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Introduction

This paper examines the Commonwealth of VirginexXperience utilizing a state Public
Private Transportation Act [PPTA or the Actio promote funding for new infrastructure.
Virginia’s PPTA is an initiative that federal higlaw officials recommend as a model for public
private partnership legislatichFederal highway researchers have performed arustiha 28-
point analysis of Virginia’'s PPTA and found it te bxtremely flexiblé.

Transportation professionals have begun tgrtenPublic Private Partnerships [PPP] to
fund infrastructure in the face of “... growing comte about the size of federal and state budget
deficits, the long-term viability of financing theation’s highway and transit systems through
motor-fuel taxes... future mandatory commitments toci@8 Security and Medicare...
[recognizing the] need to ... ensure that transporiahvestments maximize the benefits of each
federal dollar invested®” This paper explains that Virginia has been abladcelerate some
substantial projects without the use of federahWigy construction funds by converting federal
projects to PPP status. Virginia’s pioneer usthefPPP dating back to 1988 and construction of
the Dulles Toll Roalishould afford some advantage in the market for PR&stments. In the
United States, growth and competition in the PPRketais expected and experience with
investors likely is an asset, since then Transpiorté&Secretary Mineta predicted that “... every
highway project in the planning phases over $500anifis] expected to be a toll road.”

This paper will review Virginia’s PPTA project histy and the use of the PPP concept
and tolls in the United States. The paper will tHeous on recent PPTA developments in
Virginia including the June 29, 2006, $548 millioancession arrangement concluded with an
Australian toll operator to manage and maintain 8t mile tolled Pocahontas Parkway near

Richmond® Finally, this paper will present some conclusiabsut Virginia’s experience.



The History of Public Private Partnerships in Virginia

Virginia was a pioneer in promoting Public-Priva®artnerships, as it conceived the
Dulles Greenway project and enacted the Highway@mation Act of 1988 to enable its birth.
In this first PPP venture, a financial crisis thezeed the Greenway, but the project survived
“after restructuring its debt ... and has since semrenues grow steadily” The Dulles
Greenway “... was the first purely private toll roedthe United States in over 100 yeafs.”
Currently, there are active PPP proposals for dwhDulles Road’s improvement, maintenance
and toll operation$? as well as an extensive new 23-mile light railjpce—known as Dulles
Metrorail—that extends the D.C. Metro Orange Lineni East Falls Church Station along a
Tyson’s Corner-Reston-Herndon-Dulles Airport-Eastepudon County Corridar? On April
28, 2005, then VDOT Commissioner Philip Shucet stha Comprehensive Agreement for a
PPTA project to provide High-Occupancy Toll (HOBnés for 1-495 on the Capital Beltway
“between Springfield and the Dulles Toll Rodd.”

Since 2002, Virginia has completed three PPTA pteje(1l) Route 288 extending
approximately 30 miles with several interchangesnmig from 1-95 south of Richmond,
northwest through heavily populated Chesterfield &®nrico Counties, and to 1-64 West of
Richmond; (2) the 8.8 mile Pocahontas Parkway waittigh bridge over the James River; (3)
Jamestown 2007 or Route 199, a five-phase $31I&mPPP converted from a federal project
in order to build the project well before the trafanticipated for the 400Celebration of the
Jamestown Settlemeht.

Other approved or active projects include: the BA&28 Freeway in Northern Virginia
with a combined commitment in excess of $200 mmlliand six interchanges that will be

expanded to ten; the 1-95 & 395 HOT Lanes; the fdelds Expressway in Bristol District;



Route 58, a 36 mile design/build job between Hillsvand Stuart “when funding becomes
available; 1-81 improvements to separate car &MKrtraffic; Third Crossing Bridge-Tunnel in
Hampton Roads™ The financing for the Route 28 Project is provididstate highway funds
and proceeds from revenue bonds. These bondsevitjaid by taxes assessed to residents and
properties that benefit from this constructiontie Special Route 28 Tax Distritt.

The Pocahontas Parkway is a major project valueskaess of $318 million, of which
$300 million was funded by a revenue bond issugithaot encumbering the credit of the state
and will be repaid from toll¥ The cost of the Pocahontas project accelerateah we design
called for a bridge over the James River high ehailmgaccommodate ships without stopping
traffic by opening a draw and tolls proved in ti@$ run to be inadequate to service the bond
debt’® On June 29, 2006, following 18 months of negaii@j a 99-year concession was
awarded to Transurban USA, a private Australiahdperator for a price of $548 millic.A
consortium of banks from Ireland, Spain and Germanoyided new Pocahontas financing and
upon the award of a $150 million federal TIEtAoan, Transurban will construct a new 1.58
mile four-lane road connecting the project to Riomeh International Airport, refinance $95
million long term debt and upgrade electronic tajlisystemé? Pocahontas PPP is the first
project where TIFIA funds have been used to refiealong-term delf® Congress established
“... the TIFIA Credit Program... to leverage Federahda by attracting substantial private and
other non-Federal co-investment in critical impnments to the nation’s surface transportation
system.®*

VDOT? continues actively to seek PPTA projects and abmimof possible projects are
shown in the footnoteS. These projects in current dollars are estimatekbeb15 billion if they

could be built today.



Funding Infrastructure through PPP Innovations: The Political & Economic Climate at the
National Level and Its Influence on the Virginia Experience

Beginning in 1792 when Pennsylvania chartered tlindaéelphia and Lancaster
Turnpike, private investors financed many roadsdilg until about half way through the 19
century?” A 2004 GAO compilation of statistics shows our imesent data on tolling:

(a) 4 million total miles of roads;

(b) Approximately 437,000 arterial miles of roads;

(c) 4,611 miles of public-owned toll roads — abd% of arterial mileage;

(d) 15 oprivately owned toll roads -- only 111 mile§l0 of these for

property/vacation area access);

(e) 15 privately owned toll bridgés.
From the above, it is obvious that the U.S. todag httle infrastructure that is publicly or
privately tolled. While 2,102 miles of in-place ltabads were allowed to be a part of the
Interstate System in 1956, when “... constructionthaf Interstate System began, proposals for
additional toll roads languished ... [in] 1963 thestlaof the toll roads planned before the
Interstate System ... opened, and few additional gsals were seriously considered for many
years.”*

PPP projects in the U. S. often have not involidied facilities but have been “Design-
Build or Management Contract” approacfi®&slowever, with Secretary Mineta’s recent warning
that large projects will be tollet},the market nationally for PPP tolled infrastruetwill most
certainly be expanding. Virginia can hope to P& leader on a larger scale in such expansion,
as a growing federal deficit and other demands memaamajor concern for transportation

professionals competing for available resouf@es.



Virginia's PPP Perspective

Turning now to transportation funding in Virginthe Commonwealth’s motor fuel tax is
among the lowest in the nation at 17.5 cents porgahas not been raised since 1986, and in the
intervening 20 years “...these revenues have lost d0%eir purchasing power as a result of
inflation.”®* The senior Virginia legislators controlling transgation financing, Speaker of the
House of Delegates William J. Howell and House $pamtation Committee Chairman Leo C.
Wardrup, sincerely believe that VDOT must “... purguivate sector help for road building ...
[and] develop a detailed plan to increase privateestment and increase the use of public-
private partnerships,” especially considering teéuced purchasing power of fuel tax dolfrs.
Speaker Howell and Chairman Wardrup also sincdoelieve that the people of Virginia are
opposed to any tax increases to establish dedisatettes of revenue for transportatfonThe
VDOT Fiscal Year 2007 Business Plan enunciated epaiper 21, 2006, by then Acting
Commissioner Gregory Whirléyaccepted the call of Virginia’s political leadetsengage the
private sector and reported on the strength ofAhency’s Innovative Project Delivery unit that
promotes and shepherds PPTA projects from congeptimugh completio! The FY 2007
Business Plan acknowledges VDOT’s commitment tocararfnimble and flexible as a business
to respond to changing conditionsi.el declines in funding] while delivering the best
transportation programs, systems and managemesibpowith the resources at hafidstriving
to utilize the PPP concept to the fullest, VDOT My 2005 signed its first PPTA
Comprehensive Agreemettd include the contribution of private eqditHOT Lanes, 1-495)
and, on January 6, 2006, announced the executiomefcomprehensive agreements for PPTA
projects valued at $2 billioff. VDOT’s new Commissioner, David Ekern, appointedlate

September 2006, announced early that he holdstag priority working “... with the private



sector and ... federal, state and local partners peed innovative Zi century traffic
management improvements to the congested areabeotate,” and at the same time, he
announced that he had signed an interim PPTA agneerh.. to bring innovative high-
occupancy toll (HOT) lanes to Interstates 95 arfsl”39

Analysis and Conclusions

With $2 billion in infrastructure in place or pramting through the PPTA process
and the prospect of projects in the billions prdgaemder future consideration, Virginia stands
on the threshold as ready as any state to use RPHEegliver and finance transportation
infrastructure. Because Virginia has had significarperience with PPPs, it has dealt with
problems and met challenges.

Elliott Sclar, one of the best known American dal® on privatization, has noted that
“[o]versight is a classic problem in public contiiag... [and] the terms of the contract itself...
[can make]... the nature of oversight vageVDOT is currently defending a counterclaim in a
lawsuit that has arisen from the Route 199 PPTAeptan Williamsburg where VDOT allowed
a project corporate property owner to build a getsaowned sound barrier on a VDOT right of
way*®* While a federal project, FHWA required VDOT to stmict certain sound barriers that
were not required when Route 199 became a ‘PRRich litigation arising from changing
conditions can be avoided in the future with attento contract terms and oversight.

VDOT senior managers with the benefit of hindsigave considered whether the design
and build high bridge feature of the Pocahontas PR have pushed project debt to limits that
contributed to financial probleni. Experience with contract administration can hefmagers

forecast potential pitfalls.



Prior to the PPP innovations contained in the SPEA-LU*® federal legislation, federal
research had concluded that nationally “... activiegbe sector sponsorship and investment
seem unlikely to stimulate significant increasesthe funding available for highways and
transit.”’

Before SAFETEA-LU, the federal toll emphasis was“pricing” to control congestion.
SAFETEA-LU, with its new allocation of federal fumdfor tolled infrastructure, leads
transportation scholars to suggest that “... therdgovernment is beginning to recognize the
need ... to use tolling to undertake new highway .pagsions.*® In Virginia, the PPP concept
has not yet attracted new private capital in sigarft amounts, although the 1-495 HOT Lanes
for the first time will bring significant private omey. The Pocahontas Parkway lease of June 29,
2006 brought significant private capital investminthe state. Critics who say that the PPTA in
Virginia has so far offered nothing new in the wafyinfrastructure financ® need to consider
the HOT Lanes and Pocahontas examples.

Any analysis of state PPP infrastructure fundingstraddress the fact that the Virginia
experience with PPP finance has been typically Acaar One cannot ignore that “... the United
States ... has a strong appetite for public debt fzaml structured its tax code ... [to create
incentives for] the use of tax free municipal bortdsdevelop public infrastructuré” The
desirability of tax free bonds has added a dimens$om American infrastructure finance that
distinguishes the American experience from thaEwofope and is likely the chief reason why
American PPPs had not attracted significant privagital when GAO-04-419 was published.
The tax exempt bonds held by Virginians that havés been a main source of funding for PPP
highway projects have admittedly cost Virginia amisuranging from $1-$3 million in lost tax

revenue’ However, Virginia’'s PPP experience includes mohant $2 billion in new



infrastructure that would still be deferred but f/dDOT’s goal shared with the General
Assembly to make Virginia a leader in PPP infragtice building.

SAFETEA-LU became law in August of 2005 presentiegv state opportunities in PPP
highway federal funding. Virginia, with its PPTAghory and experience, is well positioned to
capitalize on the opportunities. However, much RAFETEA-LU offers the states by way of
innovation for PPPs is in the form of “pilot” fundisat can be garnered by competing states with
better revenues than Virginia.

Scholars who have examined various public-priyatgnerships have seen “movement
toward closer partnerships, involving joint finamgiand responsibility... [in the fields of]
transportation, energy and applied technology reke¢d® Caution from a writer who reviewed
extensive literature directs attention to the gmbsr that “... when partnerships fail through
bankruptcy, inability to meet goals [etc.] ... goverlent is the provider of last resort ... [and]
when partnering involves essential services... iseetqa to fulfill the ... responsibilities of
failed private sector partners [references omittétlVirginia’s state transportation professionals
appear aware of the state’s ultimate responsilfiityessential services and the need for strong
partners’?’

The potential for Virginia’s PPTA future is demdnaged by a recent article discussing
some interesting PPP models for road pricing thelude bus rapid transit and suggests three
demonstration projects in the Northern Virginiasdds: the Dulles Toll Road, Interstate 66, and
the Capital Beltway® The modern and flexible Act that Virginia hasplace provides a climate
for such proposals.

Virginia’'s $2 billion and rising PPTA experience significant among the 50 states

because from 1985:



... PPP projects represent a $104 billion investnierinfrastructure... of which $42
billion is for roads, bridges and tunnels. Thisg#4llion] represents 13 percent of the
total PPP funding for highway-related projects waide... [but] what is new is the
growing interest in and variety of funding, finamgj and project delivery approaches that
are emerging under the guise of public privatengaghips. ... Even in the United States,
where a substantial dedicated funding mechanisny kupported a robust highway
development program, there is growing recognitloat traditional infrastructure funding
and delivery approaches are inadequate to meeihthneasing economic development
and mobility needs of citizens and businesses alikale keeping the existing highway
system in a state of good repdir.

Virginia’'s challenge is to dedicate and approgrisufficient state funds so as fully “... to
promote PPPs for new infrastructure under the ... SRFA-LU reauthorization of the Federal-
Aid Highway Program... *® The Virginia experience suggests that the widesist ambitious
use of PPP relationships will still require sigo#int transportation monies from the state

treasury>’

! This paper represents only the personal views andesearch of the author as a graduate
student in Transportation Studies and in no way repesents an official position or opinion

of either the Virginia Department of Transportation or the Office of the Attorney General

of Virginia. The author gratefully acknowledges the assistah&eajessor Jonathan Gifford,
Ph.D., George Mason University, School of Publiidyofor suggestions as to the scope of the
topic and encouragement to publish this paper.
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