
REPORT ON THE PPTA ADVISORY PANEL MEETING, NOV. 14, 2003
By Kathy Holm, Valley Conservation Council
Subject:  
Interstate 81 Widening Public Private Transportation Act (PPTA) Advisory Panel meeting on 14 November 2003

Date:  
24 November 2003

I-81 PPTA Advisory Panel Members attending:
Mr. Pierce Homer, Chairman, Deputy Secretary of Transportation
Mr. Fred Altizer, Virginia Department of Transportation (VDOT) District Administrator 

Ms. Dee Bowles, Transportation Safety Board 

Mr. George Conner, Virginia Department of Rail and Public Transportation (VDRPT) Assistant Director 

Ms. Helen Dragas, Commonwealth Transportation Board (CTB)
Dr. Jonathan Gifford, George Mason University 

Mr. Malcolm Kerley, VDOT Chief Engineer 

Ms. Barbara Reese, VDOT Chief Financial Officer 

Dr. Phillip Stone, CTB
Not attending: 
  

Mr. Jim Bowie, CTB
Mr. Onzlee Ware, CTB
The I-81 PPTA Advisory Panel convened its second meeting at the Staunton District office of the VDOT on 14 November 2003 at 10:00 AM.  The meeting was open to the public but not to public comment.  Some notes on the meeting follow.  
1. Chairman Pierce Homer, Deputy Secretary of Transportation, announced that the Advisory Panel will hold at least one public hearing to solicit comment on the PPTA proposals after the Advisory Panel has finished its four planned “work sessions”.  He projected a date of mid December 2003 or January 2004.  
2. The next Advisory Panel meeting was scheduled for December 5 in Bristol at a yet to be decided location.  Agenda items will include:
· a presentation by Mr. Malcolm Kerley, VDOT Chief Engineer, regarding the reasonableness of the cost and schedules of the PPTA proposals and 
· the “Reebie” study of the potential for diverting long distance freight from I-81 to rail, being conducted on behalf of the VDRPT.  

The Financial Soundness of the Star and Fluor Proposals

1. Ms. Barbara Reese, VDOT Chief Financial Officer, provided a financial evaluation of the I-81 PPTA proposals.  Ms. Reese said her comments answered whether the proposals meet the financial requirements laid down in the PPTA Request for Proposals (RFP) for I-81.  Ms. Reese said she did not evaluate the rail improvements described in the proposals because financing of these improvements is outside the scope of the PPTA proposals.  

2. Star projects total sources of funds of $13.06 billion and total uses of funds at $13.01 billion.
  Fluor projects total sources and total uses of funds of $7.016 billion.  
Star projects total construction costs of $7.1 billion (not including a 20-year warranty on new pavement priced at $834 million).  Fluor projects total construction costs of $5.9 billion.  By comparison, VDOT’s annual construction budget for FY 2002 was $1.5 billion.  
Both proposals would be financed primarily through the sale of bonds that would later be repaid from tolls proceeds.  Star would borrow $7.2 billion.  Fluor would borrow $6.4 billion.  By comparison, VDOT’s total outstanding debt today is about $2.1 billion.  
“loan repayment will reach $179.4 million in 2040.  In total, debt / loan service in the 2040 decade will exceed $1 billion a year,” under Star.  By comparison, VDOT’s total annual debt payment is currently $220 million, according to Ms. Reese.  

Star would sell bonds from 2005 until 2015.  All bonds would be paid off 40 years after sale.  Net available revenues after paying debt service would accumulate to $6.46 billion in 2048 and $14.06 billion after all debt is paid off in 2054, as follows.  
· Tax-Exempt Toll Revenue Bonds – $5.9 billion 
These bonds will be secured by a senior lien on net toll revenues that are available after funding the costs of toll collection and administrative costs projected at (S P-2).  The annual debt service on bonded debt would peak at $940 million in 2048.  
· Direct Federal Loans – $1.3 billion 
Star proposes $1.3 billion be funded through direct federal loans under the US Department of Transportation’s Transportation Infrastructure Finance and Innovation Act of 1998 (TIFIA) program or its successor.  At highest level, the annual payment on TIFIA loans would reach $179 million in 2040.  

Fluor would sell bonds in 2006 and 2010 which would be paid off over 34 years and 38 years respectively.  Net available revenues after paying debt service would accumulate to $3.75 billion after all debt is paid off in 2048.  
Under both proposals, the debt would be a non-recourse debt to the Commonwealth.  However, even though Virginia would not have a legal obligation to pay were the contractor to default, it would be a blended component unit of state debt.  Ms. Reese said that bond rating agencies, who determine the cost Virginia will pay to borrow money in the future, will look at the credit health of the project when determining the financial health of the state.  

To maintain Virginia’s Triple A bond rating, no more than five percent of the state’s annual revenue stream may be required for debt service.  

Ms. Reese said the financial plans leave “little room for error in traffic assumptions, toll revenue collection, or adjustments in project costs.”  Typically, bond rating agencies require the borrower to demonstrate annual revenues that exceed 150 percent of annual debt payments.  Star’s total projected revenue is 118 percent of annual debt payments.  Fluor’s total projected revenue is 113 percent of annual debt payments.  

“If there is a hick-up in the traffic or if there is a hick-up in the toll revenue, that would cause very grave concern among the bond rating agencies,” Ms. Reese said.  “If there was a rail improvement or any other improvement that diverted traffic off I-81, all of the financial assumptions would change.”  

3. To “protect the project’s ability to generate toll revenues,” STAR is seeking a “non-compete covenant” that would include rail improvements, according to Ms. Reese.  
“The proposal would require VDOT, and other state agencies, to potentially preclude future development of the high speed rail or additional lanes in the I-95 corridor, the Route 29 corridor, I-73, the Coalfields Expressway, and other projects that would have the potential to carry some truck traffic that currently uses I-81.  

“STAR Solutions proposes that each time any such improvement, yet to be defined, is considered, VDOT or other state agencies would have to pay for an investment grade feasibility study and would not be allowed to make the improvement if it was found to have an impact.”
4. Pocahontas Parkway (Route 895), a PPTA toll project built by Fluor, was financed under a bond structure similar to that proposed for I-81.  Moody’s bond rating agency put the project on a “debt watch” in early November because of lower than expected traffic.
5. The Star proposal would be partially financed through federal earmarks totaling $1.6 billion.  Earmarks of $800 million each from the next two federal surface transportation program authorizations over a 12-year period. Ms. Reese noted that no federal earmark has occurred and that the structure of that earmark is “crucial”.  

 “During the TEA-21 (the current federal reauthorization) authorization process, the high-priority earmarks funded were subtracted from the total amount that was apportioned to the Commonwealth,” Ms. Reese said.  “If the federal earmark, which is assumed to be as high as $400 million in one year, is subtracted from Virginia’s total federal formula share, the effect on the rest of the transportation improvement program would be devastating to both the mass transit and highway construction programs.”
Virginia’s annual federal funding for highway construction averaged $740 million in fiscal years 2001 and 2002.  

6. Neither proposal is “a pure net revenue pledge,” even though both claim to be, Ms. Reese explained.  “’Net revenue’ typically means that all operations and maintenance expenses are paid first prior to debt service.”  Because Star assumes that, with the exception of toll collection expenses, “VDOT will continue to pay all other maintenance and operational costs along the I-81 corridor and only [be] reimbursed for those costs after all Star costs and debt service/loan payments are paid”.  In FY 2003, VDOT’s annual maintenance expenditure in the I-81 corridor totaled more than $31 million, rising to $39 million annually, according to Ms. Reese.  
7. Ms. Reese called “critical” the fact that federal Interstate Maintenance funds cannot be used on any interstate segment being tolled.
  Upon implementation of tolls, “This restriction will apply to the general lanes as well as any special purpose lanes and will be in place until all debt is paid off.  This restriction places a significant financial risk on the Commonwealth for addressing resurfacing, reconstruction, and restoration of the interstate and its ramps.”  
Over the life of the tolls, Virginia would forgo substantial federal revenue.  Under the Flour would levy tolls from 2012 until 2048, costing the state $3.4 billion in federal funds (assuming three percent inflation annually.  Star would levy tolls from 2007 until 2055, costing the state $4.7 billion in federal maintenance funds.  
VDOT would recover these funds from toll revenue only after toll collection expenses, contractor costs, and debt service and / or loan payments are paid.  (a table showing the cost increase may be found in Appendix A.)    
8. Asked, “Does the team possess the necessary financial...resources to successfully complete the project?” Ms. Reese raised the following concerns about Halliburton’s status.  

A.  In November 2003, Halliburton proposed a settlement agreement to resolve all of its present and future personal injury asbestos claims.  The agreement would require Halliburton to pay $4.4 billion in cash, stock, and notes into various trust funds.  As part of the agreement, Halliburton subsidiary Kellogg, Brown, and Root (KBR) plans to file for bankruptcy.  KBR is the leader of the Star project team, according to Ms. Reese.  
B.  The bankruptcy will constitute a default on a contract between KBR and Barracuda & Caratinga Leasing Company B.V. to develop crude oil fields off the coast of Brazil.  The default would allow Barracuda to draw on performance letters of credit of $266 million.  Damages and advance payment restitution of up to $800 million may also be required.  This could “have a material adverse effect on Halliburton’s financial condition,” according to Ms. Reese.  . 
C.  “Halliburton’s credit ratings on long-term outstanding debt of $2.4 billion as of June 30, 2003 are on watch for possible downgrade from Baa2 and BBB from Moody’s and S&P, respectively.”  The effect of the asbestos settlement “on Halliburton’s financial and liquidity position is a factor considered in their outlook,” according to Ms. Reese.  .
D.  Halliburton is the subject of a formal Securities Exchange Commission investigation into the firm’s accounting practices related to cost overruns and unapproved claims on long-term engineering and construction projects, according to Ms. Reese.  .
Comments Received from Localities
1. VDOT staff and Advisory Panel Members said repeatedly that the window for comments from localities had been extended indefinitely and that additional comment from individuals and organizations are welcomed.  
2. Staff reported that VDOT sent letters inviting comment to 29 localities in the I-81 corridor.  Lexington was not sent a letter.  Another 17 local governments were briefed on the proposals by representatives of VDOT, Star, and / or Fluor.  Of these (46 total), 23 provided comments prior to November 12.  Five localities who were not contacted also commented before the cut off.  VDOT left planning district commissions or metropolitan planning organizations out of this tally.  
3. VDOT staff said 12 localities each commented by way of letter, resolution, or in the questionnaire format recommended by VDOT.  VDOT’s accounting of all of these comments follows.  

“Of the comments received, the single most frequent comment expressed the desire that rail improvements, including both passenger and freight, be given more consideration.  Sixty five percent of those responding expressed this desire” according to a staff report.  
65 % 
desire that rail improvements, including both passenger and freight, be given more consideration

25 % 
opposition to the use of tolls to fund the project

18 % 
concern for the impact of tolls on either the region or industries

14 %
oppose both proposals and urge VDOT to reject them

14 %
opposition to tolls on local traffic

10 %  
concern for diversion of traffic to other roads

10 %
concern over having to pay tolls for improvements when they are already paying taxes that are being used to fund roadway improvement in other parts of the state, resulting in unfair double taxation

10 %  
request that scenic view sheds and beauty be protected
10 %  
indicating a preference for Star

10 %  
requesting collector distributor roads in the Frederick / Winchester area

10 %  
requesting public hearings before a comprehensive agreement is signed 
<10 %  
requesting information on right-of-way impacts 
<10 %  
requesting information on increased train usage

<10 %  
project should be built with fuel tax revenue increase instead of tolls

<10 %  
concern for impacts on agricultural and forestal districts

<10 %  
negative impact on tourism during construction

<10 %  
requesting information on the Star’s non-compete clause 
<10 %  
specific improvement desired
<10 %  
requesting that environmental impacts be evaluated
<10 %  
requesting additional rest areas
<10 %  
requesting VDOT issue an RFP specifically for rail
<10 %  
requesting that VDOT reject federal funding
<10 %  
requesting good design of storm water management
<10 %  
minimize impacts on businesses
<10 %  
defer action until the VDRPT completes market study 

4. VDOT Staff also categorized the responses that utilized the questionnaire recommended by VDOT separately, as follows.  
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Does this proposal, on its own merits, warrant 

consideration by VDOT's Commissioner for 

negotiation of a comprehensive agreement?

Are there portions of this proposal that ceate specific 

advantages and / or benefits for your locality?

Are there portions of this proposal that ceate specific 

disadvantages and / or drawbacks for your locality?

Fluor Star

Are the proposed improvements compatible with any 

local comprehensive plans that exist for your locality?

Responses to VDOT Questionaire

No Yes Yes No

Notes:  Twelve localities used the questionaire sent to them by letter from VDOT.  Responses 

do not add to 12 because some respondents andswered some questions both yes and no.  

 


The Environmental Impact Study MOU
5. Jeff Southard, VDOT chief environmental officer, discussed the Memorandum of Understanding (MOU) recently signed by VDOT and the Federal Highway Administration (FHWA) regarding the conduct and composition of the environmental impact statement (EIS) that will be conducted under the National Environmental Policy Act (NEPA).  The FHWA filed a notice of intent to proceed with the EIS which appeared in the Federal Register on 14 November 2003.  (Please see http://www.epa.gov/fedrgstr/EPA-IMPACT/2003/ November/Day-14/i28541.htm).  
6. Southard reviewed the terms of the MOU, saying the EIS would “highlight” three concepts:  
· “the application of a solution that is consistent throughout the corridor,”

· “the use of tolls as a funding source,” and 

· “separation of trucks and passenger automobiles.”

Southard repeated that all alternatives would be considered, however, and VDOT would probably flesh out four or five alternatives before recommending a “preferred alternative.”  Two of those alternatives will be patterned after the Star and Fluor proposals.  The alternatives are scheduled for completion in August 2004.  The Commonwealth Transportation Board will recommend a preferred alternative to the FHWA.  The FHWA has final authority to issue a record of decision (ROD) as to which alternative may be built.  

VDOT will hire a consultant to conduct a Tier I Draft EIS, a Tier I Final EIS, and seek a Tier I ROD before beginning Tier II NEPA documents.  VDOT plans to complete the Tier I documents by “mid-2005,” about a third the time it normally takes.  
Tier I documents will allow the following decisions to be made.  

· Concepts for road and rail facilities such as:  the number of new lanes; partial or complete separation of cars and trucks; additional rail capacity; approval to build a toll facility;
· road and rail concepts to be evaluated in the Tier II NEPA documents and the type of documents to be developed; 

· the location of the corridor to be studied for future rail and road alignments in the Tier II NEPA documents; and   

· purchase of right-of-way parcels on a case-by-case basis.  

Tier II documents will allow the following decisions regarding concepts to be made.  

· approval of conceptual design features of the improvements for components identified in the Tier I study, 

· authority to use federal funs for design of improvements; 

· authority to acquire right-of-way; 

· eligibility for federal funds for construction; and   

· approval to modify access to I-81.  

VDOT currently is negotiating with the Richmond firm of Vanasse Hangen Brustlin Inc. to conduct the NEPA study, which will begin immediately following completion of negotiations in late 2003 or early 2004, according to a VDOT press release.  Chris Collins, project studies section manager, is managing the NEPA study for VDOT.  The complete MOU and a VDOT press release about it may be found at http://virginiadot.org/infoservice/news/ newsrelease.asp?ID=SAL-56.
Comments by PPTA Advisory Panel Members
1. Dr. Jonathan Gifford of George Mason University, the academic representative on the Advisory Panel, asked how other states and affected rail corridors outside the I-81 corridor can be brought into the environmental review process.  
2. Dr. Phillip Stone, Staunton District Member of the CTB expressed concern that the conclusion of a comprehensive agreement under the PPTA might bias the NEPA process towards the alternatives that are patterned after the Star and Fluor proposals.  
“As we move in one direction we may foreclose the other options,” Stone said.  As we start moving in one direction it becomes harder and harder to go in another direction.”  
3. Kerley, VDOT Chief Engineer, pointed out that “there are at least two railroads represented in the room today.  
4. Ms. Helen Dragas said the Advisory Panel should consider postponing a decision on its recommendation until the Tier I EIS has produced alternatives (August 2004 projected).  Dragas is an At-Large Urban member of the CTB and owner of The Dragas Companies, a Virginia Beach construction firm.  
“It would just be wise to wait.  It just seems like there are so many ifs,” Dragas said.  Referring to the PPTA and EIS processes, Dragas added, “I understand that they are separate processes but it just seems like we should slow down a little bit.”  
Environmental director Southard responded, “There are several different points in the [NEPA] process where you would have something more concrete to look at.”  He reiterated that eight months into the NEPA process staff would recommend a preferred alternative.  
Referring to the selection of a contractor through a PPTA comprehensive agreement before the EIS process determines what kind of road will be built, Dragas said, “In my business, which is the construction business, you always get a better price when you have more than one bidder.”  The PPTA process could narrow the field to one.  

5. Ms. Dee Bowles, Transportation Safety Board representative on the Advisory Panel, agreed with Dragas, saying, “We need a little bit more information before we can make a worthwhile recommendation.”
6. Gifford said, “I do not know where I stand regarding delay versus not delay.”  

7. Stone said the reason he thinks “rail is so important, in addition to the fact that all my neighbors think so, is … if it has the potential to take one million or 1.5 million trucks off the road, these proposals might not be viable.”  
Appendix A:  Federal Highway Maintenance Funds


[image: image2.emf]Year

2003 $31.00 $31.00

2004 $31.93 $31.93

2005 $32.89 $32.89

2006 $33.87 $33.87

2007 $34.89Initial toll year $34.89

2008 $35.94 $35.94

2009 $37.02 $37.02

2010 $38.13 $38.13

2011 $39.27 $39.27

2012 Initial toll year $40.45 $40.45

2013 $41.66 $41.66

2014 End construction $53.99 $42.91

2015 $55.60 $44.20

2016 $57.27 $45.52

2017 $58.99 $46.89

2018 $60.76End construction $60.76

2019 $62.58 $62.58

2020 $64.46 $64.46

2021 $66.39 $66.39

2022 $68.39 $68.39

2023 $70.44 $70.44

2024 $72.55 $72.55

2025 $74.73 $74.73

2026 $76.97 $76.97

2027 $79.28 $79.28

2028 $81.66 $81.66

2029 $84.11 $84.11

2030 $86.63 $86.63

2031 $89.23 $89.23

2032 $91.91 $91.91

2033 $94.66 $94.66

2034 $97.50 $97.50

2035 $100.43 $100.43

2036 $103.44 $103.44

2037 $106.54 $106.54

2038 $109.74 $109.74

2039 $113.03 $113.03

2040 $116.42 $116.42

2041 $119.92 $119.92

2042 $123.51 $123.51

2043 $127.22 $127.22

2044 $131.04 $131.04

2045 $134.97 $134.97

2046 $139.02 $139.02

2047 $143.19 $143.19

2048 Last toll year $147.48 $147.48

2049 $151.91

2050 $156.46

2051 $161.16

2052 $165.99

2053 $170.97

2054 $176.10

2055 Last toll year $181.38

Total $3,346.16 $4,649.05

Notes:  

Annual inflation at 3 percent has been applied after FY 2002

Flour Star

Potential Lost Federal Highway Maintenance Funds for I-81 

VDOT estimates current annual maintenance costs at $31 million, rising to $39 

million when improvements are completed, in 2002 dollars.  


�  Mr. Ware won election to the House of Delegates in November.  Subsequently he resigned from the Advisory Panel and the CTB.  It is expected that he will be replaced on the Advisory Panel by Mr. Dana Martin of Roanoke, who has been designated by Governor Warner to replace Ware on the CTB.  Martin was present.


�  Information provided by Ms. Reese states Star’s total sources and uses of funds are $10.93 billion and $10.88 billion respectively.  Star identifies an additional $2.12 billion in toll revenue collected and expended during the project period for toll collection costs ($164 million), toll revenue bond debt service ($1.86 billion), and TIFIA loan repayment ($148 million).  (STAR Solutions I-81 Detailed Proposal (revised 22 September 2003) EXHIBIT 1:  Heavy Commercial Vehicles Only Project Financing Total Sources and Uses of Funds During Project Construction, 2004-2018.  Page T-6.  Acrobat Reader Page 191.)  


�  Section 1216(b) of TEA-21.  
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Sheet1

		Responses to VDOT Questionaire

								Star								Fluor

								Yes				No				Yes				No

		Are the proposed improvements compatible with any local comprehensive plans that exist for your locality?						8				7				9				7

		Does this proposal, on its own merits, warrant consideration by VDOT's Commissioner for negotiation of a comprehensive agreement?						7				4				5				6				7

		Are there portions of this proposal that ceate specific advantages and / or benefits for your locality?						7				4				7				5				7

		Are there portions of this proposal that ceate specific disadvantages and / or drawbacks for your locality?						12				0				12				0				7

		Notes:  Twelve localities used the questionaire sent to them by letter from VDOT.  Responses do not add to 12 because some respondents andswered some questions both yes and no.






_1131020225.xls
Sheet1

		Potential Lost Federal Highway Maintenance Funds for I-81

		Year		Flour								Star

		2003						$31.00		$39.00						$31.00

		2004						$31.93		$40.17						$31.93

		2005						$32.89		$41.38						$32.89

		2006						$33.87		$42.62						$33.87

		2007						$34.89		$43.89		Initial toll year				$34.89

		2008						$35.94		$45.21						$35.94

		2009						$37.02		$46.57						$37.02

		2010						$38.13		$47.97						$38.13

		2011						$39.27		$49.40						$39.27

		2012		Initial toll year				$40.45		$50.89						$40.45

		2013						$41.66		$52.41						$41.66

		2014		End construction				$53.99		$53.99						$42.91

		2015						$55.60		$55.60						$44.20

		2016						$57.27		$57.27						$45.52

		2017						$58.99		$58.99						$46.89

		2018						$60.76		$60.76		End construction				$60.76

		2019						$62.58								$62.58

		2020						$64.46								$64.46

		2021						$66.39								$66.39

		2022						$68.39								$68.39

		2023						$70.44								$70.44

		2024						$72.55								$72.55

		2025						$74.73								$74.73

		2026						$76.97								$76.97

		2027						$79.28								$79.28

		2028						$81.66								$81.66

		2029						$84.11								$84.11

		2030						$86.63								$86.63

		2031						$89.23								$89.23

		2032						$91.91								$91.91

		2033						$94.66								$94.66

		2034						$97.50								$97.50

		2035						$100.43								$100.43

		2036						$103.44								$103.44

		2037						$106.54								$106.54

		2038						$109.74								$109.74

		2039						$113.03								$113.03

		2040						$116.42								$116.42

		2041						$119.92								$119.92

		2042						$123.51								$123.51

		2043						$127.22								$127.22

		2044						$131.04								$131.04

		2045						$134.97								$134.97

		2046						$139.02								$139.02

		2047						$143.19								$143.19

		2048		Last toll year				$147.48								$147.48

		2049														$151.91

		2050														$156.46

		2051														$161.16

		2052														$165.99

		2053														$170.97

		2054														$176.10

		2055										Last toll year				$181.38

		Total						$3,346.16								$4,649.05

		Notes:

		VDOT estimates current annual maintenance costs at $31 million, rising to $39 million when improvements are completed, in 2002 dollars.

		Annual inflation at 3 percent has been applied after FY 2002






