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CHAPTER 1
INTRODUCTION TO VIRGINIA
TRANSPORTATION FINANCE

Virginia’'s complex, multi-modal transportation sgst provides a broad variety of services to a
growing population and an expanding economy. dégls and transit systems connect millions
of people to work, school, family, public servicesmmerce and recreation. They also provide
a vital network for business of all kinds, connegtVirginia’s economic actors to each other and
to the rest of the world. In addition, Virginigd®rts and airports provide crucial access to the
region for both goods and people.

In keeping with its complexity and scale, Virgirgdtansportation system is also very expensive
to maintain. Wear and tear on heavily-used infuastire requires extensive, ongoing repair.
Paved surfaces require repair and replacement tectities, passenger shelters, and buildings.
Aging fleets of buses and trains require repair r@piacement.

Further, as communities grow and change, costlytr@ugportation capacity will be required.
This entails massive construction projects to lay miles of roads or rails, and massive
investments to buy hundreds of additional busesraifchrs, and large-scale projects to expand
ports and airports. Each of these projects cabitsris of dollars.

In the context of these large and growing costsfainding available to pay the bills is under
strain, and its future is uncertain. The receohemic downturn has severely reduced the
revenue from some large sources, such as the wlarle sales tax and the gas tax. Given the
circumstance that these revenue sources were glgeadiing more slowly than costs, the recent
losses are all the more pressing. Other issuest, matably the concern over greenhouse gas
emissions from the tailpipes of cars and trucksehhe potential to force changes in the ways
that all states finance transportation spendingr t€nsportation funding crisis has reached a
critical state.

At the same time, Virginia’s toolkit for financirtgansportation projects is expanding. Federal
provisions have given states mechanisms that opdimancing options to states, allowing them
to spend future tax and toll revenues now. Otbelstcreate easier access to federal assistance
and opportunities to collaborate with private inees and operators in order to defray the costs
of expensive new projects.

Virginia’s transportation system will need innowatisolutions and no small amount of resources
if it is to continue meeting the vital and growingeds of this large, multi-faceted
commonwealth. Even the status quo is unacceptéientaining current levels of system
performance is projected to require an additiodaB4.4 billion in spending per year over a
business-as-usual approach. Without such additionding, several categories of system
performance are projected to decline. Furthemaisitenance costs drain funds available for
new capital investment, Virginia faces the immineganger of losing federal funds for capital
because of an inability to produce the requiredchiag funds. Financing tools exist to access
future revenues, but a long-term shortage of abkltunds is projected at the same time as



rising costs for new capacity and looming mainteeameeds will demand greater and greater
sums of money.



CHAPTER 2:
GROWING BURDENS ON VIRGINIA'S
TRANSPORTATION SYSTEM

Virginia’'s transportation system has fallen undexdgally increasing strain. Greater use of all
modes of transportation, combined with the growtbammercial shipping and booming
populations in metro areas, put new pressuresendtwork of roads, rail lines, transit systems,
ports and airports. All this creates a need f@essive maintenance and large-scale projects to
expand capacity.

Population Outpaces Transportation System Expansion

Population in the Commonwealth has grown dramdgiceitbm under six million inhabitants in
1987 to nearly 8 million inhabitants today — anr@ase of nearly 30% in just over 20 years.

At the same time, overall usage of all aspecth®titansportation system has increased
significantly. Virginians use their roads moreecinsively than before, use mass transit more
extensively, and fly more as well. In additionpooerce through the port, airports, railways and
roadways has increased at a record pace.

Capacity has not kept up. Total highway miles tadsit capacity have not kept pace with
population growth. As a consequence, roads ahdae are packed more tightly, and
congestion and delays plague highway users. Bxhitontrasts the growth in Virginia’'s
population against the much slower growth in capadfiits highway system.

~Exhibit 1: Change in Population and Road Capacikjnce 1987
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In addition, the costs to do the necessary workamtain and expand the system in order to
meet the additional demand are rising rapidly. proglucer price index for construction
commodities has outpaced both population grow#srand the rate of inflation.

The consequence has been a drop in capacity pgrpeAs population continues to grow,
approaching transportation as before will requaeeterating new capacity projects just to keep
the system growing at the same pace as the ptiskeves.

Tax Revenues Falter Due to Economic Hardship

The recent recession has not spared the Commomvgaatenue sources. Many of the
signature impacts of the recent economic downtaxedirectly affected Virginia’s most
important ways of paying for system maintenancesstiem expansion.

For example, as credit tightened and job lossesitedycar purchases fell dramatically. As
construction markets bottomed out, light truck xases also sank. Both of these changes
caused a significant drop in revenues from Virgswaotor-vehicle sales and use tax. As gas
prices rose, residents cut back on their drivinigictv led to lower purchases of gasoline.
Virginia’s motor fuel tax revenues fell as a resulhird, as consumers cut spending in general,
transportation-dedicated revenues from the salésisa tax fell. Exhibit 2 below compares the
trends of these key revenues sources.

Exhibit 2: Revenues from Three Largest Revenuai8es
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CHAPTER 3:
MAJOR SOURCESOF TRANSPORTATION
FUNDING IN VIRGINIA

Funding for transportation spending comes primdrdyn four different sources. As the pie
chart below shows, one quarter of all funding fansportation spending comes from the
Virginia motor fuels sales and use tax (generahgnred to simply as the “gas tax”). Two other
specific taxes, a sales tax on motor vehicles gpaki@gon of the sales tax equal to 0.5% on
general sales, contribute 14% and 16% respectiedgleral support constitutes another 24%,
and smaller sources such as toll revenues corgrihetremaining 21%.

Exhibit 3: Proportion of Revenues by Source

B VA Motor Fuels (25%) M Federal Fuels and Others (24%)
Bl Sales & Use (16%) H Motor Vehicle Sales & Use (14%)
B Other Revenues (21%)

The major taxes funding Virginia’s transportatiardiget are as follows:

The Virginia Motor Fuels Tax is a tax of 17.5 cents per gallon on gasoline,l@xidone so at
that rate since 1987. Total revenues from the nfat tax were approximately $859 million in
FYQ7, after which they fell slightly (by about 1.5%s the economic downturn reduced
consumption. Drivers also pay a 0.9-cents-pemgatix assessed specifically to pay for repairs
to leaking underground storage tanks. In additotihat, gas sold in the part of Northern
Virginia that is served by the Washington MetrofaoliArea Transit Authority is assessed an
extra tax at 2% of price.



Federal Aid Highway Grants are disbursed from the Federal Highway Trust Fwidch was
originally established in 1956 to be an accountifeasury funds to be spent on the new interstate
highway system. This fund contributes significand Virginia transportation spending. The

fund is now supplied entirely by revenues from fatltuel taxes (the federal gasoline tax of 18.4
cents per gallon and the federal tax on dieseldtiah.4 cents per gallon), as well as by several
other transportation-related excise taxes.

The Motor Vehicle Sales and Use Tais a tax assessed on the purchase of vehiclae aate of
3% of the price of sale. Total revenues from thisreached a high of $630 million in 2007. The
recent economic downturn had a far more dramafiecedbn automobile sales than on gasoline
sales. By 2009, revenues from the Vehicle Salddtse Tax had fallen by nearly 30%, to
around $420 million, and are expected to recedaduin FY 2010 before they rebound.

The Virginia Sales and Use Taxs a 5% tax assessed on all retail sales in then@mwealth.

Of that 5%, 4% goes to the Commonwealth and 1%lisated by local governments. A tenth of
the total revenue (equal to 0.5% of retail salesgi aside for Virginia’'s Transportation Trust
Fund. In 2007, the sales and use tax generatedi$ition. This tax also fell with the recession,
but not nearly as sharply as the vehicle salesiaadax.



CHAPTER 4:
IMPORTANT CHARACTERISTICS OF THE
GAS TAX IN VIRGINIA

The motor fuel tax in Virginia is assessed, like ¢fas taxes of most states and of the federal goesnt,
on a per-gallon basis. Since 1970, the gas tak&eas increased on four separate occasions, frate a
of $0.07 per gallon to the current tax of $0.176galon. The last increase was in 1987, twenty-tw
years ago. In addition to this tax, Virginia asessan additional 0.9 cents per gallon for theirepa
underground storage tanks and drivers in Northerginia pay a 2% tax directed specifically to trians
spending. In total, Virginia drivers pay a comluraeserage of approximately 19.4 cents per gallon in
total non-federal taxes on gasoline. When fedarads are included, the tax burden is 37.8 cents pe
gallon.

According to the Statement of Revenues, the maierthx has provided around 27% of all transpatati
funding for the last several years. This amoutdeaver $800 million per year, every year since BYO0
When the current rate was set in 1987, the mo&rthx was even more central as a revenue stream,
generating almost half of all of transportationding.

Taxpayer Burden is Comparatively Small, and Shnigki
Compared to other states and to the District ofi®bia, Virginia’s combined tax on gasoline {5 9

lowest overall. As shown in Exhibit 4, states mmngthe taxes they assess from a low of only esghts
per gallon in Alaska to a high in California thatsages 46.1 cents per gallon.

Exhibit 4: Virginia Drivers Pay 9'-Lowest Fuel Tax



In addition to paying a comparatively small tot bn gasoline, drivers in Virginia have seen tag igx
hold steady for nearly a generation as other corsymices nearly doubled. Exhibit 5 below shovat th
after adjusting for inflation, the tax of seven tseper gallon that drivers paid in 1970 is equintte a
tax of 39 cents per gallon in 2010 — about douideli9.4 cents drivers are actually paying.

Exhibit 5: VA Fuel Tax Falls vs. Inflation, 1970010

Dwindling Purchasing Power of the Gas Tax

Even though the tax rate has held constant fon@ ehile, revenues from the gas tax grew steadilgha
driving population grew and traveled more milesrgwear in vehicles whose fuel efficiency has sthye
fairly consistent over time. In addition, whilesemues from the motor fuel tax fell as gas priqakes,
they suffered less than revenues from other soumdbe recent economic downturn.

Despite this steady growth, however, the motor falis falling behind. Fuel tax revenues have not
grown at a rate sufficient to keep up with the sadtconstruction. From 1988 to 2007, the annadliz
rate of growth from motor fuel tax receipts was%.9During the same period, the costs of basic
construction materials grew at a much faster r@eowth in the Producer Price Index for constructio
commodities averaged 3.5% per year over the sarye@0period.



Exhibit 6: Historical PPI Trend and VA Fuel Tax Bying Power

As Exhibit 6 above indicates, the buying power adledollar of revenue from the fuel tax into the
Transportation Trust Fund has fallen by over 50%mbompared against the Producer Price Index for
construction inputs. In terms of buying power, 1fTe5-cent tax per gallon in 1987 is now equivaterd
tax of only about 8 cents per gallon in 2010.

By comparison (see Exhibit 7), the federal gash@xbeen increased on two different occasions since
1987, from 9 cents per gallon to the current r&tE8o4 cents. As a result, the revenues to therfdd
highway trust fund have kept up with constructiostancreases.

Exhibit 7: Federal Gas Tax Outpaced PPI for 15 afs, Due to Two Increases



CHAPTER 5:
ROLE OF THE VIRGINIA
VEHICLE SALES AND USE TAX

Virginia assesses a tax on the purchase of vehatlde rate of 3% of the price of sale. Unlike th
Virginia gas tax or the federal gas tax, this &&d valorem, rather than a per-unit charge, aadl to
revenues approached $630 million in 2007.

The recent economic downturn had a far more dranefficct on automobile sales than on gasoline sales
however, and associated tax revenues fell shaB@yy2009, revenues from the Vehicle Sales and Use
Tax had fallen by nearly 30%, to around $420 milliand are expected to recede further in 2010 &efor
they rebound.

This volatility was significantly higher than thatt the revenues from the other state-level taxesur
While consumer spending fell significantly at theset of the current recession, automobile sales we
hit especially hard. A combination of high gaxps, job losses, job insecurity and tighteningitred
made buying a new car either too expensive origky for millions of consumers.

Vehicle Tax Retained its Buying Power — Despitdapsk in Auto Sales

Total revenues from the Vehicle Sales and Useds& over 225% from 1988 to the mid-2000s,
substantially outpacing the growth in constructiosts. While the recession and high gas prices
subsequently caused a dramatic drop in revenuese ttevenues still fell only about 15% below the 20
year growth in construction costs. By comparidoal tax revenues fell over 50% below the constonct
cost growth, meaning that the ad valorem tax otdpmed the per-unit tax in terms of ability to keep
pace with construction costs, even after an atylgisavere recession in precisely the sector tatvkie
tax applied as shown in Exhibit 8.

Exhibit 8: Motor Vehicle Tax Outpaces ConstructiaCosts (Until the Recession)



SECTION 6:
ROLE OF FEDERAL AID /
FEDERAL HIGHWAY TRUST FUND

Recent Bankruptcy of the Federal Highway Trust Fund

The Federal Highway Trust Fund, originally estadi@id in 1956 to manage federal funds allocateddo th
new interstate highway system, has gone througéraeehanges over its 53-year lifetime. It is eatly
funded entirely by revenues from specific fedevall taxes (the federal gasoline tax of 18.4 ceeis p
gallon and the federal diesel-fuel tax of 24.4 seydr gallon) as well as several transportatioateel
excise taxes. This tax revenue is spent on highpeajgcts, with some money set aside into two
additional accounts: 1) the mass-transit fund gralf2nd for the clean up of underground fuel sjera
tanks.

The fund suffered from the per-unit nature of tneet that generated its revenue. The tax rateggatien
remain unchanged since 1993. As a consequencegtthef growth of the fund’s income was tied te th
volume of total driving. When the costs of raw efitls and commodities used in highway projects ros
significantly on the strength of the global marktebughout the 1990s, the Fund could not keep pade
its ability to support infrastructure projects fétamatically.

Per-unit taxes proved to be a liability again ia thid-2000s when gas prices rose quickly from befaw
per gallon to around $4 per gallon. As consumpf@inin response to the spike in prices, revertogbe
Fund fell as well. Where an ad valorem tax wouwdsiehoffset the lost volume by collecting a higlaer t
per gallon as the price rose, the per-unit tax gdad less revenue as consumption dropped. The fal
fuel consumption continued to reduce revenuesdd-tind in Fiscal Year 2009 as fuel tax receiptk fee
3.8% from the previous year.

Regularly criticized for being under-funded, thenBwent through a period of years in which the fund
ran net losses. Already obligated to spendingamsportation-infrastructure projects around thentgy,
the Fund’s revenues fell when high gas prices anda@mic conditions caused reduced gasoline
consumption significantly in the mid-2000s. Ascmsequence, the fund ran net losses until 2008y whe
the threat of insolvency became so immediate tbhag@ss passed legislation to shore up the Furd wit
$8 billion from the treasury. The 2009 revenueaimgecessitated a $7 billion infusion from the
treasury.

The prospect of the fund being unable to meet atibgs poses the danger of a chilling effect on
transportation projects. Federal funds pay lasyegntages of most road projects, and the vastrityajo
of the costs of highway projects. The notion taitractors awaiting payment from the federal
government may not get paid in full or on time #ie®s to subject important projects to delays.
Alternately, the perceived risk facing contractoray push up the cost of projects.

SAFETEA-LU Commissions

Congress created The National Surface TranspantBidicy and Revenue Study Commission in 2005
under Section 1909 of the Safe, Accountable, Flexiefficient Transportation Equity Act—A Legacy
for Users (SAFETEA-LU). The Commission was crediedause, as Congress declared, “it is in the
national interest to preserve and enhance thecautfansportation system to meet the needs of tited)
States for the 21st century.”



The Commission was comprised of 12 members, reptiage Federal, state and local governments;
metropolitan planning organizations; transportatielated industries; and public interest organaregi

The Commission examined not only the condition faridre needs of the nation's surface transportation
system, but also short and long-term alternativeeplace or supplement the fuel tax as the pratcip
revenue source to support the Highway Trust Furedt the next 30 years.

Section 11142(a) of SAFETEA-LU established a seamrdmission, the National Surface
Transportation Infrastructure Financing Commissamy charged it with analyzing future highway and
transit needs and the finances of the Highway TFustd and making recommendations regarding
alternative approaches to financing transportatifnastructure. These recommendations addressed, bu
are not limited to, the following topics:

(a) the levels of revenue that the Federal HighWwayst Fund will require to maintain and improve th
condition and performance of the Nation's highwag xansit systems and to ensure that Federal
levels of investment in highways and transit dodwatline in real terms (8§ 11142(b)(2)(A)-(B));
and

(b) the extent, if any, to which the Highway Tré&sind should be augmented by other mechanisms or
funds as a Federal means of financing highway etit infrastructure investments (8
11142(b)(2)(C)).

The reports of both Commissions documented theidedéng performance of the nation’s transportatio
system, the failure of the funding system to keagepwith our system needs and the opportunities to
improve performance. Recommendations includesherease in fuel taxes as an incremental measure,
more involvement of the private sector, and theafsevehicle miles traveled fee to augment and/or
replace fuel taxes.



CHAPTER 7:
ROLE OF THE VIRGINIA SALES AND USE TAX
AND OTHER NON-USER REVENUE

All retail sales in Virginia are assessed a 5%(#% by the Commonwealth and 1% by local
governments). A tenth of that revenue (equal $64).is set aside for the Transportation Trust Fuimd.
2007, the sales and use tax generated $517 millibis tax also fell with the recession, but naanheas
sharply as the vehicle sales and use tax fell.

Exhibit 9: VA Sales Tax Revenues Outgrew Constian Costs, 1988 — 2010

Revenue sources fall into several different categorThese include 1) user fees, 2) tolls, 3)othe
imposts and general revenue, 4) miscellaneous iacbjrbond proceeds, and 6) Federal sources. Exhib
10 provides a comparison across states of the mepE@on-user revenue to total road transportation
revenue (items 3 and 4 above).

While user fees provide the majority of fundingalh50 states, reliance by states on non-user eswt
revenue to fund transportation varies across thatcp. General revenues, sales tax, and otheusen-
fee revenues have been growing in importance tesdtave been reluctant to raise the fuel tax and h
instead relied on these non-user alternativesh 8an-user fees treat transportation service afbcp
good and remove the direct (tolls) or indirect (fiza&) pricing from the decision to use the roasteyn.

Virginia, with 26 percent of road funds coming fromn-user sources, has the seventh highest patent
non-user fee revenues for roads. The nationabgees only twelve percent. Only Utah, Alaska,
Arizona, Kansas, Massachusetts and the DistriCaddimbia rely more on revenue not collected from
system users. By contrast, ten states draw lesstkinee percent of revenues from non-user-feecesur
and over half of all states draw less than tengrgrof revenues from non-user-fee sources.



Exhibit 10: Non-User Revenue Share of Transportatié-unding



CHAPTER 8:
HOW VIRGINIA TRANSPORTATION
REVENUES ARE SPENT

Collected revenues are assigned to one of thenfa@unds that dictate the mode to which those $und
are allocated. Exhibit 11 below shows the breakdamong different funds.

The Transportation Trust Fund

The Transportation Trust Fund (TTF) was establishel®96 with an ambit to provide funding for
capital improvements to all modes of Virginia’'srsgortation system. Percentages of its funds are
apportioned to different modes and different typiegrojects within those modes by regulation, s th
ports, airports, transit and roadways consistegglya share of capital spending. In addition, sohits
budget is set aside to provide sufficient fundsdeeeto meet federal matching requirements for new
capacity projects.

The Highway Maintenance and Operating Fund

The Highway Maintenance and Operating Fund, or HM@¥short, disburses funding for transportation
infrastructure maintenance projects. Its fundingls are often supplemented by revenues from other
funding sources, such as the TTF. This transfeapftal funds to support maintenance requirements
reduces the capital funds available to match fédienals that are a key component of the Virginia
transportation finance plan. See Section 11 béow further discussion of the impact of this cmser

of capital funds to support maintenance.

The Priority Transportation Fund

The Priority Transportation Fund, created by theghia Transportation Act (VTA), commits General
Fund revenues to transportation and provides foicgeon debt obligations. The debts serviced By P
funds are payments on Federal Highway Revenue iaation Notes (FRANs) and on CPR bonds. The
fund will use the collection of future federal funtb pay debt service on the FRANs. The PTF is a
special, non-reverting fund and is a componenhefltransportation Trust Fund.

Federal Funding contributes 24%

Federal funds, primarily from the Highway Trust Busupply a significant portion of Virginia’s
transportation funding. This is true for both caipaexpansion and for maintenance efforts. (Ailesf
the recent rule changes enabled the use of Fddedd for maintenance.) Federal funds usuallyirequ
matching by state-level and/or local governmenitiestbefore spending is authorized, creating a
limitation on the flexibility of state-level authties to allocate their spending to road projebtt fare not
eligible for federal aid.



Exhibit 11: Division of Revenues by Spending Aotiity
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Additional Sources of Revenue for Non-Highway Modes

In addition to receiving direct government spendmg@ny modes are funded by a diverse set of saurces
Transit systems, for example, receive significanal support and are also supported to varyingesgesgr
by farebox revenues paid by riders. Ports andespharge fees to users as well.



CHAPTER 9:
APPLICATION OF FINANCING MECHANISMS
TO INFRASTRUCTURE DEVELOPMENT

High Megaproject Costs Encourage Use of Innovdtiveancing

Infrastructure projects are expensive. The pragetgnding a Metro rail line from Vienna, VA to Ded
International Airport is projected to cost overl$iion. Estimates for the costs to complete tr@TH
lanes project on 1-395 (which involves the expangibexisting roads and the addition of supporting
infrastructure) run near $1 billion. Even assuntimg constant presence of federal support, theppobs
of financing projects to build additional rail liseadd lane-miles of roads, or create entire namstt
systems is a daunting one.

Common practice had been to pay for such projeces pay-as-you-go basis. Like any other
expenditure, the government would authorize thgept@s part of its budget. As costs of projeetgeh
risen, however, pay-as-you-go approaches begdrmte shortcomings as a tool for financing large
expenditures. Spending only what money is avalableal time can make a very large project extend
over many years, taking years longer than it waude funding were readily available. Consequgntl
the affected community is left without the new capafor years and the costs of the project riseaose
inflation invariably drives up prices significantbefore the project is completed. Furthermore, the
obligation to spend general funds on an ongoingepteeduces the flexibility the government has in
budgeting for other expenditures or respondingiforeseen needs.

Numerous financing tools exist which offer waysatieviate those problems. They make funds availabl
in time to avoid delays in projects, exchange uageinflation costs for certain interest rates] anoid
burdening budgets with large, inflexible costs.ldBeis an example of the trade-offs between a Fay-a
you-go approach to a $600 million project and aore@ch involving bond financing for the same projec

Exhibit 12: Comparison of Pay-As-You-Go vs. Fineed Costs of Construction

Estimated Project Cost: $600 million
Inflation Rate: 3%
Bond Interest Rate: 5%

Debt Financed Pay-As-You-Go

Annual Payment $60 million $60 million
Total Project Expenditures $893 million  $700 million
Years to Completion 3 12
Years to Pay Off 15 12



Federal Expansion of State-Level Financing Options

Since the passage in 1991 of the Intermodal Suifeaesportation Efficiency Act (ISTEA), the federal
government has given states progressively morertyities to finance large-scale transportation
projects in innovative ways. Various mechanismseveeeated to allow states better advantages in
borrowing, using federal funds, or partnering witivate entities in order to bring new transpodsati
infrastructure into use more rapidly than wouldpbssible through simple bond financing.

State Infrastructure Banks

A State Infrastructure Bank (SIB) is a revolvingmofund that can be used as a mechanism to provide
funding for transportation projects through loand aredit enhancement. As a revolving loan fuhd, t
bank’s capital grows as loan repayments and irttehegges are used to support a new cycle of gejec
Under SAFETEA-LU all states are authorized to eimttr cooperative agreements with the Department
of Transportation to establish SIBs and capitafimebanks with Federal funds, so long as the state
matching requirement is met. SIBs may fund capitajects, or any other transportation project that
Secretary of the USDOT deems appropriate througgttioans and lines of credit.

The Commonwealth’s SIB was created prior to the EMEA-LU legislation as part of a FHWA pilot
program that included ten states and was madelp@$si authorization under provision in the PPTA of
1995. The SIB was capitalized with $18 millionFederal funds and $4.5 million in state matching
funds in 1998. The first and only loan of the SIBs to the Pocahontas Parkway Association for $18
million. As of June 2009 the SIB has $36.5 millerailable to lend to private partners in transgtash
projects.

Federal Highway Reimbursement Anticipation NotdRARS)

FRANS are a form of debt financing that pledgescgrdted Federal aid apportionments to service debt
payments. In other states these are called Gratitipation Revenue Vehicles (GARVEE). FRANS are
unique to Virginia and are slightly different fro@ARVEESs because the debt service is based on Hedera
reimbursements rather than Federal obligationslterm of the debt is only 10 years. Servicheg t

debt through Federal reimbursements qualifies trar@onwealth to use the principal raised in the bond
issuance as the state match of Federal transpori@ilars obligation required of transportationjpcts.
Additionally, these funds can be used for advaromegstruction to further maximize the State’s dallar

Since their inception through the Virginia Trangption Act of 2000, FRANS have raised $1.1 billion
partially fund 138 highway and mass transit prgectthe Commonwealth. FRANS were issued three
separate times in 2000, 2002, and 2005. All ofpttegects funded through these notes were desigmate
VTA 2000. As of legislation in 2005, future isseas may fund any project that appears in the six-ye
improvement plan.



Capital Projects Revenue (CPR) Bonds

Pursuant to th€ommonwealth Transportation Capital Projects Bomtl & 2007the Commonwealth
Transportation Board (CTB), with the approval of tRovernor, has the authority to issue Capitaldetoj
Revenue (CPR) bonds. These no-obligation bonda #exible funding vehicle that enables the CTB to
raise money for transportation projects relatedltanodes, without specific requirements concerning
upon which projects the money must be spent. TF® €n issue as much as $300 million a year in
CPR bonds, so long as the aggregate premium doexceed $3.18 billion. These bonds are serviced
from revenues deposited in the Priority Transpmmafund (PTF), which is comprised of one-third of
the revenues collected by the license tax leviedastain insurance companies, the TransportatiostTr
Fund, or any other legally available funds. Thstfissue of CPR bonds is anticipated to occufit02

Transportation Borrowing as a Portion of Total Debt

Virginia’s debt has grown steadily over the pastadke. From a total indebtedness of less than $15
billion in 1999, the Commonwealth’s debt has grawer 40% in just ten years, exceeding $25 billisn a
of 2008.

While bonds and financing mechanisms for transgiortare proliferating, overall transportation debt
not growing at the same pace. In fact, after & pe@2004 of less than $3 billion, Virginia has ity
had less in overall transportation-related debtyeyear.

Exhibit 13: VA Debt Rises, But Transportation Dets Stable

It is also informative to consider Virginia's usedebt in a comparative light. Virginia’'s debtdimcing
obligations currently consume about 10% of the Comealth’s transportation budget. While 10% is
significant, it is not atypical when compared te ttebt financing obligations of many other statas.
Exhibit 14 below shows, all but five states havenegroportion of their transportation budget dedida

to debt service. Further, Virginia’s obligatiorre &airly moderate: the debt financing obligati@i®5
states range between 5% and 15%, while severakdtatve borrowed to the extent that over 20% af the
transportation spending is dedicated to paying.debt



Exhibit 14: Percent of State Transportation BudgeObligated to Service Debt

Financing vs. Funding

While creative and innovative approaches to finagcan shift risk, create flexibility, and accessife
revenues to pay for today’s needs, they do noth@most part, represent new sources of actuahrex
The ability to sell bonds or borrow against futimeomes in other ways simply allows for greater
flexibility of spending — it does not create moremay to spend.

The strategy of accessing private capital is mhelsame. While private-sector partners certaialyeh
the potential to bring about large sums of moneyngw infrastructure and for maintenance, theyalims
anticipation of a profitable return on their invesint. That return will come from taxpayers, usuall
through fees such as tolls on privately-operatetieoand other state provided sources.

Projected revenues are expected to fall shortvefidenecessary to expand and maintain the trarsjoort
system. These projections are discussed in grieaigth below. The development of, or reliance on,
innovative financing tools for new capital will nsignificantly affect the underlying revenue shgea



CHAPTER 10:
PUBLIC-PRIVATE PARTNERSHIPS
IN VIRGINIA

Virginia has been a leader in putting to use déifertools that allow for the involvement of private
investors in transportation infrastructure projecifere are several mechanisms, each giving states
different capacities to involve private capitaldadoing so subject to different limitations and
requirements.

Higher Public Risk/Reward

Design-Bid-Build

Private Contract Fee Services

Design-Build

Build-Opperate-Transfer

Design-Build-Finance-Operate-Maintain

Build-Own-Operate

Higher Private Risk/Reward

Transportation Infrastructure Finance and Innovatiadct (TIFIA) Loans

The TIFIA credit program was established in 1998rtavide Federal credit assistance to transportatio
projects of regional or national significance. Tmegram is designed to increase the profit pcakfar
private investors, in order to stimulate privategstment in transportation infrastructure. TIFléadns
are meant for large projects of more than $50 ami|liwith an exception of $15 million for intelligen
transportation projects. A TIFIA loan may accotartonly 33 percent of the project cost and thamen
project debt must be rated investment grade. Loars be repaid from dedicated revenues.

The TIFIA credit program provides term loans, l@aarantees, and lines of credit. Term loans aszdi
loans with a maximum repayment period of 35 yestesting five years after project completion. Loan
guarantees ensure a project loan repayment to-&ederal lender. Lines of credit are availableujpito
10 years after project completion.

The Commonwealth is a leader among U.S. statesgaging the private sector to undertake
transportation projects and securing TIFIA assistarOf the 12 active TIFIA agreements in 2009,
Virginia was represented in three of the agreemevith direct loans of $739 million and an additidn
loan guarantee of $600 million. One direct loa$bd50 million was used to supplement funding on the
Pocahontas Parkway between Chesterfield and Hecwigoties and the other $589 millions for



development of HOT lanes on the capital beltwaybet Springfield and the Dulles Toll Road. Both
loans are secured against future toll revenues fhenprojects. The $600 million loan guaranteetwen
the Washington Metropolitan Area Transit Authoffily the capital improvement program.

Encouraging private investment and use of TIFIAka
enables transportation agencies to do more with IBsivate
investment draws funds into the transportationcsetbiat
would not otherwise be available, and toll roats the
Pocahontas Parkway and [-495 HOT lanes are subtaina
methods of expanding transportation capacity. daed
benefit is that TIFIA loans backed by toll revengeserate
“toll credits” for Federal-aid funds, meaning thia¢ toll
receipts in future years can count towards the stetch
requirement on other projects.

Advanced Construction (AC)

AC is a cash flow manageme
technique  that enables thE
Commonwealth to start projectg
using State funds and later convégt
the project to a Federal-aid proje .
VDOT regularly uses AC to sta

projects with Federal approval i

advance of Federal fundg
apportionment.

Private Activity Bonds

Private Activity Bonds are a financing tool madeigable to states and municipalities under fedeval
law. Its purpose is to attract private investmianbfrastructure projects by reducing the costs of
financing. Through these bonds, governments doeedl to utilize their credit rating and their nprofit
status to obtain financing for privately-capitatizerojects. Government agencies are allowed under
federal law to issue bonds that earn tax-exemptést. These bonds are more attractive to invgstor
offering higher actual returns than private bondha same interest rate could offer. Consequgeatly
project funded with public bonds can be financed significantly lower interest rate while stiltraicting
investors. This financing mechanism was made abklfor highway capacity projects and freight
transfer facilities as part of SAFETEA-LU in 2005.

The restrictions on the amount of money borrowetithe acceptable sources of money for repayment of
the debt are established in the tax code. Whéegthvernment has a role in obtaining financinglier
project, federal law requires that the private gigerepay the whole debt from revenues or other
resources. The local or state government is pteddnom taking on the debt. Such bond issuanaes m
be individually approved by the US Department adrigportation prior to issuance. Notably, projects
receiving federal credit assistance under TIFIAase eligible to be approved for private-actiiynds.

Notably, the Capital Beltway HOT Lanes project hasn financed with private-activity bonds. The

HOT lanes project involves adding two lanes in edicbction of 1-495 between 1-95 and the Dulles tol
road, and establishing a tolling system on thoadsdhat reacts in real time to traffic volumesusimg

that traffic on the HOT lanes always moves smootldyses and high-occupancy cars would have access
without charge.

The private contractors were two major transparteéingineering firms, Fluor Enterprises and
Transurban DRIVE. Fluor and Transurban partnesetddate a joint venture, named Capital Beltway
Express, LLC. This private entity has taken ondabt to finance $1.3 billion of the project cosisl
must pay the debt from the revenues it earns fadling on the HOT lanes themselves. For its ghs,
VDOT promised $400 million in financing for certadimy aspects of the project and budgeted
approximately $8 million per year for supervisiardaversight work.



Public Benefit (63-20) Corporations

Public-benefit corporations are public-sector egitreated by governments to oversee and manage la
operations. These entities, often called “63-2porations after the relevant section in the U&tade,
are used to govern a number of regional transitteamsportation systems around the country sutheas
Metropolitan Transportation Authority in New Yorkt{, the Regional Transportation Authority in
Chicago, and the Los Angeles County MetropolitaanBportation Authority.

63-20 corporations have been used extensivelyctbtéae the financing of transportation projecsch

as the Pocahontas Parkway in Virginia. Boardgrettbrs, who are appointed by elected officiathea
than directly elected, generally lead them. Wheated by states, they are empowered under U&wax |
to issue tax-exempt bonds, as a private non-pnafitid.

The major advantages of using a 63-20 organizéigdn the ability to use private funding whilelbti
enjoying the benefits that accrue to governmemtoorprofit agencies. Specifically, 63-20 corpaas
allow for the c