways about twenty nillion dollars.

ASSEMBLYMAN GUSCI ORA:  The
contract also called for term nation default
provision; that if the contractor was unable to
live up to the project terns, we could either
have called in the performance bond or cancel ed
the contract.

I's that correct?

MR. GROSS: That's correct.

ASSEMBLYMAN GUSCI ORA:  Now,
Worl dCom started out, who received the initia
proposal and it was accepted, they're a world
conpany, about 150 billion dollars in assets.
And then we get MFS, a penny stock conpany,
that stock during this tinme went down from $20
a share to $1 a share

Did this set off any flags or
any concern to you that this -- MS woul d not

be able to fulfill the expectations of the
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State of New Jersey?

MR GROSS: Well, | amnot sure
you actually have the nanes in the right place.
But | think |I have the genesis --

ASSEMBLYMAN GUSCI ORA: It was
al phabet soup. It went from WrldComto Able
to Adesta, and a bunch of others.

MR GRCSS: | think | have the
genesi s of the question. Let nme see if | can

respond to you, to what you are seeking.

The contract was signed with MFS

Net wor k Technol ogi es, which was a subsidiary of
Wor | dCom

Worl dCom as | recall the
financial statements, was the bank of MFS.
They were supporting MFS. And MFS was in need
of a lot of capital because at that period of
time -- now we are tal king about '95, ' 96,
'97 -- they were laying a lot of fiber al
around the United States and they weren't
generating a | ot of revenue.

So Worl dCom financially
supported MFS. And it was for that reason that
the consortium wanted Worl dCom as part of the

transaction, and they guaranteed the
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per f or mance bonds.

Now, about four nonths or nmaybe
five months after the contract was executed and
the work was being performed in connection wth
operating a custoner service center and
viol ation processing center and the begi nning
of construction, WrldCom announced the sal e of
t hat business to Able Tel ecom

| think that was July of '98.
may not have the exact nonth, but it was near
that period of tine, sir.

Now, that was a big
di sappoi ntnment to every nenber of the
consortium that the M-S/ Worl dCom rel ati onship
was bei ng changed.

As you --

ASSEMBLYMAN GUSCI ORA:  They al so
lost all their top personnel; isn't that
correct?

MR GROSS: There was a | ot of
changes in the very senior managenent of MS.

A lot of them you are absolutely right, left
the enpl oy of MFS at or around the announcenent
or shortly after the announcenment of the sale.

ASSEMBLYMAN GUSCI ORA:  And you
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wer e supposed to be notified of those personne
changes, isn't that correct, as part of the
contract?

MR CGROSS: | was trying to
finish -- | was trying to finish the historic
rel ati onshi p of changes in contractors.

Do you want me to go to the

ot her question? What do you want nme to do?

ASSEMBLYMAN GUSCI ORA: Go ahead.

Go right ahead, sir

MR. GROSS: Thank you.

ASSEMBLYMAN GUSCI ORA: | will
give you plenty of time. | just know that we
don't want to keep you here all day.
apol ogi ze for junping in.

MR. CGROSS: That's okay. G ve
me the next question

ASSEMBLYMAN GUSCI ORA:  No. You
are trying to answer this one, so --

MR GROSS: | said that the
menber agenci es were very di sappoi nted when we
heard publicly that WrldCom was selling the
stock of MFS to Able Tel ecom

Abl e Telecomis a public

conpany. We | ooked at the financial statenments
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of Able, and they were small in relationship to
MFS, and certainly a very, very small entity in
rel ationship to Worl dCom

We formed a task force of
attorneys that studied that transaction to
deternmine if there was a basis for the
consortiumto ternminate the contract as a
result of that proposed sale. And the advice
to us was that we had little basis of objecting
to the sale of stock

We had a right in the contract
to approve a transfer of the contract for sale
of assets, but not sale of stock.

We had many neetings with Able
Tel ecom and they assured us of their continued
support of the contract by MFS. And we
continued to closely nonitor the contract.

Over the passage of tine,

Able -- it becanme public know edge that Able
was having financial problens.

There were critical periods in
the contract where there were intense neetings
with MFS -- | don't remenber if they changed
their name then or later, but they did change

their name to Adesta, but that was MS.
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We were hearing conplaints from
subcontractors who were not getting paid
timely.

As | said, we had many neetings
with MFS. At times Able would have
representatives at the neeting. There were
conmitments to put noney into the conpany.

They did that fromtime to time.

| think at one point Able put 10
mllion dollars into the conpany. | don't know
if it was Able noney, but 10 mllion dollars
went into the conpany to pay subcontractors,
bills that were outstanding.

| mean, this happened a number
of times. There was -- at sonme point in the
nore recent financial questions of the
contractor, WorldCom cane to the table and they
put nmoney into the conpany for purposes of cash
flow

It was a struggling period when
Abl e took over MFS, now known as Adest a.

And then Able actually sold
itself to a conmpany in Canada call ed Bracknel |l
which at the time |ooked like a very positive

devel opnent. Because when you | ooked at
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Bracknell's financial statement, it was far
better -- far nore attractive, | should say,
than Able's.

They were a conpany in business
for many, many years, nedium size, nmaki ng noney
on an annual basis, as | recall it.

And they made a commitnent to
put nmoney into Adesta -- Adesta was MFS -- to
support it. And | believe they did do that.
And then Bracknell had financial problemns.

So there has been a long history
of difficult -- and a difficult period for the
consortiumdealing with a nunber of conpanies
that had some control over this contract
t hrough ownershi p and had financial problens.

ASSEMBLYMAN GUSCI ORA:  Thank
you.

M. Chairman, this is actually
the last question. And | guess it's why | am
operating at a loss. That you have ful
know edge of the operation of these conpanies,
and you may have |left out a few things, that
MFS was two years behind on a 30 mllion dollar
project in California, was 18 nonths behind on

the Atlantic City Expressway. Able, when they
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t ook over, had massive personnel changes that
wer e supposed to notify you under the contract,
and you were supposed to approve those

per sonnel changes.

And with the performance bond
and a clause that you could have cancel ed the
contract, why with all of this -- the comedy of
errors, and obviously were not going to
conplete the E-ZPass on tinme, and we are
operating -- we are at a 300 plus nmillion
dol l ar deficit as we speak, why you never
called theminto your office, called them on
the carpet, or threw them out of the State of
New Jer sey.

This is not sonething that we
can be proud of to the taxpayers of New Jersey.
And again, | go back to ny conversation | ast
night with nonpolitical friends, that they
called it a debacle. And that, unfortunately,
t he taxpayers are going to have to foot the
bill.

Wiy you never at one point
instead -- | don't know who was asleep at the
switch, but it seens all these things were

goi ng on, but yet there was no response from
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the consortiumor the Turnpi ke authority.
MR. CGROSS: Let nme say this to
you, sir. There was a |lot of response, and

there was a lot of tine and effort and a | ot

of --

ASSEMBLYMAN GUSCI ORA:  And you
never --

CHAI RMAN W SNI EWBKI :  Let him
finish.

ASSEMBLYMAN GUSCI ORA: | don't
mean to interrupt.

MR, CGROSS: You are. You are
constantly interrupting.

ASSEMBLYMAN GUSCI ORA:  Because
am not getting the answers.

CHAI RMAN W SNI EWBKI :  Let him
finish.

ASSEMBLYMAN GUSCI ORA:  We never
got the full assessed fine. And with all this
gross m smanagenent and all these conedy of
errors, | think I, if I was at the helm would
have charged them doll ar for dollar what you
coul d have under the contract but didn't.

MR. GROSS: There were nany,

many sessions over a nunber of years that
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related to the conmpany's financial condition,
their not paying their subcontractors tinely,
public information concerning other contracts
that you nentioned, sir, that were outstanding.
They were never taken lightly.

And it was always a bal anci ng
act. The bal ancing act was do you default the
contractor, bring in an insurance conpany, who
will then eventually bring WrldComin. And
how do you restart this very conpl ex contract
t hat has both software devel opnent and hardware
installation in 700 | anes?

And there was al ways -- what

al ways prevailed in connection with the nmenber
agenci es' analysis of what to do, and it was
never taken lightly, was so long as there is
progress, as we see progress in the
construction and in the software devel oprment,
and they get funds fromeither their parent
conpany or the guarantor of the bonds,
Worl dCom and they satisfy the subcontractors,
we are better continuing -- having continuity
t han stopping the project and bringing in the
surety.

Those were judgment calls. But
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there was always a belief that if we were
maki ng progress and we can deliver E-ZPass,

el ectronic toll collection, to the nmotoring
public on these facilities in a nore tinely
fashion, that that was a better deci sion,
although a difficult one, than defaulting the
contractor and goi ng another route which woul d
materially delay delivery of E-ZPass.

CHAI RMAN W SNI EWSKI
Assenbl yman | nprevedut o.

MR. GROSS: Can | just take a
little water?

ASSEMBLYMAN | MPREVEDUTO.  Sur e.
Absol utely.

M. Gross, |let ne begin by
t hanki ng you for com ng and sharing the
i nformati on that you have with us and certainly
all those who may be watching today or |ater on
tonight or listening on the Internet.

This is an inportant issue to
the taxpayers. |It's something that -- | am an
E- ZPass user, and nany people that | know are,
and it's a great thing to have. Wen it works
properly and done the proper way, it's a good

t hi ng.
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And the reason that we are here,
obvi ously, is because there are problens with
it.

And certainly any time there is
a major construction with sonething, | suspect
there are going to be sone problems. And we
all understand and know that.

Thi s somehow or ot her has gone
beyond that. And | think that's what may cause
some of the frustrations of my good friend
here, Assenbl yman Gusci ora.

Who was the Executive Director

of the Turnpi ke at the beginning of this, in

19967

MR. GROSS: | was the Acting
Executi ve.

ASSEMBLYMAN | MPREVEDUTO. I n
19967

MR GROSS:  Yes, sir

ASSEMBLYMAN | MPREVEDUTO:  So at
t he begi nning of this process, you were the
boss, you were the head guy?

MR CGROSS: As | said in ny
opening remarks, | did not play any significant

role in the review process.
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As the Executive Director, nmny
first serious contact with this project was
when Lockheed filed the protest. And fromthat
point on | was very nuch involved in the
process.

But up until Cctober of 1996,

t he nost senior person at the Turnpi ke who was
i nvol ved in the procurenent was Tom Margo, the
Chi ef Engi neer.

ASSEMBLYMAN | MPREVEDUTO.  That
bei ng said, you were still the boss. And
unfortunately, if the teamloses, although the
coach never went out on the field to play, the
coach takes the | oss.

You were the coach in this case
And you m ght not have been on the field
pl ayi ng, but unfortunately, the buck stops
here.

MR CGROSS: | amtrying to the
best of my recollection give you a historic
pi cture of how the contract and the procurenent
unf ol ded.

There was no ot her objective of
mne than to tell you what role | played.

ASSEMBLYMAN | MPREVEDUTO:  And
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that's fine.

Do we know, in fact, what
was -- we tal ked about the nodel that M-S did
inits last and best offer, or best and fina
offer, | guess is what you called it, and they
did a nodel for the sel f-funding projection

Do you know what that nodel was
based on? Was it based on some other toll road
doi ng this somewhere el se? Wat was the
foundati on of the nodel ?

MR. CGROSS: Well, if your
question is, in part, why did one generate a
nodel, it clearly was generated as a result of
the consortium s expression of a preference in
the request for a best and final offer to have
a financing plan with zero down, zero over
ei ght operating years.

So the genesis of creating the
base case nodel was in conpliance by the
contractor of the best and final offer terms
t hat they accepted.

They agreed in responding to the
request for a best and final offer to provide
private placenent financing to achieve the

objective that was set forth as a preference by
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the consortium menbers.

ASSEMBLYMAN | MPREVEDUTO.  And
that's fine. And | understand the generation
of it.

My question, however -- let ne
phrase it differently.

If I am | ooking at a weat her
nodel , | amcreating a weather nodel, | wll
general ly | ook back at history and say, gee, in
every Septenber, COctober, we have hurricanes.
Therefore, the nodel would say it is a good
possibility we will have a hurricane in
Sept ember and Cct ober.

What was MFS' s nodel based on?
If they are saying that we are going to
gener at e what ever amount of nobney we are going
to generate for the next eight years, were they
| ooki ng at a nodel of somewhere el se to base
t hat hypot hesis on?

MR GROSS: Let's take the
less -- if | may use the word -- controversia
revenue streamfirst, and then we will try to
grapple with the other.

In connection with fiber, they

had a vast amount of experience.
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ASSEMBLYMAN | MPREVEDUTO:  They
were a fiber conpany.

MR. GROSS: They were a fiber
conpany. They laid fiber. They narketed
fiber. They understood the industry. They had
many projects going at or around the tine that
t hey proposed.

One in particular that |
remenmber, because | spoke to that agency, was
simlar type of project with the New York
Thruway Authority. Laid fiber, marketed,
shared revenue generated as a result of it.

Not necessarily the sanme, but simlar

So the fiber revenue forecast

was MFS's conpletely. It was based upon
the -- how nuch fiber was being put in the
ground -- actually duct, that at |east duct or

fiber strength, and their assessnent of the
i ndustry.

And the 210 or 215 nmillion that
t hey projected over 20 years was revi ewed by
t he consortium agenci es.

There were a few people in that
group that had sone experience with fiber. The

Garden State Parkway had some nodest anount of
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fiber on their right-of-way before that and was
in a marketing node. So they understood the
code words and they understood the concepts
better than the other agencies.

There was some experience in
Del aware, as wel |

But the driver was MS, and
t heir experience.

Now, let's get to the violation
revenue.

ASSEMBLYMAN | MPREVEDUTO:  There
you go.

MR. CGROSS: Okay. They took
violation rates fromthe agencies.

ASSEMBLYMAN | MPREVEDUTO: Wi ch
agenci es?

MR. GROSS: The consortium
agencies. | mean, for exanmple, the Garden
State Parkway, the Turnpike.

ASSEMBLYMAN | MPREVEDUTO  CQur
agenci es?

MR. GROSS: Right. Right. They
gave them sone information -- | think it was
nore difficult with the Turnpi ke because unti

E- ZPass, the Turnpike -- virtually every |ane
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had a toll collector, and there was hardly any
violations at all. Mre difficult to blow a
lane with a person in a booth.

But they reviewed the rates, and
t hey generated the nodel. They generated the
concept of what percentage of the |law violators
were identifiable, and then how many doll ars
you woul d be able to collect using both the
viol ation processing letter witing and
col l ection agency in municipal court.

To the best of my know edge -- |
wasn't personally there, but to the best of ny
know edge, it was MS.

ASSEMBLYMAN | MPREVEDUTO.  So
basi cally what you are telling ne, then, is
that there was no actual nodel to conpare this
agai nst? They just nade some nunbers -- took
sone nunbers in and said, we think that 50
percent will not pay. Some will go through
some will not go through, but we figure out we
are going to make sone noney, and this thing
will pay for itself.

No one thought to ask, well, how
did you come up with these nunbers?

You know, when | was in
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college -- and you are an attorney, and | am
sure you' ve studi ed the Uni form Comercia

Code -- the | aw professor once said, if

sonet hing | ooks too good to be true -- this is
for consuners -- it probably is.

And when you begin to tal k about
not hi ng down and no further paynents for the
next eight years, it sounds to ne like it's too
good to be true, and sone used car sal esman
t hought up the idea.

And it would seemto ne that
intelligent people would be | ooking at this and
saying, you are telling ne that we can pay this
off fromviolations? And MFS is saying, oh,
yeah.

And someone shoul d have asked
the question, | would think, well, from what
source do you draw this information? Did you
do this on the thruways? Did you do this in
Del aware? Did sonebody do it in California?

Is there anybody el se in the
entire nation, or the world, for that matter,
who is using this kind of an E-ZPass system
payi ng for it through violations?

Was that question ever asked?
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MR. GROSS: There was hours and
hours and days and days of dial ogue in
connection with the assunptions that were set
forth in the base case nodel. And the dial ogue
was the nember agencies and their staff, their
finance people, M-S, Newcourt Capital

| mean, there were extensive
neetings on the subject. There was extensive
testing of what assunptions were being used in
t he nodel and why. This was not a 24-hour
sel f-creation.

Every toll agency that operates
el ectronically has one or two things: Either
gates or canera equi pment and detection of
violations. There is no other option. Because
the third option is to abandon your basic core
toll revenue, you have no neans what soever of
trying to reduce the violations.

So gates are the | ess popul ar of
the two options. And you could probably
under st and why because they are at |east
conceptual ly inconsistent with free fl ow
through a toll booth.

So every agency collects sone

viol ation revenue. Now, nore so today than in
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'97 and ' 98 when this was being put together
But there is sone experience around the country
as to collections. Sone are better than

ot hers.

ASSEMBLYMAN | MPREVEDUTO.  But do
you think -- if | may interrupt -- that soneone
maybe shoul d have said, is there anybody el se
payi ng for the systemin violations? And the
answer was clear. No.

MR GROSS: But that doesn't
make it w ong.

| mean, what | am saying to
you -- | believe this as | sit here -- that it
was both creative and a ot nore work to try to
rely upon those that are dishonest to pay for
as much of the system as possible than doing it
the traditional way.

ASSEMBLYMAN | MPREVEDUTO:
Creativity is good in art. Creativity is good
inlots of things. But | amnot so sure
creativity is good in financing to this |evel

When you are | ooking at
somet hing that there is no experience on, that
no one has done it before, and we are saying,

we can pay for this without putting a penny out
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of our pockets because the violators are going
to doit. |It's not being done anywhere el se,
so don't ask me to show it to you, but believe
ne.

You know, it's the guy that
tells you, if you drink this serum it's going
to grow hair on your head. Believe ne. It may
not happen for anybody el se, but believe ne, it
wi Il happen. And eight years fromnow, if it
doesn't happen, bring the bottle back, and we
will gladly give you your noney back

MR. GROSS: | respect what you
said. And | understand conpletely.

But the point of view that drove
the use of violation revenue was not that you
never have to pay for it. There was always a
recognition that just like any other
i mprovenent on a toll facility, you have to pay
for it.

It was an effort to elevate the
viol ation revenue as a real means of paying for
as much of the system as possible.

| said in answer to the Chairnman
honestly, and | think forthrightly, that the

| evel of expectations that were raised in '98

76



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

were wong. It wasn't marketed well. And
anyt hi ng short of what was originally projected
was deenmed to be a failure.

But the concept of getting noney
fromcheaters is a good one. And if you can't
get it all, there was always the recognition by
t he nenbers that you have to pay for it. And
there was provisions of review and reserves.

And | have said this publicly
during the period | was Executive Director

Let's assume for the nmoment that
you don't collect 450 mllion dollars over
time. You only collect 150 nmillion

You get the violation processing
center working as well as you can, you go to
muni ci pal courts, you hire a collection agency,
but the results are not there. Mtorists
become nore honest, the rate is |ower, or your
ability to collect is not what you think it
was. And you only collect 150 million dollars.

VWhat's wong with that? Wat's
wrong with getting 150 mllion dollars from
cheaters and applying it against the cost of
t he systenf

There is nothing wwong with it.
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ASSEMBLYMAN | MPREVEDUTO
Absolutely nothing. | agree with you.

MR. CGROSS: \What was wrong was
that in '98 there were many that believed that
the cheaters and the | essees of the fiber would
pay for the whole system And to date, that's
not happeni ng.

ASSEMBLYMAN | MPREVEDUTO.  And
think there is nothing wong, that you are
absol utely right.

But | think we also need to
renmenmber -- and | am not going to bel abor this
point on the zero down and no further paynent
thing -- but we have a fiduciary responsibility
to the taxpayer, and this fiduciary
responsibility was not net on this issue.

MR CGROSS: If | may say
this -- | interrupted you, and | amsorry for
that. Please excuse ne.

If you pay for it in a
traditional way, traditional way is -- | nean,
just generally speaking, you went out and, you
know, you issued bonds, and you either raised
your tolls or you had -- if you had adequate

revenue to support the bonds you didn't raise
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tolls then, and you just paid off the bonds.
And you took the nmoney and you paid for the
construction and the operation based on the
traditional way.

And under this financing
arrangenent, say -- let's hypothetically say 60
percent of your costs are going to be due in
2008, and you reserve for them over each year
so you don't get really hit in 2008, and you
pay for it with 2008 doll ars.

| mean, that's still better than
t he conventional way of paying up front with
1998, 1999 and 2000 dol |l ars.

ASSEMBLYMAN | MPREVEDUTO.  Excuse
me. | don't necessarily agree with you. Let's
| eave that be for now. | think we've beaten
that up pretty well. That zero down, no
further paynent thing will be debated at sone
other point in tine sonewhere el se.

I think the construction of the
systemis sonething we need to | ook at. Was
there, for lack of a better term a clerk of
the works of this issue? Who is the overseer
to make sure that the contractor was perform ng

properly during this tine period?
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MR. GROSS: There were a | ot of
levels, sir. The first that cones to mnd was
t he outside engineering firmthat was hired to
be the project nmanager, | guess, is as good a
word | can think of, Parsons Brinckerhoff.

ASSEMBLYMAN | MPREVEDUTO.  |'s
that the sane Parsons Brinckerhoff that gave us
t he autonobile inspection systenf

MR CGRCSS: | think it's the
same firm It is probably a different team

ASSEMBLYMAN | MPREVEDUTO.  That
may have been a warning in itself.

MR. GROSS: | don't have any --

They were hired to --

ASSEMBLYMAN | MPREVEDUTO. Pl ease
excuse ne.

The question here, was it
Parsons Brinckerhoff or Parsons |nfrastructure?
Do we know that?

MR. CGROSS: Parsons Brinckerhof f
is not the sane entity as Parsons
I nfrastructure.

Par sons Brinckerhoff was awarded
the contract through the consortiumto do

supervi sion of construction of the violation
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processi ng center and the custoner service.

ASSEMBLYMAN | MPREVEDUTO.  And
just for the record, they were the same conpany
that did not do the construction of the
i nspection system the autonobile inspection
system but they were the experts we used to
oversee it?

MR GRCSS: | believe that's
correct.

ASSEMBLYMAN | MPREVEDUTG:  So
they were overseeing both of these things. And
that doesn't bode well for me.

MR. GROSS: | believe you are
correct. But | also believe -- | don't have
personal know edge, but | think it's inevitable
t hat because those two contracts were occurring
about the same tinme, there was different
personnel from Parsons.

ASSEMBLYMAN | MPREVEDUTO.  Yeabh,
probably.

MR GROSS: So Parsons was the
eyes and ears of the consortiumin connection
with construction.

The chi ef engi neer of each

facility was a responsible person in connection
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wi t h approving pl ans.

Remenber, this was a
design-build contract. So MFS -- if | may use
MFS -- MFS was designing, submtting their
plans to the consortium and the consortium
then either approving themor rejecting them

So the chief engineer of the
Hi ghway Authority, the chief engineer of the
Turnpi ke Authority where the principa
construction was taking place were eyes and
ears of the construction. And then there are
engi neering teans that worked under them

There was a program director who
coordi nated both the status of construction,
technol ogy, marketing, operations. Her nanme is
Carol Hollows. And she had many consortium
enpl oyees trying to be bal anced so that al
menbers had as nuch of an input in the contract
construction and software as possible reporting
to her.

ASSEMBLYMAN | MPREVEDUTG:  There
wer e peopl e overseeing --

MR. GROSS: There were a | ot of
peopl e.

ASSEMBLYMAN | MPREVEDUTO:  The
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reason that | ask the question, | had an
opportunity to speak to the fol ks that had the
contract with the transponders.

MR GROSS: Mark |V.

ASSEMBLYMAN | MPREVEDUTO. | ' ve
forgotten the name. Forgive ne.

And in nmy conversation with
them it was pretty much based on the fact that
there had been statenents nade that the reason
that there are so many problenms is because the
transponders weren't properly recordi ng what
t hey were supposed to be recording.

And | guess that theory was shot
down when we heard fromthe Mdtor Truck
Associ ation who said, well, the same
transponders work every place el se except in
New Jersey. So ny interest then said, let nme
speak to the people who do the transponders.

And in speaking to the people
that do the transponders, they said, it's not
the transponders -- which | expected themto
say -- but they said other things which
intrigued ne.

Li ke, generally they woul d

provi de the equi prent and install the
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equi pment. However, in this particular case,

the contractor wanted to install the equi prent
in order to save nmoney. O the equi pment was
installed inproperly in nost cases.

And the provider of the
transponders and the software had to come back
on numerous occasions and fix the antennas and
do different things.

| don't remenber all the things
that had to be done, but they were not the
peopl e that were supposed to be doing this
because they were only supplying the equi prent,
and in fact, not installing it.

Their statement to me was that,
for the nmost part, this stuff was installed
conpletely wong. And they had said this, they
had made conpl ai nt s.

In fact, when they went back in
to |l ook at why sone of the |anes weren't
wor ki ng properly, they found things that were
broken, things that weren't properly installed
and were causing the major problens.

In fact, | asked themto get ne
a list of every lane that was installed

i mproperly. And | have not received that, but
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| amwaiting for that.

Where were our fol ks that were
supposed to be overseeing this? The
transponder people -- forgive ne, | don't
recall the nane of the conpany.

Mark 1V. They said they brought
this to the attention of the people, but
not hi ng was done.

Probably the genesis of the
probl enms that we are having today is based on
the fact that the equi pment was never installed
properly. And yet we had peopl e overseeing
this and were told about the problens.

You know, as | said to you
bef ore, when you | ook at construction of a
school, of anything, when there is nmjor
construction there are problens, and people go
i nto bankruptcy, and things happen.
Subcontractors don't conplete the job.

But here is a situation where
somet hing, a gross violation -- no pun
i ntended -- took place and was reported, and
not hi ng was done about it.

MR. GROSS: | appreciate sonme of

t he assunptions that you nade that are part of
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your question.

But the manufacturer of the
E- ZPass technol ogy was an integral part of the
construction process. | amtalking about
Mark 1V, who manufactures and supplies
transponders that you put in the car, the
readers that you install in the toll |ane, and
t he ant enna.

Those are the three conponents
that create the signal that noves the data
information to the custoner service center so
t hat your account can be debited through
E- ZPass.

To the best of my know edge,
they tested every piece of equipnent in the
field before a | ane becane operational. |
don't know how nuch access they had to the
pl ans because | really didn't get to that
| evel , you know. But | assune that they had
access to the plans that showed the | ocation of
t he antenna and the reader, that they provided
comment. And | don't know what that conmment
was because | didn't sit in technol ogy
neeti ngs.

But | can assure you that there
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was a regular and fairly continuous dial ogue
bet ween Mark 1V, the consortiumtechnol ogy
peopl e, and the contractor

Now, that doesn't mean that it
was all done perfectly or correctly. And there
are |l anes that are generating false violations
when it's an E-ZPass customer at a nuch too
hi gh percentage to nmerely attribute it to the
public not having their transponder in their
car or waving it.

And that could be the |ocation
of the antenna. That could be a bad antenna
that got hit by a truck. That could be sone
conponent of the equi pment that was installed
by the contractor in a bad | ocation.

But keep in mnd, you know, the
construction was not done blindly. There were
prototypes that were generated for the | anes
that are currently being operated called
dedi cated | anes and prototypes for m xed-node.
They were tested and re-tested by groups of
consortium nenbers and Parsons. And no | ane
went into operation without a thorough test.

Now, no matter how much you

test, it's not the sane as the kind of vol une



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that gets thrown at a lane in real operation
And renenber, you have weather that affects

conponents that are working on a 7/24 basis.
So your test results may deteriorate over a

peri od of tinme.

The problemthat | saw in the
construction operation, if | may say, was bad
conmuni cati on between -- or poor conmmuni cation
is a better choice of words -- between the
contractor and the consortium

The contractor has capacity
t hrough the custoner service center, the
viol ation processing center, to alnost in rea
ti me know when a lane is not performng. You
are tal king now about 360 | anes that are
currently operating with dedicated el ectronic
toll operation for a number of years.

This contractor has the capacity
to see sonething going down faster than the
enpl oyees of the toll roads have. And to have
a |l ane operating or not operating well for five
days or four days before that is
conmuni cated -- | amnot tal king about a | ane
that's obvious, it has half of its equipnent

I aying on the ground. | amjust saying
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something in the software is not working
properly or an antenna is broken, or sonething
that is not necessarily self-evident by | ooking
at it, but it's generating bad reads.

The conmmuni cati on between the
contractor and the consortium in my view, |eft
alot to be desired, to be able to get to that
| ane and do the necessary repairs and get it
runni ng properly, and has generated an awf ul
ot of false violations that should be and can
be corrected.

ASSEMBLYMAN | MPREVEDUTO:.  And
this requires no response. | amjust going to
summarize. | know there are |ots of other
folks that would Iike to ask sonme questions.

Mark 1V sells and installs the
equi prent, the software, the antennas. And
bel i eve nowhere el se except in New Jersey did
somebody el se do that installation, and that
was our contractor.

Probably for financial reasons
since they were having sone financia
difficulty, they were |looking to save a few
bucks and do the installation thenmselves. They

were inept in doing that installation, is ny
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bel i ef .

| honestly believe that after
speaking to those folks -- and they tell ne
that if they go in nowthey will find many
things that are not connected that should have
been connected, or connected inproperly, and
are the cause of the major problens with the
system problens that are affecting every
notori st who chooses to use E-ZPass.

This entire system which should
have been a good system and can be a good
system and save notorists the tine and the
effort by just using that little thing in the
wi ndow, was a good theory that's gone awy.

And it's gone awy because of sonme poor
managenment. Maybe not conpletely your fault,
but some poor managenment on our fault, the
State of New Jersey, and a horrible contractor
who was unable to do the job.

| suspect that those who | ooked
at the bids and chose the contractor probably
shoul d have | ooked a little nore carefully.

And with that, thank you.

CHAI RVAN W SNI EWBKI :  Thank you,

Assenbl yman.
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| know Assenbl yman D Amat o has
guesti ons.

| just wanted to ask M. Gross
this one question. W kept tal king about
earlier the violation experience of the various
toll roads in the consortium and a 1 percent
vi ol ati on nunber was assuned in the
projections. Correct?

MR. GROSS: Over -- on average,
over eight operating years. Every road had a
slightly different projected violation --

CHAI RVAN W SNI EWSKI :  Ri ght .
They honogeni zed it, and they came up with a
nunber -- | just wanted to go to the
projections. And | think earlier we tal ked
about a 1 percent nunber and 50 percent. Do
you renenber that testinony earlier?

MR. GROSS: Yeah. | was trying
to make it sinmple by --

CHAI RMVAN W SNI EWBKI : | guess |
had a foll owup question on that. | just
wanted to go to that point in tine and give you
a reference point.

Those projections, that

1 percent, had nothing to do with nonies
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collected. That just sinply was a projection
or a historical reference point on the nunber
of vehicles that had violated toll barriers and
could be expected in the future; correct?

MR. GROSS: Road violations.

CHAI RMAN W SNI EWSBKI :  So t he
hi stori cal experience of the toll roads in
terms of raising revenue through violations was
not -- there was no historical experience on
t hat ?

MR GROSS: Well, if |
under st and your question, pre-E-ZPass on the
Garden State Parkway, they didn't have any
caneras. They had virtually little way of
identifying a violator

VWhat they did do fromtine to
time is they put a person behind a one-way
mrror. And they didn't do that frequently,
but when they did that, that person would wite
down the license plate of the violator and then
send the information to the State Police and a
sunmons was i ssued.

But it was not really a serious
col lection effort for the violators.

CHAI RMAN W SNI EWBKI : Let ne
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i nterrupt.

That was never viewed as a
revenue source, that was sinply a way of
enforcing the tolls?

MR. CGROSS: Absolutely. Because
when the State Police issued a sunmons, in
fact, there was a fine associated with it. It
went to the state, and the nunicipality didn't
go through the toll road.

CHAI RMAN W SNI EWBKI :  So except
for the numerical nunber, the figure of
1 percent, which represented an anal gamati on
and experience fromthe various toll roads and
per haps represents a honogeni zed nunmber over
time, | know there is an eight-year period
there, there was no experience in terns of
rai sing revenue fromthat?

MR. GROSS: None of the
co-facilities used violation revenue as a
source of revenue prior to that.

CHAI RVMAN W SNI EWBKI :  So t hough
they could estimate that 1 percent of the
vehicles may violate the toll barriers, there
really was no basis of estimating how rmuch

noney would come out of that, that was really a
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shot in the dark?

MR GROSS: Well, it was the
i nforned judgnent that was set forth in the
nodel . But pre-E-ZPass, it was not very
difficult to determ ne how many viol ati ons
exi sted because you had shrettles (phonetic) in
the concrete, and you counted axl es agai nst
your revenue, you knew what you were short.

So fairly reliable statistics on
nost toll facilities of what percentage
vi ol at ed.

CHAI RVMAN W SNI EWBKI : | am not
di sagreeing with that. Obviously that is
enpirical data taken from observati ons nmade by
equi prent .

The question is is that up unti
E- ZPass, that violation rate was never then
translated to coll ecting noney?

MR GROSS: That's correct.

CHAI RMAN W SNI EWSKI
Assenbl yman D' Amat o.

ASSEMBLYMAN D' AMATO.  Thank you,
M. Chairman.

M. Goss, it is ny

under standi ng that sonetinme in 1994 or 1995,
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t he t hen- Comni ssi oner of Transportation, Frank
Wl son, testified before this committee that
the State of New Jersey was | osing

approxi mately $25,000 a day in toll cheats for
perhaps -- if my math is right -- about nine
mllion dollars a year.

Did you ever hear that
statistic?

MR GROSS: | amnot famliar
with his testinmony, but | amfamliar with the
esti mated nunmber of notor vehicle violations on
the Garden State Parkway during that period.

And that would be right,
sonmewhere in the area of four to five mllion

dollars a year.

ASSEMBLYMAN D' AMATO  Was one of

the reasons that the State of New Jersey wanted
the E-ZPass systemwas that it felt with the
E- ZPass system they woul d be better able to
detect who the toll cheaters were?

MR, CGROSS: No.

ASSEMBLYMAN D' AMATO.  And
expl ai n why not .

MR. GROSS: The driving force

for electronic toll collection was to inprove
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the efficiency of the trip on a toll facility.

The nost vivid illustration of
that principle, if not al nbst exclusive
objective, is that if you conpare the
New Jer sey Turnpi ke pre-E-ZPass to post-E-Z
Pass.

Bef ore E-ZPass on the New Jersey
Turnpike in the a.m and p.m peaks there
virtually wasn't a toll plaza fromCentra
New Jersey to the northern nost termnus that
didn't have a queue anywhere fromfive to
fifteen mnutes. Right after E-ZPass, that al
di sappear ed.

So what E-ZPass did on the
Turnpike is less vivid on the Garden State
Par kway, but |'ve seen statistics, and there is

maj or i nprovenent on the Garden State Parkway

as wel |

VWhat it's done, it's saved the
notorists time. It saved them wear and tear on
their vehicles. It made a nore conveni ent way
to pay your toll; that is, going into your

wal | et and getting bills out, et cetera, or
just getting a nonthly statenent.

And it also saved toll roads
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i ke the Turnpi ke, that was al nost exclusively
manual with a toll collector, it saved | abor
noney, as | said in ny opening statenent. The
Turnpi ke is saving nearly 10 million dollars a
year in |abor as a result of that. It saves in
capital construction.

There were many plazas on the
Tur npi ke before E-ZPass that woul d have been
expanded but for the fact that E-ZPass was on
the horizon. So expansion of toll plazas is
unnecessary as a result of that.

It also allowed for value
pricing that you probably are all famliar with
today, that | think is one of the nost
i mportant tools to manage this eastern region
of the country which has so nuch vehicle
traffic and continues to grow.

You can't do value or variable
pricing without electronic toll collection.
You can't do it manually.

So there are so many | audabl e
reasons to deliver E-ZPass. And, of course,
you know, the region had already -- including
New Jersey had al ready enbraced E-ZPass as a

concept back in 1991 and '92.
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ASSEMBLYMAN D AMATO. Even if it
was absolutely clear to the nmenmbers of the
consortiumthat the self-financed concept woul d
not work, would we still have gone ahead with
the installation of the E-ZPass systenf

MR. GRCSS: I n ny opinion,
absol utely.

ASSEMBLYMAN D AMATO.  For the
reasons that you just shared with us a few
moment s ago?

MR. CGROSS: Absolutely. Using
this revenue streamwas just a neans of paynent
or an attenpted neans of paynent. It wasn't a
reason why electronic toll collection was
delivered to the State of New Jersey.

ASSEMBLYMAN D AMATO.  Now, we
know t hat the regional consortiumfor E-ZPass
was established in Septenber 1995. We know
that the E-ZPass contract was awarded to MFS NT
in March of 1997.

Now, during that time franme,
there were Executive Council neetings of the
various representatives fromthe authorities;
is that correct?

MR, GRCSS: Yes. You said March

98
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of '97. The contract was signed with MFS in
March of '98

ASSEMBLYMAN D AMATO. |t was
awarded, was it not, to MFS in 1997? That's
the informati on we have.

MR GROSS: It was. The Board
of Commi ssioners approved it, but the contract
wasn't executed for about a year

ASSEMBLYMAN D' AMATO.  You are
correct.

During that time, you attended
t hese Executive Council neetings; correct?

MR, CGROSS: Yes.

ASSEMBLYMAN D AMATO.  And were
notes taken at those neetings, ninutes?

MR GROSS: | don't know.

ASSEMBLYMAN D' AMATO. Do you
recall ever receiving a menorandumin the mail
after a neeting saying, this is to menorialize
what was di scussed and what was agreed upon?

MR. GROSS: | vaguely recal
that | received that.

ASSEMBLYMAN D AMATO.  Woul d you
agree that the financing of the E-ZPass system

was sonet hing that was di scussed on a regul ar
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basi s at these neetings?

MR. GROSS: At the Executive
Council level? | couldn't say -- my
recol l ection does not permit me to say that it
was di scussed regul arly.

ASSEMBLYMAN D AMATO.  Was it
di scussed?

MR. GROSS: Certainly it would
have been di scussed at one time or another, but
| don't think regularly.

ASSEMBLYMAN D AMATO.  What | am
trying to learn for myself is this: W are
goi ng back many, many years. And if | and the
ot her menmbers of this committee were attending
t he neetings, Executive Council neetings, would
it be clear to us that there was a real chance
that the sel f-financing concept was not going
to work?

MR CGROSS: | amtrying to
under stand your question. | really don't
understand it.

Could you try it again for me?

ASSEMBLYMAN D AMATO.  Sure. |
amtrying to go back in time and trying to

appreci ate what the various nenbers in
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attendance at these Executive Council neetings
were being told about the |ikelihood of success
versus failure of the self-financing concept.

And to be fair to them | am
trying to learn, did they say to thensel ves, we
are going to try this but there is a rea
chance it is not going to work? O were they
saying, oh, this is definitely going to work
based upon what we are tol d?

MR. CGROSS: The genesis of the
zero down and no noney for -- no obligation to
pay for eight years was that request on a base
case nodel

| don't recall the Executive
Council discussing that at length before the
preference for that type of financing was set
forth in the base case nodel.

What | recall at the Executive
Council level was discussions fairly frequently
by the Garden State Parkway that they didn't
have the capital to spend at that tine on this
project. And that Conmi ssioner WIson said, we
will deal with that issue. And the
Conmi ssioner trying to keep the consortium

together, to nove on with the objective of
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getting electronic toll collection on the
New Jersey toll facilities.

And | believe, although | wasn't
party to the dialogue, that it was the
expression of that issue about capital that
gave rise to a financing plan that woul d be
consistent with the Garden State Parkway's | ack
of capital funds.

ASSEMBLYMAN D AMATO.  What was
your understandi ng of the relationship between
Chase Manhattan with MFS at the time that MS
was awar ded the contract?

MR. GROSS: At the tine they
wer e awarded the contract, Chase was the
subcontractor that was to operate the customer
servi ce.

ASSEMBLYMAN D AMATO.  The fact
t hat Chase Manhattan was involved in this
project, was that a factor that was considered
by the nenmbers of the consortiumin awarding
the contract to MFS?

MR GROSS: | can answer that
for me personally. | really can't tell you
what was in the minds of the Review Committee

as they assessed and scored the contractor
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But Chase Manhattan Bank was
very inportant to me. The operation of the
custoner service center is a back office
operation, something that Chase Manhattan Bank
had experience in and was consi dered one of the
finest in the world.

And custoner service was an
integral and crucial part of successfully
operating the E-ZPass system You had to have
an entity that was capable of dealing with the
public on a regul ar basis, getting statements
out, getting transponders out, properly
debiting their account, dealing with their
questions, their issues, their conplaints. And
| could think of no one better than Chase
Manhattan Bank. So that was very inmportant to
ne.

ASSEMBLYMAN D' AMATO  Now, you
were questioned as to why you personally heard
the -- sorry.

You were questioned before as to
why you personally heard the protest of
Lockheed when they did not win the contract.

Why did you do that?

MR. GROSS: The New Jersey
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Turnpi ke was the | ead agency for the
procurenment. So fromthe standpoint of the
law, it was the regul ations and | aw associ ated
with administrative hearings that would
prevail .

Under the Turnpi ke regul ati ons,
| was the person, the enployee, that was
designated to hear protests in connection with
procurenents. Under the law, as provided to ne
by counsel, even if | participated in the
review process | could still be the hearing
officer if | felt under the law that | would be
obj ecti ve.

But the question was an easier
one for me because | hadn't participated. And
therefore, clearly, based upon the Turnpike
regul ations, | should and could be the hearing
of ficer.

Interestingly, Lockheed did not
rai se that as an objection until they got a bad
decision fromme. And they raised it for the
first time in the Appellate Division in the
Superior Court, and it was rejected in the
Appel | ate Divi sion

ASSEMBLYMAN D AMATO  And the
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New Jersey Supreme Court decided not to even
hear the appeal from Lockheed after that; is
that correct?

MR. GROSS: That is correct.

ASSEMBLYMAN D AMATO | have one
final question.

The stated purpose of these
hearings is for this body to acquire
information so that we can nake reconmendations
to state government as to not only how to
i mprove the process, but how to avoid the
probl ems that we have seen. Let's give you the
benefit of the historical exam nation of the
past events.

VWhat recomrendati ons woul d you
make to this committee so as to avoid sone of
the m stakes of the past?

CHAI RVAN W SNI EWBKI : M. Gross,
| just wanted to interrupt for a second. W
have a | ot of background noise. It is nmaking
it hard for our transcriber to hear. So if we
could all just speak as loudly as possible.

MR. GROSS: Are those ny fans
waiting for me?

CHAI RMAN W SNI EWBKI :  Those are
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all people who have gotten APR s.

MR. GROSS: Can | go down with
you?

| woul d not have procured
electronic toll collection on a consolidated
basis as the consortium has done. Know ng what
| know today, | would have recomended that it
be done individually by each of the agencies
that made up the consortium And | will tel
you why.

First of all, the common thread
is Mark IV. Mark IV is the comon thread.

That is a technol ogy that was approved in the
eastern region of the country to nake all the
E- ZPass systens interoperable.

So when you have your
transponder in your car, you could go fromthe
Turnpi ke to the Garden State Parkway to the
New York Thruway to the Massachusetts Turnpike,
and you don't have to have a separate
transponder, and it debits your account. You
don't need a separate transponder, you drive
these roads as if they were one road.

And wi t hout that common

technol ogy, you would not have a successfu
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E- ZPass system

If you had to have seven
transponders and seven statenents and seven
deposits with you or on you as a result of
el ectroni ¢ payments, you would not pay
el ectronically.

ASSEMBLYMAN D AMATO. |
apol ogi ze for the interruption.

Just for the benefit of the
reporters, the question that M. Goss is
answering i s what recomrendations he woul d nake
to this coomittee so as to perhaps avoid sone
of the m stakes that we have | earned about as
part of our anal ysis.

| just wanted themto know what
you were tal king about.

MR GRCSS: So | would have each
toll road procure independently. And the
reason for that is this:

Unless the toll facilities are
consolidated -- and | am not opening nmyself up
to questions about the merits of consolidation
but | amsaying this is a fact. It is
extremely difficult to get the menber agencies

to all agree as you go forward with a very
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conpl ex project.

And even though the Turnpi ke was
the | ead agency, it didn't have the ability to
tell the Garden State Parkway what to do. It
didn't have the ability to tell the Port
Authority, the State of Del aware, what to do.

So it became extremely difficult
to manage the process over a period of tinme.
Because the Turnpi ke had the responsibility as
being the | ead agency, but it really was
not hi ng nore than sharing a group and maki ng
recomendati ons, listening to dial ogue. And
that was extrenely difficult, and | think to
some extent not well managed.

| don't nean that the people
didn't nanage well, but the process wasn't wel
managed because of it.

In addition, if you did it
separately, you may have nore than one
contractor, because each agency woul d then
procure separately. They all use Mark 1V,
which is the comon technol ogy, but they may
have nore than one contractor

And | think that the experience

that we had with contractors having cash flow
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probl ems, goi ng out of business, issues in
connection with construction that were brought
up during today's discussions, you reduce your
risk if you have multiple contractors.

And | don't know if that would
have been the result. Theoretically, one
contractor could have gotten it all. But nore
likely, that woul dn't have been the case.

So | think that would have been
beneficial as well.

And these two roads, the Garden
State Parkway and the Turnpi ke, are not typica
of a facility that has installed E-ZPass. They
are far nore challenging. And that's why | say
separating them may hel p

Think of this: The Turnpike is
not a point of paynent system You get your
ticket, you enter, it's all according to how
far you travel that you are assessed a toll
So the Turnpi ke systemrequires that your
E- ZPass transponder is read twice, and then
mat ched, entrance and exit, and matched
correctly.

If you have a failure on entry,

you have a problemin matching, or if you have

109



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

110

a failure on exit. 1t's nuch nore conplicated
software. It has resulted in some software
redesign issues. It's nore difficult to

deliver that system

There are not nmany -- there are
some, but not many toll facilities around the
country that have the -- that are required to
be read tw ce.

On the other hand, on the Garden
State Parkway, 70 percent of their toll |anes
are automatic coin machines. Many of them are
10 years old. They don't work very well. And
to be able to create software that can read the
machi ne and the machine to operate
satisfactorily for the software -- you are
tal ki ng about 1/100th of a second -- inevitably
you are going to have a lot of challenges with
the software.

So it's for those reasons that |
woul d recommend that unl ess roads are
consol idated to becone one, that nmjor
procurenments are done independently.

Even t hough there is good reason
to consider the consolidation -- because you

save noney, there is no question about it. The
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costs for a custoner service center if you | ook
historically around the country are far |ess
because of the volune that was delivered. But

| think the detrinments outweigh the benefit.

So | woul d keep them separate.

ASSEMBLYMAN D' AMATO.  Thank you,
M. Goss, for com ng here.

Thank you, M. Chairman.

CHAI RVAN W SNI EWBKI :  Thank you.

Assenbl ywoman St ender has sone
guesti ons.

ASSEMBLYWOMAN STENDER:  Thank
you, M. Chairman.

M. Gross, you said that before
you went to the Turnpi ke Authority you were the
county counsel and you held other positions in
the state governnent. |f you were county
counsel, you cane out of county governnent as
an attorney.

MR, GROSS: | was county counse
for alnost three years, about two and a hal f
years.

ASSEMBLYWOMAN STENDER:  And
havi ng served previously as freehol der from

Uni on County, the RFP process is what we would
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go through in the county.

Typically if you went to go out
for a proposal you put it out there for vendors
to come back with a proposal based on what you
have asked for; correct? 1Isn't that typically
how you saw t hat done?

MR. CGRCSS: Correct.

ASSEMBLYWOVAN STENDER: But in
this process, according to the court case that
you referred to and as reported out of the
Appel late Division, in fact, this proposal was
by design intended to be based on the
preferences of the bidders' proposals.

So what this says is that rather
than the consortium apparently doing their due
di i gence or checking with other systens to
find out about the best and worst practices,
you went to the bidders and said, we want to
t ake advantage of all of your expertise in this
area, and we'd like to rely on you to help
design this proposal

I's that correct?

MR. GRCSS: | think you are
right. | think it would -- one would say this

was a performance driven RFP where the
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consortium expressed in ternms of results and
et the conpetitors say, we'll tell you how you
get there.

ASSEMBLYWOMAN STENDER:  So t hat
it really did allow themto also by design
create a contract or a systemthat woul d nake
sure that no matter how it performed, that they
woul d be covered. Because in fact, the system
by design or contract made sure that the
contractors get their noney regardl ess of
whet her they perfornmed well in the end.

MR GRCSS: | don't think that's
the conclusion. | think if one reviews the
contract -- and it would take a while to
review, it's fairly lengthy -- the contractor
has an enormous anmount of responsibilities and
exposure in connection with neeting the
construction ternms or the operation.

ASSEMBLYWOMAN STENDER: But in
the end, regardl ess of how or whether it
performs or not, they get their noney. At the
end of the contract, they get paid regardless
of all the other problens or what it ends up
costing us to get it done.

MR. CGROSS: Well, you know, nopst



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

respectfully, that is a very broad statenent,
|'d say. Because it's so broad | would say no,
that's not the case.

I mean, the contractor has a
responsibility to provide an operating system
at a certain percentile. | don't renmenber what
the percentile is. But hypothetically, let's
say it's 99 percent.

The conponent hardware and
software in a lane has to be able to be
accurate as to say it was 99 percent or
what ever the percentage is.

If you don't neet that
performance criteria, then you will never get
final system acceptance, and you're in default.
And if you don't correct it, there's
consequences.

So, you know, | would think that
if this contract were fully reviewed, the
concl usion would be that the contractor has a
great deal of responsibility, liability and
exposure.

ASSEMBLYWOMAN STENDER: That is
not what |'ve seen so far

In your opening statenents you
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referred to a firmcall ed Phoenix Consulting as
an outside firmthat | guess hel ped define this
at the beginning in terns of working with the
consortium And Lord knows, we have a |ot of
i nformati on, but Phoenix Consulting is a new
one on ne.

VWere did they come fromor who
are they?

MR GRCSS: | think | have the
nane correctly.

As | indicated, | did not spend
a great deal of my time in connection with the
revi ew process, and they principally worked
during that period of tinme.

| think I have the nane right.
| think they are a consulting firmout of I
believe Virginia. And | -- ny genera
recollection is that they were procured in a
normal fashion of sending out requests for
proposal s, and an award was nade to them

ASSEMBLYWOVAN STENDER:  And t hey
were there really to just help define the
process or help design the systemas it was
bei ng proposed?

MR. GROSS: | think they were
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principally there to help the consortium
finance people go through the base case npdel
and ask questions and | ead di al ogue and

di scussi ons.

There was another firmthat
hel ped in the creation of the RFP. Howard
Needl es was hired for that purpose to help the
consortium nmenbers generate the request for
proposal s.

ASSEMBLYWOVAN STENDER: Al
right. So you go through the whole thing, and
we have the giant shuffle that is about to go
on with all the conpanies.

But at the sane tine, part of it
was this private financing that was built in in
terms of selling bonds. Because to nme, one of
the great questions is howis it that these
bonds coul d have ever been legitimate or |ega
when they put the full faith of the state
behind themin the end but there were what to
me | ooked |ike very questionable assunptions of
how t hey were ever going to be repaid.

MR GROSS: Well, the State of
New Jersey is not responsible for the bonds

that were issued through the EDA. They were
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issued to a relatively small nunber of private
investors that are banks and insurance
conpani es.

And that private placement was
arranged by a conpany call ed Newcourt Capita
that | think was acquired by CIT or -- |'m not
sure about that. But | think if you | ook up
Newcourt Capital today, they don't exist,
per se, but they were a fairly large
i ndependent financial house.

The bonds tracked the commitnment
of MFS under their best and final offer to
provide financing with no noney down to the
menber agenci es and no noney for eight
operating years and two construction years,
which is a total of 10 years.

The | enders hired Coopers &
Lybrand to | ook at the revenue projections. |
never saw the Coopers report. |Is that your
next question? But | was told by Newcourt
Capital, as | said in ny opening remarks, that
Coopers | ooked -- they were satisfied with the
fiber, and thought the violation revenue was
conservative

The | enders were interested,
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shall | say, in my opinion -- this is ny
opi ni on now, because | wasn't a | ender -- but
the lenders were interested in those revenue
streans to conclude that that is the |likely way
that they would get paid their principal and

i nterest.

But ultimately, the |l enders
relied upon the creditworthiness of the five
toll agencies, menber agencies -- not tol
agenci es, nenber agencies -- and spent a | ot of
time in negotiations with the consortiumon the
percent ages that each menmber woul d be liable
for, the fact that the nodel had to be revised
every year as actual data was generated, and
that if balances were projected to be due in
2008, which would be to the | enders, then each
agency reserved noney on an annual basis.

So the lenders were interested
in the revenue fl ow that woul d support the
obligations of the project, but were nost
interested in the creditworthiness of the five
menber agenci es.

ASSEMBLYWOMAN STENDER: But yet
they were designed -- | nean, the intent here

was not have the agencies pay those bonds, it
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was to have -- it was to be paid by these
revenue stream cal cul ations; correct?

MR GROSS: The cal cul ations
wer e based upon projections. It is not any
dissimlar than -- let's take the budget of the
State of New Jersey. Fromwhat | read in the
newspapers, the revenue forecasts were way in
excess of what actually was collected in this
| ast fiscal year.

Budget s, projections are al
subj ect to change, sonme nore significant than
ot hers based upon future events. And these
projections were based upon little historica
experi ence, as the chairman pointed out in his
gquestions to me. And the |lenders and the
consortium knew that, you know, if those
revenue streans were not as forthcoming as in
the original budget, they would have to reserve
noney annually and pay in 2008.

So, | mean, | have said now for
the third time that when the publicity was
bei ng generated about the contract, that there
was -- the expectations were raised far too
high. And a lot of people, including the nedia

that had picked up on this issue a long tine
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ago, said, well, you are not generating the
revenue you projected, you're wong, you
fail ed.

The approach in 1998 shoul d have
been something to the effect that efforts are
going to be nade to collect fromviolators,

t hey should pay for the system And if there
i s not adequate noney through that revenue
source, then the agencies will pay in 2008.

| think that if we didn't raise
expectations like we did in '98, this would not
be the principal issue that we spent a couple
hours on this norning, we would be tal king
about ot her aspects of the contract.

And for that, you know, | regret
that. But clearly, if you | ook at the nodel,
you read the nodel, you will see all kinds of,
you know, disclainmer kind of |anguage, that
this may not happen, these are only
projections, and they are subject to change,
they are subject to actual performance. It
goes on and on and on.

And that's what they are.
That's all they are is -- hopefully they were

intelligently made with good common sense and a
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basis for the assunptions, but they don't
necessarily reflect that it will actually
happen.

ASSEMBLYWOVAN STENDER:  And t hen
there was al so a performance bond put in place
to cover in case some of this wouldn't work
correct?

MR GROSS: Well, the
performance bond didn't cover the collection of
viol ation revenue. |t covered the construction
of the system and the operation of the custoner
service center, the violation processing
center, and the fiber network that was built.

ASSEMBLYWOMAN STENDER: As part
of all of this ness, Adesta filed bankruptcy.
And in the final order, the Court order cured
t he past debts of the conpany, i.e., the
default on E-ZPass and their inability to
finish the work

But you never filed an objection
to that final bankruptcy order. So it would be
guesti onabl e whet her New Jersey woul d ever be
able to call that performance bond that it
probably woul d have been entitled to as part of

this.
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MR. GROSS: | spent a great dea
of time over the years that this contract was
in various different stages to protect the
performance bond because | consider the
performance bond and Worl dComi s i ndemity to
the surety of vital inmportance to the project.

And when Worl dCom nost recently
entered into a contract with Adesta to acquire
the New Jersey contract, | insisted upon a
letter fromthe surety acknow edgi ng that those
activities of WrldComwould in no way inpair
t he performance bond and the rights of the
consortium Such a letter exists.

ASSEMBLYWOMAN STENDER:  It's ny
under st andi ng that the bankruptcy court set al
of those issues aside, all the defaults aside,
so that New Jersey would have limted ability
to collect on that bond at this point.

MR. GROSS: | hope that's not
the case --

ASSEMBLYWOMAN STENDER: Me, too.

MR CGROSS: -- if it's necessary
to look to the surety, that one can't look to
the surety.

The approach the consortiumtook
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toward the end of 2001 when Adesta notified the
consortium which | think was about October of
2001 that it did not have adequate cash to
continue to neet its obligations and, in
essence, asked the consortiumto provide noney
toit -- which was rejected out of hand -- was
to either take the project over or encourage
Worl dComto come to New Jersey and finish the
contract.

And the decision of WrldComto
do that was considered by nme to be very
possi bl e. Soneone said earlier WrldComis a
very large conpany. And we are now talking in
the period of the fall and wi nter of 2001. Al
of my remarks are based upon the time that |
was Executive Director of the Turnpike.

And the fact that they were

willing to bring management, engineers, finance
peopl e, noney to this contract and get conplete

and get out was to nme the best of any
alternative to have the contract performin
accordance with its terns, deliver E-ZPass,
that was good and reliable, and have a
reasonabl e opportunity to collect violation

revenue.
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ASSEMBLYWOVAN STENDER:  So you
didn't file any objections to the bankruptcy
order as it was done at the tinme?

MR GRCSS: Well, | nean, |
can't talk technically to you. W had counsel
But what | can tell you is that the consortium
had absolutely no objection to Wrl dCom t aki ng
an assignnent of the contract at the tine.

ASSEMBLYWOVAN STENDER: | am
bei ng shown the bankruptcy order. It says, al
defaults or other obligation of the debtor
under the assumed contracts arising or accruing
prior to the date of this order shall be deened
cured by the debtor upon paynent by the debtor
at the closing or as soon thereafter as
practicable of the cure paynent anounts, if
any.

MR GRCSS: All those orders
were reviewed by counsel

My objective as the Executive
Director was to have Worl dCom take over the
contract and finish it. And | had absolutely
no intention of releasing WrldComfrom any of
its responsibilities or liabilities under the

contract. Although | was aware that Worl dCom
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once it took assignment of the contract wanted
to sit down and negotiate with the consortium
whi ch woul d be understandabl e, things had to
be -- certain terns had to be changed in order
to step in and finish the contract terns. So
expect ed negoti ati ons.

But | never intended to rel ease
Wor I dCom from any responsibilities other than
t hrough negoti ations.

ASSEMBLYWOMAN STENDER: | have
another little different question here.

VWhen you tal k about the
financing and the base case financial nopdel
t hat was done, on which the premise of all this
was done, and we have a letter fromyou from
March 10th where you -- it is to M. Thomas
Si nmons.  You say, prior to the commencenent of
the operations that a base case financial nodel
woul d be prepared by the consortium based upon
the actual notice to proceed date --

MR, CGROSS: Excuse me. | am
m ssing sone of your words. Instead of asking
you to say it all over before you finish, |
will ask you to start again.

ASSEMBLYWOVAN STENDER: | am
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sorry.

It is aletter fromyou from
March of '98 where you note that prior to the
conmencenent of operations that there would be
a base case financial nodel. And you've
referred to that nodel a couple of tines in
terms of the projections of the revenues from
the violations and fromthe fiber optic stream

We do have fromthe Public
Resources Advi sory Group, which | guess is the
group that was actually generating the base
case financial nodel updates, but we don't have
a copy of the actual base case. | have not
been able to find one.

Are you famliar with that issue
or --

MR. GROSS: The base case
financial nodel, which | believe is dated
March 10, 1998, is an exhibit under the
contract docunentation that was executed.

ASSEMBLYWOMAN STENDER: | have
to look for that. So far we haven't been able
to find that.

The reason | ask about that is

followup reports from Public Resources
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Advi sory Group -- and that | guess is the
agency that was creating this nodel. Are you
famliar with that?

MR. CGROSS: That entity provided
services to the consortium pre-contract
execution dealing with various projections on
t he nodel .

Subsequent to the execution of
the contract, that agency was hired by the
consortiumto help it revise the nodel on an
annual basis, which was a requirenent under the
contract; that the lenders required either a
financial advisor or one of the -- | think at
the tine one of the five accounting firnms to be
hired to provide accounting services in
connection with the revision of the |oan.

CHAI RVAN W SNI EWBKI : M. G oss,
maybe for clarity, the question is who prepared
the original, the first base case financia
nodel ?

MR. CGROSS: MFS prepared that.

CHAI RMAN W SNI EWSBKI :  MFS
prepared the nodel ?

MR GROSS: The one that

became -- the one that |'ve referred to as the



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

128

base case dated March 10, 1998. MFS.

CHAl RVAN W SNI EWBKI : Now, the
subsequent nodel s were prepared by a different
entity; is that correct?

MR. GROSS: The revisions to the
nodel were prepared by the consortiumwi th the
hel p of Public Resources.

ASSEMBLYWOVAN STENDER:  So t hey
actually did the report? They didn't prepare
the nodel, they just reviewed the nodel, or
they reviewed the data in the nodel ?

MR. GROSS: That's correct.
They took -- they went to each agency, they
took actual data that was available to the date
that they were reporting, and then they put
that actual data into the nodel, made certain
changes based upon those results, and then
submtted drafts to the consortium menbers for
di scussi on.

And that's the genesis of two
revisions. There was a revision in Novenber of
2000, as required by the contract, and a
revision in Novenber of 2001

ASSEMBLYWOVAN STENDER: So t he

nmodel woul d have been -- was in the contract,
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and | guess is simlar to the financing, if you
will, that was part of the best and final offer
summary where you are expl ai ni ng where the
revenues are going to come fromon the tol

side and where they are going to cone from on
the fiber side; is that correct?

MR. GROSS: |f | understand your
question, | think the base case nodel was
generated to nmeet the financing criteria that
M-S accepted, which was to provide for each
menber not being required to put any noney down
or any capital nonies during eight years.

So | think that is the genesis
of the base case nodel.

Does that answer your question?

ASSEMBLYWOMAN STENDER: | guess.

CHAI RMAN W SNI EWSKI : | just
wanted to take the prerogative of the chair and
take a half hour recess. Perhaps when we get
back the noise level will be a little |ower.

M. Gross, you've been
testifying now for close to three hours, and
t hi nk some of the menmbers here just would like
a short break.

So we will reconvene at 1: 30,
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and continue that |ine of questioning that we
have been engaged in. Thank you all

(Lunch break taken.)

CHAI RVAN W SNI EWSKI : | woul d
like to call this neeting of the Assenbly
Transportation Conmittee back to order

VWen we broke we were hearing
testinmony from M. Gross under questions from
Assenbl yworman St ender

Assenbl ywoman Stender, if you
woul d pick up where you left off.

ASSEMBLYWOMAN STENDER:  Thank
you, M. Chairman.

I think we were in conversation
about the base case financial nodel and some of
the projected revenues that were proposed as
part of the contract.

Let ne start this tine with the
i ssue of the fiber revenues.

In the best and final offer
summary from MFS NT under the potentia
additi onal net revenues, there is a line there
t hat says "Base and Expanded Fi ber."

So could you just explain what

that is referring to? | nean, | would think
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that the base fiber is what was being laid
down, and expanded is that there would be an
expectation that there woul d be additiona
fiber at some point.

Is that correct?

MR. GROSS: | am handed a
docunent. |Is this the docunment you are | ooking
at?

ASSEMBLYWOMAN STENDER:  Yes,
think so. It canme out of the best and fina

of fer document. Best and final --

MR. GROSS: Can | just |ook at
it for a monent?

ASSEMBLYWOVAN STENDER:  Sure.

MR GROSS: |I'mnot familiar
with the term "base and expanded fiber." And
woul d only be hazardi ng a guess.

| know that the base case nodel
only defined fiber revenue in one fashion.

ASSEMBLYWOVAN STENDER: As a

whol e?
MR. GROSS:  Yeah.
Now, they may be
referring -- you know, the fiber network was

originally designed and proposed to provide the
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nost reliable comruni cati on system for E-ZPass
operation, which is essential in order to
protect the base core total revenue facilities.
But, you know, naybe "base"
referred to that portion of the system which
only operated the E-ZPass system although
don't -- I'mnot sure that's the case.
ASSEMBLYWOMAN STENDER:  Ckay.
MR GROSS: | know that based
upon the nunmber of ducts and fiber strands that
was agreed to be constructed, M-S projected
over 20 years revenue of about 215 million
dol l ars.
ASSEMBLYWOMAN STENDER:  Ckay.
Well, that |eads to my next
question, which is in this document it shows
t hat MFS/ Chase proposed that as part of a
potential additional revenue source of base and
expanded fiber, that the system woul d generate
125, alnost 126 million dollars versus a
Lockheed projection of nine, which obviously is
a trenmendous difference, and in fact, to the
bottomline, is all the difference in the world
bet ween the revenues that they were proposing

woul d be generated versus what Lockheed woul d
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have proposed to be generated.

And while we know that none of
it really worked because the whol e thing has
fallen apart, there is such a significant
di fference there, | was wondering if you could
address what that would have been about?

MR. GROSS: To the best of ny
recol | ection, Lockheed did not propose a
conprehensive fiber network laid on the
ri ght-of-ways of the nenber agencies. They
proposed a nodest ampunt of fiber being placed
on the New Jersey Turnpike with an option to
expand t hat.

But it was, you know, very much
di fferent than the proposal of MFS. And that's

why the projected revenue on those two itens
was significantly different.

ASSEMBLYWOVAN STENDER:  So
that's probably in part why the M-S/ Chase
proposal had been accepted over the Lockheed,
because the anpbunt of revenue that they were
representing could be generated by the
contract?

MR. CGROSS: The answer is yes.

But if |I can go further with
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that, as | recall it, the Review Committee's
col l ective scores for Lockheed and MFS for
techni cal confidence, to construct the system
operate the system were separated by so few
points as to effectively say they were equal to
each ot her.

M-S scored considerably better
than Lockheed in what is called option
opportunity, which was to generate a fiber
network, potentially generate revenue. And
t hey al so proposed to arrange financing
consistent with the preference expressed by the
consortium

And | think those are the two
significant -- there were other differences,

i magi ne, but those were the significant
di fferences in the two proposals.

ASSEMBLYWOMAN STENDER: It does
appear to ne that based on what we -- as we
unravel this, that M-S adopted a programto
make a presentation that said, this is how you
sel f-finance now

As we have all been discussing,
very grave concerns about the ability for that

ever to have occurred, but be that as it may, |
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under st and what you are saying on that.

On the violation side, which was
anot her piece of the financing -- because it
seems to ne in your conments that you really
think that part of the problemhere is that the
violation collection systemjust hasn't been
wor ki ng, and that is at the heart of the
probl em

W' ve been told, the comittee,
that the systemas we have it is generating
about -- is triggering about a 4 percent
violation rate, neaning that about 4 percent of
the users are getting notices. 2 percent is
really nmore typical in the experience of other
syst ens.

And that after you take out of
the 2 percent the ones that were not violators,
that it actually takes it down to under 1
percent in ternms of the noney -- the violation
rate that actually exists with E-ZPass.

Are you with ne on that?

MR GRCSS: | think | am
foll ow ng you.

ASSEMBLYWOMAN STENDER:  Ckay.

That was at the foundation of
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the financing. Yet we've heard from ot her
peopl e who have been here in front of us that
the typical experience is at 2 percent.

So you built in a financing node
that was | ower than what experience even woul d
have suggested woul d have worked.

Di d nobody ever check wth other
E- ZPass systens to see how t hey worked around
the country for efficiency?

MR. GROSS: Well, the origina
nodel had a violation rate that gradually
turned downwar d.

It began well above 2 percent on
average. And as the system matured and the
public became acquainted with it, it went down
to a half of 1 percent. And the average over
ei ght years was 8/10ths of 1 percent.

And, you know, my recollection
is that the consortiumwas nost satisfied with
that. And if you look at the docunment that you
were kind enough to furnish to ne a few m nutes
ago, you can see that the violation fees
proj ected by Lockheed and MFS were about the
sane.

ASSEMBLYWOVAN STENDER:  Yes.
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MR GROSS: \What |'ve said on
this subject this norning is that, A, you have
to have a violation processing center that's
perform ng better than it was perform ng as of
the tine that | left the Turnpike.

And B, you nust have the
collection tools that will comunicate to those
that are cheating the systemthat there is a
real consequence if they are caught, and there
is a real chance they are going to get caught.

If you don't have those two
t hi ngs working, in ny opinion, you cannot say
that the ability to collect the violation
revenue i s nonexistent. You could be
frustrated by not having a good perform ng
viol ation processing center, and | understand
that, and you can be upset that there hasn't
been nuni ci pal court activity or a collection
agency.

But wi thout those elements, in
ny judgnment, you cannot conclude that you can't
col lect this violation revenue.

ASSEMBLYWOVAN STENDER: | agree
with what you are saying. But the projections

were just so far way out of whack with what
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reality was, | think that's the frustration
with reviewing all of this

Because in the end, the
projection is for about 157 mllion dollars
t hrough March of 2008 to be collected, but the
original plan proposed 450 mllion

| mean, they weren't even cl ose.
There is just no intersection of reality there.

MR. CGROSS: Maybe this will
hel p, for a moment. |If you go back to 1998,
the contract called for two years of
construction and ei ght years of operations.

At the end of two years, the
construction schedule called for final system
acceptance with the Turnpi ke, the Garden State
Par kway, Del aware, Atlantic Cty, and the Port
Authority all operating all their |anes either
dedi cated or ni xed- node.

At the end of that two years, it
was eight years with all agencies operating at
what's called a hundred percent. It was during
t hose eight years that it was projected that
there woul d be a gross recovery of about 400
and something mllion dollars of violation

revenue.
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Now, since the Turnpi ke, the
Garden State Parkway is not conplete,
nm xed-node is not yet in operation, and there
isn't final system acceptance, you don't have
t he begi nning of the eight-year period.

ASSEMBLYWOVAN STENDER:  Ckay.

MR. GROSS: But what you do have
is you have a fixed maturity date of March
2008. That doesn't nove with final system
accept ance.

So assune for the noment that
you are going to collect your violations
revenue. You are not going to collect it at
t he sane gross anmpbunt by 2008 because you
haven't finished your systens, and you are not
operating fully, full capacity. You may
col l ect that revenue in 2009, 10, 11 and 12.

That, therefore, does not reduce
t he burden of the toll agencies to pay the
bal ance due in March of 2008. They have to pay
t hat bal ance.

ASSEMBLYWOVAN STENDER: |
under st and.

CHAI RVAN W SNI EWBKI : M. G oss,

if I could just interject on that |ine of
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qguesti oni ng.

Certainly appreciate the fact
that there is no enforcement mechani sm
currently other than the issuance of APR s, so
it's alnbst an honor system |f you pay the
APR, there is enforcenent. |f you don't, there
is no municipal court mechani sm

That's correct?

MR. GROSS: That's correct.

CHAl RVAN W SNI EWBKI :  There is a
cost associated with establishing that
muni ci pal court collection system And
sonmebody has got to go to court and prosecute
the case.

MR. GROSS: It's the obligation
of the contractor under the contract.

CHAI RMAN W SNI EWBKI :  After
ei ght years, sonebody is still going to have to
go and prosecute those cases, and it's going to
cost noney.

MR GROSS: That is true after
eight years. But if | may -- can | contribute
somet hing further?

CHAI RVAN W SNI EWSBKI :  Let ne

just finish the question |I had, and then you



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

141

can contribute it.

The question | had is that even
assum ng that all of those dollars can be
coll ected as projected in the base case
financial nodel, what | don't see anywhere is
an estimate or an anticipation of the cost of
col l ection beyond that.

So what | understand you to be
saying is that since we haven't reached fina
acceptance, we don't know how well the system
is going to performin terns of generating
revenue, and we will get to the end of the bond
peri od perhaps before everything is up and
running fully.

But in the out years beyond
that, we nmay have revenue generated. But we
don't have any -- ny question is we don't have
any idea what the collection is going to cost,
ei ther what the cost of having a collection
agency involved will be or what the cost of
muni ci pal court prosecution will be.

Isn't that correct?

MR. CGROSS: After the expiration
of the eight operating years, which is the term

of the contract with the contractor, you are



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

absolutely right. During that eight-year

peri od, the contractor's responsible for
generating the steps necessary to go to court.
The col l ection agency is an obligation of the
consortium if it elects to use that. And the
2001 nmodel showed col | ecti on agency expenses.

But | was going to contribute
somet hi ng even beyond that.

There is a mechanismin the
muni ci pal court systemto pay a |l esser fine by
mail. Similar to when you get a parking
ticket, anything -- there is many different
of fenses that don't require a court appearance.
You can just sign the summons, plead guilty,
send in your fine, and it's less than if you go
to court and you have to pay the court costs.

CHAI RMAN W SNI EWSKI :  Exactly.

MR. GROSS: Right. That
system -- those principles were negotiated with
the Admi nistrative Ofice of the Courts for
E- ZPass. And they will be in place as soon as
muni ci pal court activity on a vol une basis
occurs.

And it is projected, if | may,

that simlar to parking tickets, that a very
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| arge percentage of the suits filed in
muni ci pal court will not result in a court
hearing but will be paid through the violation
bureau rates.

CHAI RMAN W SNI EWBKI :  Peopl e
wi Il understand they violated and willingly
send the noney in. The only exceptions will be
t hose peopl e who have a dispute as to whether
they validly received the violation

MR. GROSS: That's correct.

CHAI RMAN W SNI EWSKI :  And it's
for those people that there will be an expense
in actually prosecuting the case.

If I receive an APR and
ultimately | receive a nunicipal court sumons,
and | look at my account and say, well, | am
paid up, there is no reason | should have
received that, then | will go to municipa
court and someone will be -- it will be
necessary to have sonmeone there to prosecute
t he case.

MR GROSS: That is true. The
muni ci pal prosecutor will prosecute the case.
But that is true. But that is because your

illustration fell through the crack, so to
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speak.

CHAI RMVAN W SNI EWSBKI :  Let ne
just stop you at that point.

Because you say the municipa
prosecutor will prosecute the case. |'ve
spoken to munici pal prosecutors, | am not
fam liar with nmany who are anxious to add to
their duties prosecution of toll violation
cases for which the revenue is going to the
toll road.

| mean, they've got their hands
full with what they've al ready got.

Is there sonething, an agreenent
with the Adninistrative Ofice of the Courts or
the prosecutor's office that this is definitely
goi ng to happen?

MR GROSS: Well, there is an
understanding with the Administrative O fice of
the Courts. And the revenue doesn't go to the
toll agency through the municipal court action
Let me explain that.

If you are the subject of a
conplaint for failure to pay your tolls, you go
to court, you contest it, you lose. The judge

under the | aw has discretion to fine you
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somewher e between $50 and $200 plus court
costs.

Let's assune you're fined $100
plus $30 court costs. That $130 is divided in
some formula -- and | don't know the precise
formula -- between a municipality and the State
of New Jersey. None of it goes to the tol
authority where the violation occurred.

The judge in addition under the
| aw has a discretion over and above what |'ve
just described to assess the $25 fine and the
unpaid toll against the violator

If the judge does that, then the
violation fee and the unpaid toll goes to the
toll agency.

So the revenue streamto the
muni ci pality and the state is precisely the
same as the revenue streamin a parking
violation or any other municipal action that
| eads to a fine.

CHAl RVAN W SNI EWBKI :  But there
is the possibility, then, under that scenario
that toll violations that proceed in nunicipa
court could result in the toll agency receiving

no revenue.
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MR. GROSS: No revenue. That's
right. It's upto -- it's the discretion of
the court.

It's likely, I would say, that a
muni ci pal court judge who has concl uded t hat
t he person before himor her has violated the
toll regulations of the New Jersey Turnpi ke and
shoul d be fined $100 will also direct that that
person pay the unpaid toll and the $25, but
it's not mandatory.

CHAI RVAN W SNI EWSKI : | woul d
just respectfully suggest -- and | understand
you are the former Executive Director of the
Turnpike -- that that is not necessarily a
reci pe for success. Because, as | said,
anybody who has practiced in municipal court
recently has seen how prosecutors and judges
al ready have their hands full with the whole
range of actions that are anmenable to municipa
court action. This is just going to add to it.

| am not so certain or confident
t hat should we get enforcenent mechanismin the
muni ci pal court that as a matter of course tol
agencies will necessarily receive the violation

noney that is anticipated.
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It's possible, but human nature
being what it is, | amnot sure that municipa
courts are going to view their first
responsibility to raise revenue for a tol
agency.

MR GROSS: Well, | don't
di sagree with that. But | do think it is nore
likely than not that when you get to that step
that you are going to collect your
administrative fees at a di scounted anmpount and
your unpaid toll through the violation bureau
schedul e of fees.

Because virtually all of those
that receive a municipal court summons are
guilty.

CHAI RVAN W SNI EWSKI : Wl |
that's not the way it's supposed to work. You
are presuned i nnocent.

MR. GROSS: \What | nean by
that -- and | say that respectfully -- is that
if you get a notice that you drove on the
Garden State Parkway, you went through a tol
booth and you didn't pay your toll, and you owe
the consortium $25.35, and you are an E-ZPass

menber, you are going to take the
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time -- although you are going to be annoyed
that you got the notice -- you are going to
take the tinme on the back of that formto say,
| have an E-ZPass account, here's ny account,
and you are going to put it in the mail.

Let's assune you don't do it the
first time. You are going to get a second
notice fromthe violation processing center
And you are going to say these people are
crazy, but at some point in tine you are going
to comunicate the fact that you are not a
viol ator, debit my account.

Those that don't respond twi ce,

don't have their license plate on file so you
can independently check if they are an E-ZPass

menber, the overwhelmng likelihood is that
they are just cheaters. And it's those that
woul d be the subject of a nunicipal court
action.

Even before the municipal court
action, they will get a letter froma
collection agency. And if they are E-ZPass
menbers and they didn't answer the first two
letters, and now they are getting a collection

noti ce, once again, they have an opportunity to
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comuni cat e back

So the chance is so high that
those that find thenselves in nunicipal court
are just plain ordinary cheaters.

CHAI RVAN W SNI EWBKI :  That may
be. 1t all goes back to the original point
that | was trying to make, is that none of that
happens wi thout cost. And those costs then
take away fromthe ability of the systemto
generate the revenues that would offset the
i ndebt edness.

MR. GROSS: | understand that.

But if you are a cheater, and
now you have a sumons and conpl ai nt before
you, and you read it, and it says that if you
are found guilty you may have to pay up to $200
plus court costs, plus the unpaid toll, plus
the adm nistrative assessnent of $25, and you
know you did it, what are you going to do?

You are going to say, well, how
do | get out of this? And that is why paying
through the mail is the nost likely result,
whi ch has di minimus administrative costs.

CHAI RVAN W SNI EWBKI @ W wi | |

have to agree to disagree on that point.
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Assenbl ywoman Stender, did you
have further questions?

ASSEMBLYWOMAN STENDER:  Yes.
Thank you, M. Chairman.

Just as a followup, that
assunes this whole process works. | would
agree with you except that what we are seeing
and what we've been hearing is that the whole
thing isn't working properly, and that in fact,
peopl e get so many viol ations that they give up
trying to respond because nobody is |istening
to them

But that is a whole other part
of this problemin terms of how this system has
been --

MR. GROSS: Can | be sonmewhat
responsive to that? Do you mind? | knowit's
not in the formof a question, but | do have
something | would like to say.

ASSEMBLYWOVAN STENDER:  Ckay.

MR. CGROSS: The system needs
i mprovenent. There are | anes on both the
Garden State Parkway and the Turnpi ke, at |east
as of the end of the year, that were generating

much too high a percentage of what we
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call -- what was called fal se violations. And
that is what you are referring to. And it has
to be inproved.

Now, having said that, if you as
an E-ZPass hol der don't put your -- keep your
E- ZPass in your glove conmpartment, leave it at
hone, or deliberately don't want it to be read,
you are going to be initially deened a
vi ol ator.

Now, if you don't have your
license plate on file, there is no way that any
systemin the world can determne that you in
fact are an E-ZPass hol der and not a viol ator
and you are going to get a notice.

Now, some percentage of these
false notifications are generated by, let's
call it, inadvertent conduct by the notoring
public.

Let me give you -- and let ne
al so say to you that those that are riding the
toll facilities every day and have no probl ens
are nmuch less likely to call public officials
and comm ssioners and executive directors.
Because people tend to conplain, they normally

don't commend. It's just human nature.
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Not hi ng bad about human beings, but that's the
way we behave. | behave that way, too.

Let me give you an illustration
This doesn't nmean this is the way it happens
all the tinme, but |I think it drives hone the
fact that not all of these false violations are
generated by | ane failures, sonething wong
with these violation processing center
operations.

There was a gentl eman, unnaned,
menber of the public, driving Garden State
Par kway and the Turnpi ke. He was an E-ZPass
hol der. And he would regularly get his nonthly
statements, and there would be a whol esal e
amount of charges to that statement. And he
never used the roads at those tines.

So he would -- he conpl ai ned.
And ultimately, the consortium placed his
transponder, asked hi m probi ng questi ons, where
do you | ocate your transponder? Do you have
your license plate on file? Yes, | have ny
license plate on file. Kind of mysterious.

He got very angry. He wote to
the governor. He wote to his public

officials. He actually nmade an appearance
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bef ore the Board of Conmi ssioners on the Garden
State Parkway. And he was going to -- he
threatened suit. This went on for nonths.

Well, | nean, we couldn't figure
it out either. Because it couldn't be |ane
equi pment based upon the fact that the charges
were at various different toll plazas on a
regul ar basis.

Do you know what the problem
was?

The probl em was that when he
filled out his application and he put his
license plate down on the application so we
coul d cross-check it, he reversed two nunbers.
And as luck had it, the license plate he
actually recorded on his application was a |ive
license plate of a cheater

So when the cheater went through
the system that plate was pictured, and it was
a | ookup. And what happened? Lookup was the
honest gentlenman's plate came up on the plate
file, and his account was charged.

Now, | am not saying that's why
we have false violations regularly. But what |

am saying to you, it's not that sinple. It's
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not that every conplaint is justified.

It's a systemthat needs to be
refined on a regular basis. The public needs
to be nore responsive than they are as to
mounting. And there will be errors by the
public and by the operators of the custoner
service center and the VPC. It's not perfect.

But | have to tell you, there is
anmllion and a quarter transactions a day, and
at least 96 or 97 percent of them have no
conpl ai nts.

So we are dealing with a | ot of
people. But a small percentage -- and
believe that with some patience and diligence
and a contractor conmitted and consortium
personnel on top of it, these problens could be

materially reduced.

CHAI RMVAN W SNI EWBKI : | agree
with you. | amsorry. | wanted to follow up
one point.

You tal ked about the |icense
plates. Isn't it correct that the application
that you fill out for the E-ZPass account, when

you get to the part of your license plate, it

says it's optional whether you put that down?
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That's what we've been told in the past.

MR GROSS: | don't know if it
was changed or not. But initially it was
bel i eved by the consortiumthat we didn't want
to discourage the public from becom ng E-ZPass
menbers by asking them for information that
t hey thought was private.

There has been a | ot of
articles -- recently they haven't appeared --
where they've criticized E-ZPass or electronic
toll collection because it's invasion of
privacy, we are giving too nmuch information to
government, we shouldn't tell governnent where
we are goi ng, when we are going, who we're
with, and that type of analysis.

And the consortiuminitially
bel i eved that although it was very inportant to
have a license plate, we didn't want to mandate
it.

| have a general recollection
that that form has been changed.

CHAl RVAN W SNI EWBKI : That woul d
be beneficial.

Assenbl yman Johnson, | know you

had some questions.
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ASSEMBLYMAN JOHNSON:  Thank you,
M. Chairman.

Thank you, M. Gross. | have a
few questions. | amnot going to repeat what
we' ve heard before

| amtrying to determine or
under stand the thinking when they are planning
on collecting the nmoney fromthe viol ators.

And when a sunmons or when a
conplaint is signed, what is the charge
exactly?

MR GROSS:  Toll violation,
which is a statutory violation. Both the
regul ation --

ASSEMBLYMAN JOHNSON: |'s that
di sorderly, do we know?

MR GROSS: | don't renenber
under what section --

CHAI RMAN W SNI EWBKI :  Title 39
vi ol ati on.

ASSEMBLYMAN JOHNSON: Mot or
vehicle violation. Okay.

So let's say that you have sone
violators up at exit 18 on the Turnpi ke and you

have -- 18 is Ridgefield Park, 16 is maybe
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Secaucus, you have different exits. Each
muni ci pal court is going to entertain these
conpl ai nts?

MR GROSS: The answer woul d be
yes.

It's wherever the plaza is
| ocated, that's where the nunicipal court
action will be filed.

ASSEMBLYMAN JOHNSON:  And there
will be some type of team of people that go in
fromdifferent courts to assist the prosecutor
in prosecuting these cases?

MR. CGROSS: The answer is yes.

An expert -- it took a while,
you know -- | said earlier that it's nuch too
long for the evidence package to have been
generated. And that is a correct statement.

But part of the delay was
finding an expert that the consortium
reasonably believed woul d be persuasive in the
muni ci pal court systemin going through the
t echnol ogy.

Just like 25 years ago one had
to prove the reliability of radar. Well, it

will be a requirement when in municipal court
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to prove the reliability of the operation of
the I ane and the violation processing center so
that the court is satisfied that in fact the
person before themis the person that went
through the toll lane and didn't pay their
toll.

And once that expert -- well
t hat expert has been secured, and there is
about a dozen test cases in nunicipal court.

There is a process where you can
ask the court systemto take judicial notice of
the reliability of the system

And if that is done and judicia
notice is taken, then the anmount of tinme you
are really going to have to go to court and
prosecute these cases should be relatively
smal . Because if you screen out -- if the
system operates satisfactorily, it's going to
screen out those that have |legiti mate defenses.

And nost of the violators are
goi ng to not contest the matter because the
consequences are so great.

But to answer your question, the
operator of the systemis required to provide

both the lay and expert witnesses to testify in
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muni ci pal court under the contract.

ASSEMBLYMAN JOHNSON:  Even in
radar cases, let's say, where it's accepted by
the court that this type of instrument is
approved and is reliable, the defendant or the
violator in this case has the right to face his
or her accuser. |In this case, it would be this
consortium So someone woul d have to be there,
| take it, to present your side of the case
bef ore the prosecutor

MR. GROSS: You are right. Al
| was saying, Assenblyman, is that the number
of times you are required to do that should be
relatively small in relationship to vol une.

Because a person is less likely
to contest a charge agai nst them when they know
they are in violation. And when they | ose,
they are going to be paying so nmuch nore in
fines than they would if they didn't contest
it.

ASSEMBLYMAN JOHNSON: |
under st and.

Has the coll ection agency
col l ected any nmoney? |Is there a collection

agency on board yet?
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MR GRCSS: As of the tine |
left the Turnpi ke, the answer is no. There was
an RFP. There was a conpany that consortium
menbers sel ected as the nost desirable. There
were contract negotiations and draft contracts
prepared. And work started to have
conmuni cati ons between the viol ati on processing
center and that conpany.

That's as far as it went when |
left.

ASSEMBLYMAN JOHNSON:  As the
chai rman said before, it's kind of on the honor
system ri ght now.

MR GROSS: Well, the honor
systemis not good.

ASSEMBLYMAN JOHNSON:  No.

MR. GRCSS: It's not good
because all you need to do is |look at the
experi ence on the Garden State Parkway who
bef ore E-ZPass, 70 percent of their |anes were

aut omati c baskets where you threw your coins in

and -- | believe this is a correct
nunber -- nearly or about 28,000 violations a
day.

So there will be a very higher
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percentage of violations if the violators
bel i eve they can get away with it.

ASSEMBLYMAN JOHNSON: That's al
| have.

CHAI RMAN W SNI EWBKI :  Senat or
Bur zi chel I'i

ASSEMBLYMAN BURZI CHELLI:  Thank
you, M. Chairman.

Thank you, M. Gross, for your
pati ence, forthright discussion with this
comi ttee.

| only have a few short things.

Have you seen today's
Star-Ledger in your travels today?

THE WTNESS: No, | haven't.

ASSEMBLYMAN BURZI CHELLI: The
heading is "E-ZPass deficit is ballooning,
Revenue projected to fall 469 mllion dollars
short."

And listening to you today and
the details discussed, | don't think for a
nonent that this is the | egacy that you wanted
to | eave or be associated with. And | believe
t hat .

| happen to in our packet of
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i nformati on, happen to have had a chance to
read a chapter fromthe book called "Sold
Short." | amcertain you glanced that. It's
called "Gross M snanagenent."

MR GROSS: Yes, |'ve read the
chapter.

ASSEMBLYMAN BURZI CHELLI: Do you
care to offer us your critique of this
i ndi vi dual 's assessment of the events
surroundi ng the systenf

MR. GROSS: | believe the author
of that book is a M. Asensio, if | have it
right. | may not be pronouncing it correctly.

This gentl eman contacted --
tried to contact ne soon after, | believe, Able
acquired this contract with Worl dCom

My recollection is | spoke to
hi m once, and after that was advi sed by the
consortium counsel not to engage in
conversati on.

This gentl eman was selling short
the stock of Able to Tel ecom and was doi ng so,
| believe, nuch before Able acquired MFS from
Worl dCom  And he was driven by a notive other

than the proper performance of a contract. He
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was driven by his own business intentions.

And he regularly tried to speak
tome. And | didn't speak to himbecause Able
was a public conmpany, and | was not going to
provide any information to himthat -- in
connection with what the consortium was doi ng,
how it was negotiating with the conpany,
et cetera.

And that was, in my judgnent,
the genesis of his witing a book with a
chapter about E-ZPass.

He then -- for about nine nonths
we didn't hear fromhim And then he wote a
letter to ne and said, | amwiting a book, and
here is a list of questions that | wll give
you an opportunity to answer.

And they were all | oaded
guestions. And we were still dealing with Able
at the tinme.

So at the advice of counsel |
wote back to himand said, if you wite your
book, send me a draft before you send it to the
printer and | will give you ny coments. And
he never did that.

ASSEMBLYMAN BURZI CHELLI: Would
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you consi der any of his concl usions or
all egations to be actionable with regards to
what is directed at you?

MR. GROSS: The article is very
inaccurate as to me. And | asked counsel for
their opinion in connection with a suit. And
they advised that as a public official, the
opportunity of successfully prosecuting a suit
was m nuscul e.

ASSEMBLYMAN BURZI CHELLI: |
rai sed the sane question to the director of ny
political canpaign |ast year and got a simlar
answer. | amfamliar with those frustrations.

If | can ask one nore question.

We've heard a | ot of testinony
prior to your arrival between the Parsons
peopl e and the rel ationships, the availability
of information, and how the project seenmed to
be being managed internally. And frankly, for
a project so large, we all were very concerned
and somewhat surprised.

And | ask this, and | don't mean
to be harsh in this question, but | need to ask
this question. W don't know one anot her

personally, so | don't have a sense of how you
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handl e certain things.

But considering you were
involved in arbitrating, making a decision as
to whether or not the other contractor had a
valid clai mwhen that issue cane about, and
then later -- and you chose the other people
who eventually had the contract. And through
this process it became very clear that it just
got deeper and deeper, that the perfornmance
wasn't as certain as you hoped it would have
been, but you had to nake a decision as to
whet her to stay with themor not stay with
them when do you cut bait, when do you | eave,
when do you start again.

| heard you say today, we made
t he deci sion because we thought if we stayed a
little longer, with the influx of noney, with
t hem bei ng propped up, we could get through
this, and it made nore sense to do that rather
than stop that, bring in insurance conpanies,
and start again.

Were you confortable that you
coul d be unbi ased, after having chosen these
people in | egal proceedings, to then wal k away

fromthem hal fway through? Did you feel any --
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| don't want to say pressure, but did you have
an alliance, de facto alliance with the people
you chose to do this job?

Did it benefit you -- | don't
nmean benefit financially, but since you chose
them did you feel you had to support them
ot her than based on their performance?

MR. CGROSS: Absolutely not.

My objective, and | believe the
objective of all consortium nenbers at al
tinmes, was what is in the best interest of the
public in connection with being able to deliver
an E-ZPass systemto the public that was
timely.

Each tinme that there was -- |
think it's fair to say a crisis with the
contractor, and there were numerous ones, there
wer e extensive nmeetings, both with the
contractor and with the consortium nenbers
separate fromthe contractor

And t he unani nous deci si on of
the consortium -- even though the Turnpi ke was
the | ead agency, the Turnpi ke never made any
significant decisions on its own. It was

al ways a collective decision of all the
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agenci es, and sonetines, with the participation
of the Commi ssioner of Transportation.

And each tinme we had a
crisis -- and there was probably at |east four
of them there was a nunber of amendnents,
there were a number of tines we assessed
i qui dated danages. There was -- each tine
there was al ways di al ogue about should we end
it now? Should we just, you know, call in the
bondi ng conpany?

And each time we tried to
bal ance that. And the contractor cane through
with either a few new managers, nore noney,
either fromAble or WorldCom The ultimte
conclusion -- and | amsinplifying it -- was
that it was in the best interests of the public
who we were serving to continue with the
contractor than not.

But it was al ways based upon
what is in the best interest of the public.

ASSEMBLYMAN BURZI CHELLI
M. Gross, one |last question. Alnost a
phi | osophi cal questi on.

But at this point, who do the

people in New Jersey say about the 469 nillion
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in default? You are no |onger there. Are we
to be satisfied because you are no | onger there
that the pound of flesh has been extracted from
really what has turned out to be a project that
was not favorable, with all good intentions?

It seemed to be working
el sewhere, not working here. Lot of
frustrations, lot of layers. This comrittee is
having difficulty cutting through the |ayers.

Here you speak of nmanagenent
that has layers as deeply as difficult.

VWo do we say?

MR. CGROSS: Well, as you would
expect, A, | haven't read the Star-Ledger
article, and | certainly haven't read the
report. So | don't know what the assunptions
in the report are that |eads to the conclusion
that there would be a bal ance due of 469
mllion dollars in March of 2008.

VWhat | can only speak to is what
| signed off on in the end of Novenber of 2001
when -- based on that date, based upon
everything that we knew and what we believed to
be reasonabl e projections, that the bal ance

woul d be 161 mllion
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But we also knew that if certain
things didn't fall into place pronptly, which
were part of the assunptions in Novermber of
2001, that number coul d get nuch | arger

Now, having said all that, 'l
say hypot hetically whatever the number is, it's
still something |l ess than a hundred percent of

the cost of construction and operations. There

is already 100 mllion dollars in fiber |eases
revenue -- | shouldn't say that.

There is about 80 million
dollars -- | am speaking again fromthe time |
left, I don't know what happened in the past
four months. 80 of the 100 nmillion dollars in

fiber revenue was prepaid. So the consortium
has that noney. There is 100 million dollars
in fiber |eases. That is 100 nillion dollars
| ess than what woul d ot herwi se have to be paid
for the system

And, you know, it's al
according to how you | ook at the violation
revenue.

If you |l ook at performance to
date and say, you are never going to collect

anyt hi ng, and then you revise your nodel and
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you take out 200, 300 or 400 nillion dollars,
you are going to be building up a potentia
nunber in March of 2008 that is fairly
significant.

If you believe that there has
not been an adequate testing of the collection
of the violation revenue, then you are not
going to project such a |large nunmber until the
testing occurs.

So it's hard for nme to tell what
is the makeup of that 469 nillion dollars.

There is one other point that we
should all be aware of as we go through this
exercise. And that is that when the origina
forecast occurred, the operating expenses,
which are the transacti on expenses -- every
time you go through a toll booth, every tine
you use the road which uses a transponder, that
is called a transaction.

And Chase Manhattan Bank
receives a little nore than 4 cents for
processing that. In addition, every tine your
credit card is charged there is a bank charge.
92 or 93 percent of the public that is an

E- ZPass nmenber uses a credit card. And a
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fam ly, a noncommercial famly, can get up to
four transponders w thout paynent.
Transponders cost $22 and change api ece.

Oiginally it was projected that
35 percent on average of the nptorists using
the five toll facilities would become E-ZPass
menbers, and the other 65 percent woul d pay as
t hey previously had paid, by cash or throwing a
coin in or buying a token on the Garden State
Par kway.

That 35 percent, when | |eft,
was up to 55 percent. The difference between
35 and 55 percent of E-ZPass users is a couple
hundred nmillion dollars in additional good
expenses.

Because it is to me -- you say,
what do you want to leave with? It is a good
feeling, it is a warmfeeling to know that
E- ZPass has been accepted as the prem ere
met hod of collecting tolls, and that now 55
percent of the public that is traveling on
these toll roads that formthe consortium are
using it. But it costs nore noney to do that.

So when you are | ooking at what

is the balance due in 2008, you need to take
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that into account.

ASSEMBLYMAN BURZI CHELLI: Al
t hat bei ng said, hindsight being 20/20, you
havi ng sat through the decision-maki ng process
bet ween the two potential vendors, would
Lockheed have been a better choice?

MR GRCSS: | didn't sit through
that. | was not part of the Review Conmittee.

ASSEMBLYMAN BURZI CHELLI: |
don't mean the review. | mean the
adm nistrative | aw that took place when they
did the protest.

MR. GROSS: | was the hearing
of ficer.

Let me say this without in any
way denigrating Lockheed or anyone el se. There
are relatively fewer nunmber entities that hold
t hemsel ves out legitimately as being in this
i ndustry that will design and construct an
electronic toll system

There is not one toll agency
that | know of as of the time that I was with
t he Turnpi ke that had a deliverable on tine,
that worked in accordance with the contract.

This is a very tough assi gnnent
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for anybody to do. And the entities that went
into this business initially all believed it
was easy. They all believed that since the
technol ogy was shelf technol ogy, this was a
good way to expand their business potentially.

And they all found as they got
into it and were inplenmenting the prograns that
even though it's shelf technology, it's very
conpl ex. Because you are dealing with mllions
of transactions in weather conditions, and you
are dealing with them at about one-thousandth
of a second.

And there has been significant
problenms that all over time have been resol ved
by every one of the conpanies that hold
t hemsel ves out in this industry.

Sone of the conpani es woul d not
have had the cash fl ow problens that this
contractor had throughout the years that caused
an incredi ble anobunt of problems for the
consortium So fromthat standpoint, others in
the field woul d have avoi ded that problem

But fromthe standpoi nt of
technical issues, it's hard to say that one

woul d find thenselves with significantly
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different resources to date.

As | said earlier -- | amsorry
to be long-wi nded -- the Garden State Parkway
and the Turnpike are nore difficult to have a
wel | operating E-ZPass system than nost ot her
roads in the country for the reasons |
described earlier.

ASSEMBLYMAN BURZI CHELLI: Very
good. Thank you, M. G oss.

CHAI RMAN W SNI EWSKI
Assenbl yworman St ender

ASSEMBLYWOMAN STENDER:  Thank
you.

Just to follow up on a couple
other things that | was speaking to before.

We were tal king about the
viol ations processing center. The origina
contract called for an integrated system So
there would be one center that would send out
the viol ations and then process them the
custoner service and the violations. But in
the end, you allowed the contract to be anmended
into two separate centers.

Coul d you speak to that?

MR. GROSS: Yes, | can. And you
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are right.

The contract only has one
section. It's called a customer service
center. | don't know what it's captioned. But

the contract reads that the customer service
functions and the violation processing
functions are really united in their operation

Chase Manhattan Bank el ected not
to do the violation processing. And | don't
know really to this day the precise reasons.
That was between negoti ati ons between M-S and
Chase. And --

ASSEMBLYWOMVAN STENDER: | am
sorry. Wasn't that part of the contract? |If
that was part of the contract, they were
supposed to do the whol e thing.

MR. GROSS: M-S is responsible
for everything under the contract. The
consortium has no direct contractua
arrangenent with any subcontractor. The
consortium approves the maj or subcontractors
under the contract, but it has no contract with
them The entire contract is with the prine
contractor, MFS.

MFS under the contract is



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

176

obligated to build and operate both the
custoner service center and the violation
processing center.

It was initially contenpl ated
that both those functions would be served by
Chase Manhattan Bank. But they weren't. Chase
declined to operate the violation processing
center. And what | was saying is | don't know
t he preci se reasons that caused Chase not to
operate the violation processing center. |
trust they were as a result of not reaching
agreement with MS.

So Chase becane the customer
service center operator. And M-S proposed
anot her entity, whose nanme escapes me, as the
viol ation processing center operator

And the consortiumreviewed the
credentials of this entity -- and, | am sorry,
| just can't renmenber the nanme, it had initials
init -- and was satisfied that this entity had
both the requisite experience and skill to run
a violation processing center, to design it and
torun it.

MFS had a di spute with that

entity. It came to the consortiumin the
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summer of '98 and said that -- it offered a
second entity to build and operate the VPC.

And that is why, if you
renmenmber, | said to you, l|iquidated damages
were assessed early in the contract. They were
supposed to have a violation processing center
operating in Novenber. Well, in the end of
August, they still didn't have a contract.

They ultimately in either
Septenber or in that tinme frame advi sed the
consortiumthat they were going to operate it
t hemsel ves. And they subnmitted a proposal
They were going to build it. They were going
to do the software for it and operate it
t hemsel ves.

And the consortium was very
upset with that because MFS had absolutely no
experience in operating a violation processing
center. However, counsel advised us that the
prime contractor under the contract could
perform any aspect of the contract. And that's
how MFS cane to be the VPC operator.

ASSEMBLYWOVAN STENDER:  So you
didn't have to amend the contract to allow

that, that was just sonething they could do
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under the contract?

MR CGRCSS: |If we had to give
consent, we would not have consented to that.
MFS had absol utely no experience in operating a
back office.

And | renenber a neeting with
themin Septenber, Septenber of 1998. And
| ooked -- we were critiquing their proposal to
buil d and operate the center. And | said to
them you will regret this because you wll
fail.

ASSEMBLYWOMAN STENDER: Vel |
apparently they have.

Earlier when we had tal ked about
t he base financial nodel, and you said that was
in the contract. |In the documents we have it
is not inthe contract. And your letter in
fact said that that was going to be provided
for the consortium

| understand that you probably
can't provide better information at this point
intine, but we are still looking for that base
financial nodel because we don't have it. And
that is sort of part and parcel of what we are

trying to gather here
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Because | think that is
i mportant for us to understand as we try to put
this puzzle together, which doesn't seemto be
goi ng together.

MR GROSS: | read the letter
over the lunch period, and it does say that.
But again, | say this to you and | ask you to
ask the Turnpike. On the contract signing
date, which | believe is March 10, 1998, the
base case nodel was nmade an exhibit of the
contract. There are a whole variety of
exhibits, and the nodel was one of them

But the Turnpi ke certainly has
that nodel. That nodel was put out. It was
given to the press when we had the press
conference after the execution. |It's been
di stributed and discussed with the nedia
hundreds of tinmes. And it certainly is
available to you. But | don't have access to
it.

CHAl RMAN W SNI EWBKI @ Just for
point of clarification, | think, Assenblywoman,
we have a copy provided to us by the Turnpike
of the contract documents. And not included

with the -- | mean, as of a nmonth ago, not
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i ncluded with those docunments, not appended,
not indexed, is the base case -- it's not
there.

So while we will certainly take
your word that it should be, as we speak today
it's still not part of the docunents. And that
| guess -- perhaps it's entirely innocent. But
certainly it creates nore suspicions on the
part of this comrittee as to the under pinnings
of the finances where a docunent is supposed to
be there but it's not.

| amsorry to interrupt.

MR. GROSS: May | address the
chai rman for a nonent?

Do you have the revised nodel
dat ed Novenber 2000?

CHAI RMAN W SNI EWBKI :  Yes, we
do.

MR GROSS: As an exhibit to
that revised nodel is the original nodel.
Because the first revision referred to the
original nodel of March 10th.

So indirectly you've got it.
You shoul d have gotten it differently, but you

do have it.
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CHAI RMAN W SNI EWBKI:  So it's
appended as an exhibit to the revised nodel.

MR GROSS: To the 2000 revised
nodel .

CHAI RVMAN W SNI EWBKI :  The
Novermber 2000 report should be in everybody's
packet. | would inagi ne appended to that woul d

be that docunent then.

MR, GRCSS: Yeah. Not the 2001

The 2001 revised the 2000. But the 2000
revised the original nodel. And that is an

exhibit to that report.

CHAI RVAN W SNI EWBKI :  Thank you.

ASSEMBLYWOMAN STENDER: As a
final point, you' ve referred often to the fact
that as part of the MFS contract that Chase
Bank was essential in your mind to it being
successful .

I f Lockheed had been the
contractor, what bank woul d have been invol ved?
Do you know?

MR, GROSS: Lockheed runs its
own custoner service.

ASSEMBLYWOVAN STENDER:  So t hey

woul d not have been invol ved, Chase Manhatt an,
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at all?

MR. GROSS: Chase was not on the
Lockheed team

ASSEMBLYWOVAN STENDER: | thi nk
that really concludes ny questions.

| believe, M. Goss, that in
your heart of hearts you believe that the
probl ems that we have here are really in |arge
part, especially with the violations,
i ndi vidual problems. And | guess while
really appreciate your being here and answering
our questions, | just couldn't disagree with
you nore.

VWhat you call creative | find to
be incredibly -- | don't know whether it's
del usi onal or inconmpetent. But the systemis a
di saster. And the nore questions that we ask,
the nore questions that we have.

And we've spent a lot of tine
today going through a lot of details. And as

yet, it nakes not a lot of sense to nme how you

can represent -- and | believe you believe
this -- that all of these decisions were nmade
with informed judgrment. It just seens |ike an

oxynoron to ne, and it's a disgrace.
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Thank you, M. Chairman.

CHAI RVAN W SNI EWBKI :  Thank you.

Assenbl yman Gusci or a.

ASSEMBLYMAN GUSCI ORA:  Thank
you.

I will conclude ny remarks. |
al so apol ogi ze for ny inpatience. However, |
think after five hours | don't think we are any
closer to a resolution of this matter or
getting to really the essence of what went
wrong, howdid it go wong, and what could we
do for the future.

VWhat really struck me is just
the tone of indifference. And | think maybe
that is indicative of the entire Vhitnman
Admi ni stration. It's no wonder why we are
facing a six billion dollar deficit. It's
alnpbst as if it's other people's noney.

You brought up one exanpl e of
one car owner who -- one clerical error on his
license plate. W have trucking conmpani es who
testified before us that have canceled their
E- ZPass because they don't have the resources

to deal with the fal se violations.

183



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Wakef ern Foods, one of the
bi ggest food distributors in the country,
testified that they have two full-tinme persons
just to go through the nonthly bills to
strai ghten them out, but yet we don't have an
answer for that.

We al so have the violation
processing center itself, mssed deadlines
after deadlines, still not fully running. W
don't have a collection agency.

W have Arthur Andersen, who did
the audit of Able, and yet sonebody all owed
Abl e to continue grossly underfinanced,

m smanaged, and yet the agency not once
bothered to step in. And we had the ability to
say -- to force WrldComto continue the
contract, we allowed -- because we've
contracted Worl dCom

We didn't contract with Able or
Adesta or the other al phabet soup comnpanies
that were in here. But yet there was no
oversi ght, no invoking of the provisions that
woul d have cancel ed the contract, that we could
have gone after the perfornmance bond.

And in the end, we find out in
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the final bankruptcy order we nay never be able
to collect any noney because we did not even
protest the final bankruptcy order that

said -- that wiped out all these old debts.

And then finally, we get a
figure that's 700 million dollars off. Today
in the Star-Ledger it says we are 469 mllion
dollars in the hole, and you guys projected
that we'd be 488 million dollars in the bl ack.

| don't know why there is such
i ndi fference or there is not sone explanation,
no apol ogy, no nothing, no adm ssion of error.
It's just this indifference that we've gotten
for the last five hours. And yet we are not
any cl oser to what went wong, why it went
wrong, and what could we do in the future.

Thank you, M. Chairman.

CHAI RVAN W SNI EWBKI :  Thank you.

Assenbl yman D' Amat o.

ASSEMBLYMAN D' AMATO.  Thank you,
M. Chairman.

M. Gross, you became the
Executive Director at what point?

MR. GROSS: The Executive

Director in February of 1997. But | was Acting
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Executive Director since October of '95.

ASSEMBLYMAN D' AMATO.  And you
left in January 20027

MR. GROSS: That's correct.

ASSEMBLYMAN D' AMATO  From ' 95
to 2002, where was your office |ocated?
Physically | ocated?

MR. GROSS: Administration
Buil di ng, which is right off Interchange 9 in
New Brunswi ck.

ASSEMBLYMAN D' AMATO. O the
New Jer sey Turnpi ke Authority?

MR. CGRCSS: Correct.

ASSEMBLYMAN D AMATO G ve nme an
average of how many enpl oyees were there during
your administration, if you will.

MR. GROSS: In the building or
in the workforce?

ASSEMBLYMAN D' AMATO. I n the
wor kf or ce.

MR, GROSS: On average,
full-time enpl oyees, about 1,600. There was
al so part-tiners, about 600, and about 400
t emporari es.

ASSEMBLYMAN D AMATO  Was there
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a record retention policy relative to
correspondence, menos, e-mails, mnutes of
nmeetings during that tine?

MR, CGROSS: Yes.

ASSEMBLYMAN D' AMATO.  And what
was that policy?

MR. CGROSS: Well, preserve and
file.

ASSEMBLYMAN D AMATO.  For how
| ong?

MR GROSS: | don't recall what
the State lawis, if it's three or seven years.
But in accordance with | aw

ASSEMBLYMAN D' AMATO.  Every tine
the consortium nmet were you present?

MR, CGROSS:  No.

ASSEMBLYMAN D AMATO.  Why not ?

MR GROSS: Well, take the
construction phase. There was a project
manager. There were | eaders in the area of
finance, in the area of technology, in the area
of actual construction.

These groups -- and we are
tal ki ng about 40, 50, 60 people fromall the

agencies -- would nmeet on a regul ar basis,
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daily, weekly, and all report their meetings to
t he project manager, who woul d attend sone of

t he sub-neetings based upon the subjects being
di scussed.

| would attend a weekly neeting
on occasi on based on the agenda item and then
woul d neet with the chief engineers and the
proj ect manager and the deputy nanager on a
fairly frequent basis to get a sense of issues,
and then, fromtinme to tinme, neet with the
contractor.

And, of course, when things
became a crisis -- and it happened at least a
hal f dozen tines during the period -- | becane
directly invol ved.

ASSEMBLYMAN D' AMATO.  You are
telling us that there was a printed agenda for
some of these neetings that you just
referenced?

MR. GROSS:  Sone of the
neetings, again, many of which | woul dn't
attend, had agendas, yes.

ASSEMBLYMAN D' AMATO.  If we
wanted to | ook at those printed agendas over

the years, would they be located in sone room
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in the New Jersey Turnpi ke Authority?

MR. GROSS: Yes. The E-ZPass
operation had a section, physical section,
where a number of enpl oyees worked, you know,
on Monday through Friday, and records were
retained there. Mnutes and e-nails all were
retai ned there or under the jurisdiction of
sone of the various technical |eaders of the
proj ect.

ASSEMBLYMAN D AMATO. M. G oss,
when you | eft who was the person or persons in
charge of that section where they retained all
t hese docunments that you just nentioned?

THE WTNESS: | really don't
know i f there was one person that was totally
responsible. But | would think that either
Carol Hollows or Steve Beunte -- Steve Beunte
is a senior engineer at the Turnpi ke and was
assigned to the engineering responsibilities of
the project -- would certainly be able to
secure for you and the committee all of the
areas that we spoke to.

ASSEMBLYMAN D' AMATO.  Thank you,
M. & oss.

And t hank you, M. Chairnan.
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CHAI RVAN W SNI EWBKI : M. G oss,
| just wanted to followed up on a couple of
various issues that were raised during your
testi nmony.

The first, going back to your
openi ng statement, one of the things you had
said was that -- tal king about the delays in
t he inpl enentati on of E-ZPass, you said,
however, the principal but not exclusive cause
of delay was the Lockheed litigation.

My records show that the Suprene
Court denied cert on that litigation in July of
97, and the contract wasn't signed until March
of '98. So approximately nine nonths after the
end of the litigation.

VWhat was the cause of the del ay
after the litigation ended before the contract
was signed?

MR CGROSS: | amsorry. | had
ny date wrong. That statenent was done from
menory, so | apologize if | was wong with the
date of the Suprene Court decision.

At the direction of counsel, the
consortiumwas instructed not to neet with MFS

and advance the terns of the contract until the
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Lockheed litigati on was concl uded.

So once we were given the green
light to proceed, it took a considerable period
of time to conplete a contract. And | think
you and your staff have seen, it's fairly
extensive. Sonme of the exhibits to the
contract are just as extensive as the contract
itself.

CHAI RMAN W SNI EWBKI :  Just to
summari ze, | guess, your answer is that the
reason it took nine nonths between the
concl usion of the Lockheed litigation and the
signing of the contract is that was the period
of time in which negotiations on exact terns
were carried out?

MR. GROSS: That is correct.

In addition to that, the
negoti ati ons on the private | ending al so took
pl ace during the period we just described. And
that took a considerable anobunt of time as
wel |

CHAI RMAN W SNI EWBKI :  The
private | ending you are tal ki ng about is the
| endi ng that financed the construction and the

operation of the service center and the
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viol ation center per the contract?

THE WTNESS: Right.

CHAI RMAN W SNI EWSBKI :  That is
financing that came through EDA but was
privately placed?

THE W TNESS: Correct.

And there was one other thing --
you are sugaring my recollection. There is one
other thing that took place during this period
of time, and that was the enforcenent
| egislation that was required in order for the
project to work.

And that al so happened in that
time frame that we just discussed.

CHAI RVAN W SNI EWSKI @ | want ed
to go back to an issue that seens to be the
central focus, and quite honestly, | would
agree with that, and that is where did the
noti on of self-financing come fronf

And we've heard testinony from
you today that this was a contractor response
to a best and final offer. |Is that correct?

THE W TNESS: That's correct.

CHAI RVAN W SNI EWSKI @ |

understand that you came on board in |late '95,
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early '96 as acting Executive Director. |Is
that correct?

MR. GROSS:  COctober of '95.

CHAI RVMAN W SNI EWSKI : | j ust
wanted to point out for you the Request for
Proposal issued by the consortium And ny aide
is going to show you the page.

On a page called "Proposa
Procedures," 1.0, requirements and conditions
for the proposals, there is a lot of |anguage
there, but inits pertinent part it says,
Furthernmore, the procurenment process wll
i ncl ude the valuation and negotiation of
proposed financial and work scope options. And
it goes to on to say, these options can take
the form of added-val ue, revenue that offsets
capital and operation costs associated with the
service and materials provided under this
contract.

And | wanted to show this
| anguage to you because my understandi ng of
this is this is where the respondents to the
request for proposal cane up with the notion of
revenue generation. It cane fromthe Request

for Proposal itself.
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Woul d you agree with that?

THE W TNESS: | have not | ooked
at that for a while, but | certainly agree with
you that as one of nany options, the consortium
t hrough this paragraph asked the proposers to
consi der revenue enhancements as set forth.

CHAI RMVAN W SNI EWBKI : And as a
matter of practicality, it came down to
Lockheed and MFS, both knowi ng that the
consortiumis | ooking to see who can propose
t he best financial package as well as work
package.

MR. GROSS: There is no question
that, as | recall, the request for a best and
final offer indicated the consortiunms
preference for zero down, zero over the
construction, operating term

CHAI RVAN W SNI EWSKI :  But this
document woul d seemto indicate that the
genesi s, the base fromwhich all of this
stemed was the Request for Proposals that
asked for the respondents to el aborate on
options for added-val ue revenue that offsets
capital and operation costs.

MR. GROSS: That's right.
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Thi s docunent that you are
referring to, the RFP, didn't create violation
revenue.

As | said earlier, there is only
one or two ways you can build an el ectronic
toll collection system either put gates in the
toll lanes or have a camera system and attenpt
to identify the violators.

CHAl RMAN W SNI EWBKI :  There is
anot her way of paying for it, and that is
simply viewing it as an infrastructure cost
wi t hout regard to violation revenue and payi ng
for it that way.

MR. GROSS: | amnot talking
about how you finance it or what you rely upon.

| am sayi ng, when you construct
an E-ZPass system physically, just picture a
lane, a toll lane, and you either have to put a
gate there so as to prevent the violator from
passi ng through or we have to have a canera
systemto identify the violator

You can't have an unmanned
electronic toll systemoperating in a |ane
wi t hout one or the other or you are not going

to collect your toll revenues.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

196

CHAI RVAN W SNI EWSKI @ |
under st and your point.

MR. GROSS: So what | am saying
to you -- excuse ne, M. Chairnan.

VWhat | was saying was that once
you recogni ze that you have to have a canera
system assum ng you reject gates, you know you
are going to generate violation revenue. The
question is, to what extent, and how you use
it.

So this paragraph in the RFP was
not created for the first tine for violation
revenue. It was asking the proposals to be
creative.

CHAI RVAN W SNI EWSKI : W th the
vi ol ati on revenue?

MR. CGROSS: Right.

CHAI RVAN W SNI EWBKI :  \When you
boil it down, that's where the notion of

self-financing first started in the RFP

MR. CGROSS: Yeah. | would say
you are right. But again -- | amnot trying to
cop out on you, but again, | didn't prepare

this and | didn't really participate in it.

But reading this, | agree with you.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

CHAI RVAN W SNI EWBKI :  Thank you.

One of the things | believe you
said, M. Gross, was that the reason why we are
having difficulties with E-ZPass system
was -- perhaps this is not exactly what you
said -- its unexpected popularity. That
because there are so many users, it's run into
problems in terns of the cost of the
transponders, so on and so forth.

I's that an accurate
representati on of what you sai d?

MR. GROSS: | think so, except |
didn't say it was a problem | think it is a
good thing, but it just costs nore to be able
to service a higher percentage of the nmotorists
with E-ZPass.

CHAI RMAN W SNI EWBKI : Probl ens
interms of the financing, in terms of the
financial picture, it is certainly costing nore
than was anti ci pat ed.

MR. GROSS: That is correct.

CHAI RVAN W SNI EWSKI @ | want ed
to draw your attention to an MFS document t hat
has attached as an exhibit the consortium

i ncomre paynent matri x.
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This is a docunent -- it was
part of their October 10, 1996 best and fina
offer. And | wanted to just draw your
attention to it. And Nancy is going to show
you the docunent.

But in 1996 it seens that if you
accept the 50 percent collection rate, and you
accept the 1 percent on average violation
rate -- and | understand it starts higher and
goes down | ower, but assune 1 percent -- that
at 35 percent penetration, 35 percent users,
you have a break-even case. But as the
penetrati on goes up, as it becones nore
popul ar, you create a deficit.

And | wanted to understand
whet her this was sonething that you as
Executive Director were aware of, or the
consortium was aware of, that there was a
potential built in in 1996 that as this becane
nore popul ar, as the penetration rate
increased, it was going to | ose nore noney.

MR. GROSS: There is no
question, if anyone thought about it in that
period of '96 to '98 that with nore notorists

using E-ZPass it woul d be nore expensive, and
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it would not -- it would generate nore expenses
than the projected revenues. There is no doubt
about it.

But |'ve got to take you back to
this period of '96 to '98. E-ZPass was stil
very new. There were nenbers of the consortium
that believed 35 percent was way over st at ed.

I will take you back to the
early '90s when the inter-agency group -- which
is a regional group that was fornmed at least to
create uni formtechnol ogy so you can have an
E- ZPass system -- they believed that when the
systemwas totally mature and in the entire
eastern area, which took up -- included

New Jersey and New York, which is the bulk,

there would be a nillion transponders in
circulation. There is nore than seven nillion
t oday.

They believed early in the '90s,
whi ch belief continued through the mid-'90s,
that you had to notivate the public to becone
menbers of E-ZPass or they wouldn't buy into
it. That asking a notorist to put up sone
noney up front, even on a charge card that they

don't pay right away, was a burden that they
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woul dn't accept. That E-ZPass potentially
devel oped nore information about a notori st
than otherwi se if they paid manually, and that
that would be a detrinment as well.

So when we tal k about the tinme
frame of '96 to '98, we tal k about menbers of
this consortiumthat legitimately believed
woul dn't even reach 35 percent.

So you are right, 40 and 45 and
50 and 55 generates nore expenses. But the
group collectively felt 35 percent was a pretty
i mpressi ve percentage as a goal

CHAI RMAN W SNI EWSKI :  And
perhaps at that point in time that may have
been |l egitimate thinking. Gbviously today,
with the benefit of hindsight, we see
penetration at 40 and al nost 50 percent in sone
cases, we know that doesn't work.

But what is -- perhaps "amazi ng"
is the word -- that this was a business plan
that we were | ooking at, the state, the
agenci es were |looking at, in 1996, this was a
busi ness plan for a new venture. And the
busi ness plan for the new venture said that as

this becones nore popular, we start to |ose
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noney.

And it just seenms -- and this is
not so much a question as a statement, but tel
me if you agree, that it seens somewhat ironic
or perhaps unbelievable that we woul d enbrace
t he concept of self-financing under the
assunption that if it does better than we
think, we are going to do worse than we
expect ed.

MR GROSS: We didn't enter into
this venture to make noney or necessarily just
to break even.

The E-ZPass el ectronic tol
project was a material inprovenment that we owed
to the motoring public that used the tol
facilities in New Jersey, Delaware and the Port
Aut hority.

CHAI RMAN W SNI EWEKI : Nobody
di sagrees with you.

MR. GROSS: And therefore, we
never | ooked at it as noney making or will we
break even because we are going to generate
revenue.

It happened that we used the

projected violation revenue and the fiber
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revenue as a dedicated neans to pay cost, and
that was a concept that we believed in then

But as sonebody asked ne, one of
the conmittee nenbers asked nme earlier, what
was the objective in entering into this
project? WAas it to generate violation revenue?
Absol utely not.

The objective was to inprove
trips for notorists on the New Jersey Turnpike
and Garden State Parkway, Atlantic City
Expressway, et cetera. Sonething vitally
needed over a long period of tine if we are
going to have a transportation artery that's
considered tops in the United States.

So E-ZPass was an i nprovenent
that had to be done, like building a bridge or
adding a |l ane to a hi ghway.

CHAI RVAN W SNI EWBKI : M. Gross,
| don't think anybody here is questioning
whet her or not E-ZPass shoul d have been
i nstall ed.

| think the question is that the
representati ons made, and, therefore, the
expectations of |egislators and adnministrators

and the public, was that, as many of the press
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rel eases said, this was a systemthat was going
to be installed at no cost to the public. And
clearly by your own testinony today that is not
how it's working out. And that may have been
because of incorrect assunptions, m sguided
assunpti ons.

But that's the basis of the
problem we face today. That there was an
expectation -- right or wong, there was an
expectati on generated by the agencies, by the
government, that this was going to be a
sel f-funded operation, and it's not. And that
is why everybody is scratching their heads
t oday.

If you could, M. Goss, in the
folder, there is the Regional Consortium
Proj ect Recal cul ation, the docunent you pointed
out to us that has the base case financia
nodel init. And | think it may be fol ded open
for you there

It says -- the top of the
docunent says, "ETC Regi onal Consortium Base
Case Fi nancial Mdel."

Could you tell ne who prepared

this? Was this prepared by the sane

203
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organi zation that prepared the subsequent
revi si ons?

MR. GROSS: |s your question who
prepared the revision dated November 30, 20007

CHAI RVAN W SNI EWBKI :  \Who
prepared the original base case that was
appended to this document which is a
recal cul ati on dated Novenber 307

MR. GROSS: The March ' 98
docunent ?

CHAI RMVAN W SNI EWBKI @ Yes.

MR. CGROSS: That was prepared by
MFS, and input fromthe consortium nmenbers.

CHAI RMAN W SNI EWBKI :  Subsequent
to that, that was revised by the conpany called
Publ i c Resources Advisory G oup?

MR. CGROSS: They were the
financial advisors. And they structured the
revi sions. The consortium nmenbers provided the
i nput, agreed upon the assunptions, and signed
of f on the revisions.

CHAI RMAN W SNI EWBKI : Can you
answer how rmuch did the falloff in anticipated
fiber optic revenues affect the financia

nodel ? Leave apart and outside the answer
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t hose concerning toll violation revenues.

My understanding is that when
t he nodel was prepared, there was an
expectation of a certain |ease rate for fiber
optic. For whatever reasons in the market,
that did not happen.

Can you answer or address the
i ssue of how much | ess was coll ected? What was
the shortfall, if you will?

MR GROSS: Well, as of the end
of 2001, about 100 nmillion dollars is under
| ease. About 80 million of that is already
paid. And these |eases are 20-year |eases.

Most of the |eases that the
consortium secured are for ducts, very snmall
portion are fiber strands.

The original nodel called for
about 210 or 215 nmillion dollars in fiber
revenue generated over 20 years, with nost of

the marketing conpleted by now So one could

say that there is about 100 mllion dollars in
less -- 100 million dollars short in fiber
revenue.

However, the fiber network built

under this project is very desirable. It's in
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a very demandi ng area of the United States.
It's right -- sandwi ched right between New York
and Washington, D.C. And when the industry
begi ns to rebound, there is a reasonable
expectation in the mnds of those that
understand the industry that marketing of
avai l abl e capacity will resune.

Havi ng said that, the nost
recent nodel, the Novenber 2001 nodel, pushes
out the fiber revenue slightly, but doesn't
change the end result that in 20 years, either
210 or 215 -- | don't renmenber exactly the
nunber -- of revenue generated.

CHAI RMAN W SNI EWBKI :  The 100
mllion that has been generated represents what
percentage of the overall fiber capacity?

MR. GROSS: MW recollection is
t hat about 75 percent of the duct capacity has
been | eased, and a very small percentage of the
fiber capacity. And snall being | ess than a
quarter of the fiber has been | eased.

CHAl RVAN W SNIEWSKI:  So it's a
conbi nati on of 25 percent of the duct capacity
and 75 percent of the fiber capacity over the

next 20 years, the anticipation is that another

206
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100 million will be generated?

MR. GROSS: Yeah. And | may not
have t hose percentages really fixed correctly,
but | think they are generally correct.

The answer is correct. That as
of Novenber 2001 there was still being
projected that when the industry turned around,
that there was enough capacity remaining to
still generate the projected -- call it 200
mllion dollars.

CHAI RMAN W SNI EWBKI :  Many of us
don't believe that based on past experience,
but we will have to wait and see.

MR GROSS: If | may ask,

M. Chairman, don't believe the industry is
going to turn around?

CHAI RVAN W SNI EWSKI : | think
many of us don't believe the projections.

Since the projections that were originally nade
haven't panned out, many on this committee
don't believe future projections that now
somehow even though we are 100 million dollars
short, that is going to be nade up.

But again, that is sonething

that remins to be seen
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MR CGRCSS: If | may say to you,
M. Chairman, when the industry was doi ng well
the execution of fiber |eases was ahead of the
curve. And there was a point that the
consortium nenbers net with the advice and
recomendati ons of MFS that was marketing the
avail abl e fiber and actually raised the mleage
charges. And it didn't hurt the potentia
sales until the industry actually fell apart.

CHAI RMAN W SNI EWSKI :  And t he
guestion remains as to whether the industry
will get back together, whether the capacity
will ever be sufficient to drive up the prices.

I want to go back to the
i mpl enentati on of the contract. The best and
final offer contenplated a sinultaneous
i mpl enent ati on of E-ZPass, but that was at sone
point nodified to a phased inplenmentation
Correct?

MR. GROSS: The contract called
for the construction of both dedi cated and
m xed- node at the sane tinme.

CHAI RVAN W SNI EWSKI :  And at
some point that was changed to be a phased

installation?

208
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THE W TNESS: That is correct.

CHAI RMAN W SNI EWSKI :  \Who made
t hat decision to nake that change?

MR. GROSS: The consortium
reached the conclusion that the construction of
the fiber network and the construction of the
700 plus lanes and the devel opnent of the
software coul d not be achi eved under the
original schedule. That it was not -- A, the
schedul e wasn't realistic, and the contractor
was not performng as well as the consortium
wanted it.

And the decision to separate the
ETC construction and concentrate first on
dedi cated | anes, putting in operation, and then
goi ng back and doing the m xed- node was a
consortium deci sion.

M. Chairman, | can tell you
that there are sone agencies that only have
dedi cated lanes. |It's either dedicated E-ZPass
or manual. There are agencies that operate
very successfully, an E-ZPass system or
electronic toll system w th no m xed-node.

CHAI RMAN W SNI EMBKI :  The act of

changi ng the inplementation to one of a phased
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i mpl enent ati on wound up costing additiona
revenue, costing nore noney to inplenent.

MR GROSS: | don't think so.
My recollection is that the consortiumdid not
pay the contractor any additional noney for
phasing in the project as described.

There were ot her change orders
over tinme, none of which in their tota
exceeded the contingency that was projected at
the inception of the contract.

CHAI RVMAN W SNI EWBKI @ The

contingency was sone 30 million dollars?
MR GRCSS: | think it was |ess.
| think it was like 22 million dollars plus a

reserve for additional transponders.

But | don't look at the
transponders as part of the construction. |
think the constructi on was sonewhere in the
area of 10 percent of the original contract,
about 21 or 22 million

CHAl RMAN W SNI EWBKI :  For these
changes, whether it be fromthe phased -- the
si mul t aneous depl oynent to the phased
depl oyment or for the change orders i npl enented

by the contractor and presented to the
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consortium was there a need for the consortium
to go back to its individual constituent
menbers and seek approval ?

THE WTNESS: That's the only
way this project operated fromthe inception.

CHAI RMAN W SNI EWBKI :  So for any
of the changes -- for instance, you were the
Executive Director of the Turnpike Authority,
and there was sonme change that cane to the
consortium and the consortiumwent to the
constituent agencies. So at some board neeting
of the New Jersey Turnpi ke Authority there was
a decision nmade to approve the change?

MR GROSS: True. But the |ast
part of it is not correct. Any change order
required the sign-off of every agency, but it
did not require the additional approval of the
Board of Commi ssioners.

CHAI RMAN W SNI EWSKI :  Is it
true, then, that what the Board of
Conmi ssioners did was to del egate the authority
for those change orders to you as Executive
Director or to in other agencies sone other
person?

MR, GROSS: That is true.
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The concept of change orders
within the confines of the contract, that is
that 20 sonme odd nillion dollars, was already
part of the anticipation as it is with other
contracts. All change orders don't go back to
the boards. So there was del egation within the
Aut hority.

CHAI RVAN W SNI EWSKI @ | want ed
to follow up on one of the statenents you made
that | personally found somewhat interesting.

You had said in the answer to
t hi nk the question asked by Assenbl ywoman
Stender that this was viewed as an easy project
by the contractors.

Not to m x the pun of E-ZPass,
but that it was not viewed as a particularly
unusual or burdensome type of project.

THE WTNESS: | didn't intend to
say that, if | did. What | thought | was
trying to say -- | guess | wasn't very
articulate -- was that when this industry was
form ng, those that decided to becone
i mpl enentators --

CHAI RMAN W SNI EWSKI :  Wor | dCom

for instance, or MS.
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MR GROSS: MFS, Lockheed,
Transworld, in my opinion, they all believed
that it was a relatively easy junp. And that
t herefore, they enbarked upon this industry
thinking that it was all within the scope of
their expertise, and they could nake nobney, and
they all got surprised.

CHAI RVAN W SNI EWBKI : Wy was
that? Did they bite off nore than they could
chew?

MR GROSS: Well, as | said
earlier -- and didn't say it very well -- the
technology itself is on the shelf. But when
you put it all together and you have to nake it
work in hundreds of lanes 7/24, and really work
i n one-thousandth of a second, and just
continuous -- you look at the traffic on the
Garden State Parkway, just continuous beating
on the system and weather, et cetera,
et cetera, it just meant -- it's a far nore
conpl ex and far greater challenge than those
that went into the industry originally
believed. That is what | was intending to say.

Nobody ever believed that the

contract that is the focus of this hearing was
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easy. Actually, the consortium contract cane
after many, many contracts, and a | ot of
contractors hadn't worked on inplenmentation at
other toll agencies. And there was a fair
recollection -- a fair understanding that it
was not easy.

But initself, this was a very
conpl ex contract.

CHAl RMVAN W SNI EWBKI : You had
mentioned in your opening statenent that the
chair of the Review Committee was Tom Mar go,

t he Chief Engineer of the Turnpike Authority.
And my understandi ng of your testinony was that
he was an individual who was prior to your
arrival as Executive Director and assunption of
the responsibilities of that office, was
chiefly responsible for the birthing of this
proj ect.

I's that correct?

MR. GROSS: Well, M. Margo
joined the Turnpike after | did.

CHAI RMAN W SNI EWSKI :  Woul d t hat
be M. Carras then?

MR. GROSS: Paul Carras was

i nvolved in the project. But when -- | don't



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

215

renmenmber the exact date M. Margo had j oi ned.
But he was there fromthe inception of the
creation of the Request for Qualifications.

CHAI RVAN W SNI EWBKI @ Who are
you tal ki ng about ?

MR, GROSS: Margo.

CHAI RVAN W SNI EWBKI : | want to
draw your attention to the March 20, 1997 meno
that my aide just put in front of you, which is
a nmenp to you as Executive Director. And it
says, Re: Recommendation to Award Contract,

t he Consortium Regi onal El ectronic Tol
Col l ections Inplenmentation Program

This is a menorandum si gned by
Paul Carras as the ETC program nanager, and
signed by WIliam Wl f, counsel for the
consortium and Edward G oss, yourself, as the
Executive Director

WAs not there a signature |ine
on this meno at one point in time for the
conptroller of the Turnpi ke Authority, a
Cat heri ne Schl adebeck, to sign it?

THE W TNESS: Yeah. An earlier
draft had that on there because virtually -- |

shoul dn't say all, but nost of the agenda
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items -- the Turnpike called them agenda itens,
you may nore comonly refer to them as
resolutions -- had a signature |ine that

provi ded funds avail able by the conptroller

and an original signature line in the first
draft. And it's not uncommon to have nunbers
of drafts of these agenda itens when they are
finalized have that signature.

CHAI RVAN W SNI EWBKI :  Woul d you
then disagree with the statement that's been
represented to nenmbers of this comittee that
her name was renmoved fromthis document when
she refused to sign it?

MR. GROSS: She said it was
i nappropriate for her to sign it because she
wasn't certifying funds available, that the
fundi ng was coming fromthe bond i ssue and
projected fromthe violation revenue and the
fi ber revenue.

| considered her position to be
sound.

CHAl RVAN W SNI EWSKI @ So woul d
you di sagree, then, that she refused to sign it
because she was unable to reconcile the numbers

that were presented to her in ternms of the

216
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projected revenues fromtoll violations and
fiber optic, that she had a fundanental

di sagreenment with what was being projected and
what she was able to justify for her own
nunber s?

MR GROSS: At that time in
March of '97 she advised me that she and her
staff had not fully reviewed all of the
assunptions and projections of the fiber
revenue and the violation revenue. That is
true. She did do that.

But between March of 1997 and
the contract signing on March 10, 1998 the
finance departnent of the Turnpike had fully
reviewed and critiqued and signed off on the
proj ecti ons.

CHAI RMAN W SNI EW8KI :  Did the
conptroller sign off on it?

MR. CGROSS: The depart nent
signed off onit. | assume if someone el se

signed off on it they didn't do it w thout the

approval the conptroller. | can't -- unless
you show me a docunent, | can't renember whose
si gnat ure.

CHAI RVAN W SNI EWBKI : So you
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woul d di sagree with the representation that the
reason her signature is not on here is that she
had a problem w th what was being proposed?
Your testinmony is that there was not an
adequate review of the information presented?

MR. CGROSS: M testinmony is
two-fold. Number one, she shouldn't have been
asked to have a signature line in the first
pl ace because the conptroller of the Turnpike
certifies funds available, and this was a
proj ect where the Turnpike didn't have funds
avai l abl e, the funds were generated off the
Turnpi ke in the manner that | just described to
you.

B, in addition, she indicated
that she had not fully reviewed, signed off on
t he revenue projections, and her staff was
still working on it, and they were having sone
difficulty getting some of the underlying
wor ksheets, which ultimtely was straightened
out .

And as | said, over a period of
time the Turnpike's finance departnment did al
of their due diligence and signed off on it.

CHAI RMAN W SNI EWBKI : But you

218
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are not certain whether the conptroller herself
signed of f or soneone el se signed off in her
pl ace?

MR GROSS: | amcertain to this
extent, that there was a senior person in the
conptroller's office that worked on the
project. | just don't remenber at this point
who signed off. But | amcertain that whoever
signed off, if it wasn't the conptroller, it
was -- received the comptroller's approval

CHAI RVMAN W SNI EWBKI : | am j ust
trying to understand the nature of it. Because
you said there were no funds avail abl e because
it came fromoutside. But didn't the funds to
i mpl enent E- ZPass cone fromthe proceeds of the
bond sal e?

MR GRCSS: In March of '97 that
wasn't yet generated. There was not
negotiations with the private group. That was
generated sonetinme thereafter. It was only an
expect ati on.

CHAI RVAN W SNI EWBKI : M. G oss,
I wanted to fast forward now to Decenber 2001
At that point in time you were the Executive

Director of the Turnpi ke Authority, and at sone
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point in time you were nade aware of the fact
that Adesta, which started out as MFS, was
filing for bankruptcy protection. 1s that
correct?

MR GROSS: | becane well aware
of that, they filed Chapter 11 proceedings.

CHAI RVAN W SNI EWSKI : Were you
made aware of that because the Turnpike
Authority was served with papers as a creditor
of Adesta?

MR. GROSS: No. My persona
awar eness was, | think, a telephone call from
Wor | dCom advi sing me of that event.

The background was that Adesta
had come to the Turnpi ke about a nmonth before
t hat, maybe even six weeks before that, and
said it's going to run out of noney, and asked
the consortiumto take -- to reverse their
position on the nunber of itens that woul d
generate revenue to Adesta. And based upon
that, Adesta said they could continue to
perform under the contract.

And the consortium nmenbers
unani nously rejected the proposal of Adesta.

VWhat happened at that point was
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that the consortiumwanted a transition plan to
take over the operation, and at the sane tine,
asked WrldComif they were willing to step in
to take over the contract.

CHAl RMAN W SNI EWBKI :  Who asked

Wor | dConf? The consorti unf?

MR. GROSS: Yeah. | think
Worl dCom was -- on the demand of the
consortium | believe WirldCom was present at

one or two of the neetings at which Adesta
advi sed the consortiumthat they were running
out of noney.

CHAI RVMAN W SNI EWBKI :  They were
runni ng out of nobney because they weren't being
pai d under the E-ZPass contract or they were
runni ng out of noney just generally because
their corporate situation had changed?

MR. GRCSS: Fromthe standpoint
of the consortium we were payi ng them what
they were entitled to receive. Fromtheir
st andpoi nt, we were hol di ng back noney t hat
t hey shoul d have received.

CHAl RMAN W SNI EWBKI : Thi s was
the penalties that you had nentioned earlier

some five mllion dollars --
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MR. CGROSS: They never really
rai sed the |iquidated damages, but they
regul arly wanted the consortiumto pay them for
the nonthly payments we held back for VPC
operations, which anmounted to about four
mllion dollars, and for deductions that the
consortiumwas nmaki ng on nonthly VPC paynents
based upon an excessive ampbunt of fal se reads.
They wanted that noney back

CHAI RMAN W SNI EWBKI :  Adest a
wanted to be paid, and the consortium was
sayi ng, no, we've got problenms, and we are not
goi ng to pay?

MR. CGRCSS: Correct.

CHAl RVAN W SNI EWBKI :  WAs there
any consideration by the consortium at that
point in time by not making the paynments that
it would put Adesta into bankruptcy?

CHAI RVAN W SNI EWBKI :  The
consortium menbers took the position privately
and with Adesta and Worl dCom that if need be,
the consortium woul d take over the contract.

We are not going to make paynents that we could
not justify.

CHAI RVAN W SNI EWSKI @ But t he

222
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consortium never took over the contract.
I nst ead, discussions were held with WrldComto
step in and acquire that through bankruptcy.

MR. GROSS: It didn't happen
just that way.

The consortium began to devel op
atransition plan to take over the project.

The consortium s view, and | think correctly,
was that we could not allow Adesta to shut
their doors and not have access to the
software, the source codes, the machinery, the
personnel, the | eases, the |icenses.

In essence, the first time there
was a major problemwith the software, you
could actually shut the whol e system down.

That the consortiumhad to be in
a position to maintain at |east a systemthat
was wor ki ng today.

Wor I dCom was not committing to
step in and take over the contract. So the
consortiumcreated a task force to begin
transition. And there was sone difficulties
with cooperation fromthe contractor. But the
consortiumwas noving in that direction.

At the same tinme, the consortium
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made it well known to WorldComthat if they
cane in and provided the technical skill and
the cash that were necessary for the contractor
to finish, that woul d be nore than
satisfactory. It would be a better result than
the consortiumtaking over the contract

obl i gati ons.

CHAI RVAN W SNI EWBKI :  And that's
ultimately what happened?

MR GROSS: Utimately Worl dCom
advised me via letter that they had nade an
agreement in principle with the parent of
Adesta, whose nane is Bracknell, to assune the
contract, and they have to document that.

And they had al ready produced a
fairly inpressive team of managers that were at
the Adesta facilities reviewi ng the status of
the contract and the issues.

So the consortium was reasonably
satisfied at that point that Wrl dCom woul d
proceed as they had noted.

And they al so represented they
woul d advance sone noney so that some of the
subcontractors that were threatening to stop

wor k woul d get partial paynents.
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CHAI RVAN W SNI EWBKI :  Di d they
do that? Did they advance noney?

MR. GROSS: | don't think they
did that. | don't think they did that for sone
period of time. They did it ultimtely, but
they didn't do it in the tine frame that they
had indicated to the consortium

CHAl RVAN W SNI EWBKI :  WAs there
any understandi ng on the part of the consortium
t hat Worl dCom obvi ously woul d have to seek
bankruptcy court perm ssion to acquire the
assets of Adesta, including the contract, and
that in doing so the order approving that would
cure all defaults and conditions of default
that had existed up until the date of that
order?

MR. GROSS: Absolutely not.

CHAl RVAN W SNI EWBKI :  That cane
as a surprise?

MR. GROSS: You are junping
ahead. But that's okay, because that is your
guestion. There were steps that intervened.

But there was never any
conversation with WrldComto rel ease Adesta or

themfromtheir responsibilities under the

225



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

226

contract to date, except to say to you that
there was the devel opment of an agenda of

i ssues to discuss between the consortium and
WorldCom And it clearly was the objective of
the consortiumat that tinme to negotiate an
amendnment to the contract with WorldCom  Not
to assess penalties against them but to nove
the contract forward and get it done, have
final system acceptance.

That was the state of mnd and
intent of the consortium Not to assess
further liquidated damages for either delays or
nonperformance. To get talented people into
the contract, to inprove the performance of the
viol ation processing center, to correct |ane
deficiencies, to better comunicate, to finish
what ever construction was required to get the
| anes conmi ssioned and finish the project.
That's where the consortiumwas going wth
Wor | dCom

And i f those negotiations had
taken place -- which they really didn't take
place -- but if they had taken place and they
were successful, there woul d have been anot her

amendnment to the contract with a typica
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provi sion that would have rel eased the
contractor fromall clainms up to that date.

CHAI RMAN W SNI EWSBKI :  So t hat
woul d have been part of a revised contract?

MR GRCSS: If it were
negotiated. It didn't happen

CHAI RMAN W SNI EWBKI : 1t
happened with a Court order, at any rate.

MR GROSS: But it wasn't
negotiated with Worl dCom

CHAI RVAN W SNI EWSKI :  Ri ght .
The down side to that Court order is there is
no reciprocal protection if the contractor
wants to seek claims against the consortium

MR GROSS: It was never the
intention of the consortiumto unilaterally
rel ease Worl dCom from any responsibilities as
t he guarantor of the surety bond.

On the contrary, there was an
effort on ny part to secure a letter fromthe
surety and from WrldComw th representations
that woul d give the consortium confort.

And | advised Worl dCom t hat
without a letter fromthe surety and wi t hout

their letter representing that they were going
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to put adequate funds in to be able to neet the
cash needs under the contract, that we were
going to file an objection in the bankruptcy
court.

And ultimately, before the
bankruptcy court hearing, | received letters
that were satisfactory.

CHAl RVAN W SNI EWBKI :  So there
was no objection filed before the bankruptcy
court in the proceedi ngs which approved the
assi gnment s?

MR. GROSS: That is correct.

CHAI RMAN W SNI EWSBKI :  And t hat
was because of the letters that were received?

MR. GROSS: That's correct.

CHAI RMAN W SNI EWSKI :  And you
felt that those letters provi ded adequate
assurance from Worl dCom t hat notwi t hst andi ng
what ever was in the order, that the consortium
woul d be in no worse position after the
assignment than it was before?

MR, CGROSS: It was not
notw t hst andi ng what was in the order. | did
not approve the form of that order

CHAl RVAN W SNI EWsKI:  Di d
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counsel, | believe M. Wl f, have an
opportunity to approve that?

MR GRCSS: | don't know. |
don't know if he saw it in advance or not. The
terms of that order were not either negoti ated
with me or pointed out to me.

If they were pointed out to ne,
M. Chairman, | woul d have objected to a couple
provisions that | saw for the first time about
a week ago, because they were not provisions
that were negotiated with Worl dCom

CHAI RMAN W SNI EWSKI :  Was the
consortiumnoticed or invited to participate in
t he bankruptcy hearing which resulted in that
order?

MR. GROSS: | would inagine the
consortiumthrough counsel received sone
notice. | don't have a recall of seeing or
readi ng any notice docunent.

But | would inmagine -- we
were -- the consortiumwas active in connection
with the bankruptcy. Because the bankruptcy
was a further delay to negotiating an extension
with WrldComto nove forward and conplete this

proj ect .
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So the consortiumwas active.
But | don't recall seeing any of the fornms. |
was only really interested in the bankruptcy
court approving the purchase of the contract by
Worl dCom which | considered to be a nmjor
positive step.

CHAI RVAN W SNI EWBKI :  Thank you.

Do any of our menbers have any
foll owup questions for M. G o0ss?

ASSEMBLYMAN JOHNSON:  Thank you,
M. Chairman.

Was there a process in place
with the municipal courts to collect these or
start the process of charging these violators
when you were there? Was that process actually
noved forward?

MR GROSS: It noved forward,
but it wasn't concluded in volune. The only
way that it can be done in volune -- because
you are tal king about potentially thousands on
a daily or weekly basis -- is electronically.

And the contractor had an
obligation to develop the interface with the
court system And as of the time | left, that

was not conpl et ed.
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VWhat was nearly done was the
conpl etion of the evidence package with the
expert to select about a dozen cases throughout
the state and do test cases. But the
volune -- the volunme of conplaints that would
be filed in the normal course required an
interface with the system It couldn't be done
any other way.

ASSEMBLYMAN JOHNSON:  So t he
test cases have not been done yet, either?

MR GROSS: Not as of the tine |
left.

ASSEMBLYMAN JOHNSON:  That was
nmy only question. Thank you.

CHAI RVAN W SNI EWBKI : M. G oss,
| want to thank you for your patience and
cooperation today. It's been a long day. |
think the conmittee has touched upon all of the
i ssues that we collectively can think of.

| do wish to nmake one request of
you. That there may come a time in the future
where we have additional questions, and that
you mi ght make yourself available at sone
future date if the need arises.

MR, GRCSS: The answer,
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M. Chairman, is yes. Just as you have done
for this hearing, just give me as much advance
noti ce as possible.

CHAI RVAN W SNI EWSKI :  We will do
that. Again, thank you, M. G oss.

And this session of the
Transportation Conmittee stands adjourned.

(Time noted: 3:54 p.m)
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I, SEVA FLICSTEIN, a Certified
Short hand Reporter and Notary Public of the
States of New Jersey and California, do hereby
certify that prior to the conmencenment of the
exami nation the witness was sworn by nme to
testify the truth, the whole truth and not hing
but the truth.

| do further certify that the
foregoing is a true and accurate transcript of
the testinony as taken stenographically by and
before me at the time, place and on the date
her ei nbefore set forth.

| do further certify that | am
neither of counsel nor attorney for any party
in this action and that | amnot interested in

the event nor outcone of this litigation
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