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This performance audit evaluates the Knik Ann Bridge and Toll Authority activities related
to the Knik Ann Crossing Project development, financing, and projections of traffic and toll

revenues.

The audit was conducted in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and conclusions based on
our audit objectives. We believe that the evidence obtained provides a reasonable basis for
our findings and conclusions based on our audit objectives. Fieldwork procedures utilized in
the course of developing the findings and recommendations presented in this report are

discussed in the Objectives, Scope, and Methodology.

Kris Curtis, CPA, CISA

Legislative Auditor
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Q BJECTIVES, SCOPE. AND METHODOLOGY

In accordance with Title 24 of the Alaska Statutes and a special request by the Legislative
Budget and Audit Committee, we have conducted a performance audit of the Knik Arm

Bridge and Toll Authority (KABATA), Knik Arm Crossing (KAC) Project.

Objectives
The objectives of this audit were to:

1 Provide a historical summary of major KAC Project milestones;
2 Identify significant changes to the project scope;
3. Evaluate the adequacy of public participation;
4 Provide a detailed summary, by source, of KAC authorized, expended, and remaining
funds, including the level of funding necessary to complete the project;
5. Ascertain the reasonableness of KAC toll and revenue projections and the KAC
projected financial plan (financial plan);
Evaluate the KA C private-public-partnership (P3) agreement; and
Outline the balance of risks and rewards between public and private partner entities

outlined in the P3 agreement.
Scope

This audit report is on KABATA activities related to the KAC Project’s FY 03 through
December 2012 development, financing, and traffic and toll revenue projections.

Scope Limitation
The risks and rewards in totality as outlined in the P3 agreement could not be evaluated
because the agreement has not been finalized and is subject to further changes. Our

evaluation of the agreement was limited to the general agreement structure defined by

KABATA’sgoverning board.

Methodology

To address the audit objectives, we:

. Reviewed KABATA'’s statutes, regulations, and by-laws as well as the proposed
legislation introduced to the 27th Legislature to understand KABATA'’s powers,

duties, and responsibilities.

. Researched federal laws, regulations, and notices related to constructing and

financing highway projects to gain an understanding of the federal-aid highways
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program, the National Environmental Policy Act, and the National Historic
Preservation Act.

. Interviewed management and/or staff from KABATA, the Federal Highway
Administration (FHW A) Alaska, the Department of Transportation and Public
Facilities (DOTPF), the University of Alaska’s Institute of Social and Economic
Research (ISER), and the Matanuska-Susitna Borough to obtain information

regarding the KA C Project.

. Analyzed pertinent KABATA documents to identify key project milestones,
significant project changes, and to determine the extent of public participation in the

project, including but not limited to:

) Knik Arm Crossing Scoping Summary Report: Comments, Issues, and
Alternatives (November 2005).

) Knik Arm Crossing Draft Environmental Impact Statement and Draft Section 4(f)
Evaluation (August 2006).

) Knik Arm Crossing Final Environmental Impact Statement and Final Section 4(f)
Evaluation (December 2007).

) Record of Decision Knik Arm Crossing Project (December 2010).

) The United States Army Corps of Engineers’ Hydrodynamic Simulations and
Sediment Transport Potential Analysis of the Knik Arm Crossing Causeway

Design Alternatives (Duncan B. Bryant et al.,, November 2011).

o KABATA loan requests under the Transportation Infrastructure Finance and
Innovation Act submitted to the FHW A.

. Examined KABATA'’'s September 2003 through February 2012 board meeting
minutes to understand board actions. Tested online public notices for the 19 board
meetings held during calendar years 2009 through 2011 to determine whether notices

were in accordance with State laws and regulations.

. Examined requests for proposals issued by KABATA management for major
contracts (greater than $500,000) during FY 04 through December 2012 to determine
whether public notices were published in accordance with the State Procurement Act}

. Generated accounting reports, using the state accounting system, to determine FY 03

through FY 12 KAC Project expenditures and funding. The amounts were traced to

'Alaska Statute 36.30.130.
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KABATA’s financial records and agreed to its audited financial statements. The

funding sources were identified through analyzing state and federal appropriations.
. Assessed the control procedures related to public notifications.

. Analyzed KABATA contractors’ studies and documents to determine the
reasonableness of traffic and toll revenue projections. The studies and documents

included, but were not limited to the:

o ISER Memorandum on the Economic and Demographic Impacts of a Knik Arm
Bridge (Scott Goldsmith, September 2005);

) Knik Arm Bridge Preliminary Traffic and Toll Revenue Study (Wilbur Smith

Associates, November 2005);

o Knik Arm Toll Bridge Anchorage Alaska MSA Traffic and Toll Revenue
Investment Grade Study, Independent Economic Overview and Development
Forecast (Insight Research Corporation, May 2007);

) Knik Arm Toll Bridge Stated Preference Travel Survey (Resource Systems
Group, Inc. prepared for Wilbur Smith Associates, June 2007);

o) Letter to KABATA's deputy executive director concerning the “Knik Arm
Bridge - Toll Sensitivity Analysis'l (W ilbur Smith Associates, July 2007);

) Technical Memorandum, Proposed Knik Arm Bridge Origin and Destination
Study (Wilbur Smith Associates, August 2007);

) Proposed Knik Arm Bridge Final Traffic and Toll Revenue Forecast (Wilbur
Smith Associates, September 2007);

o Letter to KABATA' s deputy executive director concerning the “Knik Arm
Bridge - Toll Revenue Assurance Discussion” (Wilbur Smith Associates,
September 2007);

o Proposed Knik Arm Crossing Traffic and Toll Revenue Study Update (wilbur
Smith Associates, August 2011);

) Updated Projection of the Travel, Fuel Use, and Carbon Dioxide (C02J Emission

Impacts of Trips Directly Affected by the Construction of the Knik Arm Crossing
Project (Wilbur Smith Associates, October 2011);
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o Memorandum to KABATA's chief financial officer concerning the “Draft
Simplified Documentation of Traffic and Revenue Analyses for KABATA”
(CDM Smith,2May 2012); and

) Memorandum to KABATA'’s chief financial officer concerning the “Traffic
and Revenue Update Assuming Year 2017 Openingfor the Proposed Knik Arm
Crossing,, (CDM Smith, August 2012).

. Reviewed state, regional, and borough planning documents as a basis for comparing
the KAC transportation model data and assumptions. The reviewed documents

included the:

) DOTPF Statewide Transportation Improvement Plans for 2006-2008, 2006-
2009, 2010-2013, and 2012-2015;

o 2035 Metropolitan Transportation Plan (Anchorage Metropolitan Transportation
Solutions, May 2012);

o 2012 Density Study Overview, May 2012 and the Port MacKenzie Master Plan
Update (Matanuska-Susitna Borough, February 2011); and

o] Matanuska-Susitna Borough transportation model update data provided by
DOTPF.

A consultant was hired by the Division of Legislative Audit to help ascertain the
reasonableness of the KAC Project traffic and toll revenues. The consultant was provided the
studies and documents listed above and had access to the documents available on

KABATA ’swebsite. The consultant’s evaluation also included:

. Interviewing the senior project manager at CDM Smith, the company that modeled

and developed the KA C Project traffic and toll revenue projections.

. Providing CDM Smith with written follow-up questions for areas that needed
clarification. The CDM Smith senior project manager responded to the questions in

writing.3
. Analyzing an Excel spreadsheet provided by CDM Smith that contained the projected
data for employment, households, and population by traffic area zones within the

study area for the years 2020, 2025, 2030, and 2035.

. Reviewing the following additional reports and data:

2ln 2011, Wilbur Smith Associates was acquired by CDM Smith.
JA memorandum concerning “Answers to Issuesfor Clarification” (CDM Smith, October 18, 2012).
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) ISER’s Economic and Demographic Projections for Alaska and Greater
Anchorage 2010 - 2035 (Scott Goldsmith, December 2009);

) DOTPF’s Central Region Annual Traffic Volume Report (2011);
o U.S. Census Bureau’s 2010 Census; and
o KABATA ' ’sAugust 2012 and December 2012 KA C financial plans.

The most recent, December 2012 KAC financial plan was evaluated for reasonableness and
to determine the level of funding necessary to complete the project. The evaluation also
includedexamining the proposed schedule of funding sources and uses in the financial plan
as well as the schedules of projected cash flows for: KABATA, the private partner under a
P3 agreement, and the proposed State Reserve Fund.

To wunderstand the use of public-private partnerships for delivery of transportation
infrastructure projects, we reviewed:

. Publications and information on the Federal Highway Administration, Innovative
Program Delivery website, including the:

) Public-Private Partnership Concessions for Highway Projects: A Primer.

) Financial Structuring and Assessment for Public-Private Partnerships: A Primer.
) Risk Assessment for Public-Private Partnerships: A Primer.

0 Value for Money Assessment for Public-Private Partnerships: A Primer.

o Information concerning the federal financing programs: the Transportation

Infrastructure Finance and Innovation Act loan program; the Transportation
Investment Generating Economic Recovery Act discretionary grant program;

and tax-exempt private activity bonds.

. The National Conference of State Legislatures publication, Public-Private Partnerships
for Transportation, A Toolkit for Legislators.
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Q RGANIZATION AND FUNCTION)

In 2003, the Alaska State Legislature established the Knik Arm Bridge and Toll Authority
(KABATA) as a public corporation and an instrumentality of the State of Alaska within the
Department of Transportation and Public Facilities (DOTPF). KABATA has a separate and
independent legal existence from the State. Alaska Statute 19.75.011 states KABATA's

purpose is:

To develop, stimulate, and advance the economic welfare of the state and
further the development ofpublic transportation systems in the vicinity ofthe
Upper Cook Inlet with construction ofa bridge to span Knik Arm and connect
the Municipality ofAnchorage and the Matanuska-Susitna Borough.

In furtherance of this purpose, KABATA has the authority to own, acquire, construct,
develop, create, reconstruct, equip, operate, maintain, extend, and improve the Knik Arm
Bridge and its adjoining facilities. Additionally, KABATA may enter into partnerships or
contracts with private entities for the financing, design, construction, maintenance,

improvement, or operation of its facilities, properties, or projects.

As shown in Exhibit 1, KABATA is governed Exhibit 1

by a seven-member board of directors, Knik Arm Bridge and ToIIAuthority
consisting of: DOTPF and the Department of Board Members as of
Revenue (DOR) commissioners, three public January 31, 2013
members appointed by the governor, and two

non-voting members (a representative appointed Michael L. Foster P.E.

by the speaker of the house and a senator Chairman and Public Member

appointed by the president of the senate). O f the Dave Haugen

three public members, one must be a resident of Public Member

the Matanuska-Susitna Borough with Janet Kincaid

knowledge of local transportation issues, Public Member

another a resident of the Municipality of Patrick J. Kemp, P.E.

Anchorage with knowledge of local DOTPF Commissioner

transportation issues and the third must be a Angela Rodell

resident of the State. DOR Designee
Representative Mark Neuman

KABATA has seven filled positions: an State House of Representatives Designee

executive director; a deputy executive director Vacant

for project development; a chief financial State Senate Designee

officer; a government and public affairs
manager; a liaison officer; an administrative manager; and an office assistant.

KABATA’'s FY 13 $1.4 million operating budget is funded with federal and state general

funds.
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JZYACKGROIJND INFORMATTOM

The Knik Arm Bridge and Toll Authority’s (KABATA) bridge project is known as the Knik
Arm Crossing (KAC) Project. The KAC includes a 9,200 foot toll bridge and approximately
18 miles of two-to-four-lane approaches, connector roads, associated facilities, and an
approximately 800-foot, cut-and-cover tunnel through Anchorage’s Government Hill

community.

The KAC is expected to be constructed in two phases to allow for increased capacity as
traffic volume grows. Phase | includes a two-lane approach road on each end of the bridge
with a six-lane, cut-and-cover tunnel through Government Hill and a 9,200 foot bridge
structure. The Phase | bridge structure will have a four-lane foundation but only a two-lane
build out. Phase Il will be completed incrementally. By 2030, KABATA estimates that
traffic growth will warrant the completion of Phase Il expansion that widens the bridge and

the approaches to four lanes.

Below is a conceptual rendering ofthe KAC Project provided by KABATA.

Source: KABATA
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Summary of KAC planning and development

KABATA has followed the standard highway construction project planning process which
consists of planning, project development, and right-of-way acquisition. The purpose and
need for a bridge was identified as part of planning. Project development included an
environmental review and selection of a preferred alternative through an environmental
impact statement (EIS). Exhibit 2 describes the EIS process. An EIS is required4 before
federally funded transportation projects with significant environmental impacts can begin
construction. After an EIS is complete, the necessary right-of-ways are acquired from public

and private owners; subsequently, a contractor is procured to build the project.

In early 2005, KABATA began planning and project development activities for the KAC.

KAC planning and development activities are described in the following pages.

Environmental Impact Statement Exhibit 2
An EIS requires “diligent effort” in Environmental Impact Statement Process

soliciting public participation in Federal law requires that an EIS be prepared for any

the process and in documenting the federally reimbursed transportation project with
public’s involvement. In significant enviromnental impacts. The process of
January 2005 the Federal preparing an EIS is specified in federal regulation and

requires input from multiple state and federal agencies as

Highway Administration (FHW A) .
well as the public.

published a notice of intent to

prepare an EIS for the KAC. The An EIS is a full disclosure document which details the
EIS phases are: (1) scoping; (2) process of developing the transportation project. The
draft EIS; (3) final EIS; and (4) completed document must include: consideration of a

range of reasonable alternatives; an analysis of the
potential enviromnental, social, and economic impacts of
each alternative; and a demonstration of how each

record of decision (ROD). The last

three phases must be approved by

the FHW A upon completion. alternative complies with applicable enviromnental laws
and executive orders. An EIS also documents the entirety
Scoping: Scoping is defined as of the decision making process to select the project’s

“an early and open process for preferred alternative.

determlnlng the scope O_f Issu'es_ to Sections of the EIS include the purpose and need for
be addressed and for |dent|fy|ng action, alternatives considered, and multiple sections on
the significant issues related to the environmental consequences and impacts along with

proposed action.”5 Scoping social and economic impacts. When the process is
complete, a state submits a final EIS to the FHWA for
approval. An ROD is issued if the project plan and
preferred alternative is accepted by the FHWA.

includes soliciting input from the
general public, agencies, and
others about issues and the range

of alternatives to address in the

“National Environmental Protection Act 0 {1969 as amended (42 U.S. Code 4321 et. Seq.), 40 CFR 1500 —1508,
and FHW A regulations (23 CFR 771,772374,777).
5Title 40 ofthe Code of Federal Regulations, Part 1501, Subpart 7.
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EIS. The KAC scoping phase was conducted over a nine-month period. KABATA published

a summary report ofthe scoping activities in November 2005.6

Draft EIS: The draft EIS phase includes completing: information gathering, the appropriate
technical studies, and the evaluation of findings. This work was conducted by the FHW A in
conjunction with KABATA and its contractors. KABATA s contractors conducted technical

studies7through February 2007. Approximately 36 technical reports were issued.

The FHW A approved the draft EIS in September 2006. The approved draft EIS was
available for comment by the public, agencies, and others from September through
mid-November 2006. The draft EIS included controversial issues raised by the public and
agencies. The primary issues related to sedimentation, land use, community cohesion, traffic,
travel patterns, wetlands, water body modification, wildlife, and essential fish habitat. These
issues were addressed by KABATA and the FHW A in the final EIS.

The draft EIS report also identified one major unresolved issue that required additional
technical analysis. The United States Army Corps of Engineers (USACE) expressed
concerns about increased sedimentation in the Port of Anchorage since 1999. The USACE
was concerned that KAC construction would worsen the sedimentation issue. In order to
address this issue, additional refinements in the USACE hydrodynamic and sedimentation
model were needed. Based on subsequent refinements of the USACE model, it was
recommended that the bridge structure be extended by 1,000 feet. The current project scope

incorporated the change, and the bridge length was changed from 8,200 feet to 9,200 feet.

Final EIS: The FHW A used draft EIS comments in its decision-making process when
evaluating KAC alternatives and in developing mitigation measures. The FHWA and
KABATA assessed and considered the comments received, both individually and
collectively, from circulation of the draft EIS and responded to the comments. All
substantive comments received along with responses were attached to the final EIS. The
recommended alternative for the KAC is presented in the final EIS which was approved by
KABATA management and the FHW A in December 2007.

A public ROD, issued by the FHW A in December 2010, identified the Northern Access -
Erickson Alternative as the selected project location “based directly on economic and
technical/lengineering considerations and impacts while meeting the project’s purpose and
need.” The ROD included public and agency comments received on the final EIS and the

FHW A’sresponses to those comments.

The ROD concludes that the final EIS conforms with applicable federal regulatory provisions
and satisfactorily addresses the anticipated environmental impacts that will result from the

K AC under the selected alternative. The issuance of the ROD allowed KABATA to move

6Knik Arm Crossing Scoping Summary Report: Comments, Issues, and Alternatives (November 2005).

Contractors’ technical studies related to in-water crossing design options, land use and transportation forecasting,
social environment, physical environment, cultural environment, assessment of cumulative effects, natural
environment, and engineering.
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forward with the environmental permitting, right-of-way acquisition, and procurement (final

design, financing, and construction) for the project.
Permitting and Right-of-way Acquisitions

The final EIS includes eight environmental and three land-use permits. Since ROD approval,
KABATA applied to the State’s Department of Environmental Conservation (DEC) for a
Clean Water Act 401 permit. DEC issued the permit in September 2012. In 2012, KABATA
management also applied for the Clean Water Act 404 permit, the Rivers and Harbors Act 9
and 10 permits, and a multi-year permit from the National Marine Fisheries Service for the
disturbance of beluga whales during in-water construction activities. These applications are
pending, and KABATA intends to apply for the remaining environmental permits in Phase Il
of the project. Two of the land use permits will be addressed through the right-of-way

acquisition process, while the remaining land use permit is not needed until Phase II.

Most of the right-of-ways required for the KAC are owned by public entities. Private parties
own nine residential stmctures, four businesses, and two undeveloped lots that are needed for
the project. During FY 12, KABATA acquired one residential property and one business
property for approximately $2.5 million. O f the eight remaining residential properties, one is
expected to be acquired in 2013; the other seven residential properties will be acquired as
Phase Il construction commences. The three remaining commercial properties are expected
to be acquired and relocated in 2013. Federal and state general fund match funding for right-

of-way acquisitions totals approximately $16 million.
Procurement ofa Private Partner

The authority for KABATA to enter into a private-public-partnership (P3) agreement was
added to the Alaska Statutes in 2006. P3 agreements are becoming increasingly common
nationwide as a means for financing, constructing, and/or operating large-scale transportation
projects. As of December 2010, 29 states and Puerto Rico had enacted legislation to

authorize the use of P3s for transportation projects.8

The P3 project delivery differs from traditional procurements where the public sponsor
controls each phase of the transportation infrastructure development process - design,
construction, finance, operations and maintenance. With a P3, a single private entity, which
may be a consortium of several private companies, assumes responsibility for more than one
development phase, accepts the associated risks, and seeks rewards in terms of return on

investment.

Project risks must be identified, evaluated, and managed throughout a project’s life for the
project to be successful. P3s are considered to be a form of risk management since the public
sponsor and private partner seek to achieve optimal risk allocation in order to minimize overall

project risks.

8The National Conference of State Legislatures publication, Public Private Partnerships for Transportation, a Toolkit
for Legislators.
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P3 agreements encompass a variety of contractual structures, with various degrees of risk
transfer to the private entity. KABATA chose the design-build-finance-operate-maintain
(DBFOM) P3 agreement structure in which the private entity is responsible for the project’s

design, construction, operations, maintenance, and provision of private financing.

Under a DBFOM P3 structure, the private entity invests its own funds (known as equity) and
borrows additional funds (known as debt) to pay for project construction. The private entity
maintains and operates the project for a specified period and expects to be repaid for its
investment in the project over the term of the agreement. Repayment provisions are referred
to as compensation arrangements.

The three most common compensation arrangements in P3 agreements are as follows.

. Toll Concessions. The private entity receives compensation by obtaining the right to

collect tolls on the facility.

. Shadow Toll Concessions. The private entity receives a predetermined payment from
the public sponsor, called a shadow toll, for each vehicle that uses the facility.

. Availability Payment Concessions. The private entity receives a periodic availability
payment from the public sponsor based on the availability ofthe facility at a specified

perfonnance level.

At the April 2011 board meeting, KABATA’s board of directors approved the P3
procurement under an availability payment compensation arrangement. Under this
arrangement, compensation payments to the private entity are not dependent on toll revenues.
The availability payment arrangement may be used if a public sponsor wishes to retain the
traffic risk to attract more bids, or because the private sector would otherwise demand a high

risk premium return on its investment in the project.

On toll-based projects, availability payments eliminate the risk of a private entity potentially
reaping windfall profits if toll revenues are higher than anticipated. Alternatively, under this
arrangement, the risk that toll revenues fall short of expectations lies with the public sponsor.
In KABATA s expected availability payment arrangement, lower than expected toll revenues
could necessitate the need for additional funding as the availability payments must be paid to
the private partner regardless of how much the bridge is used. Projections of toll revenues are
a key consideration when evaluating the financial feasibility ofthe KA C’s P3 agreement.

The KAC procurement is structured as a 35-year term DBFOM agreement.9 KABATA
issued the most recent request for qualifications (RFQ) in July 2011. The RFQ resulted in the

identification of three qualified consortiums to bid on a subsequent request for proposal

9The 35 year term begins from the date the KAC is open and available for use. The agreement will also provide
three to five years to construct the KAC.
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(RFP) for the concession agreement. Under KABATA s procurement regulations, a payment
may be paid to each unsuccessful proposer that submitted a responsive proposal to the RFP.
KABATA management anticipates issuing an RFP in 2013 and plans to pay a stipend of
approximately $2 million to each of the two unsuccessful proposers. Since the RFP has not
been issued, the final terms of the proposed P3 agreement could not be reviewed as part of

this audit. A listing of significant KAC Project milestones is included in Appendix A.

The KAC projected financial plan (financial plan) identifies various funding sources.

In general terms, a financial plan for a P3 project produces indicators that help private
bidders determine the potential value of the project, helps lenders check the project’'s
capacity to repay debt, and helps public agencies determine the value ofthe concession or the
amount of public subsidy that might be needed. A public agency, such as KABATA, may use
the financial plan to determine if the project’s financial feasibility is acceptable from the
public agency’s point of view. For P3 agreements involving availability payments, the plan
may also be used to calculate the availability payment required to cover capital expenditures

(known as CapexX), operating expenditures, debt service, and return on investment.

The KAC financial plan was developed by KABATA s financial advisory firm. The financial

plan provides:

. Sources and uses of funds for KAC construction. (See Exhibit 3 on page 19.)

. Assumptions for debt service.

. Cash flows for KABATA. (See Exhibit 4 on page 24.)

. Cash flows for the private partner under the P3 agreement. (SeeAppendix B.)

. State Reserve Fund cash flows which is assumed to be funded by a $150 million

legislative appropriation. (See Appendix C.)

The financial plan is KABATA'’s best estimate of expected financial activity; however, the
plan is subject to change upon procurement of the private partner. As with many P3 projects,
the KAC financial plan is reliant on federal financial programs, such as: the Transportation
Infrastructure Finance and Innovation Act (TIFIA) loan program; the Transportation
Investment Generating Economic Recovery Act (TIGER) discretionary grant program; and
tax-exempt private activity bonds (PAB). These programs are managed by the FHW A.

The KAC financial plan indicates that the private partner will obtain tax-exempt PABs. The
private partner is obligated to repay the bonds with a portion of the availability payments
received from KABATA. TIFIA direct loan financing is also included in the financial plan as
a funding source. The TIFIA loan will be the private partner’s obligation and will also be
repaid through a portion of the availability payments. No TIG ER grants were included in the

current financial plan because KABATA’'sTIGER grant applications have been denied.

The financial plan also includes bonds, state grants, and municipal contributions as funding

sources. In October 2007, the United States Department of Transportation provisionally
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allocated up to $600 million10 of the $15 billion national limitation on the aggregate amount
of PABs for highway projects. This provisional allocation expires two and a half months
after the execution of a P3 agreement for the KAC. KABATA will act as the conduit for the
private partner to access the PAB allocation.

Projected toll revenues are used to estimate cash flows.

The Schedule of Cash Flows is an important part of the KAC financial plan because it is used
to demonstrate how expected revenues will be used to meet expected expenses. Toll revenues
identified in the Schedule of Cash Flows originate from projections of traffic volume. A
transportation model is used to project traffic demand. In order to develop a transportation
model, the KAC study area was subdivided into traffic analysis zones (TAZ).1l The
following data was obtained and input into the computer model by TAZ: population; number
of households and dwelling units; level of employment; income levels; land use
characteristics; the current roadway network; and any planned future improvements to the
network.

The transportation model data along with additional data sources, such as origin and
destination trip surveys, estimations of the value of time, and vehicle operating costs, was
used to determine:

1 Tnp Gereration - The number of trips being produced from and attracted to each
TAZ in the study area for purposes such as employment, leisure, and shopping.

2. TﬂpDStﬂh_Jtlm- The origin and destinations of travelers.

3. Mbdal Choioes - Group and individuals’ options for their trips (e.g., bus,car, rail,
personal car, etc.).

4. R]J[EA’SSIQTT’EH[ Identifies the path the travelers will take for trips.

After the traffic demand for trip routes using the KAC was projected, toll fees were
multiplied by projected traffic to project expected toll revenues. Expected toll revenues are
part of the Schedule of Cash Flows for KABATA in Exhibit 4, on page 24. The assumption
that traffic demand will be higher at lower toll rates and lower at higher toll rates (also
known as derrardelastlaty) was considered when projecting toll revenues. Additionally,
KABATA estimated possible variations in traffic and toll revenue projections. Using
different levels of economic assumptions and a statistical analysis of probable number of
revenue days, the traffic and toll revenues projections were generated at the probability
values of 5, 25, 50, 75, and 95 percent. KABATA selected the traffic and toll revenue
projections with a 50 percent probability value as the baseline (also known as the kﬂS@C&Q
to the financial plan.

I0Alaska Statute 19.75.211 states that KABATA may issue bonds in an aggregate amount not to exceed
$500 million. KABATA introduced legislation to increase this limit to $600 million but the change was not enacted.
“The KAC transportation model subdivided the study area into approximately 600 TAZs which reflect the major
roadway boundaries or physical barriers such as rivers, railways, etc.
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JAEPORT CONCIrtISTONC

In an effort to provide legislators with the knowledge necessary to make informed decisions
on future KABATA-related legislation, an audit of the KAC Project was requested. The audit
objectives were to:

Provide a historical summary of major KAC Project milestones;

Identify significant changes to the project scope;

Evaluate the adequacy of public participation;

Provide a detailed summary, by source, of KAC authorized, expended, and remaining

funds, including the level of funding necessary to complete the project;

5. Ascertain the reasonableness of KAC toll and revenue projections and the KAC
projected financial plan (financial plan);

6. Evaluate the KAC private-public-partnership (P3) agreement; and

7. Outline the balance of risks and rewards between public and private partner entities

outlined in the P3 agreement.

B wn e

The audit concludes that KAC toll and revenue projections are unreasonably optimistic, and
the projected cash flows to the State are likely overstated as a result. These are important
considerations for policymakers since the P3 compensation arrangement requires KABATA
to make payments to the private partner regardless of the project’s ability to generate toll
revenues. The deficiencies in KABATA’s methodology for generating toll and revenue
projections are addressed in Recommendation No. 1.

KABATA’s FY 03 through FY 12 expenses total $70.4 million and authorized funding totals
$131 million. The project is expected to require an additional $1.4 billion from a variety of
sources including bonds, loans, grants, and private equity. A discussion of key project
planning and development milestones is provided as part of this report’s Background
Information section. Appendix A provides a list of significant KAC Project milestones.

The audit was unable to fully outline the balance of risks and rewards embodied in the final
P3 agreement because the procurement process is not complete, and the P3 agreement has
not been finalized. However, the general structure of the P3 agreement has been defined by
KABATA’s governing board and provides that the State will bear the risk of lower-than-
expected toll revenues.

It is important to note that a final P3 agreement will also contain rewards and additional risks
that are not addressed in this report due to the scope limitation already discussed. This report
is not concluding whether or not this specific risk is justified when considering the P3
agreement’s balance of risks and rewards for the agreement as a whole. The risk of lower-
than-expected toll revenues is an important aspect of understanding the potential effect of
deficiencies in projections and should be considered in that context.
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Detailed report conclusions are presented below.

Approximately $1.4 billion in funding is needed to complete the KAC Project.

KABATA management, with assistance from a financial advisory firm, developed the KAC
financial plan.12 The total, necessary projected KAC funding is identified in the financial
plan as approximately $1.6 billion. (See the schedule of proposed sources and uses in
Exhibit 3 on page 19.) This estimate includes both phases of construction. Phase 1| is
scheduled to begin immediately, and Phase Il will be completed incrementally. Per Exhibit 5
on page 25, KABATA has secured $131 million of the $1.6 billion necessary for the project.
The remaining unsecured funding sources of $1.4 billion are discussed in detail below.

Bonds ($346.9 Million - 52 Percent of Proposed Funding)

According to the KAC financial plan, the private partner will borrow $350.7 million of the
total projected private bond funding of $516 million through a private activity bond (PAB)
bond issuance for Phase | of the project. The remaining private and public bond financing in
the plan ($496.2 million) for Phase Il of the project will need to come from other sources.
According to KABATA management, potential bond sources may be secured through
KABATA (tax exempt municipal revenue bonds or TIFIA loans) or through the private
partner (a syndicated bank credit facility, TIFIA loans, or taxable corporate bonds).

TIAA Loan ($356.7 Million - 22 Percent of Proposed Funding)

In 2005, KABATA management pursued TIFIA funding on behalf of the future private
partner by filing a loan request without success. Since 2005, eight separate applications have
been unsuccessful. In July 2012, the United States Congress enacted13 several changes to the
TIFIA program. Changes increased funding levels, increased federal participation in eligible
project costs from 33 percent to a 49 percent ceiling, and eliminated subjective selection
criteria.

12The financial plan referred to in this report is the December 2012 version KABATA for a credit rating.
I3Public Law 112-141.
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Exhibit 3

Proposed Funding Sources

Bonds
TIFIA Loan

P3 Private Partner Equity
Public Funds:

1) Federal

2) State Match

3) State Grant (Reserve Fund)
4) State Commerce Grant

5) Municipality Contribution
Total Proposed Funding Sources

Proposed Funding Uses
Construction
Right-of-Way
KABATA P3 Construction
Oversight Costs
Port MacKenzie Road Upgrade
KABATA Project Costs Prior to
P3 Award
State Reserve Fund for Toll
Revenue Shortfalls
Capitalized Interest
Prepaid Interest
Debt Service Reserve
Cost of Bond Issuance
Underwriter's Discount
Financial Advisory Firm Fee
P3 Agreement (Shortfall)/Surplus
Contingency

Total Proposed Funding Uses

Knik Arm Crossing Project

Proposed Funding Sources and Uses

Total
Private
Financing

$516,094,545
356,747,052
96,912,560

O OO oo

$969,754,157

$860,272,443
0

0
0

0

0

60,815,537
848,868
35,072,500
6,928,575
2,671,325
3,144,857

0

52
$969,754,157

Source; KABATA Decermber 2012 Financial Plan

Total
Public
Investment

$330,790,000
0
0

112,572,342
17,324,917
150,000,000
15,000,000
26,000,000
$651,687,259

$378,898,963
15,250,000

11,826,000
15,000,000

77,402,246

150,000,000
0

0

0

1,653,950
1,653,950

0

0

2,150
$651,687,259

KAC
Project
Total

$ 846,884,545
356,747,052
96,912,560

112,572,342
17,324,917
150,000,000
15,000,000
26,000,000
$1,621,441,416

$1,239,171,406
15.250.000

11.826.000
15,000,000

77,402,246

150,000,000
60,815,537
848,868
35,072,500
8,582,525
4,325,275
3,144,857

0

2,202
$1,621,441,416

Percent
of Total
Funding

52%
22%
6%

7%
1%
9%
1%
2%
100%

In August 2012, KABATA management submitted a TIFIA loan request for $500 million at
a 49 percent participation rate in eligible costs.
September 25, 2012, the Federal Highway Administration (FHWA) pended reviewing the

request stating that:

In a

letter to KABATA, dated

. KABATA’s loan request 0id not present a conpellingjustification” for providing

assistance above a 33 percent participation level.
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. The request cannot be considered further until the $150 million reserve fund is
appropriated by the State or it becomes clear that the funding is reasmably ||k€|y to
be appropriated.

State Grant - Reserve Fund ($150 Million - Nine Percent of Proposed Funding)

KABATA intends to capitalize a reserve fund through a general fund appropriation of
$150 million. Legislation was unsuccessfully introduced for the appropriation during the
27th Legislature and has been re-introduced during the 28th Legislature. If an appropriation is
approved, the funds, along with interest earned on the funds, will be used to cover the net
deficiencies in projected toll revenues for 2017 through 2030. According to the State Reserve
Fund cash flows schedule in Appendix C, additional appropriations totaling $41.2 million
will be needed to replenish the fund for 2031 through 2035 (State Replenish column in
Appendix C of the State Reserve Fund cash flows).

Municipality of Anchorage Contribution ($26 Million- Two Percent of Propased Funding)

Both the KAC plan and the 2035 Anchorage Metropolitan Area Transportation Solutions
(AMATS) plan include an Ingra-Gambell couplet connection project. The $26 million
identified in the financial plan is the amount the municipality expects to spend on the project
in conjunction with KABATA and has included the project in its AMATS plan. However,
the $26 million is not funded by the Municipality of Anchorage at this time.

P3 Private Partrer Eguity ($96.9 Million - Six Percent of Proposed Funding)

As discussed earlier, the procurement of the P3 partner has not resulted in an RFP; however,
KABATA has identified three prequalified prospective P3 partners through the request-for
gualification process. The private partner will invest equity of $96.9 million to construct the
KAC and operate the project for a specified amount of time.

KABATA’s Schedule of Cash Flows shows a net surplus of $2.2 billion for the KAC Project.

KABATA’s Schedule of Cash Flows is included as Exhibit 4 on page 24.14 The purpose of a
Schedule of Cash Flows is to demonstrate how the flow of expected revenues will be used to
meet expected expenditures. KAC traffic and toll revenue projections for 2017 through 2035
are based on a transportation model produced by KABATA’s traffic and toll consultant.
These projections include capacity improvements including the Ingra-Gambell connector and
upgrading the road and bridge to four lanes. Projections for 2036 through 2061, a period
covering 60 percent of total cash flows, were performed internally by KABATA
management. This approach was taken because KABATA did not expect further growth in
traffic volume for the KAC after 2040. KABATA’s traffic volume projections for 2035

14The Schedules of Cash Flows presented in Exhibit 4 on page 24 and Appendices B and C use the base case traffic
and toll revenue projections. This base case is discussed in the Background Section and used by KABATA for the
KAC’s financial plan.

ALASKA STATE LEGISLATURE -20 - DIVISION OF LEGISLATIVE AUDIT



through 2040 include an approximately 12 percent increase for personal vehicles and nine
percent increase for commercial vehicles.

The toll revenue projections for 2041 through 2061 include toll fee increases based on a
2.5 percent annual inflation factor. Private vehicle toll fees would increase from $8.82 per
crossing in 2040 to $14.82 per crossing in 2061, while commercial vehicle toll fees would
increase from $31.76 per crossing to $53.25 per crossing for the same period.

The 2041 through 2051 annual ‘fHSUI'plUS”on the Schedule of Cash Flows are primarily
due to increases in toll fees. After 2051, the availability payments to the private partner
would end, and KATABA would incur the toll collection costs which would result in higher
annual net surplus amounts. The Schedule of Cash Flows in Exhibit 4 shows that 92 percent
of the net surplus for the project would occur from 2051 through 2061.

The analysis of toll revenues raises concerns that toll revenues are overstated in KABATA’s
Schedule of Cash Flows. Overstated toll revenues overstate the net surplus amount identified
in KABATA’s Schedule of Cash Flows and may lead to a shortfall rather than a net surplus.

Deficiencies in the assumptions and inputs used by KABATA for the toll and revenue
projections likely overstate projected cash flows.

Accuracy of the traffic and toll revenue projections is paramount to the success of the KAC
Project. Under the anticipated P3 agreement, KABATA must pay the private partner
availability payments totaling $3.3 billion over the life of the agreement (through 2051).
These payments must be made regardless of the level of collected toll revenues.

An analysis of key assumptions and inputs used in KABATA’s modeling process was
performed in conjunction with an independent consultant hired by the Division of Legislative
Audit (DLA). A complete copy of the consultant’s report is included in Appendix E.
Appendix F contains the consultant’s professional qualifications. The KABATA consultant’s
review of the DLA consultant’s report and further responses by the consultants are
documented in Appendices G through I.

The DLA consultant’s report identified several concerns regarding the validity of
assumptions and inputs used as a basis for projecting toll revenues. The most important
concern was the potential for the KAC traffic volume to be overstated based on overly
optimistic assumptions for household and employment levels. Overstating traffic volume in
KABATA’s modeling process has the effect of overstating projected toll revenues.

Households andEn'plt)yrrem Two inputs that drive demand for the transportation system are
(1) the number of households and (2) the level of employment. Population levels impact both
of these inputs. DLA’s consultant concluded that KABATA’s estimated growth rate and
2035 household levels were higher than the rate and levels projected by the University of
Alaska’s Institute of Social and Economic Research (ISER). KABATA’s estimate of
employment growth rate compared to the rate forecast by ISER was also higher - however to
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a lesser degree. To help understand the source of the differences and to further support this
conclusion, DLA’s consultant compared KABATA’s estimated population growth rates and
2035 population levels with ISER and the State of Alaska, Department of Labor and
Workforce Development’s estimations. This comparison supported a lower forecast of
households and employment.

Lower forecasts of households and employment are further supported by consultants that
conducted Matanuska-Susitna Borough (MSB) planning studies. In 2012, the MSB, with the
assistance of a consultant, produced a density and build-out study that projects future land
use and predicts population and housing quantities. Also in 2012, the M SB, in conjunction
with DOTPF, updated its transportation model which included estimated population and
employment data. When MSB planning staff noted that MSB population and employment
projections were lower than KABATA’s estimates from the KAC transportation model, MSB
staff directed their consultant to evaluate and report on the differences. The consultant
produced a summary document outlining the conceptual differences between the MSB and
KABATA. The summary is included as Appendix D. Key differences that support lower
forecasts include: density basis using the MSB rather than Anchorage; nominal water and
sewer availability in the Knik Goose Bay (KGB) Corridor; lower population and
employment in Port MacKenzie (Port); limited retail in the Port; limited office land use to
serve local industrial concerns; less extensive and longer term upgrades to the KGB Corridor
and the Point MacKenzie road.

Compared to independent sources discussed above, KABATA’s assumptions and inputs for
households and employment are overly optimistic. (See Recommendation No. 1.)

KABATA’s projected traffic growth rate, the KAC market share, the split for commercial
traffic, and the economic growth in the Point MacKenzie area are not supported by
independent sources.

DL A’s consultant evaluated the reasonableness of KABATA’s traffic projections using the
Glenn Highway as an indicator of the current and potential market for the KAC. The Glenn
Highway is currently the only effective route into and out of Anchorage for trips to and from
the MSB. The average actual traffic growth rate for the Glenn Highway, calculated by
DOTPF for 2001 through 2011, was 2.5 percent. Average projected traffic growth rates for
the KAC, produced by KABATA for 2021 through 2040, is significantly higher at five
percent. The five percent traffic growth rate does not appear to be supported by household
growth rates or population growth rates. Additionally, DLA’s consultant concluded that
KABATA projects the KAC’s market share to be approximately 50 percent. No evidence
was found to support the 50 percent market share.

Furthermore, KABATA’s estimate of a 12 percent split for commercial vehicle traffic is
outdated and much higher than actual traffic count data supports. Updated traffic count data
provided by DOTPF suggests a range of 4.9 to 6.6 percent. This is troubling given that
commercial vehicles pay a higher toll. Overestimating the split for commercial traffic has the
effect of overestimating projected toll revenues.
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Additionally, DLA’s consultant concluded that the validity of KABATA’s employment
projections was dependent on strong growth in the Point MacKenzie area. Our review of
MSB planning documents indicates KABATA’s employment growth projections for the
Point MacKenzie area are inconsistent with MSB projections and plans.15 The 2012 MSB
transportation model data projects the employment level in the Point MacKenzie area to be
4,515 in 2035. The KAC’s transportation model projects the employment level in the Point
MacKenzie area to be 14,337 in 2035. Of this total, 13,828 relates to the employment level in
the Port.

To help evaluate the reasonableness of KABATA’s projected economic development of the
Port, the projected development was compared to the MSB plan for the Port and the related
regulations16 for the Port area. The plan and regulations do not allow for the type of
development that supports KABATA’s employment projections. (See Recommendation
No. 1.)

KABATA’s risk analysis was too limited to provide assurance of achieving projected toll
revenues.

Risk analyses are an important component of traffic and toll revenue projections. When
conducted properly, risk analyses shed considerable light on the likelihood of achieving
different levels of traffic and toll revenues. KABATA did not conduct a risk analysis with its
original traffic and toll projections in 2007. The 2011 projectionsl’ evaluated as part of this
audit did include a risk analysis. However, DLA’s consultant concluded that the set of
variables used in the risk analysis was too limited to provide a useful analysis.

I5The MSB 2012 traffic model update and the Port MacKenzie Master Plan Update (February 2011).
JBMatanuska Susitna Borough Code, Chapter 17.23: Port Mackenzie Special Use District.
17 Proposed Knik Arm Crossing Traffic and Toll Revenue Study Update (Wilbur Smith Associates, August 2011).
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Exhibit 4

Date

Toll
Revenues

KABATA Cash Flows from KAC for Calendar Years 2017 - 2061

Total
Availability
Payments

Totals $6,715,668,795 3 8 8°BEPOSTE

12/1/2017
12/1/2018
12/1/2019
12/1/2020
12/1/2021
12/1/2022
12/1/2023
12/1/2024
12/1/2025
12/1/2026
12/1/2027
12/1/2028
12/1/2029
12/1/2030
12/1/2031
12/1/2032
12/1/2033
12/1/2034
12/1/2035
12/1/2036
12/1/2037
12/1/2038
12/1/2039
12/1/2040
12/1/2041
12/1/2042
12/1/2043
12/1/2044
12/1/2045
12/1/2046
12/1/2047
12/1/2048
12/1/2049
12/1/2050
12/1/2051
12/1/2052
12/1/2053
12/1/2054
12/1/2055
12/1/2056
12/1/2057
12/1/2058
12/1/2059
12/1/2060
12/1/2061

16,024,000
24,543,000
32,007,000
38,457,000
43,317,000
47,428,000
51,689,000
56,124,000
60,778,000
67,251,000
73,444,000
79,882,000
86,556,000
93,560,000
99,229,000
106,822,000
114,681,000
122,930,000
131,459,000
137,619,000
144,232,000
151,137,000
158,254,000
165,550,000
169,688,750
173,930,969
178,279,243
182,736,224
187,304,630
191,987,245
196,786,927
201,706,600
206,749,265
211,917,996
217,215,946
222,646,345
228,212,503
233,917,816
239,765,761
245,759,906
251,903,903
258,201,501
264,656,538
271,272,952
278,054,775

(33,712,500)
(37,461,000)
(43,279,440)
(45,170,618)
(51,137,442)
(53,182,940)
(55,310,257)
(57,522,668)
(59,823,575)
(62,216,518)
(64,705,178)
(67,293,385)
(69,985,121)
(72,784,526)
(93,471,010)
(96,524,957)
(99,700,175)
(103,000,203)
(106,433,775)
(108,671,194)
(110,968,570)
(113,325,323)
(115,740,909)
(118,209,819)
(120,746,912)
(123,346,094)
(126,011,639)
(128,742,533)
(131,537,799)
(134,411,504)
(137,351,768)
(140,362,414)
(143,451,979)
(146,618,387)
(131,458,175)
0

OO OO O0OOOoO oo

Source'. KABATA Decermber 2012 Financial Plan
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KABATA
Administrative
Costs

Phase |l
KABATA
Bonds Debt
Service

KABATA Toll
Collection
Costs

KABATA

O&M/ CAPEX

Costs

($ 261.345.664) ($ 645.550.500) ($ 130.310.614) ($ 142.768.535)

(3,019,041)
(3,103,849)
(3,191,057)
(3,280,734)
(3,372,949)
(3,467,776)
(3,565,289)
(3,665,563)
(3,768,680)
(3,874,718)
(3,983,762)
(4,095,897)
(4,211,212)
(4,329,797)
(4,451,746)
(4,577,155)
(4,706,122)
(4,838,750)
(4,975,143)
(5,115,408)
(5,259,657)
(5,408,003)
(5,560,563)
(5,717,458)
(5,878,811)
(6,025,781)
(6,176,426)
(6,330,837)
(6,489,108)
(6,651,335)
(6,817,619)
(6,988,059)
(7,162,761)
(7,341,830)
(7,525,375)
(7,713,510)
(7,906,347)
(8,104,006)
(8,306,606)
(8,514,271)
(8,727,128)
(8,945,306)
(9,168,939)
(9,398,163)
(9,633,117)

[eNeNoNeNoNoNoNo]

0
(21,519,500)
(21,520,500)
(21,519,000)
(21,519,500)
(21,516,250)
(21,518,750)
(21,516,000)
(21,517,500)
(21,517,250)
(21,519,500)
(21,518,250)
(21,517,750)
(21,517,000)
(21,520,000)
(21,520,500)
(21,517,500)
(21,520,000)
(21,516,500)
(21,516,000)
(21,517,000)
(21,518,000)
(21,517,500)
(21,519,000)
(21,515,750)
(21,516,250)
(21,518,500)
(21,520,500)
(21,520,250)
(21,520,750)
(21,519,750)

0

OO o oo

[eNeleloNelelNeNelNelNeNe NolNeNeNeNe No e Ne No o o e o NoNeoNoBeo oo e Neo e o)

0
(11,631,364)
(11,922,148)
(12,220,202)
(12,525,707)
(12,838,850)
(13,159,821)
(13,488,817)
(13,826,037)
(14,171,688)
(14,525,980)

[eNeNeNeoNeoNeNeoNoNeNeoNeoNeoNolloNoloNe oo oo oo Ne o Ne No oo Neo o Neo No o No )

(12,221,421)
(12,526,956)
(12,940,806)
(13,166,455)
(18,485,367)
(13,922,721)
(14,597,231)
(14,634,413)
(14,890,614)
(15,382,551)

Net Surplus/
(Shortfall)

$2,232,023,175 $

(20,707,541)
(16,021,849)
(14,463,497)
(9,994,352)
(11,193,391)
(9,222,716)
(7,186,546)
(5,064,231)
(2,814,255)
(20,359,736)
(16,765,440)
(13,026,282)
(9,159,833)
(5,070,573)
(20,212,506)
(15,796,112)
(11,242,797)
(6,426,203)
(1,469,418)
2,314,148
6,486,023
10,886,674
15,432,528
20,102,223
21,545,527
23,039,094
24,574,678
26,146,854
27,760,723
29,406,406
31,100,040
32,837,127
34,618,775
36,441,529
56,713,896
169,559,550
174,336,802
179,132,052
184,247,243
205,921,418
216,094,233
221,170,147
227,027,149
232,812,487
238,513,127

Cumulative
Net Surplus/
(Shortfall)

0

(20,707,541)
(36,729,390)
(51,192.887)
(61,187,239)
(72,380,630)
(81,603,346)
(88,789,892)
(93,854,123)
(96,668,378)
(117,028,114)
(133,793,554)
(146,819,836)
(155,979,669)
(161,050,242)
(181,262,747)
(197,058,860)
(208,301,657)
(214,727,860)
(216,197,278)
(213,883,130)
(207,397,107)
(196,510,433)
(181,077,905)
(160,975,683)
(139,430,156)
(116,391,062)
(91,816,384)
(65,669,529)
(37,908,806)
(8,502,400)
22,597,640
55,434,767
90,053,542
126,495,071
183,208,967
352,768,517
527,105,319
706,237,371
809,484,614
1,096,406,032
1,312,500,265
1,533,670,412
1,760,697,561
1,993,510,048
2,232,023,175
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KABATA’s FY 03 through FY 12 expenditures total approximately $70.4 million.

KABATA received preliminary planning funds through congressional appropriations. The
federal funds are administered by the FHWA and matched with $10 million of state general
funds. Additionally, DOTPF provided $8.5 million in general fund monies to cover costs that
are not allowed for participation under the FHWA federal-aid highway program. This
includes a DOTPF $7 million general fund “ Ioan for P3 procurement costs not covered by
the federal program. The DOTPF commissioner approved the general fund loan of $7 million
to KABATA in 2006. KABATA expended $2.5 million of the loan by the end of FY 12. In
September 2012, DOTPF’s commissioner determined that the department did not have the
legal authority to make loans to itself. (KABATA is organizationally located within
DOTPF.) The commissioner forgave the loan and allowed the $2.5 million expenditures and
the $4.5 million unexpended balance to be funded by DOTPF’s existing general fund
appropriations.

Exhibit 5 provides a schedule of KAC authorized, expended, and remaining funds through
June 30, 2012.

Exhibit 5
Knik Arm Crossing Project
Authorized, Expended, and Remaining Funds
FY 03 through FY 12
Authorized Expended Remaining

Federal Funds $ 112,572,342 $ 61,425,631 $ 51,146,711
State General Funds 18,494,082 8,957,202 9,536,880

Total $ 131,066,424 $ 70,382,833 $ 60,683,591

Public participation in the environmental impact statement (EIS) and the pre-construction
phases complied with federal and state requirements.

As discussed in the Background Information section, the KAC planning process included
input and participation by federal, state, and local agencies; any affected native groups; and
the general public. Various planning documents were publicly noticed per federal
requirements. Public comments were considered when finalizing the EIS preferred
alternative and the record of decision.

Additionally, KABATA management publicly noticed its board meetings in accordance with
the q31 NEGtII”gSACtIB Requests for proposals for major contracts (greater than $500,000)
issued by KABATA management during FY 04 through February 2012 were publicly

noticed in accordance with the St&[EPfCIlJI’GWEﬂtACt}g

18Alaska Statute 44.62.310-312.
19Alaska Statute 36.30.130.
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AND RECOMMENDATION(g

Recommendation No. 1

Knik Arm Bridge and Toll Authority (KABATA) management should revise traffic and toll
revenue projections to address deficiencies.

The audit of key assumptions and inputs used in KABATA’s transportation modeling
process identified several deficiencies regarding the validity of assumptions and inputs used
as a basis for projecting toll revenues. Deficiencies are as follows.

. The household levels and growth rate KABATA projected for 2035 were overly
optimistic when compared to the household growth rates and levels projected by
University of Alaska’s Institute of Social and Economic Research and the State’s
Department of Labor and Workforce Development. The discrepancy stems from
KABATA’s economic growth rate projections in the Point MacKenzie region,
specifically in the Port MacKenzie (Port) area.

. KABATA'’s estimated traffic growth rate of five percent is significantly higher than
the actual growth rate of 2.5 percent based on the Department of Transportation and
Public Facilities’ traffic counts. The differences are partially caused by the anticipated
growth in population and employment in the Point MacKenzie area.

. A projected 50 percent KAC market share of traffic is unsupported.

. The estimate of a 12 percent split for commercial vehicle traffic for the KAC is high
compared to actual traffic count data for the Glenn Highway which indicates a split of
4.9 to 6.6 percent. KABATA’s 12 percent split is based on DOTPF’s 2003 through
2006 traffic data. Since then, DOTPF has improved its traffic data collection
methodology and now reports much lower traffic count splits that better reflect the
actual count between personal and commercial vehicles.

. KABATA’s projected 2035 Point MacKenzie area employment level of 14,337 is
significantly higher than the level noted in the Matanuska-Susitna Borough plan of
4,515. A majority of KABATA’s employment (13,828) is based on projected Port
economic development which is inconsistent with the Port’s master plan and
regulations.

All of the above concerns have the effect of overstating traffic volume. Overstated traffic
volume in KABATA'’s modeling process has the effect of overstating projected toll revenues.
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The Federal Highway Administration’s (FHW A) guidelines for P3s20 state:

Inaccurate or overly optinistic traffic projections and underestimetedproject
osts can lead to the developent ofproformafinancials thet appear tojustify
the investment decision, but thet do nat reflect the project’ actual ahility to
repay delot or to meet ecuity investors retum recuiremens.

Under KABATA’s planned P3 arrangement, lower than expected toll revenues would
necessitate the need for additional funding as availability payments must be paid to the
private partner regardless of how much the bridge is used.

In recognition of the risk that overstated toll revenues pose to the State, we recommend
KABATA management revise the traffic and toll revenue projections to address noted
concerns.

0The FHWA’s Innovative Program Delivery, Risk Assessment for Public-Private Partner ships: A Primer,
September 10,2012.
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Appendix A- Key Knik Arm Qrossing Project Milestones

The significant Knik Arm Crossing (KAC) Project milestones were identified and discussed
in the Background Information section. Appendix A provides a chronological listing of those
milestones.

Appendix B- Private Partner Cash Hoas Schedule

Appendix B is the schedule of the projected cash flows for the private partner which is part
of the financial plan. The Knik Arm Bridge and Toll Authority’s (KABATA) KAC financial
plan is discussed in the Background Information section.

Appendix C- State Reserve Fund Cash Hows Schedulle

Appendix C is the schedule of the projected cash flows for the State Reserve Fund which is
part of the financial plan. The schedule assumes the State Reserve Fund will receive a
$150 million legislative appropriation. KABATA’'s KAC financial plan is discussed in the
Background Information section.

Appendix D- Differences between Metanuska-Susitna. Borough and CDMSiith
Population and Erployment Estimetes as Interpreted by estern Denmographics

The Matanuska-Susitna Borough (M SB) consultant, Western Demographics, Inc., compared
the borough’s population and employment estimates with KABATA’s projections.
Appendix D is the consultant’s summary of the conceptual differences between the borough
and KABATA. The consultant’s summary supports lower forecasts for MSB population and
employment growth than KABATA forecasts.

Appendix E- Division ofLegislative Audit Consultants Report

A review of key assumptions and inputs used in KABATA’s modeling process was
performed in conjunction with an independent consultant hired by the Division of Legislative
Audit (DLA), Timothy James and Associates (TJ&A). TI&A’s report reviews KABATA'’s
traffic and toll revenue projections.

The following is a correction to the consultant’s report. The average growth rate in annual

average daily traffic 2001 through 2011 for the Glenn Highway in Eklutna Flats should be
2.5 percent on the consultant’s pages 3, 18, 24, and 26 of the report.
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Appendix F - The DLA Consultant’s Resume

Appendix F contains TJ& A’s professional qualifications. A complete copy of the TI&A’s
report is included in Appendix E.

ix G —The KABATA Consultants February Response to the DLA
It%\(ntSDeoewberZ,ZDEReport Sl

KABATA management requested their consultant, CDM Smith, to review and respond to the
TJ&A’s report on KABATA’s traffic and toll revenue projections. CDM Smith’s response:
reaffirmed the economic assumptions utilized in support of its underlying data for the KAC,
noted that the development of the project was an important economic driver of the traffic
forecasted, and refuted the notion that its projections of traffic and toll revenues are
optimistic.

CDM Smith’s response in Appendix | gives DLA permission to include their
February 15, 2013, response in this report.

ix H - The DLA Comsultants Februaly 27, 2013 Resporse to the KABATA
ltant’ February 15 2013 Response

DLA management requested TJ&A, to review and comment on CDM Smith’s
February 15,2013, response. On February 27, 2013, TJ&A provided a point-by-point
analysis of KABATA's response to TI& A’s December 22, 2012, report. Some clarification
was provided in CDM Smith’s response; however, TI& A generally reiterated the concern
that modeling deficiencies persisted.

Qaendim- The KABATA Consultants March § 2013 Response to the DLA Consultant
prualy 27, 2013, Response

CDM Smith provided additional information pertaining to the disagreement with TJ&A
regarding the data utilized for projections and the risk analysis conducted for the project.
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Date

Jan-2005
Aug-2005

Nov-2005
Jun-2006

Sep-2006
Dec-2006
Mar-2007

Mar-2007
Jun-2007
Jul-2007

Aug-2007
Oct-2007

Dec-2007
Apr-2008
Dec-2009
Mar-2010
Aug-2010

Aug-2010
Sep-2010
Sep-2010

Oct-2010
Dec-2010
Mar-2011
Apr-2011
Jul-2011
Jul-2011
Sep-2011
Oct-2011
Oct-2011
Oct-2011

Dec-2011

Dec-2011
Feb-2012
Mar-2012

Appendix A

Key Knik Arm Crossing
Project Milestones

Significant Knik Arm Crossing (KAC) Project Milestones

The Federal Flighway Administration (FFIWA) issues a notice of intent to prepare the
environmental impact statement (EIS).

The Transportation Infrastructure Finance and Innovation Act (TIFIA) loan letter of interest
(LOI) is submitted for $100 million.

The FFiIWA approves the Scoping Summary Report.

SLA 2006 authorizes Knik Arm Bridge and Toll Authority (KABATA) to enter into a public-
private partnership (P3) agreement, issue bonds up to $500 million, and obtain TIFIA loans.

The FFiIWA approves the draft EIS.

The request for qualifications (RFQ ) is issued for a P3 private partner.

The Special Experimental Project No. 15 (SEP-15) application is submitted to obtain waivers of
certain TIFIA procedures.

There are two qualified responders to the RFQ for a P3 private partner.

The FFIWA approves the SEP-15 application.

The FFIWA, Department of Transportation and Public Facilities (DOTPF) and KABATA sign the
SEP-15 agreement for waivers from certain TIFIA procedures.
The TIFIA loan application is submitted for $278.7 million.

The United States Department of Transportation approves a $600 million provisional bond
allocation.
The FHWA approves the final EIS.

The August 2007 TIFIA loan request is denied.
The TIFIA loan competitive selection process is changed.
A TIFIA loan LOI is submitted for $279.3 million.

The Transportation Investment Generating Economic Recovery Act (TIGER) TIFIA loan LOI is
submitted for $290.4 million.
A TIGER grant application is submitted for $15 million.

The March 2010 TIFIA loan LOI is not awarded.

KABATA applies for and receives National Marine Fisheries Services letter of authorization
environmental permit related to beluga whale disturbances.

The TIGER TIFIA August 2010 loan and grant requests are not awarded.

The FHWA issues a record of decision.

A TIFIA loan LOI is submitted for $306 million.

KABATA cancels December 2006 RFQ for a P3 private partner.

The March 2011 TIFIA loan LOI is not awarded.

An RFQ for a P3 private partner is issued.

KABATA applies for a United States Army Corps of Engineers 404 environmental permit.
A TIGER TIFIA loan LOI is submitted for $310 million.

A TIGER grant application for $45 million is submitted.

Three consortiums are selected as qualified to bid on the request for proposal for the P3
agreement.
The TIGER TIFIA October 2011 loan and grant requests are not awarded.

A TIFIA loan LOI is submitted for $308 million.
KABATA acquires one residential property.
A TIGER TIFIA loan LOI is submitted for $307 million.

ALASKA STATE LEGISLATURE -31 - DIVISION OF LEGISLATIVE AUDIT



Date

Mar-2012
Apr-2012
Apr-2012
Jun-2012
Jul-2012
Jul-2012
Aug-2012
Aug-2012
Sept-2012

Dec-2012

Appendix A

Key Knik Arm Crossing
Project Milestones
(Continued)

Significant KAC Project Milestones

A TIGER grant application is submitted for $20 million.

The December 2011 TIFIA loan LOI is not awarded.

KABATA acquires one business property for $2.2 million.

The TIGER TIFIA March 2012 loan and grant requests are not awarded.

The TIFIA loan selection criteria is changed to a non-competitive process.

The change in the TIFIA loan section process negates the July 2007 SEP-15 agreement.
A TIFIA loan LOI is submitted for $500.5 million.

KABATA applies for a United States Coast Guard Section 9 environmental permit.

The Section 401 Water Quality Certificate is issued by Alaska’s Department of Natural

Resources.
A credit rating review ofthe project financial plan commences.
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Appendix B

Private Partner Cash Flows for Concession Term Years 2017 through 2051

Total Private Activity Phase Il Phase I
Auvailability Interest 0&M Toll Operations Renewal Bonds Debt TIFIA Debt Developer Developer O&M/ Net Cash
Date Payments Earnings Costs Costs Capex Costs Service Service Debt Service Capex Costs Flows

Totals  $3,303,670,307  $58,220,350  ($122,228,257)  ($196,731,032) ($112,054.8501  ($739,490,327) ($802,219,951) ($335,801,340) ($ 25.198.855) $1,028,166,045

12/1/2017 33,712,500 1,052,175 (1,908,268) (1,746,600) (889,193) (20,652,900) 0 0 0 9,567,714
12/1/2018 37,461,000 1,052,175 (2,219,973) (1,952,625) (890,084) (21,501,769) 0 0 0 11,948,725
12/1/2019 43,279,440 1,052,175 (2,070,627) (2,143,275) (898,535) (21,501,769) 0 0 0 17,717,410
12/1/2020 45,170,618 1,052,175 (2,198,735) (2,319,575) (900,343) (21,501,769) 0 0 0 19,302,372
12/1/2021 51,137,442 1,052,175 (2,159,774) (2,472,300) (901,316) (21,501,769) (17,129,318) 0 0 8,025,140
12/1/2022 53,182,940 1,052,175 (2,457,230) (2,616,825) (1,216,140) (21,666,769) (17,125,318) 0 0 9,152,832
12/1/2023 55,310,258 1,052,175 (2,330,510) (2,766,475) (1,217,173) (23,368,453) (17,121,318) 0 0 9,558,504
12/1/2024 57,522,668 1,052,175 (2,630,133) (2,924,325) (2,464,241) (23,787,265) (17,117,318) 0 0 9,651,561
12/1/2025 59,823,575 1,052,175 (2,472,437) (3,089,350) (2,464,473) (25,641,790) (17,113,318) 0 0 10,094,381
12/1/2026 62,216,518 1,052,175 (2,774,865) (3,289,225) (2,465,602) (27,177,558) (17,109,318) 0 0 10,452,125
12/1/2027 64,705,178 1,052,175 (2,623,009) (3,496,275) (2,458,082) (29,157,314) (17,105,318) 0 0 10,917,355
12/1/2028 67,293,385 1,052,175 (2,840,533) (3,713,575) (2,459,279) (30,902,216) (17,101,318) 0 0 11,328,639
12/1/2029 69,985,121 1,052,175 (2,782,750) (3,940,100) (1,206,974) (33,963,294) (17,097,318) 0 0 12,046,859
12/1/2030 72,784,526 1,052,175 (3,223,756) (4,178,925) (1,208,244) (35,677,598) (17,093,318) 0 0 12,454,859
12/1/2031 93,471,010 1,052,175 (2,848,581) (4,407,500) (1,209,552) (38,153,723) (17,089,318) (16,788,640) (986,463) 13,039,407
12/1/2032 96,524,957 1,052,175 (3,197,045) (4,634,025) (1,962,682) (39,536,459) (17,085,318) (16,790,090) (1,011,124) 13,360,389
12/1/2033 99,700,175 1,052,175 (3,132,011) (4,870,800) (1,964,070) (41,946,598) (17,081,318) (16,791,080) (1,036,403) 13,930,071
12/1/2034 103,000,203 1,052,175 (3,628,366) (5,119,875) (1,965,499) (43,992,396) (17,077,318) (16,790,290) (1,062,313) 14,416,321
12/1/2035 106,433,775 1,052,175 (3,322,750) (5,379,200) (2,055,333) (46,721,918) (17,073,318) (16,791,400) (1,088,870) 15,053,160
12/1/2036 108,671,194 1,052,175 (3,478,155) (5,685,675) (3,844,095) (46,792,788) (16,969,318) (16,787,760) (1,116,092) 15,049,486
12/1/2037 110,968,570 1,052,175 (3,525,104) (5,955,250) (4,944,285) (47,384,480) (17,069,318) (16,788,050) (1,143,994) 15,210,263
12/1/2038 113,325,323 36,124,675 (4,083,758) (6,238,150) (4,945,894) (76,959,732) (17,065,318) (16,790,290) (1,172,594) 22,194,262
12/1/2039 115,740,909 0 (3,739,783) (6,534,375) (4,947 ,551) 0 (66,767,630) (16,792,500) (1,201,909) 15,757,161
12/1/2040 118,209,819 0 (4,049,921) (6,841,875) (4,860,896) 0 (68,315,105) (16,787,700) (1,231,957) 16,122,365
12/1/2041 120,746,912 0 (3,828,253) (7,165,944) (3,075,409) 0 (71,703,326) (16,789,240) (1,262,756) 16,921,985
12/1/2042 123,346,094 0 (4,596,306) (7,505,363) (2,226,345) 0 (73,571,420) (16,789,480) (1,294,325) 17,362,855
12/1/2043 126,011,639 0 (4,209,159) (7,860,859) (2,340,144) 0 (75,634,049) (16,791,110) (1,326,683) 17,849,636
12/1/2044 128,742,533 0 (4,558,221) (8,233,192) (2,342,065) 0 (77,231,160) (16,791,490) (1,359,850) 18,226,554
12/1/2045 131,537,799 0 (4,465,497) (8,623,162) (2,344,044) 0 (61,258,537) (16,787,980) (1,393,846) 36,664,733
12/1/2046 134,411,504 0 (5,011,714) (9,031,603) (2,346,082) 0 (115,000) (16,792,940) (1,428,692) 99,685,473
12/1/2047 137,351,768 0 (4,737,446) (9,459,390) (6,626,429) 0 0 (16,792,740) (1,464,410) 98,271,353
12/1/2048 140,362,414 0 (5,130,318) (9,907,439) (9,064,843) 0 0 (16,789,410) (1,501,020) 97,969,385
12/1/2049 143,451,979 0 (5,025,956) (10,376,710) (9,067,070) 0 0 (16,789,650) (1,538,545) 100,654,048
12/1/2050 146,618,386 0 (5,822,461) (10,868,208) (9,069,363) 0 0 (16,789,500) (1,577,009) 102,491,845
12/1/2051 131,458,175 0 (5,144 ,852) (11,382,987) (9,213,520) 0 0 0 105,716,816

Source: KABATA December 2012 Financial Plan
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Appendix C

State Reserve Fund Cash Flows for 2014 through 2061

Beginning Excess Interest @ State Draw on General Surplus Ending

Date Balance Revenues 3.000% Replenish Reserve Withdrawals Balance

Totals $150,000,000 $2,448,220,452 $90,200,527 $41,186,141 ($216,197,278) ($2,513,409,842) $ 0
12/1/14 150,000,000 0 4,500,000 0 0 0 154,500,000
12/1/15 154,500,000 0 4,635,000 0 0 0 159,135,000
12/1/16 159,135,000 0 4,774,050 0 0 0 163,909,050
12/1/17 163,909,050 0 4,917,272 0 (20,707,542) 0 148,118,780
12/1/18 148,118,780 0 4,443,563 0 (16,021,849) 0 136,540,494
12/1/19 136,540,494 0 4,096,215 0 (14,463,497) 0 126,173,212
12/1/20 126,173,212 0 3,785,196 0 (9,994,351) 0 119,964,057
12/1/21 119,964,057 0 3,598,922 0 (11,193,392) 0 112,369,587
12/1/22 112,369,587 0 3,371,088 0 (9,222,715) 0 106,517,959
12/1/23 106,517,959 0 3,195,539 0 (7,186,547) 0 102,526,951
12/1/24 102,526,951 0 3,075,809 0 (5,064,232) 0 100,538,528
12/1/25 100,538,528 0 3,016,156 0 (2,814,254) 0 100,740,430
12/1/26 100,740,430 0 3,022,213 0 (20,359,734) 0 83,402,908
12/1/27 83,402,908 0 2,502,087 0 (16,765,441) 0 69,139,555
12/1/28 69,139,555 0 2,074,187 0 (13,026,282) 0 58,187,459
12/1/29 58,187,459 0 1,745,624 0 (9,159,833) 0 50,773,250
12/1/30 50,773,250 0 1,523,198 0 (5,070,573) 0 47,225,875
12/1/31 47,225,875 0 1,416,776 6,407,492 (20,212,506) 0 34,837,637
12/1/32 34,837,637 0 1,045,129 17,092,608 (15,796,112) 0 37,179,262
12/1/33 37,179,262 0 1,115,378 11,282,105 (11,242,797) 0 38,333,948
12/1/34 38,333,948 0 1,150,018 6,020,842 (6,426,203) 0 39,078,605
12/1/35 39,078,605 0 1,172,358 383,094 (1,469,418) 0 39,164,639
12/1/36 39,164,639 2,314,147 1,174,939 0 0 0 42,653,726
12/1/37 42,653,726 6,486,023 1,279,612 0 0 0 50,419,360
12/1/38 50,419,360 10,886,674 1,512,581 0 0 0 62,818,615
12/1/39 62,818,615 15,432,528 1,884,558 0 0 (13,066,466) 67,069,236
12/1/40 67,069,236 20,102,224 2,012,077 0 0 (25,196,099) 63,987,438
12/1/41 63,987,438 21,545,527 1,919,623 0 0 (26,632,756) 60,819,832
12/1/42 60,819,832 23,039,093 1,824,595 0 0 (24,779,365) 60,904,155
12/1/43 60,904,155 24,574,678 1,827,125 0 0 (26,318,006) 60,987,951
12/1/44 60,987,951 26,146,855 1,829,639 0 0 (27,886,631) 61,077,814
12/1/45 61,077,814 27,760,724 1,832,334 0 0 (29,501,280) 61,169,592
12/1/46 61,169,592 29,406,406 1,835,088 0 0 (31,147,116) 61,263,970
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Date

12/1/47
12/1/48
12/1/49
12/1/50
12/1/51
12/1/52
12/1/53
12/1/54
12/1/55
12/1/56
12/1/57
12/1/58
12/1/59
12/1/60
12/1/61

Source: KABATA Decermber 2012 Financial Plan

Beginning
Balance

$ 61,263,970
61,356,179
61,451,288
52,347,904

0

[eNeoNelNelNolNolNolNoeNol

0
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Appendix C

State Reserve Fund Cash Flows for 2014 through 2061
(Continued)

Excess
Revenues

31,100,040
32,837,127
34,618,775
36,441,530
56,713,896
169,559,550
174,336,801
179,132,052
184,247,243
205,921,417
216,094,233
221,170,146
227,027,149
232,812,487
238,513,127

Interest @
3.000%

$ 1,837,919
1,840,685
1,843,539
1,570,437

eNeoNeoNoNoNeolNolNolNolNolNo]

-36 -

State

Replenish

$ 0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

Draw on
Reserve

cNeoNeoNoNoNeoNoNolNolNolNolNolNololNo)

General Surplus

$

Withdrawals

(32,845,750)
(34,582,704)
(45,565,697)
(90,359,871)
(56,713,896)
(169,559,550)
(174,336,801)
(179,132,052)
(184,247,243)
(205,921,417)
(216,094,233)
(221,170,146)
(227,027,149)
(232,812,487)
(238,513,127)

DIVISION OF LEGISLATIVE AUDIT

Ending
Balance

$61,356,179
61,451,288
52,347,904

[eNeoNoNeNeoNeolNolNolNolNolNolNo)



Appendix D

Conceptual Differences Between Mat-Su* & CDM Smith** Population & Employment
Estimates As Interpreted by Western Demographics, Inc.*** - 4/30/12

Mat-Su Pop / Employment Estimates

Purpose - To Plan and Time Capital
Improvements Focusing on Roads
Throughout the Mat-Su Borough

Local Micro Economic Model

Traditional Job Growth Model Linked to
Local Conditions

Verified with Local Information from
Business People, Realtors, Bankers, Land
Use and Transportation Planners. Borough
Ordinances and Community Plans

Reconciles to 2035 ISER Over-all Mat-Su
Growth Control Totals

Density Basis - Mat-Su Borough

Nominal Domestic Water and Sewer
Availability in KGB Corridor. Estimates
Based on On-site Well / Septic and Small-
scale Utility Districts Similar to Settler's Bay

Smaller Amounts of Residential in KGB
Corridor

Smaller Population and Employment in
Port MacKenzie

Smaller Population and Employment in
Greater Port MacKenzie

Limited Retail in Port District

Limited Office Land Use to Serve Local
Industrial Concerns

Less Extensive and Longer-Term
Upgrades to KGB and PMR (Point
MacKenzie Road) Proposed

Linkage of PMR to North Assumed to be
Burma Rd. North Big Lake Rd.

CDM Smith Pop / Employment Estimates

Purpose - To Estimate Bridge Toll Revenue
from Crossings

Regional Macro Economic Model

Regional Model Based on Anchorage / Mat-
Su Regional Statistical Area (RSA)
Environment

Derived from Expected Spill-over of
Anchorage Growth Expectations Given
Flousing Cost Differential and Flousing and
Industrial Land Shortages in Anchorage

Reconciles to 2035 ISER Control Totals
with Growth Emphasis on Southwest
Quadrant

Density Basis - Anchorage

Assumes Domestic Water and Sewer
Availability Will Develop to Suit Prescribed
Density

Larger Amount of Residential in KGB
Corridor

Larger Population and Employment in Port
MacKenzie

Larger Population and Employment in
Greater Port MacKenzie

Larger-scale Retail in Port District -
Estimates Predated Port Plan and
Regulations

More Extensive Office Land Uses
More Extensive and Shorter-Term
Upgrades to KGB and PMR (Point

MacKenzie Road) Potentially Necessary

Linkage of PMR to North Undefined

Mat-Su *- Mat-Su traffic model estimates predominantly developed and refined by Mat-Su Traffic
Modeling Consultant - HDR, Inc.
CDM Smith ** - Formerly Wilbur Smith and Associates (WSA) - Estimates developed for KABATA

Western Demographics, Inc. == - Mat-Su Borough Build-out and Demographic Consultant (WDI)

WDI Interviewed most parties involved in the development of the two estimates during April of

2012 and observed the listed conceptual differences.
Source: Document provided by Mat-Su Borough Planning Department
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Proposed Knik Arm Crossing, Traffic and Toll Revenue Study Update State of Alaska

Executive Summary

The purpose of this report is to objectively review the 2017-2051 traffic and toll revenue projections for
the Knik Arm Crossing (KAC) presented by Knik Arm Bridge and Toll Authority (KABATA).1 The traffic and
toll revenue projections for 2017-2036 were developed by Wilbur Smith Associates (WSA).2

This review evaluates the projected traffic and toll revenues for the KAC as summarized in WSA's 2011
report Proposed Knik Arm Bridge: Traffic and Toll Revenue Forecast (2011), and an August 2012
memorandum assuming a 2017 launch date, including their process of derivation from earlier WSA

studies.

Based on the various WSA reports, the review concludes that the traffic and toll revenue projections for

KAC are optimistic.

This review recommends implementation of eight changes to the assumptions, inputs and modeling

used in the current projections. These are:

« Examine road conditions such as instance delay minutes on alternative trip assignments) in the
MSA throughout the study period as traffic levels rise.

¢« Update the origin-destination pairings.

« Revise downwards the forecast growth in households during the study period in line with ISER
growth rates.

¢ Revise downwards the forecast growth rate in employment during the study period in line with
ISER growth rates.

« Update the gasoline prices used in vehicle operating cost estimates, and give additional
consideration to alternative scenarios for future gasoline price levels throughout the study
period.

¢ Adjust value of time estimates for changes in real income over the study period.

¢ Enhance the risk analysis, to include a wider set of input variables with well-specified
distributions in the Monte Carlo simulations.

¢ Commission an independent organization to produce traffic and toll revenue projections based

on modeling for the period 2037 through 2051.
This review suggests six clarifications for the current projections. These are:
e The high dependence of the traffic and toll revenue projections on strong economic

development and population growth in the Point MacKenzie area, north of it, and to the south

and west of Wasilla and Houston.

1KAC Pro Forma Financial Model, August 20 2012.
21In 2011 WSAwas acquired by CDM Smith.

Timothy James & Associates December 22, 2012
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The disparity between average annual growth rate in the base 2012 memorandum projections

post-20203(5.0%) and the average growth rate in AADT 2001-2011 for Glenn Highway at Eklutna
Flats is (1 93°/) ~m~@P amount noted has been retracted. The average growth rate in AADT 2001-2011 for the Glenn Highway

in Eklutna Hats should be 2.5 percent.
The disparity between the commercial vehicle/passenger vehicle split used in the studies

(approximately 12%) and the traffic count data for Glenn Highway at Eklutna Flats
(approximately 5%).

The constant commercial vehicle/passenger vehicle split used in the studies throughout the
study period.

The optimality of a constant real toll of $5 throughout the study period.

The difference in implicit elasticities between the 2007 and 2011 reports and the usage of the

2007 report elasticities in the 2011 projections.

3 After the "ramp-up" period has ended.

Timothy James & Associates

December 22, 2012
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1. Scope and Method

The purpose of this report is to objectively review the 2017-2051 traffic and toll revenue projections for
the Knik Arm Crossing (KAC) presented by Knik Arm Bridge and Toll Authority (KABATA).4 The traffic and
toll revenue projections for 2017-2036 were developed by Wilbur Smith Associates (WSA).5 This is an
essential prerequisite, prior to the appointment of a DBFO contractor by the KABATA, to design, build,

finance, operate and maintain the Knik Arm Crossing (KAC).

In particular, it considers the reasonableness of the projected traffic and toll revenues for the KAC as

summarized in the following two reports:

¢ Proposed Knik Arm Bridge: Traffic and Toll Revenue Forecast (2011), Wilbur Smith Associates
« Memorandum: Traffic and Revenue Update Assuming Year 2017 Opening for the Proposed Knik
Arm Crossing, CDM Smith, August 23, 2012

The evaluation also encompasses the projections, and the process of their derivation, in the Proposed
Knik Arm Bridge: Traffic and Toll revenue Forecast (2007), Wilbur Smith Associates, and a preliminary

report published in 2005. All sources are listed in the Principal Sources section of this report.

Beginning with a brief description of the KAC project, which is currently in the pre-construction phase,
this review offers a summary description of the methods employed by WSA to produce the projections

in 2011, alongside a general evaluation of the modeling framework and its internal consistency.

The validity of the assumptions and inputs used in the modeling process are then examined. These
include actual and planned road improvements, current population/household levels and forecast
growth rates, employment levels and forecast growth rates, vehicle operating costs (VOC), value of time

(VOT), and, revenue days.

An examination and evaluation of WSA's 2011 traffic and toll revenue forecasts is provided, using Glenn
Highway as a good indicator of the size of the current6 potential "market" for the KAC. Reference is also
made to the forecast growth in the Matanuska-Susitna area, identified by WSA's 2005 report as the

KAC's core trip attraction target market, and WSA's toll elasticity calculations.

The risk analysis input variables employed by WSA as part of a Monte Carlo simulation are examined,

including their specification and profile.

A series of recommendations and clarifications which, if implemented, could enhance the validity of

WSA's 2011 report are made.

4 KAC Pro Forma Financial Model, August 20 2012.
5In 2011 WSA was acquired by CDM Smith.
6 "Current" in the sense of absent significant population growth in the Port MacKenzie area.

5
Timothy James & Associates December 22, 2012
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It is important to note that access to WSA's models and modeling framework used to produce the 2011
traffic and toll revenue projections was not granted as part of this independent review. Sufficient

information is available in the reports available, however, to perform this review.

Timothy James & Associates December 22, 2012
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2. The Knik Arm Crossing (KAC) Project

The Knik Arm Crossing is a 2.7 mile vehicular toll bridge which would span the Knik Arm of Upper Cook
Inlet, approximately one mile north ofthe Port of Anchorage. First mooted in the 1950s, the proposed
bridge would connect the Port of Anchorage to Point MacKenzie in Matanuska-Susitna Borough -the
35th fastest growing county in the United States. The two locations are currently separated by 90 miles
of road, but the proposed 2.7 mile bridge would support freight-mobility, and improve regional

operations serving airport, military and consumer needs.7

The Port of Anchorage is a critical link between the U.S. and Alaska, providing an estimated 90% ofthe
merchandise cargo to 80% of Alaska's populated areas. It also provides essential fuel supplies to the
Anchorage and south-central area, and isthe entry point for many goods and cargos distributed to rural
Alaskan communities. The Port is located just north of Ship Creek near downtown Anchorage on the

Knik Arm ofthe Cook Inlet ofthe Pacific Ocean.8

7Source: http://www .knikarmbridge.com
8Sources: http://www.knikarmbridge.com and Wikipedia (http://en.wikipedia.org/wiki/Port_of_Anchorage).

7
Timothy James & Associates December 22, 2012
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Anchorage has a population of 291,825, consisting of 107,332 households and 70,554 families. The
racial makeup of Anchorage is 66% White, 5.6% Black or African American, 7.9% Native American, 8.1%

Asian, 2.0% Pacific Islander, 2.3% other races, and 8.1% two or more races.9

Approximately one third of Anchorage households include children under the age of 18. 48.4% contain
married couples living together, 11.7% a female householder with no husband present, and 34.3% non-
families. 24.9% of all households have single occupants, and 4.9% have someone living alone aged 65 or

older. The average household size is 2.64 and the average family size is 3.19.10

The age profile of Anchorage is 26% under the age of 18, 16.9% in their twenties, 13.8% in their thirties,
14.4% in their forties, 14.1% in their fifties, and 7.2% 65 years of age or older. The median age is 32.9

years. For every 100 females, there are 103.2 males.ll

Matanuska-Susitna Borough (often referred to as the Mat-Su Borough) is one of the few agricultural
areas of Alaska. It has a population of 88,995, consisting of 31,824 households and 22,579 families (US
Census Bureau, 2010). The borough seat is Palmer and the largest city is Wasilla. The racial makeup of
Mat-Su Borough is 84.9% White, 1% Black or African American, 5.5% Native American, 1.2% Asian, 0.2%

Pacific Islander, 0.7% other races, and 6.5% two or more races.12

Approximately 35.3% of Mat-Su Borough households include children under the age of 18. 56.6% of
households contain married couples living together, 8.7% a female householder with no husband
present, and 29.1% non-families. 22.3% of all households have single occupants, and 5.6% have
someone living alone aged 65 or older. The average household size is 2.75 and the average family size is

3.23.13

The age profile of Mat-Su Borough's population is 28.9% under the age of 18, 12.2% in their twenties,
13.1% in their thirties, 14.9% in their forties, 15.3% in their fifties, and 7.90% 65 years of age or older.

The median age is 34.8 years. For every 100 females, there are 107.18 males.}4

Historically, in the absence of a connection across the Knik Arm, growth in the region has been
northeasterly along the east side of the inlet, and also along the Parks Highway in Wasilla. Growth in

Point Mackenzie to date has not been realized.15

9Source: U.S. Census Bureau, 2010 Census.
10Source: U.S. Census Bureau, 2010 Census.
11 Source: U.S. Census Bureau, 2010 Census.
12Source: U.S. Census Bureau, 2010 Census.
13Source: U.S. Census Bureau, 2010 Census.
14Source: U.S. Census Bureau, 2010 Census.
B5Source: Wilbur Smith Associates (2005), Knik Arm Bridge Preliminary Traffic and Toll Revenue Study.

8
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3. KAC Traffic and Toll Revenue Projection Framework - Summary and Evaluation

WSA used a four-stage classical urban transportation planning framework to produce the various traffic

and toll revenue projections, including the 2007 and 2011 variations.

This is an industry-standard, ubiquitous framework employed for this area of transportation
planning/engineering.

In general, the four step transportation planning framework contains the following sequential elements:

e Trip generation: this focuses on need creation, to estimate the number of trips made by a range
of purposes, such as employment, leisure, shopping, etc.

e Trip distribution: this analyzes the origins and destinations of trips.

e Modal choice: this considers the range of options open to groups and individuals fortheir

journeys (e.g. bus, car, rail, personal car, etc.).

Route assignment: this evaluates the most cost-effective means of travel, in terms of both time

and cost, which does not always equate to the shortest route available.
WSA's model for developing the traffic and toll revenue projections is based on the HDR Alaska, Inc.
regional transportation model which seems to date to 2000. This is itself based upon two prior
transportation models - the Anchorage Metropolitan Area Solutions (AMATS) and the Mat-Su travel

demand models.

The scope of this review did not include the HDR Alaska, Inc. regional transportation model or its
precedents.

The HDR regional transportation model was built in TransCad but converted into CUBE Voyager by WSA

for use with toll algorithms.
TransCad and CUBE Voyager are both well-known and respected transportation planning software.
The study area used was the Anchorage Metropolitan Statistical Area (MSA).

This is wholly appropriate since the majority of traffic using the current road transportationsystem, or
indeed likely to use it given the building of the KAC, would be drawn from this geography.

The WSA model divides the MSA into approximately 600 Traffic Analysis Zones (TAZ).

This seems appropriate and the TAZs seem well-defined.

Timothy James & Associates December 22, 2012
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The representation of the road transportation network in the study area was developed using the HDR
regional transportation model from 2000 as a base. The various sources were then updated to create a
2005 network representation in the base WSA model. The representation was updated in both the 2007
and 2011 to reflect proposed and actual changes to the road transportation network over the study
periods. The WSA model assumes the KAC and accessing roadways would be expanded from 2 to 4

lanes in 2030.
The information sources consulted for this updating seem comprehensive and appropriate.

The representation of the road conditions evident on the road transportation network in the study area
appear entirely based on a 2005 base year. Although WSA seem to have made strenuous efforts in this
regard, it must be noted that speed, delay and congestion conditions may well have changed

significantly over the intervening seven year time span.
This may make some ofthe parameters within the model related to network conditions questionable.

Using the HDR regional transportation model from 2000 as a starting point, WSA calibrated their model

for their base year of 2005 mainly using an origin-destination travel survey conducted during that year.

Given the vintage of this calibration, some of the parameters relating to origin-destination pairings
within the model may be questionable due to the long-run nature of the projections. For example,
particular zones may mutate over the study period to become strong attractors of trips if entertainment
or retailing opportunities are enhanced in those TAZs. WSA's modeling is industry-standard - this is a
deficiency ofthe general approach.

The primary inputs in trip generation and trip distribution steps of WSA's model are the number of
households and the level of employment by TAZ. Essentially the WSA model uses some simple
regression analysis to estimate the relationship among trips in the study area (as the dependent
variable) and households and employment. The resulting estimated relationship isthen used to forecast
trips based on predictions of households and employment. Clarification was soughtl6 of the nature of
the regression analysis conducted but the information provided in the CDM Smith memorandum of
October 18, 2012 was insufficient to evaluate the regression analysis performed. Forecast total trips are
then allocated to TAZ by a Fratar (adapted growth factor) method. The updating is done for 5-year

increments, with interpolation for the intervening years.

Model updates were thus reliant on the quality of the estimated regression equation about which
insufficient information was made available.

WSA did not pay any attention to modal choice during the creation of their model - that is, Step 3 in the

generic four step transportation planning framework described above.

16 In the process of this review through contact with CDM Smith.

10
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Given the nature ofthe modal splitsfor the study area, this is appropriate.

30. Step 4 (route assignment) in the WSA approach is reliant on accurate road transportation network

modeling, value of time and vehicle operating costs inputs.

No assessment can be made ofthe way in which these were incorporated into the modeling because the
actual WSA models were not available for auditing.17

31. The study period for the 2007 version ofthe traffic and toll revenue projections was 2012 through 2030.
For the 2011 version, the study period was 2016 through 2035. The traffic and toll revenue projections
for the period 2036 through 2051 were directly produced by KABATA.

This is somewhat troublesome since the independence of the forecasting and the expertise with which it
was produced could be questioned.

17 However, the time and distance savings estimated associated with the bridge/no bridge scenarios in the 2007 report seem
curious. More explanation of how these were derived would be useful. Take, for example, Table 17 in the 2007 report for a
journey between Knik Fairview Area and the Eagle River Area in 2012. Data presented on this particular journey suggests an
average speed "With Bridge" of approximately 43mph (52.6 miles in 73.4 minutes) whereas "No Bridge" has an average speed
associated with it of approximately 31mph (39.6 miles in 76.5 minutes). Thus for this specific origin-destination pairing, despite
the fact that "No Bridge" entails a journey that is shorter by 13 miles than the "With Bridge" journey, there is a time saving in
favor of the "With Bridge" journey of 3.1 minutes.

11
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4. Assumption Validity

This section examines the validity of the assumptions/inputs used in the modeling process. The inputs
examined were actual and planned road network improvements, population/household levels and
forecast growth rates, employment levels and forecast growth rates, vehicle operating costs (VOC) and

value of time.
4.1 Actual and Planned Road Network Improvements

WSA's 2007 report consulted 5 primary sources to compile a list of transportation network

improvements up to and including 2030. These were:

« Anchorage Metropolitan Area Transportation Solutions (AMATS) Transportation Improvement
Plan (TIP), 1998-2000.

¢ Municipality of Anchorage TIP 2005-2009.

¢ Municipality of Anchorage Long Range Transportation Plan (LRTP), 2010-2025.

. Mat-Su LRTP, 2025.

* Confirmation of Projects from Alaska Department of Transportation (DOT).
These are all reputable sources.

This resulted in the identification of 40 projected improvements within the Municipality of Anchorage

and 5 projected improvements in Mat-Su Borough.
This seems appropriate and well-defined.

Two of the improvements originally modeled to occur in 2005 were completed by the time of WSA's
2011 review - the 15th Avenue reconstruction and Arctic Road expansion in the Municipality of
Anchorage. Since that time, 8 of the 9 projects listed for 2012 in the Municipality of Anchorage TIP have
been completed. The one exception appears to be the Independence Drive extension. This is based on
Table 4-1 of the 2035 Metropolitan Transportation Plan. Completion of the local street reconstruction
in the vicinity of the proposed KAC site, identified in the Municipality of Anchorage LRTP 2010-2025, is

also unconfirmed.
This generally supports the accuracy of the network improvements identified by WSA for 2012.

Work on other network improvements, originally identified by WSA to occur in or by 2015 have either
started or occasionally been completed. These include the Old Seward Highway reconstruction (404),
the Dowling Road extension (416), the Boniface Parkway extension (604), and at least part of the 100th

Avenue extension (418).

12
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WSA appears to have overlooked the Muldoon Road improvements (Tudor Road to Glenn Hwy), the
Arctic Boulevard surface rehabilitation (Fireweed Lane to International Airport Road) and the

reconstruction ofthe Lake Otis Parkway/Tudor Road intersection in its original network assumptions.

Some minor modifications are needed to update and enhance the accuracy of WSA's network
improvement assumptions, post-2012.

4.2 Socioeconomics (Households and Employment)

The two inputs used by WSA to drive demand (total trips) for the transportation system in the study
area are the number of households and the level of employment. Forecasts for these two variables

were generated in a common framework and are therefore discussed together in this section.

Numerous sources were consulted to construct the household and employment forecasts used in both
the 2007 and 2011 reports. These included the Institute of Social and Economic Research at the
University of Alaska, Anchorage, Northern Economics, the Alaska Department of Labor and Workforce

Development and Woods and Poole Economics.
These are all reputable sources.

These base sources were analyzed and supplemented by a study carried out by Insight Research
Corporation in 2007. The socioeconomic variables were updated in the 2011 report to reflect more
recent evidence on population and employment. Tables 1 and 2 below summarize the forecasts from
various sources, including the two WSA studies for households and employment in the event that the

KAC was built.

Table 1: Households

Households
ISER 2005 ISER 2009 WSA 2007 WSA 2011
Report Report
2010-2035 Growth Rate 1.60% 1.70%
2010-2030 Growth Rate 1.50% 2.20%
2035 Levels 199,700 217,300
2030 Levels 207,100 225,585

A comparison of the 2035 and 2030 levels in Table 1 shows that the 2007 report had inflated estimates
of the likely number of households in the study area for 2030. Although the forecast growth rate for the
number of households in the study area was revised downwards in the 2011 report, it was still above

the ISER forecast by at least 17,000.

The forecast growth for households during the study period in the study area seems optimistic.

13
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A comparison of the ISER's employment growth rate forecast with the 2007 study also suggests a level
of optimism. The 2011 study adjusted the growth rate of employment downwards to 1.2%, but this was

still above the growth rate forecast by the ISER.

Table 2: Employment
Employment

ISER2005  ISER2000  Von 2007 WSA 2011

Report Report
2010-2035 Growth Rate 1.10% 1.20%
2010-2030 Growth Rate 1.31% 1.60%
2035 Levels 307,100 250,900
2030 Levels 231,100 246,300

The 2011 reportforecast growth rate in employment seems slightly optimistic.
The previous comments relating to the forecast levels of employment and the number of households in
over the study period are reinforced by an examination of the population forecasts produced by the

ISER and the Alaska Department of Labor and Workforce Development. Table 3 below illustrates.

Table 3: Population

Population
WSA 2007 WSA 2011 AK Labor
ISER 2005 ISER 2009 Report Report Dept. 2011
2010-2035 Growth Rate 1.40% 1.60% 1.30%
2010-2030 Growth Rate 1.70% 2.20%
2035 Levels 522,100 557,100 517,45218
2030 Levels 550,500 613,200

Table 3 clearly demonstrates that the ISER and Alaska Department of Labor and Workforce
Development broadly agree on the population growth rate in the study area over the study period and,
indeed, the absolute level in 2035. WSA's forecast population in the study area in 2030, presented in
their 2007 report, was over 90,000 more than the ISER and Alaska Department of Labor and Workforce
Development for 2035. In their 2011 report, WSA reduced the forecast population growth, but it still
remained optimistic. This was reflected in the household and employment forecast growth rates in the

study area used to generate WSA's projections.

18 Estimate is for 2034.
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4.3 Vehicle Operating Costs (VOC)

VOC estimates were derived from National Energy Information Administration and American
Automobile Association (AAA) data. The principal elements used to calculate the VOC were the price of

gasoline, average fuel economies and other vehicle maintenance costs.

These sources are appropriate.

The information used to derive VOC estimates dates to 2009 and 2010.19 Neither the 2007 nor the 2011
reports contained any mention of using forecasts for the price of gasoline, changes in average fuel

economies or other vehicle maintenance costs over the study period.
This seems inappropriate given the importance of VOC in route assignment.
4.4 The Value of Time (VOT)

The VOT estimates used in the WSA model were derived from a stated preference study (carried out by
Resource Systems Group, Inc. (RSG)) which took place between April and June 2007. VOT derived from
stated preference studies is quite common. However, there is an ongoing debate as to the reliability of

the stated preference estimates of VOT generally.

While the stated preference study carried out appears to have been appropriately conducted (and is not
part of the scope of this review), the accuracy of the VOT estimates cannot be confirmed until revealed
preference data is available. The availability of this data is criticalgiven the importance of VOT
estimates in WSA's model.

The VOT estimates for 2007 and the updates used in the 2011 study were compounded annually to

account for inflation. However, VOTs are also somewhat dependent on real income.

WSA's estimates of VOT make no allowance for changes in real income over the study period among the
different income groups within the study area.

19 Inthe 2011 version.
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5. Trafficand Toll Revenue Examination

This section evaluates the actual traffic and toll revenue projections in a 2012 update?2 of WSA's 2011
report, based on an examination of the projections themselves and indirect indicators from other
sources of likely traffic levels in the study area.2l This evaluation lacks some detail since access to WSA's

actual models was not granted.
5.1 Traffic Projections

Table 4 details the estimated annual average daily traffic (AADT) projections in the 2012 memorandum.

Putting these annual average daily traffic projections into context is useful.

Table 4: WSA 2012 KAC Estimated Annual Average Daily Transactions (AADT)

Year Passenger Car Commercial Vehicle Total Transactions2 Growth Rate
2017 5,900 800 6,700

2018 8,800 1,200 10,000 49.3%
2019 11,300 1,500 12,800 28.0%
2020 13,100 1,800 14,900 16.4%
2021 14,300 2,000 16,300 9.4%
2022 15,400 2,100 17,500 7.4%
2023 16,500 2,200 18,700 6.9%
2024 17,600 2,300 19,900 6.4%
2025 18,700 2,400 21,100 6.0%
2026 19,800 2,700 22,500 6.6%
2027 21,000 2,900 23,900 6.2%
2028 22,200 3,100 25,300 5.9%
2029 23,400 3,300 26,700 5.5%
2030 24,600 3,500 28,100 5.2%
2031 25,900 3,500 29,400 4.6%
2032 27,100 3,700 30,800 4.8%
2033 28,300 3,900 32,200 4.5%
2034 29,500 4,100 33,600 4.3%
2035 30,700 4,300 35,000 4.2%
2036 31,700 4,300 36,000 2.9%
2037 32,400 4,400 36,800 2.2%
2038 33,100 4,500 37,600 2.2%
2039 33,800 4,600 38,400 2.1%
2040 34,500 4,700 39,200 2.1%

2 In a memorandum from CDM Smith on August 23, 2012, "Traffic and Revenue Update Assuming Year 2017 Opening for the
Proposed Knik Arm Crossing".

21 This discussion references the 2011 study and 2012 update interchangeably as the 2012 update is based on the 2011 study.
2 There isa "ramp-up" factor in operation in the table for the years 2017 through 2019.
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Glenn Highway is currently the only effective route into and out of Anchorage for trips to and/from

Matanuska-Susitna and all other destinations to the north of Anchorage, as illustrated in Figure 2 below.

Figure 2: Eklutna to Anchorage Route

Glenn Highway is therefore a good indicator of the size of the currentZB potential "market" for the KAC.
Traffic count data was provided in the 2011 Annual Traffic Volume Report (Central Region) produced by
the Alaska Depart of Transportation and Public Facilities for Glenn Highway at Eklutna Flats.24 Table 5
below illustrates AADT data for Glenn Highway at Eklutna Flats for the period 2001 through 2011.

23 "Current" in the sense of absent significant population growth inthe Port MacKenzie area.
24 At this traffic count location, there are no intersections to make interpretation complex.

17
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Table 5: AADT Glenn Highway at Eklutna Flats, 2001 - 2011

Year AADT Growth Rate
2001 23,079

2002 24,600 6.59%
2003 25,782 4.80%
2004 26,249 1.81%
2005 27,028 2.97%
2005 27,570 2.01%
2007 28,506 3.39%
2008 27,454 -3.69%
2009 28,495 3.79%
2010 29,644 4.03%
2011 29,572 -0.24%

53. Taking the 2020 KAC memorandum projections for AADT (14,900) and comparing it with the analogous
2011 traffic count data (29,572) gave a "market share" of over 50% for KAC. It is important to note that
these AADT figures are not completely comparable. Inevitably, the AADT figures for Glenn Highway at
Eklutna Flats will grow and, of course, building the KAC will engender growth in population and

employment in the Point MacKenzie area.

Nevertheless this illustrates how attractive the KAC would need to be to generate the AADT in the 2012
projections. This also suggests that WSA's projections may be somewhat optimistic.

54, AADT's growth rates in the two series were more comparable. The average annual growth rate in the
base 2012 AADT memorandum projections post-20205 was 5.0%. The average growth rate in AADT
2001 through 2011 for Glenn Highway at Eklutna Flats was 1.93% in the count data. One possible
explanation for the strong growth rate in the 2012 memorandum projections was the forecast
household growth rate of 3.8% in Mat-Su. However, this was still below the 2012 memorandum
projections growth rate Of5.0%. The 1.93% amount noted hes been retracted. The average growth rate in AADT 2001-2011 for the

Glenn Highway in Eklutna Hats should be 2.5 percent.

This requires some intuitive explanation. Once the KAC has been completed and in operation for some
years, itis difficult to see traffic growing at a much higher rate than for the current route.

55. To assess the market for the KAC, the 2005 report was very instructive. It pointed out that "Wasilla is
beyond the area of influence for the bridge"25 and that "Houston is a pivot point"27. This indicated that
the core area for trip attraction for the KAC would lie to the south and west of the Wasilla/Houston

area.B Current route journeys and times, plus the KAC alternatives, are shown in Figures 3 and 4.

25 After the "ramp-up" period has ended.

26 See page 3 and Figure 5.

21See page 3 and Figure 4.

28 This makes the locations used to carry out the origin-destination survey in 2007 curious. The question would be why
locations within the target area were not used.
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Figure 3: Houston to Anchorage Current and KAC Routes

Figure 4: Wasilla to Anchorage Current and KAC Routes
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Assuming TAZs 59, 96-104,107,124 and 591-597 are representative of this area, information about the
expected number of households and their growth in the study period was provided by WSA in a

communication in 2012.29 Table 6 below details the estimates.

Table 6: WSA Household Estimates in Target TAZs and Study Area

2020 2025 2030 2035
Point MacKenzie Target TAZs 10,115 15,312 19,180 22,763
Study Area 168,123 189,123 202,452 217,309

While there was obviously strong growth estimated predicated on the opening of the KAC, the forecast
total households in Point Mackenzie target TAZs compared to the study area as a whole remains small.
The 2012 memorandum and 2011 report projections for traffic and toll revenues were therefore

dependent to a large extent on economic development in the target TAZs.

Essentially the traffic and toll revenue projections are highly dependent on growth in the Point
MacKenzie area south and west of Wasilla and Houston.

Examination of the 2012 memorandum projections showed an approximate 12% split for commercial
traffic for the KAC in the expected, low and high scenarios and across the entire study period.30 No
explanation ofthe derivation ofthe 12% figure was provided in the 2011 report, or its constant nature.
A split of traffic count data was provided in the 2011 Annual Traffic Volume Report (Central Region)
produced by the Alaska Depart of Transportation and Public Facilities for Glenn Highway at Eklutna Flats.

This data suggested that the proportion of commercial traffic ranged from 4.91 to 6.62% in 2011.

Given the much higher toll to be paid by commercial vehicles, the disparity between WSA'sfigure and the
2011 traffic count observations is troubling and requires explanation/investigation.

5.2 Toll Projections

To determine projections for toll revenue, WSA's 2011 report performed a series of traffic assignment
runs using toll rates ranging from $3-$7 for passenger vehicles, 2015 - 2035.31 WSA's preference for a

$5 optimal passenger vehicle toll implicitly assumed that the toll elasticity for that price was unity.2

One troubling aspect, however, is that this figure was constant throughout the study period. It is more
likely that the optimal real toll will vary throughout the study period in response to travel changes
influenced by income and population fluctuations in the study area, and the availability of substitute
routes. It would be usefulfor WSA to explain their reasoning behind a constant real toll of $5.

29 Excel spreadsheet Knik Arm Updated SE Data ZonalJBase) for Kabata + Legis.xlsx supplied by Kazem Oryani, CDM Smith.
30 Even inthe "ramp-up" period of 2016 through 2018.

31 Presumably the same process was carried out for the 2012 memorandum projections of toll revenue.

32 By definition in Economics.
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The 2007 report contained a series of toll elasticities based on the outturns of traffic assignment runs
similar to those used in the 2011 report, all of which were less than unity. This suggested that the
revenue maximizing toll level in the 2007 report should have been above the maximum $6 input in those
runs. WSA's apparent failure to reach maximum toll revenue was illustrated by Figures 28 and 29 in

their 2007 report, where toll revenue continued to rise above the $6 passenger vehicle level.

There needs to be some explanation of the difference in implicit elasticities between the 2007 and 2011
studies and WSA's use ofthe 2007 report's elasticities in the 2011 projections.
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6. Risk Analysis Evaluation

Risk analyses are an important component in any traffic and toll revenue projection study. When
conducted appropriately, they shed considerable light on the likelihood of achieving different levels of

traffic and toll revenues.
6.1 Extent of Monte Carlo Simulation

The 2007 report did not include a risk analysis. The 2011 report included a Monte Carlo simulation-

based risk analysis, apparently using the following variables:

« Base, low and high traffic levels derived from the three household and employment growth
scenarios.
* The value oftime.

 Revenue days.

The Monte Carlo simulation was run for each five-year incremental projection to generate a probabilistic

profile for traffic and toll revenue over the study period.

This seems to be a very limited set of variables to examine a risk analysis of this nature. A fuller risk
analysis would include the critical input variables thatformed part ofthe models used in generating the
traffic projections.

6.2 Input Variable Specifications

The 2011 report offered very little explanation of the way in which the base, low and high traffic levels
were used in WSA's Monte Carlo simulation. The report implied that three points in the traffic
distribution were used for each risk analysis year, but does not specify the nature of the distribution. In
a subsequent memorandum of October 18, 2012 CDM Smith explained that they had generated four
traffic projections (one each for the base, low and high socio-economic variables and one for a VOT at
70% of that used in the base case), assumed a normal distribution and then calculated the mean and
standard deviation for the traffic projection distribution that was used in the Monte Carlo simulations
using this in conjunction with the revenue days input variable. Using a single "reduced form" traffic
projection distribution as one of just two input variables rather than household and employment growth
as input variables in the risk analysis inevitably restricts the variance of the traffic and toll revenue
estimates generated. Revenue days were specified as a truncated normal distribution, ranging from a

minimum of 300 to amaximum of 365, and a mean of 331.8.

The two input variables in the Monte Carlo simulation are not well specified and inevitable restrict the
variation the distribution of traffic levels in the outputs exhibits.
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6.3 Monte Carlo Simulation Risk Profiles

The Monte Carlo simulation outputs exhibit normal distributions with means that are approximately the
same as those for the base case traffic scenario (as would be expected). The variance of the normal
distributions generated was interesting since it indicates that the high and low traffic level scenarios
used as inputs were approximately one standard deviation either side of the mean.38 Table 7 below
compares projections developed in the three scenarios on the left-hand side with the outcome of the

Monte Carlo simulation on the right-hand side for 2020 and 2035.

Table 7: Projections and Risk Analysis Comparisons

Scenarios Risk Analysis
2035 Transactions
Low 9,964,500 11,522,500 25%
Expected 13,140,000 13,135,600 50%
High 15,184,000 14,774,400 75%
2020 Transactions
Low 5,219,500 5,387,400 25%
Expected 5,949,500 5,946,100 50%
High 6,789,000 6,488,100 75%

The lack of variation in the risk analysis and its similarity to the expected, low and high projections in the

scenarios is an indirect indication that insufficient variables were used to generate the risk analysis.

In its current specification, the risk analysis adds little to the study beyond that provided in the base, low
and high traffic and toll revenue projections.

R For a standard normal distribution one standard deviation on either side of the mean would capture approximately 68% of
the distribution around the mean.
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7. Recommended Changes and Clarifications

7.1 Recommended Assumption and Modeling Changes

To add validity to the forecasts, the following changes to WSA's assumptions/inputs and modeling

procedure are recommended:

If feasible, road conditions (for instance delay minutes on alternative trip assignments) in the
study area should be examined throughout the study period as traffic levels rise.

An updating of the origin-destination pairings may be appropriate given the vintage of the
original study.

An independent organization should produce traffic and toll revenue projections based on
modeling for the period 2037 through 2051.

The forecast growth in households during the study period used in the modeling should be
revised downwards in line with ISER growth rates.

The forecast growth rate in employment during the study period used in the modeling should be
revised downwards in line with ISER growth rates.

Gasoline prices are an important component of VOC estimates. These should be updated, and
additionally consideration be given to alternative scenarios for future gasoline price levels
throughout the study period.

VOT estimates should be adjusted for changes in real income over the study period among the
different income groups within the study area.

The risk analysis is inadequate and should include a wider set of input variables with well-

specified distributions in the Monte Carlo simulation.
7.2 Clarifications

To demonstrate the robustness or otherwise of WSA's projections, the following clarifications are

recommended:

« The high dependence of the traffic and toll revenue projections on strong economic
development and population growth in the Point MacKenzie area, north of it, and to the south
and west of Wasilla and Houston.

¢« The disparity between average annual growth rate in the base 2012 memorandum projections

post-202034 (5.0%) and the average growth rate in AADT 2001-2011 for Glenn Highway at
. The 1.93% amount nated has been retracted. The average growth rate in AADT 2001-2011 for the
Eklutna Flats is (1.93%

): Glenn Highway in EII%ILHna Hats should'be 2.5 percert.
¢ The disparity between the commercial vehicle/passenger vehicle split used in the studies

(approximately 12%) and the traffic count data for Glenn Highway at Eklutna Flats

(approximately 5%).

34 After the "ramp-up" period has ended.
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¢ The constant commercial vehicle/passenger vehicle split used in the studies throughout the
study period.
¢ The optimality of a constant real toll of $5 throughout the study period.

¢« The difference in implicit elasticities between the 2007 and 2011 reports and the usage of the

2007 report elasticities in the 2011 projections.
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8. Summary Conclusions

69. Based on the WSA reports as they are currently drafted, this review concludes that the traffic and toll

revenue projections for KAC seem optimistic.
70. This independent review suggests six clarifications. These are:

e The high dependence of the traffic and toll revenue projections on strong economic
development and population growth in the Point MacKenzie area, north of it, and to the south
and west of Wasilla and Houston.

e The disparity between average annual growth rate in the base 2012 memorandum projections

post-20203F (5.0%) and the average growth rate in AADT 2001-2011 for Glenn Highway at
The 1.93% amount noted hes been retracted. The average growth rate in AADT 2001 - for'the

Eklutna Flats is (1.93/6). Qemn Highway in Eklutna Hats should be 2.5 percert.
e The disparity between the commercial vehicle/passenger vehicle split used in the studies

(approximately 12%) and the traffic count data for Glenn Highway at Eklutna Flats
(approximately 5%).

¢ The constant commercial vehicle/passenger vehicle split used in the studies throughout the
study period.

 The optimality of a constant real toll of $5 throughout the study period.

*« The difference in implicit elasticities between the 2007 and 2011 reports and the usage of the

2007 report elasticities in the 2011 projections.

71. This independent review makes eight recommendations to enhance the validity of WSA's reports and
KABATA's post-2036 projections. These are:

« Examine road conditions such as instance delay minutes on alternative trip assignments) in the
MSA throughout the study period as traffic levels rise.

¢« Update the origin-destination pairings.

¢« Revise downwards the forecast growth in households during the study period in line with ISER
growth rates.

¢« Revise downwards the forecast growth rate in employment during the study period in line with
ISER growth rates.

¢ Update the gasoline prices in VOC estimates, and give additional consideration to alternative
scenarios for future gasoline price levels throughout the study period.

¢« Adjust VOT estimates for changes in real income over the study period.

¢ Enhance the risk analysis, to include a wider set of input variables with well-specified
distributions in the Monte Carlo simulation.

¢ Commission an independent organization to produce traffic and toll revenue projections based

on modeling for the period 2037 through 2051.

P After the "ramp-up"” period has ended.
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Timothy Jon JAMES

CURRENT POSITIONS
Research Professor - Department of Economics, Arizona State University
Director of Research and Consulting - L. William Seidman Research Institute, Arizona State University

QUALIFICATIONS

B.A. Economics (University of Warwick)

M.A. Economics (University of Warwick)

Ph.D. Economics (University of Southampton)
International Teachers' Programme (Bocconi University)
Cert.Ed. (University of Sheffield)

CAREER HIGHLIGHTS

Director, Economics and Business Solutions - Halcrow Group Ltd.

Associate Consultant (part-time) - Oxford Economic Research Associates (OXERA)
Research Fellow - Advanced Railway Research Centre

Lecturer (Professor) in Economics - University of Sheffield, UK

Associate Consultant (part-time) - Maxwell Stamp, PLC

Lecturer (Professor) in Economics - Loughborough University, UK

Lecturer (Professor) in Economics - University of Stirling, UK

Visiting Researcher - Transport Studies Unit, University of Oxford

Professor of Economics - Lyon Graduate School of Business, France

Advisor to: the Prime Minister ofthe UK, the European Commission, the BBC, the Commonwealth
Secretariat and the Rail Passengers Council.

SELECTED RELEVANT PROJECT WORK

Evaluating PPPs in the US - Pew Center on the States, USA
Principal advisor to the Pew Center on the merits of PPP deals conducted in the US and their global comparators.

Design and evaluation of a P3 for New Jersey State Turnpike and Garden State Parkway - State of New Jersey,

USA
Principal advisor to the State of New Jersey on the design of a P3for four major roads in the State of New Jersey.

Arizona's Infrastructure Requirements and Funding Alternatives: 2008-2032 - Arizona Investment Council, USA
Director of a project examining Arizona's infrastructure requirements in water, energy, transportation and
telecommunications over the 25 yearsfrom 2008.

i-69/TTC Chief Economist (TxDOT), USA - Chief Economist
Chief Economist on a ($50m) P3 project to build a transport and utilities corridor with private sector participation in
Texas.

Due Diligence on $lbn P3 Concession Contract (Goldman Sachs), Chicago, USA - Principal Economist
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Demand forecasting (including panel data econometrics) and the construction/validation of a financial evaluation
model.

TTC-35 Rail Proposal (P3) Validation (TxDOT), USA - Principal Economist
Evaluated a private sector proposal (P3) for the construction of rail infrastructure on the TTC-35 corridor.

Southwestern Franchise Rail Franchise (P3) Re-Letting (DfT Rail), UK-Team Leader

Extensive advisory role to the DfT on its re-franchising of Southwest Trains and Island Line. Work involves
evaluation of the current franchise, preparation of the definition of the future franchise and evaluation of all
franchise bids.

Financial Appraisal - Iraq Grand Port (Hanna Sheikh Holding Corporation), Dubai - Project Manager
Evaluation of thefinancial case for the construction a new port in southern Iraq with a capital cost of up to $13bn.

Funding the Railways: Looking Years Ahead (Rail Passengers Council), UK- Project Manager
This work involves writing two reports on the future prospects for British railways and includes detailed modelling
of thefunding required to sustain potential growth over the next twenty years.

The Development of Market Models for Increased Competition in Railroad Passenger Traffic (S and Oxford
University), Sweden - Principal Consultant

Development of market models for increased competition in railroad passenger traffic and their use in the
assessment ofthe optionsfor the Swedish rail system.

British Multi-Modal Transport Model (Oxford Economic Research Associates), UK- Principal Consultant
Involved the construction of a strategic level multi-modal transport modelfor Britain including air, bus, coach, rail
and road. Model employed by policymakers and commercial enterprises in forming strategic business plans and

policy.

A Railway Renaissance? (Institute of Public Policy Research), UK- Project Manager and Director

Entailed the assessment of the prospects for the British rail industry of proposed re-franchising of passenger train
operating companies through wide consultation with government, regulatory authorities and members of the
railway industry.

British Railway Modelling and Assessment (BBC), UK- Project Manager and Director
The project entailed the detailed modelling of the British railway system and an assessment of its current and
future performance. The outputs were used in a number of BBC TV and radio programmes.

Competition Policy Briefing (Commonwealth Secretariat), Commonwealth - Project Manager
Preparation of a competition policy briefing document for use at the Commonwealth finance ministers Ottawa
meeting.

Passenger Demand Forecasting Handbook Update (Rail-OR), UK - Project Manager

Modelled and estimated passenger demand for the entire UK rail network using state-of-the-art econometrics. The
study provided a major input to the Passenger Demand Forecasting Handbook (PDFH) produced by Rail-OR for use
by all new passenger TOCs in Britain.

Transport Regulation and Environmental Analysis (ESRC), European Union - Principal Consultant
Comparative study ofthe transport regulatory environment in the UK, Holland and Germany over a period ofsix
months.
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900 Chapel Street, Suite 1400
New Haven, CT 06510

tel: 203 865-2191

fax: 203 624-0484

February 15, 2013
CONFIDENTIAL

Mr. Michael L Foster, P.E.
Chairman ofthe Board CDM Smith's response in Appendix | gives DLA permission

Knik Arm Bridge and Toll Authority to include this February 15, 2013, response in this report.
820 East 15t Avenue

Anchorage, Alaska 99501

Subject: Response to the Independent Review of Traffic and Toll Revenue Projections
by Timothy James & Associates

Dear Mr. Foster:

Thank you for the opportunity to help respond to the confidential draft management letter
summarizing the legislative audit’s preliminary findings. This management letter was directed to
you from Ms. Danna Moser, CPA, of the Legislative Budget and Audit Committee, Division of
Legislative Audit, dated February 1, 2013. Our response is to the report titled "The Knik Arm
Crossing: An Independent Review of Traffic and Toll Revenue Projections," prepared by Timothy
James &Associates, dated December 21, 2012, and included in the letter as Attachment D.

Many of the issues contained in this independent review pertain to the assumptions that CDM
Smith used to prepare the traffic and toll revenue estimates. Some of the issues raised are centered
on our assumptions and inputs to the travel demand model. We hope to clarify the reasons behind
the assumptions we made and to demonstrate the reasonableness and conservative nature of our
assumptions and approach. Toward that end, while we have many technical and nontechnical
comments and reactions to this independent review, we will limit our responses to the "suggested
clarifications” and "recommendations” presented in the concluding section. We first present the
comments directly from the independent review in italics, followed by our response.

Suggested Clarifications from Timothy James & Associates

*  The high dependence of the traffic and toll revenue projections on strong economic development
and population growth in the Point MacKenzie area, north ofit, and to the south and west of
Wasilla and Houston.

The traffic and toll revenue estimates associated with the Knik Arm Crossing [KAC] are by
design highly dependent on socio-economic conditions in the Point MacKenzie area. This area
is expected to experience a growth spurt once the KAC opens to traffic.
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The KAC will connect the Municipality of Anchorage and Matanuska-Susitna (Mat-Su)
Borough at Point MacKenzie. Lower Mat-Su Borough is essentially an undeveloped
"greenfield,” that will grow rapidly as a consequence ofthe KAC. Travel between the two
areas, within eyesight of each other, currently requires up to a 90 mile trip by road around
the Knik Arm ofthe Upper Cook Inlet. Construction ofthe KAC will significantly reduce travel
times and have a major impact on socio-economic development in lower Mat-Su Borough and
Point MacKenzie in particular. This area will be transformed from largely open land into a
much more developed area with residential, commercial, industrial and retail activity. There
are already a number of on-going and planned developments (including the Port, the rail link
and correctional center) anticipating the KAC opening. Over time, land developmentwill be
reoriented from the recent historic pattern along the upper westside ofthe Knik Arm of Cook
Inlet in the Knik-Fairview area to Mat-Su Borough near the KAC. The opening ofthe KAC will
help resolve the shortage ofindustrial and residential land in the Anchorage bowl.

The influence of the KAC on land development patterns has been recognized since project
inception. Transportation planners have prepared land development plans with and without
the KAC. In 2007, CDM Smith employed the services ofan independent economist, Insight
Research Corporation, to prepare forecasts of development. Theirwork was based on earlier
studies performed by Northern Economics and the Institute of Social and Economic Research
(ISER) at the University of Alaska. The chiefeconomist for Insight Research Corporation
visited Anchorage and interviewed local decision makers, planning directors and real estate
experts. This research was an important part ofour study. In 2011, CDM Smith updated the
results to reflect more recent information on population and employment. In addition to
those traveling to the lower Mat-Su Borough, the KAC will also serve through trips and act as
a reliever for congested roads on the other side of the Inlet, specifically the Glenn Highway.

« The disparity between average annual growth rate in the base 2012 memorandum projections
post-2020 [after the "ramp-up" period has ended] [5.0%) and the average growth rate in AADT
2001-2011 for Glenn Highway at Eklutna Flats is [1.93%).

In order to clarify this point, Table 1 shows historical traffic counts on Glenn Highway at
Eklutna Flats and traffic forecasts for the KAC. The average annual percent change (AAPC)
between 2001 and 2011 is 2.5%; not 1.93%. Also, since this time period includes the effects
ofthe Great Recession, the average annual growth rate between 2001 and 2007 was 3.6% per
year. This is perhaps more representative ofthe period.

Typically traffic volumes on start-up facilities grow faster than traffic volumes on more
mature, established roadways. This is almost always true in percentage terms, since the
volumes are low to start and the same amount of growth will be ahigher percent. This is
frequently true in absolute terms, since it takes time for the advantages ofa new toll road to
be realized (referred to as the "ramp-up"” period) and ittakes even longer time for people to
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adjust their location patterns in response to the new transportation facility. The KAC will
serve as an alternative route for some traffic currently using the Glenn Highway. It will also
serve arapidly growing share oftraffic between Anchorage and lower Mat-Su Borough.

Table 1
Average Daily Traffic
at Glenn Highway and Proposed Knik Arm Crossing

KAC Glenn Highway Screen Line
KAC
Year Traffic Increase Traffic Increase Total AAPC Share
Traffic Counts
2001 23,079 23,079
2002 24,600 24,600 6.6
2003 25,782 25,782 4.8
2004 26,249 26,249 1.8
2005 27,028 27,028 3.0
2006 27,570 27,570 2.0
2007 28,506 28,506 3.4
2008 27,454 27,454 -3.7
2009 28,495 28,495 3.8
2010 29,644 29,644 4.0
2011 29,572 29,572 -0.2
Traffic Projections
2020 14,900 29,300 44,200 4.6 34%
2025 21,100 6,200 34,900 5,600 56,000 4.8 38%
2030 28,100 7,000 41,900 7,000 70,000 4.6 40%
2035 35,000 6,900 46,500 4,600 81,500 31 43%
AAPC
2001-2007 3.6% 3.6%
2001-2011 2.5% 2.5%
2011-2020 -0.1% 4.6%
2020-2025 7.2% 3.6% 4.8%
2025-2030 5.9% 3.7% 4.6%
2030-2035 4.5% 2.1% 3.1%

AAPC is "average annual percentage change”
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The table also shows asummary of the forecasts of traffic on the KAC and the Glenn Highway
at the same location as the counts. This is a "screen line" that runs across the Inlet. After the
"ramp-up" period, the expected average annual growth rate on the screen line between 2020
and 2025 is 4.8% per year or an increase of 11,800 vehicles per day over the five year period,
with most of the growth happening on the KAC [7.2% peryear or 6,200 vehicles per day) and
less on Glenn Highway (3.6% per year or 5,600 vehicles per day). The expected average
annual growth rates between 2025 and 2030 are lower at 4.6% per year for the screen line or
14,000 vehicles per day over the five year period. Between 2030 and 2035, the expected
annual growth rates are lower, at 3.1% for the screen line, as the pace of development
subsides. Once again, most ofthe growth occurs on the KAC. Traffic volumes are always
higher on the Glenn Highway during the forecast period. Itis importantto note that growth
rates on start-up facilities are typically higher in percentage terms than the growth rates on
established roadways because the starting values are lower.

*  The disparity between the commercial vehicle/passenger vehicle split used in the studies
(approximately 12%) and the traffic count datafor Glenn Highway at Eklutna Flats
(approximately 5%).

The 2007 Proposed Knik Arm Bridge Study analysis was based upon available vehicle
classification data provided by Alaska Department of Transportation and Public Facilities
(DOT&PF) from its permanentrecorder stations. Table 2 shows the vehicle classification data
from the station on the Glenn Highway at Eklutna Flats, which was available from 2003
through 2006. For this analysis, commercial vehicles consist of Classes 4 through 13, i.e., all
vehicles with three or more axles including two axle vehicles towing single axle trailers. On
this basis, commercial vehicles were 12.2% of the traffic in 2003,11.5% in 2004,13.6% in
2005 and 15.5% in 2006. CDM Smith developed a regional average commercial vehicle
percentage of 12% based on this location and other locations on the Glenn Highway and
Parks Highway. When this analysis was updated in 2011, vehicle classification data for that
year was notyet available. Moreover, no new vehicle classification count had been conducted
on the Glenn Highway at Eklutna Flats since the 2007 Study. The assumption of 12%
commercial vehicles is reasonable.

The forecast of commercial vehicles using the KAC includes both traffic diverted from the
Glenn Highway and the additional traffic representing movements between Anchorage and
the lower Mat-Su Borough. Based on socioeconomic growth estimates, significant demand by
commercial vehicles for the KAC is expected to be generated from within Amchorage. This
includes commercial vehicle traffic from the Port of Anchorage, as well as construction
vehicles, delivery trucks, recreational vehicles and campers traveling to the Mat-Su Borough.
Because oftheir lower fuel economy, higher cost ofvehicle maintenance and the cost of
driver wages, commercial vehicles are in many cases less sensitive to the KAC toll than are
passenger cars in order to take advantage ofthe time and distance savings (even though
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truck tolls are higher). For these reasons, the assumption of 12% commercial vehicles is
perhaps conservative.

The constant commercial vehicle/passenger vehicle split used in the studies throughout the
study period.

CDM Smith assumed that the proportion ofcommercial vehicles in the KAC traffic stream
would remain constant over time. It has been our experience on other "greenfield" projects
across the country thatthe proportion of commercial vehicles increased gradually after
opening. Once commercial and industrial activities have been established in the lower Mat-Su
Borough, the KAC will experience an increase in local truck traffic. Given that the initial
proportion averaged 12%, CDM Smith decided that the conservative approach would be to
hold it constant. The definition of commercial vehicles includes two-axle vehicles towing a
single axle trailer (a boat or camper).

The optimality ofa constant real toll of$5 throughout the study period.

During the 2007 analysis, CDM Smith performed sensitivity tests to prepare our
recommendation on toll rates. This analysis established that the revenue-maximizing toll rate
for passenger cars would be justunder $6.00 each way in 2005 dollars. We recommended
that the initial toll rate be setatalower value, $5.00 each way in 2017 dollars, allowing some
room for a productive increase in toll revenue if necessary. Commercial vehicles pay higher
tolls which are setaccording to the (N-I) formula, in which Nrepresents the number of axles.
Customers in future years would pay higher tolls, with the amount increasing at 2.5% per
year to account for expected inflation. This rate is slightly lower than the historic consumer
price index for Anchorage.

The toll sensitivity analysis in future years demonstrated that the revenue-maximizing toll
rate grew faster than inflation. Over the long run, the growth in disposable income has
generally been faster than inflation, i.e., there have been real increases in disposable income.
In model terms, the value oftime (VOT) increases at a rate faster than the rate at which tolls
would increase. CDM Smith has observed this phenomenon in many traffic and revenue
studies. So, holding the real passenger car toll rate constant (inflating the nominal rate at the
expected rate of inflation) isa conservative assumption, as over time the "head room"
between the planned toll rate and the revenue-maximizing toll rate would increase.

The difference in implicit elasticities between the 2007 and 2011 reports and the usage ofthe
2007 report elasticities in the 2011 projections.

As stated before, CDM Smith performed toll sensitivity tests as part ofthe 2007 analysis using
the travel demand models. From these, we developed estimates oftoll elasticity. By
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comparing these elasticities to results from models in other locations, we demonstrated that
the models for the KAC were working properly.

In the 2011 analysis, we updated the travel demand models with recentinformation on socio-
economic conditions and forecasts as well as updates on planned transportation network
improvements. As expected, there were slight changes in the elasticities resulting from the
model update. The elasticity curves were adjusted slightly to account for redistribution
effects ofthe bridge.

The final traffic and toll revenue estimates were nevertheless developed from the updated
model, not from the elasticities. That is, the elasticities from the 2007 analysis were not used
to produce the 2011 traffic and toll revenue estimates.

Recommendations from Timothy James & Associates

*

Examine road conditions such as instance delay minutes on alternative trip assignments) in the
MSA throughout the study period as traffic levels rise.

The suite oftravel demand models used to produce the KAC traffic and toll revenue estimates
contains an equilibrium traffic assignment routine. This traffic assignment model includes
features to make sure that the travel time increases with the volume on network links.
Heavily traveled links have an appropriate level of delay builtin. Atequilibrium, all trips are
assigned to the shortest path in the network [including congestion delay). No traveler can
find a shorter path. This process is part of the travel demand models in the validation year
and in all forecast years.

Update the origin-destination pairings.

Up-to-date information is critical to the creation ofvalid travel demand models and more
data is always better than less data. CDM Smith is unclear as to the intent of this
recommendation, since origin-destination data is expensive to obtain and only used as part of
model calibration/validation. Some explanation may help.

The suite of models used in the KAC traffic and revenue study contains a trip distribution
model. The purpose is to estimate the number oftrip interchanges [movements between
places) as a function ofthe number oftrip productions [origins), the number oftrip
attractions [destinations) and the generalized cost oftravel between those places. Origin-
destination information is obtained through a survey oftravelers about their trips. This
would typically include a number of characteristics including the origin and destination of
each trip. The result ofthis survey is used as a reference to make adjustments in the trip
distribution model so that the synthesized pattern oftrip interchanges in the calibration year
looks more like the observed pattern. Once the adjustments are completed, the model is
ready for application in forecasts. For the KAC, CDM Smith conducted origin-destination
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surveys in 2007 and applied this information to the model calibration year 2005. This
information was used to validate the model and to gain an understanding ofthe current
demand that might divertto the KAC.

The pattern oftrip interchanges produced by the model in future years depends on the
pattern oftrip productions, trip attractions and the generalized cost of travel between places
at that future time. The pattern of "origin-destination pairings" is a product of the travel
demand model and always updated in future years based on assumed land-use patterns and
transportation network. There is no need to update the "origin-destination pairings" unless
the whole model was to be reconstructed to a new calibration year.

Revise downwards theforecast growth in households during the study period in line with ISER
growth rates.

To clarify the next issues, we present historical information about population (Table 3),
households (Table 4} and employment (Table 5). The growth rate in households used by CDM
Smith was 3.8% per year in the Mat-Su Borough and 1.0% per year in the Municipality of
Anchorage. As shown in Table 4, these are lower than the long term historical growth rates in
households of 6.1% per year in the Mat-Su Borough and 1.9% per year in Anchorage. The
growth rates in households used by CDM Smith is also below the observed growth rates
during the recent decade 2000 to 2009 (including the effects ofthe Great Recession) when
the Mat-Su Borough grew by 4.9% per year and Anchorage by 1.2% per year.

The ISER growth rates for the period 0f2010-2035 for households is 1.5% per year for the
entire study area with a 3.2% per year rate for Mat-Su Borough and 0.9% per year for
Anchorage, shown in Table 6.

Itshould be noted that ISER underestimated the 2010 Mat-Su Borough population by 8,696
persons (9.8% ofthe total) and the Anchorage population by 2,626 persons (0.9% ofthe
total) compared to the 2010 Census. This probably has to do with the fact that these
estimates were prepared during the Great Recession. Taking these underestimates near the
forecast base year into consideration and making an adjustment, the ISER 2035 projections
would be close to the estimates used by CDM Smith. The forecast growth in households is the
result of detailed analysis and is reasonable. Taking into account the anticipated effects ofthe
KAC opening, the forecasts are perhaps conservative.

Revise downwards theforecast growth rate in employment during the study period in line with
ISER growth rates.

CDM Smith used an annual growth rate in employment for 2010-2035 for Anchorage of 0.8%
per year. This is identical to the growth rate produced by ISER, as shown in Table 6. For the
Mat-Su Borough, CDM Smith used a growth rate foremployment of3.1% per year; higher
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than the ISER growth rate of 2.8% per year. Given that historical employment growth in the
Mat-Su Borough has been 4.8% per year during the period 1990-2009, CDM Smith believes
that the slightly higher growth rate for employment is reasonable given the anticipated
developments planned with the construction and opening ofthe KAC.

Table 3
Historical Population
Historical Year

Geography 1980 1990 2000 2009
Anchorage Municipality 174,400 226,300 260,300 286,200
Matanuska-Susitna Borough 17,800 39,700 59,300 88,400
Study Area 192,200 266,000 319,600 374,600
Alaska 401,900 550,000 626,900 698,500

United States 226,545,800 248,709,900 281,421,900 307,006,600

Source: United States Census Bureau; rounded to the nearest 100

Table 4
Historical Households
Historical Year

Geography 1980 1990 2000 2009
Anchorage Municipality 61,200 83,300 95,100 106,100
Matanuska-Susitna Borough 5,800 13,500 20,800 31,900
Study Area 67,000 96,800 115,900 138,000
Alaska 133,100 190,200 222,300 255,600
United States 80,824,800 92,315,400 105,836,900 118,560,300

Source: Woods and Poole, 2010; rounded to the nearest 100

Table 5
Historical Employment
Historical Year

Geography 1980 1990 2000 2009
Anchorage Municipality #N/A 116,600 133,500 144,300
Matanuska-Susitna Borough #N/A 15,800 26,800 38,500
Study Area #N/A 132,400 160,300 182,800
Alaska 170,800 251,000 299,300 332,100
United States 99,303,000 118,793,000 136,891,000 139,877,000

Average Annual Percent Change

’80-'90 90-'00 '00-'09 '80-'09
2.6% 1.4% 1.1% 1.7%
8.4% 4.1% 4.5% 5.7%
3.3% 1.9% 1.8% 2.3%
3.2% 1.3% 1.2% 1.9%
0.9% 1.2% 1.0% 1.1%

Average Annual Percent Change

'80-'90 '90-'00 '00-'09 '80-'09
3.1% 1.3% 1.2% 1.9%
8.8% 4.4% 4.9% 6.1%
3.7% 1.8% 2.0% 2.5%
3.6% 1.6% 1.6% 2.3%
1.3% 1.4% 1.3% 1.3%

Average Annual Percent Change

=80-'90 '90-'00 '00-'09 '90-'09
#N/A 1.4% 0.9% 1.1%
#N/A 5.4% 4.1% 4.8%
#N/A 1.9% 1.5% 1.7%
3.9% 1.8% 1.2% 1.5%
1.8% 1.4% 0.2% 0.9%

Source: Bureau of Labor Statistics (Local Area Unemployment Statistics for AK and the Current Population Survey for the US); rounded to the nearest 100
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Table 6
Base Case Projections by Source (CAAGR)
Projections by Source (CMGR) - Base Case Updated Projections (CAAGR)
Source ISER, UAKA* ("10-35) AK Labor Department"('09-'34) 2007 Study"™ (10-'30) '10-35

Geography Pop HH Employ't Pop HH Employ't Pop HH Employt  Pop HH Employ't
Municipality of Anchorage  0.8% 0.9% 0,8% 0.9% #N/A #N/A 10% 10% 10% 0.9% 10% 0.8%
Mat-Su Borough 31% 3.2% 2.8% 24% #N/A #N/A 4.9% 4.9% 44% 35% 3.8% 31%
Study Area 14% 15% 11% 1.3% #N/A #NIA 2.2% 2.2% 16% 16% 17% 12%

* Update the gasoline prices in VOC estimates, and give additional consideration to alternative
scenariosforfuture gasoline price levels throughout the study period.

Using the same methodology for estimating vehicle operating cost (VOC) as was used in 2011.
The Anchorage area VOC was updated for 2012 with the latest available data. Table 7
provides a comparison ofthe updated VOC assumptions and calculations:

Table 7
Comparison of 2011 and 2012 Vehicle Operating Cost Assumptions and Calculations

Estimated 2011 VOC
Value (As estimated in the 2011 Study)

Average Cost of

Estimated 2012 VOC

. $3.34 $3.96
Gasoline per Gallon

Fuel Economy

Average Miles per Gallon
Average Cost of Gas / Mile
Maintenance Costs

Tire Costs

Average Vehicle

Cost per Mile

Percent of SUV/Van

Average Weighted Vehicle
Cost per Mile

22.91 Sedan -17.31 SUV/Van

$0.1458 Sedan - $0.1930 SUV/Van
$0.0454 Sedan - $0.0491 SUV/Van
$0.0083 Sedan - $0.0087 SUV/Van

$0.1996 Sedan - $0.2507 SUV/Van

69.0 Percent

$0.2348

23.69 Sedan -19.29 SUV/Van

$0.1672 Sedan - $0.2053 SUV/Van
$0.0447 Sedan - $0.0464 SUV/Van
$0.0100 Sedan - $0.0104 SUV/Van

$0.2219 Sedan - $0.2621 SUV/Van

69.4 Percent

$0.2498

As shown in Table 7, the average cost of gasoline in the Anchorage area increased by 18.6%
between 2011 and 2012. This was counterbalanced by an increase in fuel economy. Average
fuel economy increased from 19.0 miles per gallon in 2011 to 20.6 miles per gallon in 2012,
an increase of 8.4%. Vehicle maintenance and tire costs remained roughly the same. As a
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result, estimated VOC increased 6.4% between 2011 and 2012. Much ofthis increase was
born by sedans, as the average VOC for sedans increased by $0.03 while the average cost for
SUV/Vans increased by $0.01.

As part ofa 2012 study of another proposed toll facility, CDM Smith conducted a sensitivity
testto estimate the impact of higher gasoline prices on estimated revenues. CDM Smith
assumed gasoline prices of $3.00 per gallon in 2015 under the base case scenario with annual
increases in proportion to inflation thereafter. Under the sensitivity test scenario, gasoline
prices of $5.00 per gallon were assumed in 2015, with increases in proportion to inflation
thereafter. Additionally, it was assumed that $5.00 gasoline prices would also resultin a
reduction in total regional travel ofapproximately 4.0%. The higher gasoline price scenario
resulted in an estimated reduction in toll revenues 0f5.9% in 2015.

Based on these analyses, it is clear that the price of gasoline is a major component in the
calculation of vehicle operating costs and will play an important role in potential transactions
and revenue on the KAC. Significant fluctuations in the price of gasoline, as were experienced
nationwide in the summer of 2008, can increase vehicle operating costs and bias travelers
towards choosing shorter distance trips. The results ofthe above referenced sensitivity test
may not be indicative of potential gasoline price impacts for the KAC due to the significant
distance savings offered by the bridge. Increased gasoline costs increase the cost of driving
per mile. As the cost per mile increases, toll facilities providing a shorter route become more
attractive compared to the toll-free alternative. Therefore, although the region might
experience a decline in overall trips, the KAC may not necessarily lose trips as it provides
significant distance savings for those traveling from Anchorage to the Mat-Su Borough, and
therefore has the result of significantly offsetting vehicle operating costs that can be
experienced with fuel price surges. It should also be noted that CDM Smith vehicle operating
costs assume an overall average growth rate of 2.5% reflecting the long term forecast for the
facility. The vehicle operating cost during individual years throughout the forecast can and
will vary with the volatility of fuel prices. The estimates used in the analysis of traffic and toll
revenue for the KAC are certainly reasonable.

* Adjust VOT estimatesfor changes in real income over the study period.

There are two issues to discuss: the initial values oftime (VOT) and the changes in VOT over
time. In the case of KAC, the VOT for awork trip was estimated at $15.60 per hour in the year
2010. This estimate is aresult of a stated preference (SP) survey, conducted in 2007 by
Resource Systems Group (RSG), an independent firm that specializes in this type of work. As
shown in Table 8, CDM Smith compared the VOT used for the KAC with estimates used in
other recent traffic and revenue studies. The VOT estimate used for KAC is in line with the
values in these other studies.
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Study
Knik Arm Crossing, 2007 Study, SP Survey
Knik Arm Crossing, 2011 Study
Grand Parkway (Houston)
Express Travel Choices Study (SCAG)
Triangle Expressway
US 36, Denver Colorado
SR 520 Bridge. Washington State
Monroe Connector/Bypass
Garden Parkway

Table 8
Value of Time (VOT-Dollars per hour) Comparison

Peak Off-Peak

Work  Non-Work  Work  Non-Work Aggregate
$15.60  $12.00  $15.60  $12.00 $13.80
$15.78  $12.15  $15.78  $12.15

$14.22  $14.22  $1242  $12.42 $13.20
$13.54 $7.43 $13.00

$13.44  $13.44  $10.68  $10.68 $13.20
$11.58  $11.14 1101 $10.39

$10.72 $7.60  $10.62  $11.61 $10.40
$9.36 $9.36 $9.36 $9.36

$9.00 S9.00 $9.00 $9.00

Median Household income vis stated preference survey was 62,700 in 2007
(9 Based on Median Household income for the region

< VOT for business related trips is $14.34

Year

2010 m

2010 2)
2011

2010 VOT for HH income of $62,500 <3

2011
2010
2010

In an update performed by CDM Smith in 2011, avalue of$15.78 per hour was derived using
the median household income. As shown in Table 9, the median household income in 2010,
for the Municipality of Anchorage was $73,746 and for Mat-Su Borough was $67,703.

Table 9

Household Median Income by City and State Comparison

City/Region 2010
Anchorage $ 73,746
Mat-Su Borough $ 67,703
Houston $ 55,644
Los Angeles $ 58,480
Raleigh $ 51,625
Durham $ 49,496
Denver $ 60,585
Seattle $ 65,079
u.S. $ 51,625

Project

Proposed Knik Arm Bridge
Proposed Knik Arm Bridge
Grand Parkway (Houston)
Express Travel Choices Study

State 2010
Alaska $ 66,614
Alaska $ 66,614
Texas $ 50,149
California $ 59,529
North Carolina $ 44,693 Triangle Parkway
North Carolina $ 44,693 Triangle Parkway
Colorado $ 55,752 U.S. 36
Washington $ 57,387 SR 520 Bridge

Sources: U.S. Census Bureau. Department of Numbers. 2010 Median Household Income
U.S. Census Bureau, American Community Survey, 2006-201 as listed in Alaska Economic Trends, August 2012. Ffege 15
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In another study by CDM Smith for the Grand Parkway in Houston, Texas, the VOT for peak-
hour work trips was estimated at $14.22 per hour. This VOT is about 90% of the value used
for KAC work trips. This is in a context ofa metropolitan area median household income of
$55,644 for Houston, which is about 75% of median household income for Anchorage and
82% of median household income for the Mat-Su Borough. This comparison indicates that,
while VOT is higher for the KAC, the median household income is also proportionally higher.
This relationship indicates proportional affordability for paying tolls by patrons ofthe bridge.

A comparison can also be made with alarge SP survey of 3,600 records, conducted by CDM
Smith in Southern California. The VOT for work trips in southern California was estimated at
$13.54. This value is about 86% ofthe VOT for KAC work trips. The regional median
household income for the Los Angeles was $58,480, or about 80% of the median household
income in Anchorage and 86% ofthe median household income in the Mat-Su Borough.

There is asimilar comparison with the VOT estimates for the Triangle Expressway, in
Raleigh-Durham, North Carolina. VOT for work trips during the peak period is estimated to
be $13.44 per hour. This VOT is about 85% ofVOT estimated for the KAC. Median household
income for Raleigh-Durham is $50,560 which is about 69% ofthe median household income
in Anchorage and 75% ofthe median household income in Mat-Su Borough.

As these comparisons show, estimated VOT, used in the modeling of traffic and revenue
estimates for the proposed Knik Arm Bridge, is consistentwith other recent T&R studies. This
becomes more evident when the median household income for the project area is taken into
account. This analysis shows that the initial estimates of VOT are reasonable.

CDM Smith has assumed that VOT keeps pace with inflation. This is a conservative
assumption, in that real income has historically increased at a faster rate. In which case,
travelers would place ahigher value on the time savings achieved by using the KAC, resulting
in higher traffic estimates.

Enhance the risk analysis, to include a widersetofinput variables with well-specified
distributions in the Monte Carlo simulation.

CDM Smith produced arobust analysis of traffic and toll revenue risk for the projectin
accordance with industry standards. The risk analysis generated probabilities associated
with the full range of outcomes for further financial analysis. As with other "greenfield"
projects, the assumptions about future land uses are the mostimportant factors influencing
the traffic and toll revenue estimates. So, socio-economic variables [the number of
households and employment) were at the center ofthe risk analysis. Assumptions about the
value oftime (VOT) and the factors used to convert the daily estimates from the travel
demand model into annual estimates were also included in the risk analysis. No other
variables were suggested. Neither were any other probability distributions. The variables
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that were used are clearly the most relevant to the potential variation in the KAC traffic and
toll revenue. CDM Smith has used the same variables in the risk analysis of other similar toll
road projects and produced meaningful results.

Commission an independent organization to produce traffic and toll revenue projections based
on modelingfor the period 2037 through 2051.

CDM Smith used travel demand models to produce traffic and then toll revenue estimates for
the KAC in the model years 2020, 2025, 2030 and 2035. The traffic and toll revenue estimates
in between these years are linear interpolations ofthe traffic volumes. The traffic and toll
revenue estimates after 2035 are extrapolations. Transportation planning data and models
are not available after this time frame and do not normally cover longer time periods.

While CDM Smith has provided traffic and toll revenue estimates through this period (with
relatively small traffic growth in the outer years), it is our understanding that the financial
plan is based on the assumption that there would be no growth in traffic after the year 2040,
but an inflationary 2.5% per year increase in toll rate. CDM Smith considers this a reasonable,
even conservative, assumption.

Summary Conclusions from Timothy James & Associates

m Based on the WSA reports as they are currently drafted, this review concludes that the traffic
and toll revenue projectionsfor KAC seem optimistic.

After carefully considering the points that were raised in the independent review, CDM Smith
disagrees with the characterization ofthe traffic and toll revenue as being optimistic. Based
on our experience with many "greenfield" toll road projects, we consider the traffic and toll
revenue estimates for the KAC as reasonable forecasts and appropriate for use in project

financing.

Unlike transportation planning studies which are designed to identify and prioritize potential
improvements across an entire metropolitan area, traffic and revenue studies focus clearly on the
proposed toll facility. The purpose ofa T&R study is to determine: 1) the overall demand in the
project corridor, 2) the growth in that demand over time, 3) the proportion of demand that will use
the proposed toll facility and 4) the toll travelers are willing to pay. Stated simply, the goal is to
establish reliable estimates of future traffic and toll revenue on the proposed toll facility.

CDM Smith prepared a comprehensive traffic and toll revenue study for the Knik Arm Crossing. We
obtained extensive data on existing traffic conditions, including traffic counts, origin-destination
surveys and travel time/delay studies. This data and analysis is documented in our report. We
employed an independent specialist to help us prepare an assessment of present socio-economic
conditions and reliable estimates of future conditions. This work involved a careful review ofprior
studies, interviews with local experts and decision makers and original analysis, all documented in
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our report. We also conducted a stated preference survey to establish an appropriate local value of
time (willingness to pay toll). The data and results are documented in our report.

CDM Smith collected data for a project-specific travel demand model, with atraffic analysis zone
and network representation ofthe existing transportation system. This model incorporates other
study products (existing traffic and socio-economic data). We went through an extensive model
calibration/validation process. After obtaining and assessing local transportation improvement
plans, we created future year networks and related zonal data for multiple future years (2017,
2020, 2025, 2030 and 2035). CDM Smith then applied the valid travel demand model to those
future conditions, creating traffic estimates for the KAC. We carefully reviewed the resulting
forecasts for reasonableness, not only on the KAC but elsewhere in the region. We performed
sensitivity tests to make sure that the model was working properly and that the results made sense.
We also created atoll revenue model for the KAC. CDM Smith spenttime looking at the toll
sensitivity on the KAC. From this analysis, we calculated toll elasticities from the model and
compared them to observed toll elasticities from other places. Since all T&R studies involve some
element ofuncertainty, we performed arobust analysis ofthe full range of outcomes. This included
analysis ofthe main sources ofrisk (household and employment levels, value oftime and yearly
variations). All of this work is documented in our report.

CDM Smith specializes in T&R studies, having performed hundreds of similar studies across the
country. The traffic and toll revenue estimates for the Knik Arm Crossing were prepared in
accordance with industry standards. Once again, thank you for the opportunity to participate in this
project. Please let us know if you have questions or require further information.

Sincerely,

Scott A. Allaire Grant R. Holland
Vice President Vice President
CDM Smith Inc. CDM Smith Inc.
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Appendix H

MEMORANDUM

From: Timothy James and Associates (TI&A)
To: Division of Legislative Audit, State of Alaska, Anchorage, AK 99503

Date: 2/27/2013

Response to CDM Smith letter (henceforth referred to as "the letter™) of February 15 2013 to Mr.
Michael L. Foster, P.E., Chairman ofthe Board, Knik Arm Bridge and Toll authority

General

The importance of accurate T&R forecasts is illustrated by the independent studies produced by
Standard and Poor's, JP Morgan, and the National Cooperative Highway Research Program criticizing
T&R consultants for failing to make clear their assumptions, estimated values and modeling methods.1

This can result in overly optimistic forecasts, particularly during the first 5-15 years of atoll road.

The 6 clarifications and 8 recommendations detailed by TJ&A in its report were produced to suggest
improvements to the modeling and thus reliability of the forecasts produced and to increase the

transparency and external understanding of CDM Smith's 2007 and 2011 KAC T&R forecasts.

Throughout the letter CDM Smith make the point they believe they are using "conservative"
assumptions. Whether they are conservative or not is certainly open to debate. However, the aim
of any T&R study should be to use reasonable (central) and not conservative assumptions. The
primary purpose of the risk analysis associated with any T&R forecast (based on the reasonable
central assumptions and specified probability distributions around these) is to reflect the likelihood

of pessimistic and optimistic traffic and revenue outcomes.

This response reproduces the original requests for clarifications and recommendations in the original

order of the TJ&A report as away of framing the discussion following the CDM Smith letter.

1For asummary evaluation of these studies, please see Prozzi et al (2009), "Actual vs. Forecasted Toll Usage: A
Case Study Review, for the Texas Department of Transportation.”

Timothy James & Associates

4704 W Barko Lane, Phoenix, AZ 85087
Entail: tjj2909 @ em ail.com Tel 480-658-2160
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1. Clarifications

 The high dependence of WSA's traffic and toll revenue projections on economic population
growth in the Point Mackenzie area, north of it, and to the south and west of Wasilla and
Houston.

TJ&A strongly endorses the fact that the KAC traffic and toll revenue estimates are by design highly-

dependent on socio-economic conditions in the Point Mackenzie and Lower Mat-Su Borough areas.

To allow a full and transparent assessment of the validity of these forecast socio-economic conditions,
the clarification requested is a statement of households, population and employment by TAZ, including a
detailed list of the key factors that give rise to the changes, rather than the more generic presentation
offered in Figures 1-10 of CDM Smith's 2011 report. Forecast land use assumptions (by TAZ) employed
should also be made explicit. These should be made available in conjunction with any T&R studies in a

format that a layperson can engage with.

e The disparity between annual growth rate in the base 2012 memorandum projections post-
2020 (5%) and the average growth rate in AADT 2001-2011 for Glenn Highway at Eklutna Flats
(1.93%).

The error in the calculation of the AAGT for 2001-11 for Glenn Highway at Eklutna Flats made in the
TJ&A report is noted. Thisfigure should be 2.5% and not 1.93%.

However, the point about the disparity in the post-ramp-up period traffic growth rates between the KAC
and Glenn Highway still holds. CDM Smith note the disparity in the traffic growth rates in the forecasts

for the two facilities in the letter.

e The disparity between the commercial vehicle/passenger vehicle split used in the studies
(approximately 12%), and the traffic count data for Glenn Highway at Eklutna Flats (approximately
5%).

We acknowledge CDM Smith's 2011 forecasts were produced prior to the release of the 2011 Annual
Traffic Volume Report (Central Region) produced by the Alaska Department of Transportation and Public

Facilities for Glenn Highway at Eklutna Flats.

However, the subsequent publication of a 4.91%-6.62% commercial traffic figure quoted in the 2011
Annual Traffic Volume Report for Glenn Highway at Eklutna Flats should encourage CDM Smith to revisit

and, if necessary, revise its commercial vehicle/passenger vehicle split figures.

Timothy James & Associates

4704 W Barko Lane, Phoenix, AZ 85087
Em ail: fjj2909@ em ail.com Tel: 480-658-2160
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 The constant commercial vehicle/passenger split used in the studies throughout the study
period.

CDM Smith (in the letter) confirm usage of this assumption, characterizing it as conservative.

However, in light ofthe much higher toll for commercial vehicles this assumption seems unreasonable.
For example, NCHRP concluded that commercial vehicle forecasts can exhibit more variability than

passenger car forecasts, with larger trucking firms more likely to pay atoll than independent truckers.2

We believe that CDM Smith's T&R forecasts would benefit from a detailed analysis ofthe characteristics

of the trucking community pertinent to the area and their propensity to use the KAC.
e The optimality of a constant real toll of $5 throughout the study period.

CDM Smith's letter notes the non-optimality ofthe constant (in real terms) $5 toll rate used throughout

the study period.

- The difference in implicit elasticities between the 2007 and 2011 reports, and the usage of the
2007 report elasticities in the 2011 projections.

The response in the letter is confusing and not illuminating

In discussing the previous and indeed this clarification in the letter, CDM Smith noted they decided on
the $5 constant real toll using the 2007 analysis (and thus the elasticities generated therein) yet the
response to this clarification notes "... elasticities from the 2007 analysis were not used to produce the

2011 traffic and toll revenue estimates."

We have no idea what an "elasticity curve" is. It is worth noting optimal toll rates imply toll elasticities

of -1.

2. Recommendations

< Examine the road conditions (such as delay minutes on alternative trip assignments) in the
MSA throughout the study period as traffic levels rise.

2See NCHRP Synthesis 364 (2007), Estimating Toll Road Demand and Revenue, published by the Transportation
Research Board and available at: http://onlinepubs.trb.org/onlinepubs/nchrp/nchrp_syn_364.pdf.

Timothy James & Associates

4704 W Barko Lane,Phoenix, AZ 85087
Em ail: tjj2909@ em ail.com Tel: 480-658-2160
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« Update the origin-destination pairings.
The issues raised in points 26 and 27 in the TJ&A report are related and so will be dealt with jointly here.

As CDM Smith note accurate O-D parings road conditions are critical to the creation of valid travel
demand models. The O-D pairings and road conditions used for calibration in the KAC studies were
estimated in 2005 and 2007 and are thus 6 -8 years out of date. This is noted in point 27 in the original

TJ&A report.

One possible way of illustrating the critical nature of the assumptions inherent in the CDM Smith
approach would be for CDM Smith to provide forecast land use patterns for the relevant TAZs to the
north of the proposed KAC and forecast network conditions (possibly at 10 year intervals) in their

reports. It would then be possible for stakeholders to engage more fruitfully in discussion.

* Revise downwards the forecast growth in households during the study period in line with ISER
growth rates.

* Revise downwards the forecast growth rate in employment during the study period in line
with ISER growth rates.

CDM Smith's noting of the inaccuracy of the ISER forecasts for 2010 for population is accepted.
However, an interesting test of the robustness of CDM Smith's own employment, household and
population forecasting method would be a comparison of their forecasts for Anchorage and Mat-Su
Borough for 2010 which were employed in the 2007 Study. This comparison could well provide some

insight into whether their forecast growth rates are optimistic.

Transparency might be added to the CDM Smith analysis if the growth in employment and households
forecast by them were split into that due to "base" growth (without the bridge) and the addition due to
the provision of the KAC. Further it would be instructive to all involved if the employment and
population growth (and associated growth rates) in the relevant TAZs to the north of the proposed KAC

were reported by CDM Smith.

While acknowledging that the historical growth rates for the greater Anchorage area are in excess of the
forecast growth rates used by CDM Smith, the response itself (see page 9) again illustrates the fact that
all other forecasts of population and household and employment growth rates for both Anchorage and
Mat-Su Borough for 2010-2035 are below those used by CDM Smith. In light of this, a reasonable

approach would be to use the ISER are growth rates.

Timothy James & Associates

4704 W Barko Lane, Phoenix, AZ 85087
Em ail: tjj2909@ em ail.com Tel: 480-658-2160
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e Update the gasoline prices in VOC estimates, and give additional consideration to alternative
scenarios for future gasoline price levels throughout the study period.

It would be useful if the origin of the data and the calculations carried out to construct table 7 were
more available. It is worth noting that tire costs appear to have risen significantly while vehicle
maintenance costs fell slightly for the between 2011 and 2012 according to table 7. This does not

accord with the statements on these issues at the bottom of page 10.

The discussion in the last two paragraphs of this section is largely-speaking based on a sensitivity

test performed as part of another study. The relevance of this to the KAC studies is questionable.

At the end of the final paragraph in this section CDM Smith note they employ a constant VOC
annual growth rate of 2.5%. It is unclear whether this is real or nominal. What is clear from the
CDM Smith discussion is CDM Smith accept gasoline prices are volatile and have a significant effect
on travel behavior. The potential effects of this real VOC growth and its volatility are not reflected

in the core assumptions of the KAC studies or the limited risk analyses conducted.
e Adjust VOT estimates for changes in real income over the study period.

The comments in the letter are mostly about the level of the base VOTs employed in the studies
done by CDM Smith. The issue was not the original level of VOT used but rather the need for VOTs

to be updated throughout the forecasting period to reflect changes in real income.

However, CDM Smith's response in the letter does raise some further concern. Specifically, tables 8
and 9 that offer some examples of VOTs and associated income levels for similar projects. One
question that occurs on examination of these tables is why no VOT differential is used in the KAC
studies between peak and off-peak time periods when it is for all other studies. A second issue
relates to the relationship between the VOTs and the median income levels. It is clear that the
VOTs for the KAC study area are higher than all the others used in similar studies. CDM Smith note
the generally positive relationship between median income levels and VOTs (in a somewhat
extensive discussion) which isto be expected. However, it is curious to note that the aggregate VOT
for KAC is 32.7% higher than that for the SR 520 Bridge yet household median income for the KAC
study area is just 16.1% higher than that for the SR 520 Bridge study area. Thus the comparisons
offered in the letter offer a mixed message and cast some doubt on the CDM Smith assertion in the

letter concerning the reasonabless of the base VOTs employed.

The last paragraph in this section of the letter confirms CDM Smith believe that rises in real income

Timothy James & Associates

4704 W Barko Lane, Phoenix, AZ 85087
Em ail: tjj2909@ em ail.com Tel: 480-658-2160
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would affect traveler behavior but also that CDM Smith have not allowed for the expected increases

in real income in their studies.

« Enhance the risk analysis, to include a wider set of input variables with well-specified
distributions in the Monte Carlo simulation.

CDM Smith's letter repeats the descriptions of their risk analyses in the KAC studies. The risk analyses
they have carried out are very limited. The results of the risk analysis do not currently provide any more
insight into the inherent risk profile of the KAC than the base, low and high cases produced for the

forecasts. As such, it is inadequate. If this is systemic as CDM Smith claim, then it is a systemic failing.

The recommendations in TJ&A to specify appropriate distributions around the included variables and
include a wider set of variables stands. With access to the models employed by CDM Smith and
appropriate resources TJ&A would be happy to produce a fuller risk analysis and risk profile for the T&R

forecasts.

e Commission an independent organization to produce traffic and toll revenue projections
based on modeling for the period 2037 through 2051.

CDM Smith's letter notes that the traffic and revenue estimates produced after 20353 are extrapolations
are not based on modeling. The forecast of zero traffic growth and constant real revenue for the post

2035/7 period is obviously suspect. The recommendation made stands.

Tim James

3There may be some confusion here since the 2011 update ends in 2037 rather than 2035.

Timothy James & Associates

4704 W Barko Lane, Phoenix, AZ 85087
Em ail: tjj2909@ em ail.com Tel: 480-658-2160
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Ayadxd  Attachment A
Smith

900 Chapel Street, Suite 1400
New Haven, CT06510

tel: 203 865-2191

fax: 203 624-0484

March 6, 2013

Mr. Michael L. Foster, P.E.
Chairman ofthe Board

Knik Arm Bridge and Toll Authority
820 East 15th Avenue

Anchorage, Alaska 99501

Subject: Response to Further Comments from Timothy james & Associates Regarding the
Independent Review of Traffic and Toll Revenue Projects

Dear Mr. Foster:

Thank you for the opportunity to reply to the recent memorandum from Ms. Danna Moser, CPA, of
the Division of Legislative Audit (DLA), dated February 27, 2013, concerning KABATA's response to
the earlier management letter. On February 15, 2013, CDM Smith provided a letter responding to a
request for “clarifications" and "recommendations” contained in The Knik Ann Crossing: An
Independent Review of Traffic and Toll Revenue Projections by Timothy James & Associates (Tj&A).
We have sent a copy ofthat letter suitable for public release with the condition it be released in its
entirety along with this further response. In this letter, our comments are directed to the
memorandum from TJ&A to DLA, dated February 27, 2013, and included as Attachment #1 in the
recent memorandum to you from DLA. We will follow the order of points raised in the original
reportand try notto repeat ourselves. The original points are in italics.

Clarifications
- The high dependence ofthe traffic and toll revenue projections on strong economic development
and population growth in the Point MacKenzie area, north ofit, and to the south and west of
Wasilla and Houston.

In the recent memorandum, TJ&A now requests “a statement of households, population and
employment by TAZ..."On October 18, 2012 we provided TJ&A, by email, detailed future land
use forecasts, at the level of traffic analysis zone (TAZ), beginning in 2020 and running in five
year intervals through 2035. As we have done in literally hundreds of T&R studies, CDM
Smith provided thematic maps showing the location and density of future land uses at an
appropriate level of detail. These appear in Figures 1through 10 of our report titled Proposed
Knik Ann Crossing: Traffic and Toll Revenue Update, dated August 31, 2011. Even more detail
was included in the work of Insight Research Corporation. We have provided TJ&A all ofthe
information requested.
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* The disparity between average annualgrowth rate in the base 2012 memorandum projections
post-2020 [after the "ramp-up" period has ended] (5.0%) and the average growth rate in AADT
2001-2011for Glenn Highway at Eklutna Flats is (1.93%).

After acknowledging the error in the calculation ofthe growth rate, TI&A still thinks that the
traffic on the Knik Arm Crossing [KAC) would grow atthe same percentage rate, after the
ramp up period, as the traffic on a mature facility such as the Glenn Highway at Eklutna Flats.
We simply don't agree. The KAC will open up significant development opportunities that will
occur over time. Also, there is every reason to expect higher traffic growth rates on the KAC
because the numbers start with alower value. This is simply arithmetic.

*  The disparity between the commercial vehicle/passenger vehicle split used in the studies
(approximately 12%) and the traffic count datafor Glenn Highway at Eklutna Flats
(approximately 5%).

We do not agree. A value of 5% commercial vehicles would be too low. The traffic and toll
revenue forecasts anticipate that a significant portion ofthe truck movements originating in
the Port of Anchorage will divert from the Glenn Highway to the KAC and Point MacKenzie
Road. The Port of Anchorage receives about 90% ofthe container freight arriving in Alaska
and serves 85% ofthe population. Nearly halfofthat freight goes north to Fairbanks, the
interior and the North Slope. Given the location ofthe Port atthe southern terminus ofthe
KAC, and the direct access from the Port to the KAC, it is reasonable to assume that the easier
trip north would be on the KAC rather than through the streets of Anchorage and up the
Glenn Highway. Further, with the relatively low traffic volumes on the KAC to start, this will
be a high percentage of KAC traffic.

The forecasts for the KAC also envision significant commercial vehicle demand that will be
generated from within Anchorage. This includes commercial vehicle traffic from the Port of
Anchorage, as well as delivery trucks, recreational vehicles and campers travelling between
Anchorage and Mat-Su Borough. Remember, for this purpose, commercial vehicles include all
vehicles with three or more axles including two axle vehicles towing a single axle trailer.

In addition, the KAC wiill facilitate the expansion and further development of Port MacKenzie,
which will greatly increase the level of commercial traffic in and through the Mat-Su Borough.
Existing developments [such as the Goose Creek Correctional Center) and future industrial
land development in the Mat-Su Borough are additional reasons for the anticipated
proportion of commercial vehicles on the KAC. The shortage ofindustrial land in Anchorage
has been established.

Similarly, there is awell-documented shortage of residential land in the Anchorage Bowl.
Once the KAC opens, there will be a large area ofindustrial and residential land ready for
development. The Port MacKenzie industrial district has 8,942 acres [about 14 square miles)
less than five miles from Anchorage. Construction activities from these land development
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activities alone will generate a substantial volume of commercial vehicles on the KAC. The
traffic and toll revenue forecasts also anticipate intermodal commercial vehicle activity,
especially once the second route to the Parks Highway is constructed. The proximity ofthe
ports, rail and the industrial district will lead to commercial vehicle use ofthe KAC.

The 2007 Proposed Knik Arm Bridge Study analysis was based upon available vehicle
classification data provided by the Alaska Department of Transportation and Public Facilities
(DOT&PF) from their permanent traffic recorder stations. We did not rely exclusively on the
vehicle classification counts from the permanentrecorder station on the Glenn Highway at
Eklutna Flats, reported earlier. Other relevant count locations were on the Glenn Highway at
Kepler Drive and on the Parks Highway at Willow. Commercial vehicle shares on the Glenn
Highway at Kepler Drive ranged from 8.9% to 11.4% between 2003 and 2009. Commercial
vehicle traffic on the Parks Highway at Willow ranged from 14.7% to 21.2% between 2005
and 2011. The value that CDM Smith used for proportion of commercial vehicles in the traffic
stream (12%) generally reflected experience on these locations and the anticipated role of
the KAC connecting the Mat-Su Borough to Anchorage.

a The constantcommercial vehicle/passenger vehicle split used in the studies throughout the
study period.

We explained our considerable experience from other "greenfield” projects, in which the
proportion of commercial vehicles increased gradually overtime. Given that for the purposes
of this study, the definition of commercial vehicles includes all vehicles with three or more
axles including two axle vehicles towing a one axle trailer, we think that the 12% commercial
vehicles is a reasonable starting value and that holding that number constant over time is
also reasonable, if not a conservative forecast assumption.

*  The optimality ofa constant real toll of$5 throughout the study period.

Our toll sensitivity analysis demonstrated that the revenue-maximizing toll rate for
passenger vehicles was $6,00 in 2005 dollars. CDM Smith does not recommend toll rates at
the very top ofthe toll sensitivity curve (the "optimal" toll rate) in order to allow for
productive future toll rate increases once the facility is open to operation. In our 2011 update
ofthe analysis, we assumed an opening year passenger vehicle toll rate of $5.00 in 2016
dollars, which allows even more "headroom” between the opening toll rate and the revenue-
maximizing rate. This is normal practice in pricing a new toll facility.

*  The difference in implicit elasticities between the 2007 and 2011 reports and the usage ofthe
2007 reportelasticities in the 2011 projections.

The updated travel demand model, used in the 2011 analysis, was run under a range of toll
rates with a diversion curve coded into the assignment process. In this way, the travel
demand model takes into consideration the toll rate, time savings and distance savings

Pt FomroiteCCOMSith Resporse 0302"2013
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between each origin and destination pair within the traffic assignment process. The results of
these runs were presented in the toll sensitivity curves from which atoll rate for passenger
vehicles was selected. TJ&A’s apparent confusion may be due to the lack of experience in
travel demand modeling particularly the toll diversion process and toll sensitivity analysis
normally incorporated into traffic and revenue studies.

Recommendations

Examine road conditions such as instance delay minutes on alternative trip assignments) in the
MSA throughout the study period as traffic levels rise.

Update the origin-destination pairings.

As explained in our original response, all travel demand models are validated to data from a
historic year and then applied to the future. This includes historic roadway conditions and
"O-D pairings.” CDM Smith constructed and documented avalid travel demand model for the
KAC and then used that model to produce traffic and toll revenue estimates. This is the
processes used for every travel and demand modeling study, whether for a regional planning
study or for a traffic and revenue study.

The TJ&A suggestions are difficult to understand. CDM Smith has already “provided forecast
land use patterns for the relevant TAZs to the north ofthe proposed KAC and forecast
network conditions (possibly at 10 year intervals}.” We have actually done this at 5 year
intervals and reported the results.

Revise downwards theforecastgrowth in households during the study period in line with ISER
growth rates.

Revise downwards theforecastgrowth rate in employment during the study period in line with
ISER growth rates.

TJ&A’s proposal to test the reliability of short term forecasts made before the Great Recession
isjust not very reasonable or constructive. CDM Smith provided the forecasts of employment
and households by TAZ in an email to Timothy James on October 18, 2012.

We disagree with TJ&A's recommendation of using ISER growth rates in the forecasts of KAC
traffic and toll revenue. Significant, detailed effort wentinto the development of land use
forecasts specifically constructed to reflect the impactthat the KAC will have on the Mat-Su
Borough and Anchorage. This level of effort is simply not part of many general transportation
planning studies, including ISER's.

Also, as part of the risk analysis, CDM Smith produced arange oftraffic and toll revenue
forecasts with assigned probabilities, not just a single forecast. The primary source ofrisk
was future socio-economic conditions. The effect of lower household and employment
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«

growth were reflected in this part of our analysis. We understand that KABATA used this
information as part oftheir financial planning for the KAC.

Update the gasoline prices in VOC estimates, and give additional consideration to alternative
scenariosforfuture gasoline price levels throughout the study period.

A basic assumption in all of our toll studies is that the long term increase in gasoline prices
w ill not substantially outpace inflation. There will be fluctuations year to year, but our
forecasts are developed focusing on long term assumptions and trends and notshortterm
volatility. CDM Smith has extensive experience with testing the impacts of significant fuel
price surges and has reviewed impacts on other facilities we monitor through the surges
experienced over the last decade. Shortterm negative toll revenue impacts as aresult of
testing fuel price surges have been in the 5% range. However, since the crossing will resultin
considerable savings in distance, a sizable increase in fuel prices may actually make the KAC
more attractive to cars and particularly trucks. The additional savings in fuel costs would
offset alarger portion ofthe toll. In our opinion, higher long-term fuel prices are not a
significantrisk to the KAC traffic and toll revenue projections.

Adjust VOT estimatesfor changes in real income over the study period.

We stated in our initial response that there were two issues: the initial value oftime (VOT)
and the changes in VOT over time. We understand that Tj&A’s comment was about "the need
for VOTs to be updated throughoutthe forecasting period to reflect changes in real income.”
As we explained, over the long term increases in real income are indeed quite likely. These
will, however, reduce the impact ofthe toll on travelers. CDM Smith did not allow for
expected increases in real income as a conservative approach to traffic and toll revenue
estimation. Additional data was provided in our previous response as background on the
general relation between VOT and median household income.

Enhance the risk analysis, to include a widersetofinput variables with well-specified
distributions in the Monte Carlo simulation.

CDM Smith has no further comment, exceptto point out that TJI&A has not suggested any
other variables (except possibly VOC) or any other probability distributions.

Commission an independent organization to produce traffic and toll revenue projections hased
on modeling for the period 2037 through 2051.

CDM Smith confirms that 2035 was the last model year. Beyond this time period, the
underlying socio-economic forecasts and transportation planning information does not exist.
Regional transportation plans do not go out further into the future. There is no need to
commission anyone to forecast traffic and toll revenue for this time period. The approach
taken by the Authority was to assume no traffic growth after the year 2040, but an
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inflationary 2.5% per year toll rate increase. CDM Smith considers this a reasonable, even
conservative, assumption thatis in line with toll industry practice.

Once again, thank you for the opportunity to participate in the Knik Arm Crossing project. Please let
us know if you have questions or require further information.

Sincerely,

Scott A. Allaire Grant R. Holland
Vice President Vice President
CDM Smith Inc. CDM Smith Inc.

Enclosure: Response to the Independent Review of Traffic and Toll Revenue Projections
by Timothy James & Associates, February 15, 2013

&
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THE STATE DepartmentofTransportation and
Public Facilities

OFFICE OF THE COMMISSIONER

GOVERNOR SEAN PARNELL Patrick J Kemp, P.E, Commissioner
3132 Channel Drive

P.O. Box 112500

Juneau, Alaska 99811 -2500

Main: 907.465.3900

Fax: 907.586.8365

R ECE IV ED dot.state.ak.us
March 22, 2013 MAR 2 9 2013
Kris Curtis, CPA, CISA LEGISLATIVE AUDI'

Division of Legislative Audit
Alaska State Legislature

PO Box 113300

Juneau, AK 99811-3300

Dear Ms. Curtis:

The Department of Transportation and Public Facilities has reviewed the preliminary audit report

on:
Department of Transportation and Public Facilities, Knik Arm Bridge and Toll Authority,

Knik Arm Crossing Project, March 6, 2013.

The Department has no comments as the only finding is specific to the Knik Arm and Bridge
Authority.

Patrick J. Kemp, P.E7 m
Commissioner
Department of Transportation and Public Facilities

Cc: Gary Hogins
Kim Rice

Mary Siroky
Andrew Niemiec
Roger Healy
June Gotschall

"Get Alaska Moving through service and infrastructure. ”
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THE STATE Knik Arm Bridge and

"A LA S K A Toll Authority

Governor Sean Parnell Anchorage Alaska 99501
Main: 907.269.6698
Fax: 907.269.669/

S2Q Easl IS'h Avenue

RECEIVED

APR O 12013
April 1,2013

LEGISLATIVE AUDIT

M em bers of the Legislative Budget

and Audit Com m ittee,

Re: Response to Preliminary A udit Report - Department of Transportation and Public Facilities, Knik

A nn Bridge and Toll Authority, Knik Ann Crossing Project. Audit Control N o. 253006813

Thank you for the opportunity to respond to the M arch 7‘2013Audit Report issued by the D ivision of
Legislative Audit (D LA ). The Knik Ann Bridge and Toll Authority (K ABATA ) welcomes the

Legislature’s review ofthe work performed by and on behalfofthe A uthority, and the review ofproject

development activities accom plished in order to deliver this legislatively m andated project.
RESPONSE SUMMARY

W e have reviewed the Audit Reportprepared by Danna M oser and Linda Day at DLA and find that the
audit objectives have not been met and the audit is incom plete. D L A 's justification for lim iting the
scope of this audit is flawed. This Committee deserves a com prehensive accounting ofthe numerous

benefits and safeguards incorporated into the actual contract for this project. A s our legal team

observed, “The Report’s sole focus on the traffic and revenue risk fails to convey a com plete picture of
the overall risk and rew ard calculus for this project and in doing so leaves an astonishingly incom plete
and distorted assessment of the proposed project.” The Nossaman LLP letter dated A pril 1 2013 is

hereby incorporated into ourresponse in A ttachment 1

w e disagree with the AUdit Report Conclusions ana w itn Recommendation No. 1. this
recommendation relies on M atSu Borough (M SB ) studies that assum e that there will be no change to the
traditional population and economic growth conditions in the Point M ackenzie area after the KA C s
built. W hile this assum ption m ay be appropriate for a local study thatis updated every few years, it is an

entirely inappropriate assum ption for the KA C traffic model.

Any public distribution and/or use of this document and the incorporated attachments must be used together in their entirety. Page | 1
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Evaluating traffic and revenue risk can be achieved by using the KA C financial risk analysis. The risk
analysis is a decision m aking tool designed to evaluate the risk associated with a range oftoll revenue
outcomes. Itwill be relied upon by the rating agencies, lenders and investment bankers as they evaluate
this project for investm ent reliability, and it is an appropriate tool for legislative decision making. D LA
should have considered the various outcomes, quantified them and weighed them againstthe balance of
benefits and risks established in the KA C P3agreement. Failure to carry out this im portant aspect of the
audit objectives deprives the legislators ofacomprehensive assessment from w hich to make informed

decisions.

Some ofourresponses in the following Audit Report Evaluation are critical ofthe DLA auditprocess.
These responses are intended to express our concern w ith the conductofthe DLA throughout this audit.
D ue to the confidential nature of previous interaction with DLA , we are unable to divulge
comprehensive evidence of D L A 's lack ofprofessionalism , their consistent dem onstration ofa one-sided
perspective and the lack of objectivity in their work. However, the pervasive nature of this behavior
extends to this Audit Report. For exam ple, in the opening 2page sum m ary of this report the DLA
adm its they did not com plete their audit and did not review the KAC P3agreement. Follow ing this
adm ission, DLA errs by saying KA BATA s Board determ ined the State will bear the risk oflower than
expected revenue, w hen in fact the Board’s decision established thatmany ofthe risks norm ally retained
by the state in conventionally delivered federal aid transportation projects will be shifted to the private
sector. W ithout balance and objectivity, this conductis a breach of the duties and ethical standards of
the CPA profession. chapter Loftne GOvernmentAuditing Standards, entitiea Government Auditing:
Foundation and EthicalF’rinCiples is provided in A ttachment 2

W e recommend that the Com m ittee ask questions of DLA and of KA BATA to ensure that the Final
Audit Reportprovides an accurate understanding ofthe project, the balance ofrisks and benefits and that
accurate inform ation is presented. W e have serious concerns regarding the m otives and methodology
em ployed by DLA throughout this auditprocess. W e believe the Com m ittee has a duty to ensure that
procedures followed and the work produced by the D ivision meets the standards established by the

A merican Institute of Certified Public Accountants and the government auditing standards established

by the U.S. General Accounting O ffice.

AUDIT REPORT EVALUATION

K ABATA has developed and continues to advance the KA C project w ith the highestprofessional
standard of care. W e are supported by a professional team ofconsultants who are recognized experts in
their respective fields. Their credentials are provided in AnachmentS It is a disservice that this
incom plete Audit Reportdoes notprovide a comprehensive analysis ofthe risks and rew ards offered by
the Knik Arm Crossing project w ith the objectivity that should be expected from DLA and relied upon

by the Legislature.
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The Auditwas requested on January 22‘2012 giving DLA more than a year to com pile their findings.
Since February 2013,DLA has been rushing through the auditprocess and has scheduled hearings w ith
your com m ittee w ithout providing an appropriate period oftime to receive and review our responses.

W e find that there are m any significant errors and m isrepresentation of several topics critical to an
accurate accounting ofthis complex project. KA BATA 'srequests for additional tim e to respond were
denied by DLA . Providing 14daysto respond to this Audit Reportis insufficient given the incom plete
nature ofthe audit. W e are unable to provide a com plete response in the time allotted to us. However,
in an effort to provide you with inform ation that D LA did not, we are including letters from our team of

experts that will serve to give you a broader picture ofthe KAC P3 agreement.

These letters provide discussion ofthe overall cost-benefit ofthe project, the effecton the availability
paymentofcapital cost variations, the value to the State ofcostand schedule certainty afforded by the
agreement structure, and the flexibility to change course during the term ofthe contract should future
decision makers desire. They also discuss how traffic and revenue studies and financial models are
used in the municipal bond and P3contractmarket. These letters are incorporated into this response as

A ttachm ent l

Lim iting the Scope ofthe A uditis Inappropriate. The AuditObjectives require DL A to -evaluate the
KACprivate-public-partnership (P3) agreement” and “outline the balance ofrisks and rewards between
public andprivate partner entities outlined in the P3 agreement.” bt A nhas adm ittedly notreviewed
the K AC P3 agreementand has elected to lim it the scope of their work to a review of general, published
primers on public private partnerships, contending that "SiNCe the RFP has not been issued, thefinal
terms oftheproposed P 3 agreement could not be reviewed aspart ofthis audit. ” a 1though the p3
agreement is notin final form , there are a number of importantrisk-reward factors that are inherent in

the general structure ofan availability payment public private partnership thatcould and should have
been discussed in the report. A finalized agreementis notneeded to understand and explicate these

faclors.l

The KAC PSagreem ent was provided to DLA on M arch 32012 Over the pastyear, K ABATA has
provided evidence to DLA ofthe specific term s in the P3c0n1raclthatwere developed to safeguard the
best interest of the State over the life of the agreem ent. Contracts developed for infrastructure projects
are all unique, and public private partnerships and their com pensation arrangements are highly com plex
See Attachm ent4‘The K A C P3 agreementcontains significant inform ation detailing the balance o frisks
and rew ards betw een the public and private partner thatis necessary for a proper evaluation. In
choosing notto review the KAC P3agreem ent, DLA also chose to ignore everything in our responses
that is particular to this agreem ent. This intentional act of disregarding evidence provided by KA BATA
and our consultants resulted in m isleading and incorrect inform ation that is pervasive throughoutD L A s
report. The consequence is thatthe Committee will nothave the benefitofaccurate inform ation on

w hich to deliberate.

INossaman LLC April 1,2013.
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The AuditReport Fails to O utline the Balance of Risks and R ew ards in the C ontract. There are
num erous benefits associated w ith an availability paym entP3 contract structure that should have been
provided in this report even under the lim ited scope constraint. Atlachmentldiscussesthe effect of

DLA’s failure to illustrate the overall cost-benefit ofthe KA C project. W hile the cost of financing is a
factor, the design-build capital cost is by far the single biggest com ponentofthe availability payment.
A vailability paymentPSbids on projects procured in the US have come in 23% to 42% low er than the

owners estim ate.2

The benefits ofthe project to the future state economy, notto mention justthe Anchorage region, are
m anifest, well documented and orders of magnitude larger than the potential appropriations needs under
even the m ostpessim istic toll revenue scenario.3DLA‘s failure to com plete the audit objectives, and
instead choosing to focus on a single state retained risk (traffic and toll revenue) results in a skewed and

biased audit that appears to supporta predeterm ined outcom e.

Confidentiality Issues and M isleading Inform ation: DULA has been previously cautioned that they
cannotpublish confidential inform ation. Footnote 120n page 180f1he Audit Report mustremove the
name ofthe NRSRO who prepared the project credit rating. Publishing this name could be dam aging to
the project and to the Alaska Department of Revenue. In addition. Appendix A ofthe AuditReport lists

property purchase prices thatpursuant to 49 C .F.R . §9(b) and A S 40.25.120(a)(5) are confidential.

DLA M ischaracterizes the 526milli0n“M unicipality Contribution”: AM ATS is the acronym for

A nchorage M etropolitan Area Transportation Solutions, the federally recognized M etropolitan Planning
Organization (M PO ). AM ATS is a multiagency (ADOT, ADEC,MOA)team that works together to
plan and fund the transportation system in the Anchorage Bowl and Chugiak-Eagle River areas w hen
federal funds are being used. A lthough labeled as “M unicipality Conlribution",lhe$26mi||i0nis
expected to come from federal funds w ith state m atch intended for use within M unicipality of

A nchorage boundaries, not from municipal funds.

K ABATA s Operating Budget: KABATA ' 's FY 13 operating budget does not have a general fund

component.

M isleading A udit Conclusions Dem onstrate Bias: As a resultof their choice to lim it the scope of
work, DLA has elected to keep evidence gathered out ofthe Audit Report. The AuditReport
conclusions are m isleading, and we requestthatthe analysis be putin contextofthe projectdelivery

m ethod and the phased schedule for future im provem ents.

DLA ignores evidence regarding the KA C P3funding structure. D LA was tasked w ith providing the

level of funding necessary to com plete the project. The conclusion that $1.4bi||ion is needed to

2Nossaman LLC April 1,2013.

3Nossaman LLC April 1,2013
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complete the KA C incorrectly im plies thatupgrading the initial construction ofa two lane roadw ay to
four lanes, reconstm cting 9.5mi|es ofthe existing Point M ackenzie Road to four lanes, and constructing
a4|ane viaduct betw een Government Hill and the Ingra-Gambell coupletis part ofthe KAC P3
contract. It is misleading for DLA to im ply that it is the State’s responsibility to come up with the full

amountoffunding shown.

The P3contracton|y obligates the private partner to constructthe initial tw o-lane bridge and roadw ay

betw een Anchorage and Port M ackenzie (Phase I). The decision to widen Phase | to 4 lanes and

construct other roadw ay additions and im provements (Phase Il) rem ains entirely within State control.
Funding for these future phases ofthe project will be secured based on the known operational status,
traffic volumes and revenues ofthe project ifand when Phase Il is desired. |Iftraffic is less than
anticipated, Phase Il can be deferred or foregone entirely at the State’s discretion.

M ischaracterization ofthe TIFIA Loan Program: D LA s characterization of federal financing program s

is one example of the apparentignorance ofthe program s and bias against this project thatthey have
displayed throughoutthe auditprocess. Rather than conveying the value of TIFIA financing, the cost to
the State w ithout TIFIA ,  and the critical role that the legislation plays in securing this valuable
financing, DLA chose to pointout that the project did notreceive apast TIG ER grant (even though
TIGER is notpart ofthe current financial plan), misrepresents the status of the current L etter of Interest
for TIFIA (the FHW A did not stipulate any particular funding level in the reserve account), and im plies
that federal financing program s are unlikely to be available by making statem ents like “KABATAS |Oan
request did notpresent a compellingjustificationforproviding assistance above a 33 percent
pal’ticipation IeVeInralher than acknowledging that the pro forma KA C financial plan assum es 33%
participation. The use of im plicit criticism , speculation and innuendo is pervasive throughoutthe Audit

Report.

The Knik Arm Crossing project qualifies for consideration of49% TIFIA participation, and securing the
highest rate of TIFIA participation possible should be a com mon goal. Even at33% participation,
TIFIA will provide excellent value for the State. KA BATA will continue to pursue the maximum TIFIA
loan achievable for the project. Under the amendments made to the program by the mostrecent federal
transportation reaulhorizalion,MAPZl,passage of the pending legislation m akes obtaining TIFIA

financing for the project highly probable.

DLA demonstrates skepticism regarding KA BA TA s schedule ofcash flows: DLA incorrectly states
that K ABATA does not expect further grow th in traffic after 2040 It is reasonable to expect that traffic
will grow until the roadw ay reaches its full capacity; however, it is notthe industry standard to project
traffic grow th beyond the transportation network planning horizon for the overall area. The financial
plan conservatively assumes zero traffic grow th beyond 2040‘and includes the cost ofupdating traffic
and revenue projections on a regular basis (every4years)within the KABATA operating costs. Even
after providing this explanation, D LA s consultant finds the assum ption of zero traffic grow th

“obviously suspect” and recom mends com mission ofan independentorganization to produce traffic and
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toll revenue projections for the period 203710 2051based on traffic m odeling. A lthough DLA and their
consultantreview ed the 2035Metropo|itan Transportation Plan, they fail to recognize that traffic
m odeling relies on these plans to provide planned roadw ay netw ork im provement in the future.

M odeling traffic beyond the provisions ofthe regional netw ork plans would be highly unreliable.

DLA s implicit skepticism is illustrated in this section. D iscussing the toll price in 2061 dollars lends
nothing to the analysis ofthe schedule ofcash flows. Projecting those toll rates back to currentvalue
would reveala$510IIforpassengervehicles. W e appreciate that DL A recognizes the $2.2bi||ion

surplus expected by 2061 butrather than discuss the value to the State ofrevenue generated that can

only be spenton transportation projects, they speculate that itcould become a shortfall.

Throughoutthe audit process, DLA has repeatedly called attention to revenue projections beyond 2040
performed “internally” by KA BATA managementrather than performed by our consultants. Illustrating
the revenue stream and toll rates beyond 2040 sounds dram atic, but this analysis provides little benefit to
the questions being asked today in order to deliver the project. D LA either lacks the fundam ental

knowledge ofthe developmentand use ofP3financiaIpIans and traffic and revenue forecasting, or they

are trying to discredit the integrity ofthe A uthority. Either way, there is little value in this analysis.

DLA misrepresents the value ofthe M SB M odel: The economic model used for the referenced M SB
studies does not consider the Anchorage land shortage or the anticipated economic growth that w ill
occur at Port M ackenzie as a result ofthe KA C. W hile the assum ptions used for these studies m ay be
appropriate for their intended use in the shortterm , they are notappropriate for application to the KA C
traffic m odel. Traffic model assum ptions for long term financing projects must consider the long term
socioeconomic trends, and should be the result ofan independently conducted socioeconomic study.

The work performed for the M SB studies would notbe sufficient for the financial com m unity.

W hat DLA fails to explain is that local planning organizations typically update their plans every four to
six years. Each update will be based on known changes thatoccurred over the pastseveral years;
changes in the roadw ay netw ork, changes in economic developmentand changes in local regulations.

The M SB will go through this process again shortly after the KA C opens to traffic.

Developing the key assum ptions and inputs for a traffic m odel starts w ith population forecasting, w hich
is an inexact science. D LA has selected a single ISER forecast, among many, to use as a com parison.
This would be inadequate for the KA C traffic m odel, as a single forecast does not illustrate the long term
trend. The following graph com pares several population forecasts prepared for the Anchorage

M etropolitan Statistical Area by a number of different forecasters, m any ofwhich were conducted by

ISER .
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-Census ISRCAGR - -ADOL 2012 -ISER H2H Low -ISER H2H Base -ISER H2H High

- ISSR2004 No Bridge-  -ISER 2005 Base -IRC2007 -W&P2011 ADOL 2006 Base
-ADOL 2006 High ADOL 2006 Low -ISER 2001 High - ISER2001 Low ISER2001 Base
-CDM 2011 Low -CDM 2011 High CDM2011 Base]*

Contrary to the Audit Reportconclusion, the base case (expected) population forecast for the KA C is not

unreasonable. The high, base and low population projections performed all fall within the range ofother

forecasts, and the base case, shown in red, is right on the long term trend line for the Anchorage M SA.

A fter forecasting population grow th, traffic m odeling distributes population by household within the

study area and utilizes an economic model to predictemploymentlevels and distribution. A ppendix D

ofthe Audit Report and A ttachm ent6herein consists of a document prepared by W estern

Demographics, Inc. (W D 1) which lists the conceptual differences betw een the 2012 M SB traffic model

assum ptions prepared by W D1 and the KAC model assum ptions. In the Audit Report, DLA only

identifies the differences found in Appendix D that “support lower forecasts,” and neglects to

acknowledge the primary key difference, the chosen Economic M odel.

W DI points out in Appendix D that the 2012 M SB traffic m odel used a “Local M icro Economic M odel”

that assum es “Traditional Job G rowth Linked to Local Conditions.” These assum ptions confirm that the

2012 M SB traffic model does not take into consideration the economic influx from A nchorage thatcan

be expected when the KA C is constructed. This might also explain why the draft 2012 M SB traffic
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model predicts only 4,515jobsinthe Point M ackenzie area(2035)whena2009lSER study entitled
“Benefits of the Cook Inlet Ferry to the M unicipality of Anchorage” concludes that the introduction of
ferry service alone would generate 6,866jobs by 20404 ISER estim ates the high case em ployment at

12,822jobs for the Point M ackenzie area in that study.

The Audit Reportis particularly critical ofthe KA C employmentassum ptions for Port M ackenzie,
stating that they are “inconsistent w ith the Port’s master plan and regulations.” The 2011 K A C traffic
model included the assum ption of som e retail development within Port M ackenzie boundaries. In July
2012‘ayear after the K A C traffic m odel was completed, the M SB A ssem bly enacted legislation creating
a PortM ackenzie Special Purpose D istrict which now restricts retail developmentin the Port, making
the 2011 K A C retail assum ption “inconsistent with the Port’s m aster plan and regulations.” However,
the Port M ackenzie M aster Plan U pdate identifies 1,021 acres as a new Port Commercial D istrict
(PCD).5 The PCD is intended for non-retail com m ercial and light industrial uses, with dense
commercial development encouraged north of Lake Lorraine. In order to verify thatthe em ployment
assum ptions used for the KA C traffic m odel were still valid, we evaluated areas in Anchorage thathave
non-retail com mercial and light industrial uses. Em ployment data from the A M A TS traffic model
illustrates that an em ploym ent density of6'25johs per acre can be expected for the prescribed land use.

The KAC model estimates about 10jobs per acre in this area ofthe portby 2035‘Which is consistent

w ith the current intended land use in the PC D . The M SB model estim ates aboutljob per acre in this
area (M SB model inform ation provided by A DO T). Itis also reasonable to assum e thatretail
developmentwill occur outside the Port M ackenzie boundaries in the Point M ackenzie area.

It is im portant to note that on M arch 21‘2013‘lheMatSu Borough ChiefofPlanning confirmed that the
2012MSB traffic m odel is not com plete. A fully calibrated traffic m odel does not exist. She stated that
ADOT needs to amend the consultant contract, and estim ates that it w ill be a m onth or two before the

work productis released for public review .

K ABATA has independent verification of key traffic m odel variables. The Audit Reportincorrectly
claim s that K ABATA s projected traffic grow th rate, percentcom mercial vehicle assum ption and

economic growth in the Point M acK enzie area are not supported by independent sources.

in M arch 2006, HD R Alaska, Inc. (HDR)prepared a Transportation Planning Model Technical Report
as part of the Environmental Im pact Statem entprocess for the Knik Arm Crossing. Appendix | to that
report is titied Land Use and Transportation Forecasting w nich discusses the K A C traffic model

developed by HDR (see A ttachment 5)‘ The complete report can be found on our website.

H DR s 2006 traffic model, w hich assumed a 2010 opening date for the bridge, forecasts 46,652 vehicles

per day on the bridge in 2030 12% commercial vehicles, and 27,046 vehicles per day on Point

4 Benefits ofthe Cook Inlet Ferry to the Municipality of Anchorage, ISER, 2009
5 Port Mackenzie Master Plan Update, Matanuska Susitna Borough, 2011
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M ackenzie Road beyond the Port M ackenzie boundary. The difference betw een traffic on Point

M ackenzie Road and the traffic on the bridge (a difference of19,606 vehicles per day) illustrates the
expected traffic traveling between Anchorage and Point M ackenzie in response to strong econom ic
grow th in the Point M ackenzie area, particularly w ithin the Port M ackenzie boundaries. Sim ply stated.
H D R forecastedthat42% ofthe traffic on the bridge is expected to consistoftrips back and forth

betw een Anchorage and Point M ackenzie in 2030.Thi5 is acompletely different paradigm than the

current Glenn Highway traffic pattern.

The KAC traffic model prepared by CDM Smith is the result ofan independent economic and

dem ographic study prepared to provide a corroborating exam ination ofthe assum ptions and inputs on
w hich the H DR 2006 model was based, offering a cross check on local forecasting m ethodologies and
strengthening the reliability of the forecasted traffic volum es.6 This is an essential exercise w hen
developing an investm ent grade traffic and toll revenue study. O ver the years, rating agencies have
become increasingly skeptical aboutrelying upon the economic projections made by regional planning
organizations. Historically, these models have been subjectto parochial factors that have tended to
either inflate or deflate actual grow th projections. A s a result, rating agencies, and through them the
financial com m unity, have looked for an independent analysis ofthe economic factors that influence
traffic and revenue studies used to supportrevenue based financings. This inform ation is equally
valuable to project owners who retain revenue risk. 1In the last 1510 20 years, no start-up toll facility has
received an investment grade rating based solely on the economic forecasts from Jlocal and/or regional

planning agencies.

DLA s incorrectly concludes that the estim ate of a 12percentsp|itforcommercialvehicle traffic for the
K AC is high com pared to actual traffic count data for the Glenn Highway, contending that the 12
percent estim ate is based on D O TPF"’s 2003 to 2006 traffic data. CD M Smith evaluated traffic recorder
inform ation from 2001 through 2011 from three traffic recorder sites in the region. In addition, they

anticipate an influx ofcommercial traffic created from connecting the land-constricted Anchorage Bowl

w ith vast tracts of industrial land at Port M ackenzie. This connection provides ready access to
commercial and industrial lands in proxim ity to the Port of Anchorage, from w hich approxim ately 90%
ofthe container freight to A laska lands is distributed. This inform ation is included in A ppendix | of the

A udit Report. CDM Smith’s responses to DLA 'sconsultantare incorporated herein as A ttachm enl7.

CDM Smith’s commercial vehicle estim ate is corroborated by the earlier study performed by HDR

w hich used ThEQUiCkReSponse FreightManUal,Septem ber 1996,FederaIHighw ay Adm inistration to
estim ate com m ercial vehicle traffic for the study area. From the HDR study, commercial vehicle traffic
is expected to be 142% w ithin Port M ackenzie and 12% on the Knik Arm Bridge. HDR s methodology
considered V ehicle Class 5'13 to be com mercial vehicles, w hile CD M Smith’s estim ate also includes

Class 4vehic|es among commercial vehicles.

6 Knik Arm Toll Bridge, Anchorage Alaska MSA, Traffic and Toll Revenue Investment Grade Study, Independent Economic
Overview and Development Forecast, Insight Research Corporation, May 2007.
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Traffic projections for the KA C were notsimply based on a market share of Glenn Highway traffic in
either study performed for the K AC, because both studies anticipate that land shortages in Anchorage
w ill create additional traffic betw een Anchorage and the Port M ackenzie area once the bridge is built.
This is traffic that would otherw ise rem ain w ithin the Anchorage Bowl, so itis not appropriate to predict
K A C traffic volumes based solely on a sim ple percentage ofthe existing Glenn Highway traffic. The
sim ple “m arket share” methodology was employed by DLA 'sconsultant, whose study does not address

land shortages in A nchorage orrecognize the 14 square miles ofindustrial land that Port M ackenzie has

to offer.
The KA C financial risk analysis is a valuable decision making tool. DLA concludes that K ABATA s
risk analysis was too lim ited to provide assurance ofachieving projected toll revenues, and too lim ited to

provide a useful analysis.

A risk analysis is not intended to provide assurance to any single outcome. Itis a decision m aking tool
that assigns probabilities in order to give decision makers a basis for m aking informed decisions. A
robust traffic and revenue study and associated risk analysis is expected by rating agencies, lenders,
equity investors and underw riters as they evaluate projects for investmentreliability. CDM Smith
understands the level of work required to w ithstand the critical assessm ent ofrating agencies, lenders
and investm entbankers. Itis unclear how DLA can conclude that the risk analysis performed for the

K AC projectis somehow notuseful.

The KAC risk analysis models m ultiple revenue outcomes, reflective oflower and higher traffic
volumes, available for use in decision making. KA BATA and its advisors have utilized the base
(expected) revenue forecast for its base financial model and for determ ining the level ofprojectreserve
funding necessary. Since this is the expected case derived from an extensive traffic and revenue

forecasting effort, it is an appropriate basis for a legislative request.

Selecting a lower revenue forecast would indicate a higher initial level of capital contributions, but the
likelihood of additional appropriations in the future would be lower. Selecting a higher revenue forecast
would indicate a sm aller level ofcapital contributions, but the likelihood for additional legislative
appropriations in the future would be higher. W e have analyzed and presented to DLA multiple traffic
and toll revenue outcomes, and believe a legislative request should be made on the expected outcome, or
base case. DLA should have considered the various outcomes, quantified them and weighed them
against the balance ofbenefits and risks established in the KA C P3agreemenlandthe value ofthe
projectto Alaskans. Failure to carry out this im portant aspect ofthe audit objectives confirm s that this

audit is incom plete.
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CONCLUSIONS

Recom mendation No.lsuggestsmanipulating a valid traffic m odel, built on the independent socio-
economic data required by rating agencies and the financial m arketplace, to an im probably conservative
case w hile disregarding the financial risk analysis performed. It is illogical and irresponsible to consider
an economic model that assum es that there will be no change to the traditional population and

em ployment grow th conditions in the Point M ackenzie area after the KA C is built.

Testimony has been given to the legislature by the mayors of Anchorage, W asilla and the M atSu
Borough attesting to the shortage ofdevelopable land in Anchorage, the desire to route northbound
trucks over the KA C rather than through the urban centers of Anchorage and W asilla, and the need for
an alternative to the G lenn Highway for safety and redundancy in Alaska’s mostpopulous region. The
M atSu Borough is responding in anticipation ofthe KA C through the recent establishmentoftwo new
town centers in the Point M ackenzie area, and the Port M ackenzie M aster Plan Update identifies the
need to reserve land for future water and w astew ater treatm ent facilities to serve the growing needs of

the Point M ackenzie area.

DLA"'sstated purpose for this Audit is toprovide legislators with the knowledge necessaiy to make
informed deCiSionS Onfuture KABATA'related |egiS|ati0n. ” Comprehensive, unbiased inform ation is
critical to achieving this purpose. By DLA s own adm ission, they have notreviewed the KA C P3
agreement and they were unable to outline the balance ofrisks and rewards ofthe project. The

incom plete nature of the audit and the unprofessional conductofthe Division raise serious concerns
regarding the integrity of the legislative Auditprocess. Publishing DL A 's incom plete audit and

m isleading inform ation is not in the public’s interest.

W e encourage you to ask the hard questions of DLA and of KABATA to ensure the Final Audit Report
provides an accurate understanding ofthe project and provides accurate inform ation to the public. A
comprehensive accounting ofthe balance ofrisks and benefits provided by the term s ofthe KAZC P3
agreem ent is critical to this understanding. The potential dam age to the State by publishing incom plete

and misleading inform ation w ill reach far beyond the Knik Arm Crossing project.

The Knik Arm Bridge and Toll Authority will continue to advance the Knik Arm Crossing project with

the highest professional standard of care

Sincerely,

M ichael L. Foster, P .E .
Chairm an

Knik Arm Bridge and Toll Authority
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1735 M arket Street, 51st Floor H. David Prior

Philadelphia, PA 19103-7599 Direct: 215.864.8500
TEX. 2i5.665.8500 Fax:215.864.8999

FAX 215.864.8999 prior@ ballardspahr.com
www.ballardspaht.com

MEMORANDUM

A ndrew Niemiec, Executive D irector

Kevin Hemenway, ChiefFinancial O fficer

from H. David Prior
date M arch 21 2013

Knik Arm Bridge and Toll Authority (K ABATA ) -Use ofTraffic and Revenue Projections and

Financial M odels

You have asked me, as K ABATA s bond counsel, to explain how traffic and revenue studies and
financial models (TR S) are used in die municipal bond m arketto supportthe marketing and sale of

toll revenue bonds.

By way of background, | am a partner at Ballard Spahr LLP, a national law firm ofover 500Iawyers.
W e have a public finance departmentofover50Iawyers w ith clients throughout the United States. |
have over40years ofexperience as a bond lawyer and have worked on hundreds ofrevenue bond
issues, including bond issues for toll roads and toll bridges. |1 have represented both issuers and
underw riters oftax exem ptmunicipal bonds, and federal agencies lending credit to transportation

agencies like KABATA.

1have prepared this memorandum to assist KABATA in responding to inform ation requested by the

Alaska State Legislature, Legislative Budget and AuditCommittee, Division of Legislative Audit.

You have asked me to comment on how owners oftoll roads and bridges have used TRS and how
they are considered by the municipal bond m arket, namely the rating agencies, lenders and
investment bankers, who rate, provide creditand underwrite revenue bonds issued for transportation

projects.

Revenue bonds are evaluated based upon financial forecasts or projections prepared by recognized
national experts who develop forecasting models based upon reasonable, stated assum ptions and a
wide range of potential outcomes. Airportrevenue bonds are evaluated by airport feasibility
consultants, water and sewer bonds by engineering feasibility consultants and toll revenue bonds by
traffic and revenue consultants who prepare TRS. Traffic and revenue consultants, like CD M Smith
(formerly W ilbur Sm ith & A ssociates), the consultant employed by KABATA to prepare the TRS for

the Knik Arm Crossing (KA C) project, prepare their forecasts and projections to help the owner or
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sponsor ofa toll projectdetermine the feasibility ofthe project based upon projected population
growth, employment, utilization and other demographic and socio-economic trends. A firm like
CDM Smith, who is a market leader in its field, ultim ately heips the owner or sponsor ofa project
determ ine the reasonableness of its assum ptions and most probable outcomes using various models

and scenarios.

Since traffic and revenue consultants forecast the future realization ofa projectto produce tolls over
many years (including the early ramp-up years of anew facility and the later years ofthe project), a
whole range ofoutcomes are considered before deciding on the most probable outcome on which to

base a sound financial plan.

Any TRS needs to be carefully reviewed by the owneror sponsor and be properly vetted before itis
finalized and presented to the rating agencies to rate the debt for a project, used in disclosure
documents to obtain credit, or incorporated in an offering statement to underwrite revenue bonds sold
in the public bond market. The owneror sponsor ofthe project mustbe confidentthat the

assum ptions underlying the forecasts and projections are reasonable and provide a sound basis for the
conclusions reached. Usually issuers require thattheirtraffic and revenue consultants prepare a wide
range of models and run stress tests w hich dem onstrate and show a variety of best, worst and m ost

likely cases.

KABATA proposes to develop the KA C with a public-private partnership (P3) and use an
“availability payments” structure. The risks and rewards associated with the KA C projectwill be

shared as agreed upon, in a negotiated P3agreem ent with the P3deve|oper selected.

Under the “availability' payments” structure, the State of Alaska will make payments to the P3
developer for making the KA C project available to the public. The “availability payments” will be

shadowed by the toll revenues forecast and projected to be collected from vehicles crossing the KAC

over the period of its useful life.

The rating agencies, who will rate the bonds issued by KABATA to fund the KA C, will critically
review and examine the TRS forthe KAC and will need to be convinced thatthe assum ptions used in
the TRS are reasonable and achievable. The toll collections will “backstop” the “availability

payments” com m itted by the State to service the debt on the bonds.

Ifthe toll revenues are insufficient in the early (or later) years, the State of Alaska will be obligated
to pay the difference between toll revenues collected and payments made. Ifthe toll revenues

collected exceed the “availability pay'ments” com m itted, the excess or surplus can be used to repay
any state reserve fund established and appropriated by the State or may be used to fund additional

capacity improvements and projectextensions which supportthe KA C.

The TRS, along with other factors, including the appropriation by the Alaska Legislature of$150
m illion to fund a state reserve fund for the KA C, and the soundness ofthe financial plan, will be a

key factor in K ABATA obtaining investmentgrade ratings for the K AC project.

The TRS will also be a key to K ABATA obtaining credit assistance for the KA C project from the
United States Department of Transportation and a TIFLA loan. The TIFIA joint program office will
carefully review the TRS. As a federal lender, the TIFIA office will probably hire another traffic and
revenue consultant, at its expense, to do an independentpeer review ofthe TRS prepared by CDM

Smith.
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I private activity bonds are issued by KABATA to fund the project, as expected, the TRS will also
most likely be used by the underwriter to obtain an investment grade rating on the bonds and to
market the bonds. KABATA and the underwriter will probably use the final TRS prepared by CDM
Smith in the official statement to publicly market the bonds to investors.

It is important for KABATA to choose a nationally recognized traffic and revenue consultant, such
as CDM Smith, which has a long history of expertise in the municipal bond market and whose name
is familiar with the rating agencies, lenders and investment bankers, as they rate, provide credit for
and underwrite revenue bonds.

Ifyou or the Division of Legislative Audit have any questions about the development of the TRS or
the expected use of the TRS in the proposed financing of the KAC, please do not hesitate to contact
me. Iwill be happy to answer any questions or help in any way | can.

H. David Prior
Partner

Ballard Spahr LLP
215-864-8500

HDP/lak
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900 Chapel Street, Suite 1400
New Haven, CT06510

tel: 203 865-2191

fax: 203 624-0484

April 1, 2013

Mr. Michael L. Foster, P.E.
Chairman ofthe Board

Knik Arm Bridge and Toll Authority
820 East 15th Avenue

Anchorage, Alaska 99501

Subject: Response of CDM Smith to comments from Timothy James and Associate Regarding
the Independent Review of Traffic and Toll Revenue Projects

Dear Mr. Foster:

In this letter we do notintend to respond to the same comments/questions we have already
answered in great detail since this Legislative Audit was initiated. Instead, this letter attempts to
describe the history of CDM Smith's toll services and to demonstrate our breadth of knowledge and
experience with the toll industry and our responsibility to provide independent and objective
forecasts for our clients.

CDM Smith'sTransportation Finance and Technology Group (TFT) is the nationally recognized
leader in traffic, revenue and operations studies for toll industry clients. Our revenue forecasts
have been used in supportof more than $88 billion in toll facility finance throughout United States
and worldwide. CDM Smith has worked in virtually every major metropolitan area in the country.
In terms of geographical coverage, CDM Smith has tolling experience in 46 states, with bonds issued
using CDM Smith studies in 25 states. CDM Smith maintains an entire division of 85 professionals
dedicated almost exclusively to toll facility planning and finance. Resources in that division,
referred to as the Transportation Finance and Technology Group (TFT), includes engineers,
transportation economists, traffic and revenue experts, travel demand modelers and toll technology
and operations specialists.

We have been developing traffic and revenue (T&R) forecasts for more than five decades. From the
beginning, CDM Smith has recognized our responsibility to provide reasonable, and fully
independent, forecasts of traffic and revenue. We also recognize the need to inform users of our
products as to the potential range of outcomes through the use of extensive sensitivity testing and
risk analysis simulation.

CDM Smith has supported 50% ofU.S.toll bond deals over the past decade, providing T&R
estimates for more than 300 separate bond issues totaling more than $88 billion. We have more
than five decades of experience in preparing and presenting T&R forecasts to rating agencies,
rendering opinions about T&R projections, interfacing with public and private institutions
regarding legal requirements under trustindentures and participating in peer reviews. Our
reputation for exemplary T&R services, as well as the demonstrated accuracy of those forecasts, has
led to CDM Smith studies supporting half ofall U.S. toll bond deals over the past 10 years. In
addition, we have provided trust indenture services for many clients over the years.

ew k"'+ ENVIRONMENT + TRANSPORTATION + ENERGY +.FACILITIES



Mr. Michael L. Foster, P.E.
April 1, 2013
Page 2

CDM Smith upholds a strong rapport and credibility with rating agencies and bankers. When the
rating agencies recently wanted to learn more about how T&R forecasts are conducted, they visited
our New Haven office for a series of presentations on investment grade studies and managed lanes
by our stafffrom around the country. The financial community recognizes CDM Smith as the
foremost experts on T&R.

Recent History on Start-up Facility Forecasting - Since 1995, 27 start-up toll facilities were
completed and open to traffic based on CDM Smith forecasts. For 13 projects, average revenue over
the first five years of operation came in above the CDM Smith expected estimate, while 14 came in
below. Only 4 ofthe 27 projects came in more than 25 percentbelow base-line estimate, and 19 of
the 27 came in within 25 percent of base-line estimate overall.

There are arange ofinherent uncertainties in any forecast of the future and start-up toll facilities
are most certainly no exception. However, our overall stable track record, and the fact that we have
almostthe same number of projects which come in above our base-line forecast as those which
came in below, provides astrong indication ofthe absence of any optimism bias on the part of CDM

Smith.

Additional Background:

m A range ofpossible outcomes - Traffic and revenue forecasts are based on a series of
assumptions made atthe time of study, which may cover a host ofitems, including the
adopted toll rates and toll policies, capital improvement programs, socioeconomic forecasts,
project interchanges, and many others factors. These assumptions and forecasts can be made
5 years before the new projectis even opened. Rigorous sensitivity testing is always
undertaken as part of our study process to demonstrate the revenue sensitivity to changes in
key influential variables and the inherentrisk ofa project. Although it is custom to presenta
base case forecast, the traffic and revenue results are best considered as arange of possible
outcomes. In the case of Knik Arm Crossing estimate, CDM Smith has provided a range of
outcomes using base, low and high population and employment assumptions, lower value of

time and the number ofrevenue days in our projections.

m Partofalarger process - CDM Smith’s forecasting studies are part of a much larger process
in determining the financing oftransportation infrastructure projects. The studies undergo
extensive and rigorous review by many public, private, and financial agencies that each
undertake their own independent due diligence reviews ofthe proposed traffic and revenue
and projectfinancing assumptions. We view our contribution to the process as one of many
considerations that an agency must address in deciding to proceed with a significant

infrastructure investment.

m Independentreviews - CDM Smith has always encouraged and endorsed independent
reviews of ourwork by other industry professionals. We welcome peer reviews ofkey
assumptions and trends influencing the toll revenue potential of proposed projects. All
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forward-looking statements and parameters are vetted through awide range of experts to
determine the suitable and reasonable range of possible outcomes.

e Longterm working relationship with Toll Agencies - CDM Smith has been providing toll
and revenue services for many toll agencies for decades. This includes the New Jersey
Turnpike, Pennsylvania Turnpike Commission, North Texas Tollway Authority, and lllinois
State Toll Highway on multi-years assignments. In addition, CDM smith has been providing
services for the South Jersey Transportation Authority, Maine Turnpike, North Carolina
Turnpike Authority, Harris County Toll Road Authority, Port Authority of New York and New
Jersey, Delaware River Port Authority and many more in the form ofrepeat business covering
numerous types of projects and assignments.

In this letter we briefly described our breadth of study experience, acknowledgement that there is a
range of possible outcomes, our independence and objectivity, and our longevity and leading role in
providing toll services for tolling agencies across U.S.

Please let us know if you require additional information about performance of CDM Smith services
for the toll industry.

Sincerely,

Scott A. Allaire Grant R. Holland
Vice President Vice President
CDM Smith Inc. CDM Smith Inc.
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ATTORNEYS AT LAW

NOSSAMAN .-

34th Floor

Los Angeles, CA 90017
T 213.612.7800
F213.612.7801

Fredric W. Kessler
D213.612.7829

fkessler@ nossaman.com

Refer To File #: 290795-0001
April 1, 2013

Mr. Michael L. Foster, P.E.
Chairman of the Board

Knik Arm Bridge and Toll Authority
820 East 15th Avenue
Anchorage, Alaska 99501

Re: Response to Preliminary Audit Report, Division of Legislative Audit, Audit Control
Number: 25-30068-13

Dear Mr. Foster:

Thank you for the opportunity to assist KABATA in responding to the above-referenced
Preliminary Audit Report, entitled "Department of Transportation and Public Facilities Knik Arm
Bridge and Toll Authority Knik Arm Crossing Project, dated March 7, 2013 (the “Report”). The
Legislative Budget and Audit Committee has requested KABATA'’s response to the Report. This
letter is intended to serve as part of KABATA’s response, and is suitable for public release.

We comment on aspects of the Report and the project procurement that are within this
law firm’s expertise and experience in procuring and negotiating public private partnership
agreements for public agencies.

The Report states that two of its objectives are to evaluate the public-private partnership
agreement for the project and the balance of risks and rewards between public and private
partner entities under the public-private partnership agreement.1 The Report does not,
however, address these important topics, stating:

“The risks and rewards in totality as outlined in the P3 agreement could not be
evaluated because the agreement has not been finalized and is subject to further
changes. Our evaluation of the agreement was limited to the general agreement
structure defined by KABATA’s governing board."

While it is true that the P3 agreement is not in final form, there are a number of important
risk-reward factors that are inherent in the general structure of an availability payment public-
private partnership that could and should have been discussed in the Report. A finalized
agreement is not needed to understand and explicate these factors. The Report’s sole focus on
the traffic and revenue risk fails to convey a complete picture ofthe overall risk and reward

1 Report, p. 1
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calculus for this project and in doing so leaves an astonishingly incomplete and distorted
assessment of the proposed project. We address these factors here.

Overall Cost-Benefitof Project

The Report focuses on the revenue risk over a 35-year operating period. To examine
the merits of a major transportation project by looking only at risks to its internal economics
ignores the larger economic costs and benefits of transportation infrastructure development. As
KABATA has pointed out throughout the course of pursuing the project on behalf of the State, it
has much larger socio-economic impacts over the same 35-year period and beyond. The
benefits of the project to the future state economy, not to mention just the Anchorage region, are
manifest, well documented and orders of magnitude larger than the potential appropriations
needs under even the most pessimistic toll revenue scenario. The failure of the Report to
examine the cost-benefit analyses that KABATA has done represents a significant deficiency.
Socio-economic studies and cost-benefit analysis ofthe project benefits to the public are
available on the KABATA website.

Capital C ost Estim ation

Any impartial examination ofthe potential risk and reward of this proposed availability
payment public-private partnership entails analysis of two fundamental parts: (1) revenue and
(2) cost. The Report ignores the latter.

The most significant driver of the size of availability payments is the capital cost of
designing and building the project. While the cost of funds is an important factor, recovery of
the design-build capital cost is by far the single biggest component of availability payments.

Availability payment public-private partnerships are past the fledgling stage in the United
States and steadily gaining momentum. We now have four highway and bridge projects
successfully procured and financed under the availability payment structure, with more on the
way. The track record on the capital cost for these projects is impressive and bodes well for the
Knik Arm project (assuming it can be pursued during the current low-inflationary economic
conditions). A relevant measure is to compare the owner’s pre-bid capital cost estimate
(including contingencies and estimates of supplemental work) to the actual pricing in the
successful bids. The data is set forth in Table 1:

438381_2.DOC
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Table 1
, Percent
Project Location Tyi:;e of  Owners Bid Below  Successful
Delivery Estimate ’ Bidd
Method Owner’s iader
Estimate
Presidio San Avalil.
Parkwa Francisco, Payment $471 $272 42.3% Flatiron/Kiewit
y California P3
Broward Avail.
1-595 C(Inun(tiy, Payment $1,900 $1,300 32.6% ACS/Dragados
Florida P3
Ohio River Louisville, KY/ Avail.
Bridges: East Southern Payment $987 $763 22.7% Walsh
End Crossing Indiana P3
SHE%ES'Y” Louisville, KY/ Design-
Downtown S|?1Létigﬁ;n Build $950 $860 9.5% Walsh
Crossing

Availability payment P3 bids came out 23% to 42% less than owners' estimates. The
two Ohio River Bridges illustrate a comparison between design-build and availability payment
P3. These projects were procured fairly contemporaneously and are the most recent examples.
The East End Crossing reached commercial close in December 2012 and financial close on
March 28, 2013. The design-build bid for the Downtown Crossing was 10% lower than the
owner’s estimate, while the availability payment P3 for the East End Crossing contained a
capital cost price 23% lower than the owner’s estimate.

All these projects went through the same process for estimating the capital costs as
KABATA has used for the Knik Arm Crossing. That process is mandated by federal regulations
whenever federal-aid funds are to be used for construction. We are informed that the owners’
estimates for the projects listed in Table 1 were adjusted to take into account the P3 method of
project delivery. This means that the resulting capital cost estimates were lower than if they
were run for the traditional design-bid-build method of delivering projects, where the public
sector takes most risks and cost and schedule escalation over the original low bid is
commonplace. In other words, the comparison is between the owners' P3 capital cost estimate
and the actual P3 pricing. In KABATA’s case, we are informed that its cost estimates assumed
a traditional design-bid-build approach.

Results from these other projects are not a guarantee of the same result for the Knik
Arm project. They do provide, however, concrete, highly relevant evidence that the capital cost
estimates in KABATA’s financial model may be materially higher than the pricing that KABATA
will obtain from the winning proposer. The results from these projects are highly relevant not
only because they are U.S. availability payment projects, but because the winning prices for two
of the projects - Presidio Parkway and 1-595 - came from design-build contractors that are on
two of the three short listed teams for the KABATA procurement. The magnitude of the
differential suggested by these other availability payment projects, coupled with the fact that
KABATA'’s estimate has not been adjusted downward to account for the public-private
partnership method of project delivery, could result in availability payments far lower than those
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assumed in KABATA'’s financial model. Such an outcome would provide KABATA and the State
substantial cushion against any alleged overly optimistic revenue projections.

Costand Schedule Certainty

Whatever the level of uncertainty over future revenue performance one accepts from
reading the Report and KABATA's critique of it, there can be no dispute that the same level of
revenue uncertainty must be assumed for the project if delivered via conventional means.

On the cost side of the risk/reward analysis, however, there is a vast difference in the
levels of certainty between traditional project financing, delivery, operations and maintenance
and an availability payment public-private partnership methodology. Because the public owner
keeps most risk regarding project delivery under the traditional approach, the ultimate capital
cost to KABATA would not be quantifiable with certainty until the project is substantially
completed. Thereafter, the public owner bears complete risk regarding the future cost of
operations and maintenance. Price fluctuations, traffic demand, unexpected incidents and
events, and the like can and will reshape operating and maintenance costs, including
rehabilitation costs. As a result, when making a decision whether to proceed with the project
using traditional financing and contracting methods, KABATA and the State would face relatively
high uncertainty whether future toll revenues would recoup the government's design,
construction, financing, operations and maintenance costs of the project.

By contrast, a key attribute of an availability payment public-private partnership is that it
delivers to the public owner a considerably higher degree of cost and schedule certainty, and it
does so early in the life of a project. This structure shifts many design, construction, operating
and maintenance risks to the private party and therefore embeds the cost of these risks in the
pricing offered at inception. Competitive tension induces proposers to price these risks
efficiently. The public sector obtains relatively high pricing certainty not only for the costs to
design and build the project, but for a 35 year period thereafter.

Flexibility to C hange Course

The procurement documents and public-private partnership agreement will provide
KABATA three important protections against the risk that the project could fall short ofthe
economics set forth in KABATA’s pro forma financial plan.

First, the request for proposals will set forth maximum aggregate availability payments
that KABATA is willing to accept. If proposers cannot live with these aggregate caps, they will
no doubt inform KABATA and KABATA will then decide whether to change project scope or
requirements or to cancel the procurement. KABATA will have the absolute right to cancel the
procurement at any time before contract execution (subject to paying partial stipends upon an
early cancellation).

Second, as KABATA points out in its letters responding to the Report, it will have
complete discretion under the public-private partnership agreement regarding whether and
when to proceed with expansion of the first phase of the project. There will be no adverse
consequence to KABATA, no remedy available to the private developer against KABATA, if
KABATA decides not to direct the private developer to proceed with project expansion. In
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addition, extensions ofthe project, such as the Ingra-Gambell connector, will be entirely outside
the scope of the public-private partnership agreement. As a result, any decision to proceed with
expansion and/or extension will be in the control of future public leaders and decision makers.
Those future decisions can be made based on the then record of actual traffic demand and toll
revenues and the then project costs and cost of financing. If traffic demand and toll revenues
are below that projected in the CDM Smith traffic and revenue study, itwill naturally mean that
traffic conditions do not yet warrant expansion or extension of the project.

It is therefore misleading and confusing for the Report to lump together the two phases
of the project as if the revenue risk encumbers the full project. It does not.

Third, KABATA and the State will have additional flexibility via a right to terminate the
public-private partnership agreement for public convenience at any time. The exercise of this
right will require KABATA to buy out the private developer’s interest, as itwill have sunk costs,
project indebtedness to repay, and invested equity and return thereon to recover. The option to
pay a lump sum buy-out price will, however, give KABATA and the State an exit strategy if a
future legislature were to conclude that this is a better alternative than to continue to fund
availability payments.

Very truly yours,

Fredric W. Kessler
of Nossaman LLP

FW K/
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Chapter 1

Government Auditing: Foundation and

Ethical Principles

Introduction

1.01 The concept of accountability for use of public
resources and government authority is key to our
nation’s governing processes. Management and
officials entrusted with public resources are responsible
for carrying out public functions and providing service to
the public effectively, efficiently, economically, ethically,
and equitably within the context of the statutory
boundaries ofthe specific government program.

1.02 As reflected in applicable laws, regulations,
agreements, and standards, management and officials
of government programs are responsible for providing
reliable, useful, and timely information for transparency
and accountability of these programs and their
operations.1Legislators, oversight bodies, those
charged with governance,2and the public need to know
whether (1) management and officials manage
government resources and use their authority properly
and in compliance with laws and regulations;

(2) government programs are achieving their objectives
and desired outcomes; and (3) government services are
provided effectively, efficiently, economically, ethically,
and equitably.

1.03 Government auditing is essential in providing
accountability to legislators, oversight bodies, those
charged with governance, and the public. Audits3
provide an independent, objective, nonpartisan
assessment ofthe stewardship, performance, or cost of
government policies, programs, or operations,
depending upon the type and scope of the audit.

1See paragraph A1.08 for additional information on management’s
responsibilities.

2See paragraphs A1.05 through A1.07 for additional discussion on the
role of those charged with governance.

3See paragraph 1,07c for discussion ofthe term “audit”as itis used in

chapters 1 through 3 and corresponding sections of the Appendix.
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Purpose and
Applicability of
GAGAS

Chapter 1
Government Auditing: Foundation
and Ethical Principles

1.04 The professional standards and guidance
contained in this document, commonly referred to as
generally accepted government auditing standards
(GAGAS), provide a framework for conducting high
quality audits with competence, integrity, objectivity, and
independence. These standards are for use by auditors
of government entities and entities that receive
government awards and audit organizations performing
GAGAS audits. Overall, GAGAS contains standards for
audits, which are comprised of individual requirements
that are identified by terminology as discussed in
paragraphs 2.14 through 2.18. GAGAS contains
requirements and guidance dealing with ethics,
independence, auditors' professional judgment and
competence, quality control, performance ofthe audit,
and reporting.

1.05 Audits performed in accordance with GAGAS
provide information used for oversight, accountability,
transparency, and improvements of government
programs and operations. GAGAS contains
requirements and guidance to assist auditors in
objectively acquiring and evaluating sufficient,
appropriate evidence and reporting the results. When
auditors perform their work in this manner and comply
with GAGAS in reporting the results, their work can lead
to improved government management, better decision
making and oversight, effective and efficient operations,
and accountability and transparency for resources and
results.
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1.06 Provisions of laws, regulations, contracts, grant
agreements, or policies frequently require audits be
conducted in accordance with GAGAS. In addition,
many auditors and audit organizations voluntarily
choose to perform their work in accordance with
GAGAS. The requirements and guidance in GAGAS
apply to audits of government entities, programs,
activities, and functions, and of government assistance
administered by contractors, nonprofit entities, and
other nongovernmental entities when the use of
GAGAS is required or is voluntarily followed.4

1.07 This paragraph describes the use of the following
terms in GAGAS.

ad. The term “auditor” as it is used throughout GAGAS
describes individuals performing work in accordance
with GAGAS (including audits and attestation
engagements) regardless ofjob title. Therefore,
individuals who may have the titles auditor, analyst,
practitioner, evaluator, inspector, or other similar titles
are considered auditors in GAGAS.

b. The term “audit organization” as it is used throughout
GAGAS refers to government audit organizations as
well as public accounting or other firms that perform
audits and attestation engagements using GAGAS.

C. The term “audit” as it is used in chapters 1through 3
and corresponding sections of the Appendix refers to
financial audits, attestation engagements, and
performance audits conducted in accordance with
GAGAS.

4See paragraphs A1.02 through A1.04 for discussion of laws,
regulations, and guidelines that require use of GAGAS.
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Ethical Principles

Chapter 1
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1.08 A government audit organization can be
structurally located within or outside the audited entity.5
Audit organizations that are external to the audited
entity and report to third parties are considered to be
external audit organizations. Audit organizations that
are accountable to senior management and those
charged with governance of the audited entity, and do
not generally issue their reports to third parties external
to the audited entity, are considered internal audit
organizations.

1.09 Some government audit organizations represent a
unique hybrid of external auditing and internal auditing
in their oversight role for the entities they audit. These
audit organizations have external reporting
requirements consistent with the reporting requirements
for external auditors while at the same time being part of
their respective agencies. These audit organizations
often have a dual reporting responsibility to their
legislative body as well as to the agency head and
management.

1.10 The ethical principles presented in this section
provide the foundation, discipline, and structure, as well
as the climate that influence the application of GAGAS.
This section sets forth fundamental principles rather
than establishing specific standards or requirements.

1.11 Because auditing is essential to government
accountability to the public, the public expects audit
organizations and auditors who conduct their work in
accordance with GAGAS to follow ethical principles.
Management of the audit organization sets the tone for

5See paragraph 1.19 for a discussion of objectivity and paragraphs
3.27 through 3.32 forrequirements related to independence
considerations for government auditors and auditorganization
structure.
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ethical behavior throughout the organization by
maintaining an ethical culture, clearly communicating
acceptable behavior and expectations to each
employee, and creating an environment that reinforces
and encourages ethical behavior throughout all levels of
the organization. The ethical tone maintained and
demonstrated by management and staff is an essential
element of a positive ethical environment for the audit
organization.

1.12 Conducting audit work in accordance with ethical
principles is a matter of personal and organizational
responsibility. Ethical principles apply in preserving
auditor independence,6taking on only work that the
audit organization is competent7to perform, performing
high-quality work, and following the applicable
standards cited in the auditors’ report. Integrity and
objectivity are maintained when auditors perform their
work and make decisions that are consistent with the
broader interest of those relying on the auditors’ report,
including the public.

1.13 Other ethical requirements or codes of
professional conduct may also be applicable to auditors
who conduct audits in accordance with GAGAS. For
example, individual auditors who are members of
professional organizations or are licensed or certified
professionals may also be subject to ethical
requirements of those professional organizations or
licensing bodies. Auditors employed by government
entities may also be subject to government ethics laws
and regulations.

6See paragraphs 3.02 through 3.59 forrequirements related to
independence.

7See paragraphs 3.69 through 3.81 for additional information on

competence.
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1.14 The ethical principles that guide the work of
auditors who conduct audits in accordance with GAGAS
are

a. the public interest;
b. integrity;
C. objectivity;

d. proper use of government information, resources,
and positions; and

€. professional behavior.

1-15 The public interest is defined as the collective well-
being of the community of people and entities the
auditors serve. Observing integrity, objectivity, and
independence in discharging their professional
responsibilities assists auditors in meeting the principle
of serving the public interest and honoring the public
trust. The principle of the public interest is fundamental
to the responsibilities of auditors and critical in the
government environment.

1.16 A distinguishing mark of an auditor is acceptance
of responsibility to serve the public interest. This
responsibility is critical when auditing in the government
environment. GAGAS embodies the concept of
accountability for public resources, which is
fundamental to serving the public interest.

1-17 Public confidence in government is maintained and
strengthened by auditors performing their professional
responsibilities with integrity. Integrity includes auditors
conducting their work with an attitude that is objective,
fact-based, nonpartisan, and nonideological with regard

Page 9 GAO-12-331G Government Auditing Standards
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Objectivity

Chapter 1
Government Auditing: Foundation
and Ethical Principles

to audited entities and users of the auditors’ reports.
Within the constraints of applicable confidentiality laws,
rules, or policies, communications with the audited
entity, those charged with governance, and the
individuals contracting for or requesting the audit are
expected to be honest, candid, and constructive.

1.18 Making decisions consistent with the public
interest of the program or activity under audit is an
important part ofthe principle of integrity. In discharging
their professional responsibilities, auditors may
encounter conflicting pressures from management of
the audited entity, various levels of government, and
other likely users. Auditors may also encounter
pressures to inappropriately achieve personal or
organizational gain. In resolving those conflicts and
pressures, acting with integrity means that auditors
place priority on their responsibilities to the public
interest.

1.19 The credibility of auditing in the government sector
is based on auditors’ objectivity in discharging their
professional responsibilities. Objectivity includes
independence of mind and appearance when providing
audits, maintaining an attitude of impartiality, having
intellectual honesty, and being free of conflicts of
interest. Maintaining objectivity includes a continuing
assessment of relationships with audited entities and
other stakeholders in the context of the auditors’
responsibility to the public. The concepts of objectivity
and independence are closely related. Independence
impairments impact objectivity.8

8See independence standards at paragraphs 3.02 through 3.59.

Page 10 GAO-12-331G Government Auditing Standards
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ProperUse of
Government
Inform ation,
Resources, and
Positions

Chapter 1
Government Auditing: Foundation
and Ethical Principles

1.20 Government information, resources, and positions
are to be used for official purposes and not
inappropriately for the auditor’s personal gain orin a
manner contrary to law or detrimental to the legitimate
interests of the audited entity or the audit organization.
This concept includes the proper handling of sensitive
or classified information or resources.

1.21 In the government environment, the public’s right
to the transparency of government information has to be
balanced with the proper use of that information. In
addition, many government programs are subject to
laws and regulations dealing with the disclosure of
information. To accomplish this balance, exercising
discretion in the use of information acquired in the
course of auditors’ duties is an important part in
achieving this goal. Improperly disclosing any such
information to third parties is not an acceptable practice.

1.22 Accountability to the public for the proper use and
prudent management of government resources is an
essential part of auditors’ responsibilities. Protecting
and conserving government resources and using them
appropriately for authorized activities is an important
element in the public’s expectations for auditors.

1.23 Misusing the position of an auditor for financial
gain or other benefits violates an auditor’'s fundamental
responsibilities. An auditor’s credibility can be damaged
by actions that could be perceived by an objective third
party with knowledge of the relevant information as
improperly benefiting an auditor’s personal financial
interests or those of an immediate or close family
member; a general partner; an organization for which
the auditor serves as an officer, director, trustee, or
employee; or an organization with which the auditor is
negotiating concerning future employment.
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Chapter 1
Government Auditing: Foundation
and Ethical Principles

Professional 1.24 High expectations for the auditing profession

Behavior include compliance with all relevant legal, regulatory,
and professional obligations and avoidance of any
conduct that might bring discredit to auditors’ work,
including actions that would cause an objective third
party with knowledge of the relevant information to
conclude that the auditors’ work was professionally
deficient. Professional behavior includes auditors
putting forth an honest effort in performance of their
duties and professional services in accordance with the
relevant technical and professional standards.

Page 12 GAO-12-331G Government Auditing Standards



Ballard Spahr

Ballard Spahr LLP

H . David Prior

1735 M arket Street, 51stFloor
Philadelphia, PA 19103
215.864.8500

prior@ ballardspahr.com

- 134-


mailto:prior@ballardspahr.com

General Firm Information

eaBasgsBffiBa



Office Locations

- 136 -



General Firm Information

Adanta Ballard Spahr LLP is a national firm of m ore than 500 lawyers in 13 offices across

Tel: 678.420.9300 . . .
the country. O ur attorneys provide counseling and advocacy in m ore than 40 areas

Fax: 678.420.9301

w ithin intellectual property, litigation, business and finance, real estate, and public
999 Peachtree Street

Suite 1000 finance. W e represent a diverse cross-section of clients, ranging from Jlarge public

Adanta, GA 30309-3915 companies and privately held corporations to governmentagencies and nonprofit

organizations. O ur practices span the life sciences and technology, energy, health

Baltimore - . . .
care, and other sectors that are driving innovation and grow th in today’s

Tel: 410.528.5600
marketplace
Fax: 410.528.5650

300 East Lombard Street

18th Floor The firm s mission is straightforward: to provide nothing less than excellence in
Baltimore, MD 21202-3268 every legal representation. O ur client focus is absolute. W e help clients achieve

success as they define it. W e respect and anticipate their needs, take action to keep

Bethesda
them informed, and devise forw ard-thinking solutions to get the m ost favorable
Tel: 301.664.6200

Fax: 301.664.6299 results. This is Ballard Spahr’s pledge.

4800 Montgomery Lane
7th Floor Practices

Bethesda, M D 20814-3401
« Antitrust e Government Relations, Regulatory

Denver Affairs and Contracting
Tel: 303.292.2400 © Bankruptey

Fax: 303.296.3956 * Intellectual Property

« Business and Finance
1225 17th Street, Suite 2300

Denver, CO 80202-5596  Bank Regulation and - Patents
Supervision - Trademarks and Copyrights
Las Vegas
Tel: 702.471.7000 - Investment M anagement - Trade Secrets
Fax: 702.471.7070 - Entertainment and Media

- M & A /Private Equity
100 North City Parkway

- Intellectual Property Litigation

Suite 1750 - Securities
Las Vegas, NV 89106-4617 .
- Transactional Finance ¢ International
Los Angeles « Consumer Financial Services e Labor and Employment
Tel: 424.204.4400
Fax: 424.204.4350 « Employee Benefits and Executive . Litigation

2029 Century Park East Comopensation

- Accounting and Professional

Suite 800
Los Angeles, CA 90067 « Environmental Liability
New Jersey « Family W ealth M anagement - Appellate

Tel: 856.761.3400
Fax: 856.761.1020 « Franchise and D istribution - Commercial Litigation
210 Lake Drive East, Suite 200

Cherry Hill, NJ 08002-1163
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Philadelphia

Tel: 215.665.8500

Fax: 215.864.8999

1735 M arket Street, 51st Floor
Philadelphia, PA 19103-7599

Phoenix

Tel: 602.798.5400

Fax: 602.798.5595

1 East W ashington Street
Suite 2300

Phoenix, AZ 85004-2555

Salt Lake City

Tel: 801.531.3000

Fax: 801.531.3001

One Utah Center, Suite 800
201 South M ain Street
SaltLake City, UT 84111 -2221

San Diego

Tel: 619.696.9200

Fax: 619.696.9269

655 W est Broadway, Suite 1600
San Diego, CA 92101-8494

W ashington, D C

Tel: 202.661.2200

Fax: 202.661.2299

601 13th Street, N.W .

Suite 1000 South

W ashington,DC 20005-3807

W ilmington

Tel: 302.252.4465

Fax: 302.252.4466

919 North Market Street
11th Floor

W ilmington, DE 19801-3034
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Ballard Spahr ranked 13th
in the nation in 2011 as
bond counsel, with 91
transactions totaling more
than $4.2 billion; we were
ranked 12th nationally as
underwriter’s counsel, with
65 transactions totaling
more than $4.1 billion.

Public Finance D epartment

Ballard Spahr’s public finance attorneys have been helping build the nation since
the 1940’s, when a handful of lawyers initiated a practice that has grown into a
complex, multifaceted enterprise, recognized as one of the premier public finance
groups in the country. We have the skills, resources, and experience necessary to
handle any public finance project. Our public finance clients include state and
local governments and authorities throughout the country as well as underwriters,
borrowers, financial institutions, nonprofit organizations, trustees, and investors.

Ballard Spahr has been listed continuously since 1958 as a nationally recognized
bond counsel firm in The Bond Buyer’s Municipal Marketplace (the “Red Book”).
Since 1987, we have participated in the issuance of more than $250 billion of tax-
exempt obligations in all states, the District of Columbia, and American territories.

W e are consistently ranked among the top 20 firms in the country each year for
the amount of securities issued with our bond counsel opinion. In 2011, Thomson
Reuters ranked Ballard Spahr 13thin the nation. In that same year, we were ranked
12th by Thomson Reuters as underwriter’s counsel. We are regularly ranked 1stin
Pennsylvania, Utah, and New Mexico for bond counsel services.

Our Lawyers

Ballard Spahr has the depth and breadth of experience to assist clients with
financings from the simplest to the most complex. Nearly 50 lawyers devote
almost all of their practice to public finance matters. Ballard Spahr enjoys a
national reputation for experience in the field of taxation and has six lawyers who
concentrate their practice in the municipal bond tax area (including tax
controversies arising from tax-exempt financings). Tax Group Chair Frederic L.
Ballard, Jr., is the author of A B C 5 ofArbitrage (American Bar Association, 2011
edition), areference work currently used by many public officials, attorneys, and
investment bankers. Ballard Spahr also has more than 50 lawyers nationwide who
practice in the federal securities law area.

Ballard Spahr lawyers are active members and several hold leadership positions
in the National Association of Bond Lawyers. Our public finance practice
concentrates the resources and abilities of our lawyers in many different legal
disciplines to which lawyers in all of our offices contribute.
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These legal disciplines include municipal law, taxation, securities, real estate,
housing, environmental and natural resources, public utilities, energy, health care,
education, banking, administrative practice, legislative, and corporate law.

Types of Financings

Ballard Spahr’s public finance lawyers have served as bond counsel or
underwriter’s counsel in connection with every form of traditional municipal debt,
including general obligation, municipal revenue, special assessment, and tax
increment bonds, as well as tax, revenue, grant, and bond anticipation notes, and
certificates of participation in lease-purchase and installment purchase obligations.

W e have also participated in every kind of private activity financing, including:

e Utility revenue bonds ¢ Military housing bonds

* Industrial development revenue « Airport revenue and special
bonds facilities bonds

* Sports arena revenue bonds e Port facilities bonds

e Hospital and health care revenue e« Pension bonds
bonds

Single-family mortgage bonds
¢ Continuing care retirement . . .
. Multifamily housing bonds
community bonds
. Student loan bonds
e Pollution control bonds

. Student housing bonds
¢ Resource recovery and solid waste

disposal revenue bonds e Cultural facilities bonds

e University bonds

Our public finance lawyers have handled tax-exempt and taxable financings, new
money issues, all forms of refinancing (including current refundings, advance
refundings, cross-over refundings, conversions from variable to fixed rates of
interest, and tender offers for outstanding obligations), and financings involving
many forms of credit enhancement. We seek to provide innovative solutions to
our clients’unique problems and challenges.
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Areas of Concentration

Ballard Spahr’s public finance practice encompasses numerous specialty areas,
including education, health care, multifamily and single-family housing, public
finance derivatives, military housing, project finance, student loans, and
transportation. A briefsummary of a few of the mostrelevant areas is listed
below.

ProjectFinance

The firm is a national leader in the utilization of public debt offerings in the
development of major projects. We represent underwriters, public issuers, and
purchasers in a full range of tax-exempt public debt offerings for major projects
such as:

¢ Solid waste disposal facilities e Toll roads

e Water and wastewater facilities e Stadiums

e Pulp de-inking facilities ¢« Gencos

¢ Light rail « Electric cooperatives

e Utilities « Renewable energy facilities
¢ Power plants that use a variety of . Qualified portions of:

waste fuels including _ Conventional plants

— Municipal waste
— Nuclear power plants

— Waste coal . o
— Oil refineries

— Wood waste

W e have successfully structured financings that combine publicly or privately
issued taxable debt, bank debt, or leveraged leases with tax-exempt debt. We
provide a full range of counseling on the tax issues arising from tax-exempt debt,
including arbitrage rebate calculations and advice on tax audits of debt issues.
Additionally, we help projects take advantage of a wide variety of tax incentives,
including tax-exempt bonds, Clean Renewable Energy Bonds, Gulf Opportunity
Zone Bonds, solar and clean coal investment tax credits, New Markets Tax
Credits, and renewable energy production tax credits.
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W e also have related experience that helps to facilitate the execution of complex
project development, including initial and secondary public offerings, Rule 144A
offerings, shelf offerings, high-yield debt offerings, and private placements. We are
also experienced in specialized finance structures, including synthetic leases,
securitization of stranded assets, and royalty trusts.

Public Finance Derivatives

Ballard Spahr actively advises clients on the use of interest rate swaps and related
derivative products in the public finance sector. Interest in this innovative
financing area has grown rapidly in response to the demands of market
participants to manage their investment portfolios, to hedge interest rate and other
market risks, and to access interest rate markets unavailable or unattractive with
traditional debt structures.

Ballard Spahr has developed in-depth experience in transactions involving
municipal derivative products, including floating-to-fixed and fixed-to-floating
interest rate swaps; swaptions; basis swaps; and interest rate caps, collars, and
floors. We deal with a variety of such derivative products in primary market
transactions involving original bond issues, as well as secondary market
securitization transactions involving the issuance of custodial receipts, tender
option bonds, and other synthetic securities. Ballard Spahr advises both public and
private market participants on derivative products. We also serve as counsel to a
major credit enhancement provider that requires the use ofinterest rate hedges as
part of both its primary market and its negotiated transaction secondary market
securitization programs. Ballard Spahr regularly advises clients in using a variety of
derivative-related products to assist clients in tax planning matters where
applicable.

In addition, we have represented municipal finance clients in litigation against
swap counterparties, notably in connection with the Lehman Brothers bankruptcy.

Transportadon

Ballard Spahr has a long history of structuring innovative finance plans for large-
scale transportation projects across the country. In the past 25 years, we have been
engaged as issuer’s counsel, bond counsel, underwriter’s counsel, borrower’s
counsel, credit enhancer counsel or special tax counsel in more than 450
transportation financings, aggregating more than $43 billion throughout the
United States.
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Our transportation practice brings together multi-disciplinary teams of lawyers
with knowledge critical to a successful transportation financing, including a strong
transactional practice as well as extensive experience in mergers and acquisitions,
tax, structured finance, governmental regulation, environmental law, securities law,
labor, energy, and real estate.

W e have served as bond counsel or underwriter’s counsel for anumber of airport
facility issues, including the Denver International Airport, Salt Lake City
International Airport, Philadelphia International Airport, and metropolitan

W ashington, DC airports.

W e have represented lead lenders, subordinate lenders, equity investors, and
borrowers in syndicated project financings worth billions of dollars and have some
of the nation’s leading attorneys in this field. Ballard Spahr is experienced in a
wide range of innovative financing structures and techniques currently used in
transportation transactions, including TIFIA (Transportation and Infrastructure
Financing and Innovation Act) financings, GARVEE bonds, intermodal
financings, airport financings, highways and bridge projects, P3 financings, mass
commuting, and docks, and seaports financings.

Municipal Securities Practice

Our Securities Group has a significant national presence and provides legal advice
to issuers, borrowers, investment banking firms and lenders in a broad range of
public offerings, private placements and direct purchases of municipal securities,
including offerings under Regulation D and Rule 144A as well as offshore
offerings under Regulation S. Several lawyers in the firm’s Securities Group
previously served as staff members at the SEC, providing a unique perspective and
invaluable experience in guiding our clients through the regulatory requirements
and exemptions of federal and state securities laws. Ballard Spahr's Public Finance
lawyers are active in NABL's standing Securities Law Committee one of our
partners, and have actively participated in anumber of NABL's ad hoc Securities
Law subcommittees and task forces, including the committee tasked with drafting
the SEC’s secondary market disclosure rules. Members of our Securities Group
work with municipal market clients to assist them in developing policies and
procedures and drafting disclosure and underwriting agreements to assure
compliance with all SEC and MSRB Rules applicable to municipal securities.

- 144-



Ballard Spahr attorneys
understand the political,
financial, environmental,
securities law, and
investment impacts of the
many types of P3
transaction structures.

P3/Infrastructure Practice

The stakes are high and access to capital is limited. Across the country, and
around the globe, the need to repair critical infrastructure, improve social
structures, and build for the future exceeds the availability of public funds.
Public-private partnerships (P3) provide a creative way to bridge the funding
gap and keep the nation moving.

Ballard Spahr’s P3/Infrastructure practice brings together attorneys from a
wide range of legal disciplines including public finance, government relations,
mergers and acquisitions, environmental law, securities law, labor and
employee benefits, energy, transportation, tax, and real estate. Our team is
prepared to evaluate potential P3 projects, develop supporting policies,
regulations, procedures, and legislation, structure innovative and
implementable financing plans, and answer any type of legal issue associated
with these multi-faceted projects.

Any long-term contractual relationship between a state or local government
entity and a private entity is a highly complex and delicate undertaking. The
lawyers and financial advisers involved in the process must at all times be
aware of both the policy objectives and the commercial and legal
constraints that apply to state and local government entities. Ballard Spahr
is a national firm with clients in all 50 states. We have attorneys familiar
with the laws of each state, including laws specifically applicable to actions
by state and local governments, and we have worked with governmental
entities on the federal, state, and local level.

We have also worked with international and domestic private entities, including
investment banks, developers, engineering and construction firms, and
concessionaires. We understand the perspective and objectives of both public
sector and private sector participants. As a result, we also understand the wide
range of possible P3 arrangements, including concession and franchise
agreements, management agreements, long-term leases, government
“availability” payment structures, and arrangements combining multiple
sources of financing (e.g., private equity, bank debt, taxable and tax-exempt
debtissued through the public markets, government contributions, and TIFIA-
and government-backed debt).
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Ballard Spahr attorneys
work with federal, state
and local governments
as well as private sector
developers, lenders and
investors to gain the
advantages of the latest
innovations in P3

structures and financing.

W e have assessed structured, and negotiated P3 projects that include:

Surface transportation — Alirports, railroad terminals,
bridges; roads; high occupancy and transit hubs

toll (HOT) lanes; high speed

rail lines Hospitals, medical centers, and

long-term care facilities
Social infrastructure - public

buildings, jails, parking Stadiums and entertainment

facilities complexes

W ater, wastewater, and sewer Military bases and housing

Seaports and harbors Primary, secondary, and higher
education

Public housing

As our experience working on some of the largest and most successful
domestic P3 projects attests, Ballard Spahr's P3/Infrastructure Group has the
skills to navigate the intersection of government and industry and steer a
successful P3 project from conceptto completion.

Our P3/Infrastructure practice is supported by several department and practice
groups within the firm including:

Public Finance Health Care

Energy and Project Finance Higher Education
Environmental Housing

Government Relations, Military Installation Finance

Regulatory Affairs, and
Contracting

Real Estate

Additional information on the firm and the specific practice areas that support
our P3 group can be found on our website: www.ballardspahr.com.
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RECENT EXPERIENCE WITH TOLL ROADS AND P3PROIJECTS

Knik Arm Toil Bridge. Ballard Spahr currently serves as finance and bond counsel to the Knik
Arm Bridge and Toll Authority (KABATA) for the Knik Arm Bridge Project, a public-private
partnership toll bridge in Anchorage, Alaska. The finance plan for the Knik Arm Bridge Project
includes a concession agreement, private activity bonds (PABs), and an availability payment
structure, which will benefit the private developer to be selected. KABATA has received a $600
million federal PAB volume cap allocation and has recendy re-applied for a conditional TIFIA loan
that, if approved, will likely be used by a P3 developer to be selected by KABATA later this year.

Ballard Role: Bond and Finance Counsel
Size:

Citi: Financial advisor to KABATA
Closing Date: Ongoing

Virginia 1-95 High Occupancy Toll Lanes Project. Ballard Spahr recendy served as special
counsel to the Office of the Attorney General for Privatization Matters of the Commonwealth of
Virginia. During the course of this engagement, Ballard Spahr represented VDOT in its 1-95 PPTA
High Occupancy Toll (HOT) Lanes Project (1-95 Project) under Virginia’s Public-Private
Transportation Act of 1995. The projectinvolved the design, construction, renovation, financing,
and operation of HOT lanes and related improvements.

The 1-95 Projectis funded by a combination of bonds, federal loans, and private capital from a joint
venture between Transurban DRIV e and Fluor Enterprises Inc. Construction ofthe HOV/HOT
lanes is estimated at $925 million. The private investors will contribute $292 million. Those funds,
along with $263 million in tax-exempt bond proceeds (including investment earnings) and a $71
million contribution from VDOT, will serve as initial financing for the project. In addition, the
developers will receive $300 million in credit assistance through TIFIA

The Ballard Spahr legal team spearheaded the drafting of a comprehensive agreement and related
agreements laying out the rights and obligations of VD OT and the private entity, 95 Express Lanes
LLC, ajointventure between affiliates of Transurban Group and Fluor Corporation, reviewed
financing arrangements and contracts as well as capital markets disclosure statements, helped obtain
USDOT approval ofdocuments. Construction is scheduled for completion in 2014.

Ballard Role: P3 Counsel

Size: $965 million (including $263 tax-exemptbonds and $300 million TIFIA)
Citi: N/A

Closing Date: July 2012

Colorado US 36 M anaged Lanes. Ballard Spahr served as special counsel to the Colorado
Department of Transportation’s High Performance Transportation Enterprise in connection with a
2011 TIFIA loan for the US 36 Project. The US 36 Project consists of the redevelopment and
construction of high-occupancy managed toll lanes on US 36 between Denver and Boulder. The US
36 Project will be funded by a combination ofa TIFIA loan, TIGER Discretionary Grant from the
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U.S. Department of Transportation, and state and local funding. The US 36 Project is being built by
the Colorado Department of Transportation in conjunction with the Regional Transportation
District, which will run Bus Rapid Transit along the managed lanes.

Ballard Role: Special Counsel
Size: $54 million

Citi: N/A

Closing Date: September 2011

Pennsylvania Turnpike. Ballard Spahr lawyers represented the Commonwealth of Pennsylvania in
then Governor Edward G. Rendell’s proposed privatization of the Pennsylvania Turnpike (the
Pennsylvania Turnpike Project). In May 2008, the project reached commercial close when the
Commonwealth accepted a bid of $12.8 billion to lease the Pennsylvania Turnpike from a
consortium consisting of Abertis and Citigroup. Ultimately, the Pennsylvania Legislature did not
pass the legislation to accept the bid and proceed with the project, but the bid remains the highest
ever for a P3 in the United States.

The scope of Ballard Spahr’s Pennsylvania Turnpike engagement was extremely broad. We provided
Governor Rendell’s Office and the Pennsylvania Department of Transportation with advice on a
host of issues, including enforceability of multi-year contracts; waivers of sovereign immunity;
dispute resolution procedures; the enforcement of contracts against governmental entities;
procurement requirements and policies; federal, state, and local tax issues; pension and employee
benefits transition issues; real estate, condemnation, and zoning issues; transportation issues;
environmental issues; bankruptcy issues; litigation issues; police and security matters; intellectual
property issues; and federal and state constitutional issues. With co-counsel, our lawyers prepared a
comprehensive concession agreement that defined the respective rights and responsibilities of the
private sector and the public sector in connection with the acquisition ofthe Pennsylvania Turnpike
facilities, as well as for operations, maintenance, and capital projects.

Ballard Role: P3 Counsel

Size: $12.8 billion

Citi: Private Consortium Partner
Closing Date: May 2008

Arizona Toll Road Projects. In 1995, the Arizona Legislature enacted legislation which authorized
the Arizona Department of Transportation (“ADOT?”) to enter into agreements for the construction
and operation of Arizona roadway facilities by private entities. Ballard Spahr acted as primary
counsel for a consortium of professional firms, which proposed comprehensive tolling alternatives
for U.S. 95, the South Mountain Connector and U.S. 60. In the course of the representation, the
consortium dealt with a variety of legal, commercial and technical issues, including the following, for
which Ballard Spahr attorneys developed and drafted proposed concession agreements; established
the technical and financial feasibility of each project by independent experts; determined the specific
tolling technology to be utilized; developed a system for enforcement of state highway laws on
private roadways; and developed a funding structure, including tolls and possible legislative
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amendments to enable the State to commitment a portion ofits highway user revenues as security,
and a method for sharing net revenues with the State of Arizona.

Ballard Spahr has since served as Underwriter’s Counsel for four issuances of Grant Anticipation

N otes.

Ballard Role: Underwriter’s Counsel
Size: $45,825,000

Closing Date: May 2012

Citi: Underwriter

Size: $158,585,000
Closing Date: January 2012
Citi: N/A

Size: $180,000,000
Closing Date: October 2010
Citi: N/A

Size: $440,000,000
Closing Date:June 2009
Citi: N/A

Denver Union Station. In 2010, Ballard Spahr served as special counsel to the Federal Railroad
Administration (FRA) for a Railroad Rehabilitation & Improvement Financing Loan (RRIF Loan),
which provides funds to redevelop and rehabilitate the Denver Union Station Project that closed in
July 2010. The Denver Union Station Projectis a 50-acre intermodal transit public-private
developmentin lower downtown Denver that will serve as a regional multimodal hub, improve
transportation, and reduce congestion in the Denver area. Transportation elements include an
underground bus terminal with 22 bays, a light rail station for current and future light rail routes, a
commuter rail station that will serve Amtrak and possibly a ski train, and public plazas to integrate
transit service. The RRIF Loan was a subordinate loan to a TIFIA loan that was closed
simultaneously with the RRIF Loan. The RRIF Loan was backed by a bond from the Regional
Transportation District as well as a moral obligation commitment from the City of Denver. During
the course of our representation, we restructured the intercreditor arrangements between the various
lenders involved and drafted various documents required, including the Master Indenture, RRIF
Loan Agreement, and promissory note.

Ballard Role: Special Counsel

Size: $300 million (FRA loan $145,600,000 | TIFIA loan $155,000,000)
Citi: N/A

Closing Date:July 2010
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EXPERIENCE WITH FEDERALFUNDING PROGRAMS

TIFIA . Ballard Spahr served as special counsel to the Transportation and Infrastructure Financing
and Innovation ActJoint Program Office (TIFIAJPO) for many of the original TIFIA loans. We
are thoroughly familiar with the program and its requirements. TIFIA established a federal credit
program for eligible transportation projects of national or regional significance under which the U.S.
Department of Transportation (USDOT) provides different forms of credit assistance, such as
secured (direct) loans, loan guarantees and standby lines of credit, with an eye toward leveraging
federal assistance with substantial private and other non-federal co-investment. We have assisted
several clients in applying for TIFIA loans. Our engagements by TIFIAJPO include the following
projects:

e The Farley-Penn Station Projectin New York City, which included the rehabilitation and
expansion of the Farley Post Office and Pennsylvania Railroad Station, involving the New
York and New Jersey Port Authority, Amtrak and the United States Postal Service;

e The $2.1 billion Central Texas Turnpike project in Austin, Texas, which included a $916
million subordinated TIFIA loan, completed with the Texas DOT and Texas Turnpike
Authority. This financing was awarded “Deal of the Year” in the Southwest by The Bond
Buyer in 2002;

e The proposed San Francisco - Oakland Bay Bridge Seismic Retrofit project with the
California Department of Transportation (CalTrans) and the California Infrastructure and
Economic Development Bank;

e« The LA-1 Toll Bridge replacement project on the Louisiana Gulf Coast near Grand Isle with
the Louisiana DOT. The bridge is critical to serving the ports which supply the oil and gas
drilling towers off the Gulf Coast. This financing was awarded “Deal of the Year” in the
Southeast by The Bond Buyerin 2005;

e The second Central Texas Turnpike Project (Texas 183-A) in Austin, Texas funded by the
Central Texas Regional Mobility Authority. This financing was awarded “Deal of the Year”
in the Southwest by The Bond Buyer in 2005; and

e The Warwick Intermodal Projectin Warwick, Rhode Island, an intermodal project facility
which includes a new Amtrak and light rail station and a consolidated rental car center,
being developed by the Rhode Island Airport Corporation and the Rhode Island
Economic Development Authority at the T.F. Green Airport.

Federal Transit Administration. Ballard Spahr lawyers represented the New Jersey Transit
Corporation in a Master Lease Agreement payable solely from Federal Transit Administration
grants. The transaction involved the issuance by New Jersey Transit of $253,470,000 subordinated
certificates of participation. The proceeds were used to purchase 131 multi-level rail cars and spare
parts and are repayable through future appropriations from the Federal Transit Administration.
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Federal Railroad Administration. In 2010, Ballard Spahr served as special counsel to the Federal
Railroad Administration (FRA) for a Railroad Rehabilitation & Improvement Financing Loan (RRIF
Loan), which provides funds to redevelop and rehabilitate the Denver Union Station Project that
closed in July 2010. The Denver Union Station Projectis a 50-acre intermodal transit public-private
developmentin lower downtown Denver that will serve as a regional multimodal hub, improve
transportation, and reduce congestion in the Denver area. Transportation elements include an
underground bus terminal with 22 bays, a light rail station for current and future light rail routes, a
commuter rail station that will serve Amtrak and possibly a ski train, and public plazas to integrate
transit service. The RRIF Loan was a subordinate loan to a TIFIA loan that was closed
simultaneously with the RRIF Loan. The RRIF Loan was backed by a bond from the Regional
Transportation District as well as a moral obligation commitment from the City of Denver. During
the course of our representation, we restructured the intercreditor arrangements between the various
lenders involved and drafted various documents required, including the Master Indenture, RRIF
Loan Agreement, and promissory note.

Garvee Bonds. Ballard Spahr has one of the leading Garvee Bond practices in the country. The
Garvee (Grant Anticipation Revenue Vehicle) bond program has two key advantages: (1) it enables a
State DOT borrower to borrow against future Federal Highway Trust Funds; and (2) it is a financial
tool that enables the borrower to address current transportation needs at today’s costs thereby
avoiding future inflationary prices.

* New Mexico. Ballard Spahr developed the first Garvee Bond program done in the United
States. Working with New Mexico and the Federal Highway Administration, our firm served
as bond counsel in connection with the Garvee Bonds issued in 1996 by the New Mexico
Finance Authority for the New Mexico Department of Transportation. We were also bond
counsel for subsequent New Mexico Garvee bonds issued in 1998 and as special tax counsel
in 2004, in connection with a $1.2 billion refunding of various Garvee Bonds and New
Mexico state transportation revenue bonds.

¢« Rhode Island. Ballard Spahr served as underwriter’s counsel to Citigroup Global Markets
Inc. (Citigroup) in 2003 for the first Rhode Island Garvee Bond issue and Motor Fuel Tax
Revenue Bond issue done by the Rhode Island Economic Development Corporation for the
Rhode Island Department of Transportation. Ballard Spahr also served as underwriter’s
counsel to UBS for the second Rhode Island Garvee Bond issue and a companion Motor
Fuel Tax Revenue Bond issue which closed in March 2006.

¢ Kentucky. Ballard Spahr also served as underwriter’s counsel to Citigroup for the first
Kentucky Garvee Bond issue done in May 2005. In that transaction, Ballard Spahr assisted
Kentucky’s bond counsel in the development of the bond and program documents which
were modeled on Rhode Island.

e Idaho. Ballard Spahr led by David Prior and Fred Olsen, a partner in our Salt Lake City
office, served as bond counsel with Richard Skinner of Boise, Idaho for the Idaho
Transportation Department’s first Garvee Bond issue which closed in May 2006.
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EXPERIENCE DEVELOPING LEGISLATION AND IMPLEMENTATION
GUIDELINES

Pennsylvania. We helped to prepare associated exhibits, documents, forms of security documents,
and agreements. We also drafted proposed legislation making the changes necessary under
Pennsylvania law to accommodate the proposed privatization, including environmental provisions,
bid protest provisions, and indemnification provisions. During the process, we participated in
multiple meetings with the Governor’s Office and legislators.

Virginia DOT Public-Private Partnership Implementation Manual. Brian Walsh worked with
VDOT and the Virginia Attorney General’s Office to develop a new implementation manual and
guidelines for the Virginia Public-Private Transportation Act. The new guidelines represented a joint
effort among Virginia state government representatives, program consultants, financial consultants,
and attorneys. The recurring policy objective throughout the guidelines is to develop and maintain
competition throughout the process of identifying potential P3 projects, moving to prioritize and
screen the projects, and then developing and procuring the projects. Mr. Walsh reviewed the
guidelines as a whole and also helped draft and develop the project implementation portions of the
guidelines.

M aryland. Ballard Spahr has been involved in the preparation of legislation enabling P3 structures
in Maryland. Our attorneys helped the State review proposed P3 legislation, and David W instead
testified before the Blue Ribbon Commission and before the Maryland legislature.

Indemnification. The public sector's ability to indemnify is limited by constitutional law. We have
drafted legislation that permits indemnification in appropriate circumstances.

California Alternative Energy and Advanced Transportation Financing Authority
(CAEATFA): Ballard Spahr attorneys recently provided our opinion to CAEATFA on the validity
of their Qualified Energy Conservation Bonds (Redwood Renewables, LLC Project) Series 2011 as
“qualified energy conservation bonds” within the meaning of Section 54D of the Internal Revenue
Code of 1986. Ballard Spahr attorneys also served the Orange County Transportation Authority
(OCTA) in an advisory capacity regarding railroad operating and corridor relocation matters, and as
a project management consultantto OCTA for the MetroLink expansion. Ballard Spahr has assisted
in the issuance of over 42 bond issues totaling over $2.1 billion in the State of California since
January 1, 2008.
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Dame Law School
J.D. 1969
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e Pennsylvania 1969

H. David Prior 51st Floor

Partner 1735 Market Street
Philadelphia, PA 19103-7599

Direct: 215.864.8500

Fax: 215.864.8999

prior@ ballardspahr.com

H. David Prioris a partner in the Public Finance Department and a member of the
Health Care, Housing, Higher Education, and P3/Infrastructure Groups, and the
Climate Change and Sustainability Initiative. Mr. Prior has litigation and corporate
finance experience, but has concentrated in public finance since 1970 and has
extensive experience as bond counsel and underwriter’s counsel in virtually every
kind of tax-exempt financing. He has devoted substantial time to developing Ballard
Spahr’s tax-exempt health care and housing practice and has represented a number
of state agency and local issuers of hospital and housing bonds throughout the
United States.

Mr. Prior has had primary responsibility for the firm’s engagements by several
regional and national hospital systems, including the Lehigh Valley Health System
and the Geisinger Health System in Pennsylvania, and the Franciscan Sisters of the
Poor and CSJ Health System, in their nationwide financings. He has represented the
Idaho, Utah, Pennsylvania, Maryland, and Puerto Rico housing agencies as bond
counsel and has served as underwriter’s counsel for the financings of the Oregon,
Idaho, Rhode Island, and Massachusetts housing agencies.

Mr. Prior has extensive experience with the City of Philadelphia and its issuing
agencies and has served as bond counsel to the City of Philadelphia, the
Philadelphia W ater Department, and the Philadelphia International Airport. He also
has served as special finance counsel to the Southeastern Pennsylvania
Transportation Authority. Mr. Prior clerked for the Honorable William H. Hastie,
ChiefJudge of the U.S. Court of Appeals for the Third Circuit, from 1969 to 1970.

Mr. Prioris a member of the National Association of Bond Lawyers, the American
Bar Association, the Pennsylvania Bar Association, and the Philadelphia Bar
Association. He is the former president of the National Leased Housing Association
and isamember of the National Housing Council. He is also the former chairman
of the Board of Governors of the Pennsylvania Economy League. Mr. Prior is a
frequent lecturer at public finance, health care, and housing conferences.
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Brian W alsh 51st Floor

Partner 1735 Market Street
Philadelphia, PA 19103-7599

Direct: 215.864.8510

Fax: 215.864.9844

walsh@ ballardspahr.com

Brian Walsh is a partner in the Public Finance Department, Practice Leader of the
P3/Infrastructure Group, and a member of the Energy and Project Finance, Health
Care, Transactional Finance, and Higher Education Groups. Mr. Walsh has acted as
bond counsel, underwriter's counsel, borrower's counsel, trustee's counsel, and
counsel to banks providing credit enhancement in taxable and tax-exempt
financings for energy projects, sports arenas, geothermal facilities, cogeneration
facilities, secondary schools, and industrial development projects.

Mr. Walsh has awide range of experience in developing and financing projects
domestically and in the Caribbean and the Middle East. He advises clients on all
phases of transportation and infrastructure projects.

e Co-leads the Ballard Spahr team representing the Philadelphia Gas Works in
the proposed privatization of the nation’s largest municipally owned utility

e Led the Ballard Spahr team representing the Commonwealth of Virginia in
the 1-95 HOT Lanes Project

¢ Co-led the team of Ballard Spahr lawyers who represented the Governor's
Office of the Commonwealth of Pennsylvania and the Pennsylvania
Department of Transportation (PennDOT) in the proposed privatization of
the Pennsylvania Turnpike

Mr. Walsh's representations have involved using senior and subordinated tax-
exempt securities, along with commercial bank debt and leveraged leases, to finance
a domestic power plant, and taxable bonds, tax-exempt bonds, and bank debt to
finance a power plantin the Caribbean. He has extensive experience negotiating
intercreditor arrangements among senior creditors, mezzanine creditors, and
subordinated creditors.

Mr. Walsh is amember of the National Association for Bond Lawyers (NABL) and
the Pennsylvania Association of Bond Lawyers, and has spoken at NABL seminars.
He is also a member of both the Pennsylvania and American Bar Associations. He
served on the Board of Directors of the National Adoption Center.
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1909 K Street, NW
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Charles S. Henck
Partner

Direct: 202.661.2209
Fax: 202.626.9015
henck@ ballardspahr.com

Charles S. Henck is a partner in the Public Finance Department and a member of
the Energy and Project Finance, Tax, Tax Credits, and P3/Infrastructure Groups,
and the Climate Change and Sustainability Initiative. Before joining Ballard Spahr,
Mr. Henck was an attorney in the Office of Chief Counsel ofthe Internal Revenue
Service.

Mr. Henck has counseled clients on a variety of tax aspects of municipal and
corporate financing for utility, industrial, and infrastructure facilities. He has served
as bond counsel, underwriter’s counsel, special tax counsel, and company counsel in
revenue bond, private activity bond, general obligation bond, and leveraged lease
financings. He has extensive experience in the issuance and restructuring of project-
and revenue-based tax-exempt financings for solid waste disposal and resource
recovery facilities. He also has been involved as counsel to the borrower and the
issuerin anumber of IRS audits of bonds issued to finance utility, industrial, and
infrastructure facilities, and is a frequent lecturer and panelist in national
conferences on federal tax matters relating to financings of these facilities.

Mr. Henck is a fellow of the American College of Bond Counsel and a member of
the American Bar Association Section of Taxation and the National Association of
Bond Lawyers (NABL). He served on the Board of Directors of NABL and for
several years served as head of NABL’s Solid Waste Task Force. He also served as
Chair ofits Arbitrage and Education Committees and as Chair of the 1994 Bond
Attorneys Workshop. He is listed in the 2008 through 2013 editions of The Best
Lawyers in America for public finance law.

Mr. Henck is a graduate of Emory University (B.A. 1969), Emory University School

of Law (J.D., with honors, 1975), and Georgetown University Law Center (LL.M.,
taxation, 1979).
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Steve T. Park 51st Floor

Associate 1735 Market Street
Philadelphia, PA 19103-7599

Direct: 215.864.8533

Fax: 215.864.8999

parks @ ballardspahr.com

Steve T. Park is an associate in the Public Finance Department and a member of the
P3/Infrastructure, Health Care, Higher Education, Securities, and Transactional
Finance Groups, as well as the Korea Initiative. Mr. Park advises issuers,
underwriters, borrowers, and purchasers in connection with the structuring,
issuance, offering, placement, remarketing, and restructuring of tax-exempt and
taxable municipal securities and other debt instruments and derivatives. He serves as
bond, borrower’s, and underwriter’s counsel to various clients, including investment
banking firms, higher education institutions, health care institutions, school districts,
and municipalities.

Mr. Park also advises clients in all phases of transportation and infrastructure
projects. Some notable engagements include:

e Virginia Department of Transportation - 1-95 HO T Lanes Project - Serves as
special counsel to the Department in a public-private partnership for the
development of HOT Lanes on 1-95 in northern Virginia.

¢« Commonwealth of Pennsylvania —Pennsylvania Turnpike —Represented the
Commonwealth in connection with the proposed privatization of the
Pennsylvania Turnpike.

e Colorado Department of Transportation - US 36 Managed Lanes Project -
Served as TIFIA Counsel in connection with a TIFIA Loan to redevelop and
construct high-occupancy managed toll lanes on US 36 between Denver and
Boulder.

e« Commonwealth of Pennsylvania —Southport Project —Represented the
Commonwealth and the Philadelphia Regional Port Authority in connection
with the development of a new marine container terminal facility in
Philadelphia.

¢ Federal Railroad Administration - Denver Union Station —Represented the
FRA in connection with an RRIF Loan to redevelop and rehabilitate Denver
Union Station.
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Before joining the firm, Mr. Park worked in several capacities serving the needs of
underprivileged, special-education, and at-risk children and teenagers. He is an
active participantin election monitoring with the Committee of Seventy and
AALDEF.

Mr. Park isa member of the National Association of Bond Lawyers, Philadelphia
Bar Association, National Asian Pacific American Bar Association, Asian Pacific
American Bar Association of Pennsylvania, and Pennsylvania Association of
Bond Lawyers. He serves on Ballard Spahr's Hiring Committee and is a Board
Member of the Country Day School of the Sacred Heart, serving also on the
school’s Finance Committee.

Speaking Engagements

. "Current State of PABs, RRIF and TIFIA Programs,” The Bond Buyer
Transportation Finance/P3 Conference, November 29, 2012

Mr. Park is a graduate of Dartmouth College (B.A. 1998) and the University of

Pennsylvania Law School (J.D. 2006), where he served as a Senior Editor of the
Journal ofInternational Economic Law.
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CDM Smith Public Private Partnership and Traffic and Revenue Services

Public Private Partnerships

As government agencies continue to bear the fiscal challenges created in today's economy, public
agencies are looking to the private sector to leverage existing public assets and meet the increased
demand for new infrastructure. These "public private partnerships" (P3) can be powerful and effective
tools to achieve public policy objectives. They require clearly defined goals, a balancing of risks, a
transparent procurement process, and the negotiation of a fair and enforceable agreement. CDM
Smith's P3 portfolio includes the first two conduit financings, the first managed lane project, and the
first two truck-only lane projects in the US, as well as the first major privatization valuation study of an
existing toll system and the three largest concession sales in North America.

As the premier technical consulting partner in the public-private partnership market, CDM Smith has
been involved in more than 40 public-private partnerships, providing project management, revenue
forecasting, economic, technical, and engineering services. Currently, we are the only firm advising
Virginia and Texas, the two states with the most active P3 programs in the country.

Using an effective business case to identify an appropriate P3 model, we open the door for a
competitive, fair, and transparent procurement process which maximizes market interest and fosters
trust of elected officials, stakeholders, and the public. CDM Smith has worked with investment bankers,
debt holders, rating agencies, and equity participants for more than 50 years, assisting public and
private clients to place more than $85 billion of revenue-based financings and resulting in unparalleled
credibility with today's financial markets. This experience enhances our ability to help clients achieve
their objectives. Coupled with our solid engineering services to deliver and monitor P3 agreements, we
provide preliminary and final designs as well as oversight of design and construction to ensure
successful project completion. Well-designed public-private partnerships establish clear, enforceable
operational and maintenance requirements. CDM Smith can develop these plans to optimize clients’

long-term policy objectives.

Our P3 services include the following:

I r

PROGRAM PROCUREMENT SUPPORT FINANCIAL SUPPORT

*  Legislative support *  Technical provisions m  Revenue and demand studies

m  Rules and regulations m  Program management m  Investor and rating agency

S * i support
% Guidelines Environmental/NEPA .p:(p .
. . ermittin m  Risk analysis
m  Project evaluations and P . g ) y
m  Condition assessment m  Rating Agency Support
development . o
] m  Valuation and negotiation
m  Public Outreach
support
MPROJECT EVALUATIONS AND T ¥ CONSTRUCTION SUPPORT OPERATIONS SUPPORT
DEVELOPMENT m  Highway design m  Operations and
*  Revenue and Cost m  Transit/ BRT design maintenance planning
m  Financial feasibility m TS and Toll System m Life cycle costing
m  Risk analysis design m  Toll system and cash
m  Benefit/cost m  Independent Engineer collection systems
m  Carbon reduction and m Construction engineering specifications
sustainability and inspection m  Back room operations

L * Design Revenue enforcement
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Public Private Partnership Project Experience

Project

Knik Arm Bridge
Foley Bridge Expressway
Emerald Mountain Parkway

Black Warrior Parkway
Alabama River Bridge
South Mountain Expressway
91 Express Lanes
Southbay Expressway
Northwest Parkway
Alligator Alley

Jacksonville Outer Beltway
1-595

1-75

1-285/1-20

Chicago Skyway

Chicago Underground
Parking

Indiana Toll Road
Cross-Israel Expressway
Detroit Windsor Tunnel
SR 522

MS Airport Connector
Mid-Currituck Bridge
1-15/US 95 Managed Lanes
ETR 407

Penn Turnpike Privatization
A6 Motorway

PR 22

Greenville Southern
Connector

SH 130 Segments 5&6

SH 121

SH 161

North Tarrant Expressway
IH 635, LBJ Expressway
TTC 35

Pocahontas Parkway

181

Dulles Greenway

Route 460

SR 212

Location

AK
AL
AL
AL
AL
AZ
CA
CA
(60]

FL
FL
F
GA
GA

Israel
Ml
MN
MS
NC
NV
ON
PA
Poland
PR
SC

X
X
TX
TX
TX
X
VA
VA
VA
VA
WA

Client Type

Public
Private
Private

Private
Private
Private
Private
Private
Private
Private
Public
Public
Private
Private
Public
Private

Public
Private
Private
Private
Private

Public

Public

Public

Public

Both
Private
Private

Public
Public
Public
Public
Public
Public
Private
Private
Private
Private
Private

Procurement
Support
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Traffic and Revenue Studies

The successful planning and financing of atoll road, bridge, or tunnel relies heavily on credible traffic
and revenue forecasts. As a world leader in traffic and revenue forecasting and toll operations, CDM
Smith conducts studies ranging from exploratory assessments and preliminary traffic and revenue
studies to the more comprehensive traffic and revenue studies used in the financing process. In
addition, our services involve road pricing, managed lanes, and time-of-day pricing in conjunction with
electronic toll collection to manage demand and mitigate congestion in urban areas. CDM Smith is
currently one of only two firms in the U.S. recognized by the financial markets for the provision of
investment grade traffic and revenue forecasts. CDM Smith has consulted on seven of the eight

operational managed toll lane facilities in the nation.

Preliminary feasibility studies include traffic and toll revenue estimates, often using existing traffic
models, and may include estimated total project costs and operations and maintenance expenses;
investment grade studies incorporate detailed estimates based on extensive data collection, stated
preference surveys, independent economic analysis, base traffic and revenue forecasts, and sensitivity
analyses. CDM Smith also provides ongoing support to operating agencies once a toll facility is brought

on line.

For example, changes in facility operations often require certification by traffic engineers regarding the
need for the change and its ability to provide sufficient traffic and revenue to meet bond coverage
requirements. Other ongoing services include annual toll revenue forecasts, annual reports and
certifications, and implementation of traffic management techniques often required as toll facilities

mature. Traffic and revenue services include:

m  General traffic and revenue consulting

m  Exploratory feasibility assessments

m  Preliminary feasibility studies

m  investment grade traffic and revenue studies
m  Toll facility finance

m  Traffic and revenue studies

m HOT and managed lanes

m  Value pricing
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Traffic & Revenue Project Experience

Project Name/Cllent/Descrlption

Triangle Turnpike IGT&R Study/ North Carolina Turnpike Authority
IGT&R study for greenfield triangle turnpike

Maine Turnpike 2007 IGT&R Study/ Maine Turnpike Authority
IG & T&R forecast for the Maine Turnpike issuance of new bond
debt

lllinois Tollway IGT&R Study/ lllinois State Toll Highway Authority

Developed IG T&R estimates. Prepared report and provided
support for financing. Also provided updates for subsequent bond
sales.

Sam Rayburn Tollway (SH 121) IG Study/ N. Texas Tollway Authority
Major northeast/southwest roadway in Collin/Denton Counties in
DFW area

President George Bush Turnpike Eastern Extension IG Study/
N Texas Tollway Authority

Eastern extension of PGBTin DFW Area

DRPA2008 T&R Study/ Delaware River Port Authority
IG study new bonds

Maine Turnpike 2009 IGT&R Study/ Maine Turnpike Authority
IG T&R forecast for the Maine Turnpike issuance of new bond
debt.

North Texas Tollway Authority System IGStudy/ N. Texas Tollway Authority
NTTA System comprises of DNT, PGBT, PGBT EE, SRT, AATT,
MCLB and LLTB

Dulles Toll Road T&R Services/ Metro Washington Airports Authority
IGT&R in support of Dulles Corridor Enterprise (Dulles Metrorail)

Intercounty Connector (ICC) IGT&R Study/ Maryland Transportation Authority
IG T&R study for new all electronic 17 mile toll road in
Montgomery County Maryland.

HCTRASystem IGT&R Study/ Harris County Toll Road Authority
5-Year update including the impact of two future system
expansions

T018 Monroe Conn/Bypass Comp T&R Study/ North Carolina Turnpike Authority
IGT&R study for the greenfield Monroe Bypass.

Complete

2007

2007

2007

2007

2008

2008

2009

2009

2009

2009

2009

2009

- 162-

Tasks Performed
c
i)
s
5 8565 v = 5
S 2] 5 IS
g S % s O g
S § g 2 E 8 =
o £ 2o E 2 =
B g E2 ? 8 o
s g 8§ 3 ¢
& g S 2 s < 3
g D 8 < s B o = i
3 8 ol =} 2 g <] g Rating Agency
8"5?&-”2.@8“?@ s Bond Rating
% @ B é —ﬁ @ T C 0 % (Moody's; S&P;
,_E@g 58 EIERERE Fon
Aa2; AAA;
AA
AAA; Aaa;
. . * o - * o A
Aa3; AA-;
M AA-
* o A2 A-; NR
> o A2 A-; NR
Aa3; AAA;
¢ o . * o . NR
. . . . ¢ & Aa3 A+ AA-
* o A2, A-; NR
A2 A; NR
AA; NR;NR
¢ o+ o 0 ¢ o o - NR
Aa2; AA; NR



Tasks Performed

jo
2
8 c
5 =g 03 §
= (%) =
g 83 §0 %
Q § == 5l =
8 g 90 £ 2
A P 5 2 % E O
§ S Q 2 5 7]
g ] a & ko)
Ty EEifzy, !
a< s B2} v £ .
s 8 T = g 2 §_ E; g © RatingAgency
Soag“ﬁf.ogg%’égw 2 @  BondRating
§§,‘38§—%§ 2 g (Moodys St
Project Name/Cllent/Descrlption Complete 8 8 & B § T B ¥ B & E B E Fitch)
HCTRAIGT&R Study 2009/ Harris County Toll Road Authority 2010
5-Year update, 40 year systemwide forecast including the impact * ¢+ o o ¢ o o *
of two future system expansions
MDXIG T&R Study/ Miami Dade Expressway Authority 2010 Aa3; AAA:;
Systemwide IG T&R study ¢ NR
TO23 Garden Parkway Comp T&R Study/ North Carolina Turnpike Authority 2010 NR
IG T&R study for the greenfield Garden Parkway
Tyler Loop 49 Comprehensive T&R Study/ Texas DOT 2011 NR
Developed IG T&R estimates. ¢ ¢ ¢ 0 ¢
President George Bush Turnpike Western Extension (SH 161) IG Study/ 2011
N Texas Tollway Authority o o NR; AA, AA-
Western extension of existing PGBT in DFW Area
THCEA Comprehensive T&R 2009/ Tampa-Hllisborough Expressway Authority 2011
IG Study for Possible Refinancing including new system NR
expansion
SR520 IGT&R Study/ Washington DOT 2011 .
. . . . Aai; AA+;
T&R |G forecast for tolling the existing SR 520 bridge and tolling AA+
ofthe proposed replacement bridge
Colorado US 36 Managed Lanes IGT&R Study/ Colorado DOT 2011 NR
IG study for managed lanes on US 36
Chisholm Trail Parkway IG Study/ N Texas Tollway Authority 2011
Major north/south roadway in Tarrant/Johnson Counties in DFW * o NR; AA; AA-
area
Oklahoma Turnpike Authority Letter Updates/ Oklahoma Turnpike Authority 2011 Aa3; AA-;
Oklahoma Turnpike System T&R updates ¢ ¢ AR AA-
North Texas Tollway Authority System IGStudy - 2011/ N Texas Tollway 2011
Authority
NTTA System comprises of DNT, PGBT, PGBT EE, SRT, AATT, AZ A NR
MCLB and LLTB
Maine Turnpike 2012 IGT&R Study/ Maine Turnpike Authority 2012 Aa3: AA-:
IG T&R forecast for the Maine Turnpike issuance of new bond * * * * aA’A .
debt. i
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Team Expertise

Grant Holland: As the national practice leader for innovative project delivery, Grant is our leading expert
in alternative funding methods such as public-private partnerships and design-build. He has over 30
years of experience and specializes in managing complex P3 projects and teams of legal, financial and
technical advisors. Having led projects with an estimated value of over $30 billion, Grant's work is well-
known throughout the industry. Aside from serving as the advisor for the Knik Arm Crossing project, his
work includes serving as project manager for the Arizona Department of Transportation Public-Private
Partnership Program; the senior advisor for Michigan Department of Transportation's Statewide P3 and
Revenue Assessment Plan; and as the project manager for the Nevada Department of Transportation's
first P3 project, the 1-15 Demonstration Project. When complete, this project will provide 19 miles of
managed lanes on 1-15 and U.S. 90 through the heart of Las Vegas' resort corridor. Grant is responsible
for overseeing all aspects of the project including legal, financial, engineering, traffic and revenue, public
relations, and operations. He is also supporting NDOT's efforts for statutory authority to complete the

Demonstration Project.

Scott Allaire: Mr. Allaire is a vice president, group leader and project manager for CDM Smith's
Transportation, Finance, and Technology group. His major project experience includes all levels, phases,
and components of traffic and toll revenue feasibility studies, such as data collection, development and
use of toll travel demand modeling techniques, managed lane analysis and forecasting, All Electronic
Tolling (AET), economics, sensitivity testing and risk analysis, and presentations to rating agencies in
support of project financing. His resume includes completed complex traffic and toll revenue feasibility
studies in Connecticut, Texas, Colorado, Florida, New Hampshire, Maryland, California, Canada,

Alabama, and Washington.

Kazem Oryani: With more than 26 years of experience, Dr. Oryani has led transportation modeling
teams, and provides highly specialized skill in the correlation between land use and large-scale
transportation. He also provides extensive experience in toll road modeling, and travel-demand-transit
analysis. In Dr. Oryani's PhD dissertation, "Analysis of Optimization and Behavioral Spatial Allocation
Models of Land Use and Transportation,” he analyzed the structure, formulation, data requirement, and
applicability of DRAM-ITLUP, a behavioral model, and TOPAZ, a nonlinear optimization model. His recent
project work includes serving as the project manager for the Express Travel Choices Study for the
Southern California Association of Government, which involved evaluating 11 pricing scenarios and a
route choice assignment procedure to recognize pricing. He also served as the project manager and
modeling expert for the First Coast Outer Beltway Planning-Level Traffic and Revenue Analysis in Florida,

where he estimated a planning-level toll traffic forecast for six alternatives using various toll rates.

Kris Wuestefeld: Mr. Wuestefeld is a vice president. His toll industry experience began in 1984 when the
New Haven office hired him to test newly developed toll systems. As a leading expert in toll technology
efforts around the world from design through deployment and operations oversight, he is currently
responsible for the tolls/parking and ITS practices. He specializes in leading-edge technologies including
electronic toll collection, video enforcement, vehicle detection and tracking, various toll payment

methods, and high-occupancy travel lanes using dynamic pricing. Mr. Wuestefeld commonly manages
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toll collection systems, electronic toll collection systems, open road tolling, electronic road pricing
system, intelligent transportation system, and parking system design for the firm's clients. Major areas of
project experience include ETC, ORT, and ERP system planning, evaluation, design, development of
specifications, contractor selection, and implementation oversight. He is also experienced in overall
contract and project management, system design documentation review, factory and field testing of

systems, system implementation planning, and system performance evaluation.
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Strong P3 Credentials

e Citi iIs not a newcomer to P3s

Citi has served as both buy- and sell-side financial advisor and/or underwriter for more than 100 P3s
completed in the US over the past 30 years

e Citi has played a leading role in many of the landmark P3 transactions completed in the US

- Lead underwriter for the $1.4 billion Chicago Skyway acquisition, the first US brownfield toll road P3
completed in the US

- Lead arranger for SR-91, the first US greenfield lanes P3 financing
- Lead arranger and underwriter for American Roads LLC, first US brownfield toll road portfolio financing

e Citi has considerable recent experience on US transportation P3 financings

Citi is currently serving as sole sell-side financial advisor to Knik Arm Bridge and Toll Authority on the
financing of a greenfield toll bridge in Anchorage, AK and to the Regional Transportation Commission on the
financing of the greenfield Boulder City Pass

Citi is leading financing teams for other greenfield P3s currently in the market, the Goethals Bridge
Replacement Project in NYC, LA Metro in Los Angeles, Mid-Currituck Bridge in North Carolina, and the
North Tarrant Express in Fort Worth
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US P3 Pipeline

Awaiting Financial Close
Ohio State University Parking
Puerto Rico—Airport Lease

Procurement Underway
Goethals Bridge

East End Bridge

Harrisburg Parking

Knik Arm Bridge

North Tarrant HOT Lanes Phase 2
Mid-Currituck Bridge

Frederick Co., MD Waste to Energy
LaGuardia Central Terminal
Virginia Port Authority

Announced Deals

LA Metro (California)

New Jersey Transit Parking
Yonkers (New York) Schools
US 36 (Colorado)

Indiana University Parking
Ohio Turnpike

14 Managed Lanes

Midway Airport

Deal Size
$483 miillion
$600 million

Deal Size
$1.6 billion
$1.4 billion
$200 million
$1.1 hillion
$1.5 hillion
$800 million
$500 million
$3.6 hillion
$3.5 hillion

Deal Size
$700 million
$750 million
$700 million
$140 million
$480 million
$2.4 hillion
$2.1 bhillion

$2 billion

Risk
Demand
Demand

Risk
Availability
Availability

Demand
Availability
Demand
Demand/Availability
Demand
TBD
Demand

Risk
Availability
Demand
Availability
Demand
Demand
Demand
Availability
Demand
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Citi Role
None
Represented Losing Bidder

Citi Role
Representing Bidder
None
Represented Losing Bidder
Sell-side Advisor
Senior Manager
Senior Manager
Senior Manager
Representing Bidder
Representing Bidder

Citi Role
Representing Bidder
Too early in process
Too early in process

None
Too early in process
Too early in process
Too early in process
Too early in process



Industry Leading Transportation Franchise

Citi offers unparalleled credentials in tax-exempt and transportation finance.

#1 underwriter of tax-exempt debt Representative Clients
#1 underwriter of US private toll road bonds

#1 underwriter of tax-exempt transportation bonds

#1 underwriter of tax-exempt toll road bonds

#1 underwriter of Private Activity Bonds (PABS)

#1 arranger of TIFIA loans

#1 in bringing inaugural tax-exempt transportation
credits to market

#1 underwriter of tax-exempt variable and auction
rate bonds

Highly experienced banking team

Citi’s unparalleled platform - one of the largest and
strongest financial services firm in the world

THE PEACE BRIDGE JFTexas Dgoartmentof Tragortatin
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Citi's KABATA Team

Name/Title Biography & Transaction Experience

David Livingstone David Livingstone is the head of Citi’s Public Finance P3 Finance Group.

Managing Director In his 25-year tenure at Citigroup, David has served as buy or sell side advisor to more than 40
Head of P3 Finance Group completed public-private partnerships representing more than $15 billion in value. His work has
Work: +1 (212)723-5638 included completed transactions in surface and air transportation, energy schools, hotels, water and

Email: david.livingstone@citi.com ~ Wastewater sectors. _ N _ o
He served as lead banker for on the groundbreaking $1.8 hillion Chicago Skyway acquisition and $1.4

billion capital markets financing for Cintra and Macquarie.

Given the sea change in the financial and equity markets since the financial crisis, he has significant
current P3 experience, including sell side underwriter for ongoing concession processes for Goethals
Bridge, NY, North Tarrant Express and LA Metro, CA and buy side advisor for the Knik Arm Toll
Bridge in Anchorage and Boulder City Bypass near Las Vegas, NV.

He is an expert in combining tax-exempt debt with public-private partnerships.

David has a BS degree in Civil Engineering from Brown University and was a registered Professional

Engineer.
Brett Padgett Brett Padgett is a Director in the Infrastructure Group ofthe Public Finance Department with over 16
Director years of experience. He focuses on public-public and public-private partnerships (sell-side and buy-
Infrastructure Finance side) for airports, toll roads and bridges, utilities, and parking facilities as well as general infrastructure
Work: +1 (312)876-5332 municipal underwriting. He is currently involved as sell-side advisor to the Knik Arm Bridge and Toll
Email: brett.padgett@citi.com Authority and as underwriter on two large public-private transactions involving private activity bonds

In the past he has been involved with public-public and public-private partnership teams for the City of
Indianapolis water and sewer systems, Indiana Toll Road, Chicago Parking Garages, Midway Airport
and lllincis Lottery.

With general municipal underwriting, he has been involved in transactions including airports, surface
transportation, water and sewer, stadiums and convention centers, general obligation, lease
appropriation, tax increment, school districts, higher education and public power issues

Brett graduated from the University of Texas at Austin with a B.S. degree in Aerospace Engineering
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IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax metters in these materials (i) is not intended or wwritten to be used, and cannot be used or
relied upon, by you for the Eurpqse of avoiding any tax penalties and (iij may have been wiritten in connection with the "promotion or marketing” of any transaction contenplated hereby (‘Transaction').
Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a

financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or
regulation, you agree to keep confidential the information contained herein and the existence of and proposed terms for any Transaction.

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal,
tax and accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us
for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you
should apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials,
you and we hereby agree that from the commencement of discussions with resEect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction
shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number.
We may also request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time
without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which
represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof
?nd are subject to change without any notice. \We and/or our affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any
ime.

Although this material may contain publicly available information about Giti corporate bond research, fixed income strategy or economic and market analysis, Giti policy (i) prohibits employees from offering, directly or indirectly,
a favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (i) prohibits analysts from being compensated for specific
recommendations or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Giti has enacted policies and procedures designed to
limit communications between its investment banking and research personnel to specifically prescribed circumstances.

©2012 Citigroup Global Markets Inc. Member SIPC. Al rights reserved. Giti and Giti and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

Qi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our
own environmental footprint, and engage with stakeholders to advance shared learning and solutions. Highlights of Citi's unique role in promoting sustainability include: (a) releasing in 2007 a Climate Change Position
Statement, the first US financial institution to do so; (b) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of renewable energy, clean technology,
and other carbon-emission reduction activities; () committing to an absolute reduction in GHG emissions of all Gti owned and leased properties around the world by 10% by 2011; (d) purchasing more than 234,000 MWh of
carbon neutral power for our operations over the last three years; (e) establishing in 2008 the Carbon Principles; a framework for banks and their U.S. power clients to evaluate and address carbon risks in the financing of
electric power projects; (f) producing equity research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the
issue of climate change to help advance understanding and solutions.

Giti works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.

efficiency, renewable energy and mitigation
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fU NOSSAMAN LLP

OVERVIEW OF NOSSAMAN’S TRANSPORTATION P3 PRACTICE

As lead outside legal advisor on over $100 billion in projects, Nossaman’s Infrastructure Practice Group
(IPG) works in more than 30 U.S. states and select foreign countries on large high profile projects and
infrastructure challenges. With more than 30 attorneys, IPG’s specialty is serving public agencies
pursuing transportation public-private partnerships (“P3s”) and design-build contracting. We are the
leading law firm in representing the public sector on P3 programs and projects, which provides us with a
sophisticated understanding of public sector needs, namely maximizing the value of P3s while
simultaneously protecting the public interest.

Our extensive project work, lessons learned and broad precedent library allow us to work efficiently and
cost effectively. Many Nossaman innovations in P3 procurements and contracting are today’s U.S. best
practices. We have provided testimony and legislative drafting to Congress and state legislatures, and
have drafted P3 legislation in over 20 states. We rendered key assistance to Congress on changes in
TIFIA law, tolling and environmental streamlining enacted under MAP-21. Our experience enables us to
help clients understand different P3 models and select the P3 suitable to project needs and goals.

Our services go beyond administering procurements, doing legal research, drafting documents and
negotiating contracts. We strategize and provide policy support, including review of existing laws,
identification of opportunities for improvements, and assistance with federal requirements and financing
opportunities. We help clients establish organizational structures and programmatic platforms for a multi-
project pipeline, draft P3 policies and procedures for programs, and develop procurement and contract
document templates. Our clients tell us they particularly value our ability to integrate our expertise with
that of engineers, financial advisors and other outside consultants.

Leader in P3 Best Practices. Nossaman has been an industry leader in developing tools and
procedures for procuring P3s and contract terms that optimize client objectives. We have drawn from P3
programs in the UK, Canada, Australia and various European countries, as well as U.S. best procurement
practices, to arrive at procurement methods and contract provisions that reflect the special needs of our
U.S. clients in implementing their P3 projects. We advise on how to manage and address the unique

U.S. overlay of federal regulations and agencies with state-specific procurement laws, issues and
stakeholders. Nossaman’s innovations, now part of best practices in the U.S. transportation industry,
include use of:

¢« Availability payment (“AP") P3s. Nossaman helped to introduce such P3s in the U.S. on Florida
DOT’s I-595 Corridor Improvements and Port of Miami Tunnel projects and Caltrans’ Presidio
Parkway. We recently reached commercial close on the latest U.S. availability payment P3, Indiana’s
East End Crossing, and are now advising_on other such projects, including Florida DOT’s I-4 AP P3s.

We arernotanare ofany clossd aractineAP highway P3 project ntre US. trebwe have ot
actedas treplblicagencysaursel,

¢ Best value evaluation and selection;

« Toll concessions, first introduced in California, Washington, Virginia and Minnesota in the 1990s, and
first transformed into the modern, international approach in Virginia and Texas, all represented by
Nossaman;

« Alternative technical concepts, one-on-one meetings with shortlisted proposers to discuss RFP
documents and post-selection negotiations;

« Revenue sharing agreements and refinancing gain sharing arrangements;

¢« Hybrid procurements with hard money project phases plus phases developed under pre-development
agreements;

. Inclusion of TIFIA financing, private activity bond (“PABs”) and tolling into P3 projects and
procurements; and
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. Contract documents that achieve price and schedule certainty for public agencies through cost-
efficient risk transfers while capturing financial terms that almost universally exceeded the
expectations of our clients.

Unrivalled U.S. Transportation P3 Experience. Nossaman has had the privilege of working for public
agencies on the significant majority of P3 transportation projects that reached commercial close in the
United States within the past 3 years and in assisting public agencies in developing and implementing P3
programs. Current and recent clients benefiting from Nossaman’s “lessons learned” database when
developing P3 programs and projects include Indiana, Nevada, California, Florida, Georgia, lllinois,
Michigan, Alaska, Arizona, Georgia, North Carolina, Texas, Virginia and other states.

Understanding the Private Sector. Nossaman has deliberately and carefully chosen to focus its
transportation industry practice on public agency representation in the U.S. This produces several
distinct advantages that we know from experience are highly valued by our clients:

. We have a broader perspective on major P3 players than other firms can possibly obtain. Through
hundreds of interactions with multiple proposers - at one-on-one meetings, in post-selection
negotiations, in negotiation of P3s under pre-development agreements (PDAs), and by analyzing
thousands of written questions/comments from proposers - Nossaman has unique insight into the
thinking of equity investors, design-build contractors, sureties, underwriters and lenders representing
the P3 industry. We help clients sort through and distinguish private sector needs from private sector
wants. We have a broad contact base across virtually all the firms and organizations that our clients
are likely to see participating in its P3 procurements.

« We understand the private sector is not uniform; proposers vary greatly in issues they view as key.
One proposer’s deal killer may be irrelevant to another proposer. Our immersion in the myriad issues
that the private sector presents in P3 procurements positions Nossaman to assist our clients with
decision-making.

. International experience, while valuable and instructive, has to be adapted to U.S. laws and practices.
We have a unique federal system; a unique tax-exempt bond market (tax-exempt financing exists
nowhere else); unique federal credit assistance (TIFIA); and procurement laws, rules, policies and
objectives that vary across the 50 states. Nossaman has been the leader to adopt and adapt
international P3 practices to the special circumstances of the U.S. This work resulted in the kinds of
P3 procurements and contracts that you see throughout the country today.

« Nossaman does not have conflicts with its public clients because of current representation of
concessionaires, contractors, equity investors or lenders. Our dedication to public agencies
minimizes the potential for conflicts and avoids the political difficulties that emerge from conflict.

Thorough Experience with Full Range of P3 Models. Nossaman has in-depth experience with multiple
types of P3 and procurement approaches and knows the benefits and obstacles of each. Knowing which
type of procurement will draw private sector interest while advancing clients’ goals enables projects to
start in a timely manner and avoid unnecessary delays. Our team has experience in procuring and
closing a variety of P3 agreements, including AP agreements, toll concessions and PDAs, as well as
design-build (including DBM, DBOM and DBF). We are experts with different approaches to proposal
requirements, evaluation criteria, selection methods, stipends and other innovative procurement tools.
Nossaman brings knowledge of best practices to the strategic planning process for procurements and
competitions, including how best to approach negotiations, auctions, best value selection and best
development/finance plan.

Tolled P3 Experience. Nossaman has developed successful P3 procurements for numerous tolling
arrangements, including barrier-free facilities using maximum toll rates, managed/express lanes and
facilities that combine tolled and toll-free segments. We have handled projects where the agency
performs tolling functions, where these functions are turned over to the private partner, and where these
functions are performed by a third party agency. We have put in place the detailed trust, custodial,
funding and interoperability arrangements to assure proper application, handling, use and accounting of
toll revenues, essential to attracting debt and equity financing. Nossaman provides counsel on electronic
toll collection systems addressing privacy issues, enforcement, revenue sharing opportunities, field
equipment installation, front office/back office services, intellectual property issues and long-term service
and maintenance.
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Key Federal Programs/Innovative Finance Experience. P3 projects often require key federal
approvals and access to important federal programs. These include credit assistance from the TIFIA
program; USDOT concurrence in eligibility of funding sources for availability payments; waivers under
FHWA’s SEP-14/15 programs; allocations under the USDOT’s PABs Program; approval of Project
Management Plans/Financial Plans for Major Projects; and, for toll concessions, the right to toll
interstates and federal-aid highways. Nossaman has unmatched experience, supported by a strong D.C.
office, working with USDOT, FHWA, EPA and other regulatory agencies on P3 programs. Nossaman has
played a leadership role on multiple federal transportation programs, most recently demonstrated through
heavy involvement with the development of MAP-21.

« Federal Policy/Legislation. Nossaman has contributed heavily to federal policy and laws crucial to
P3s and the financing and procurement methods on which P3s rely. We were the first law firm to
obtain low-cost, subordinated federal lines of credit and loans, which later formed the basis for the
TIFIA program. We worked on the original TIFIA legislation and later amendments. At Congressional
request, Nossaman provided recommendations and language on key MAP-21 provisions involving
TIFIA, tolling, environmental streamlining, the expansion of authority to toll new interstate construction
and reconstruction, bridge reconstruction/replacement and HOV lane conversions, and removal of
requirements for tolling agreements with FHWA, all of which are now in MAP-21.

e TIFIA/PABs. Nossaman has successfully assisted on numerous TIFIA loans, advising on letters of
interest and applications and helping negotiate term sheets/credit agreements. We have worked with
the TIFIA Joint Program Office to coordinate FHWA underwriting and closings with P3 procurements
so that P3 proposers can include TIFIA in proposals and close financing after selection. Nossaman
helped secure the first use of PABs in a procurement and almost $3 billion in PABs allocations, more
than half of the $5.3 billion currently allocated by USDOT.

« Toll Approvals. Nossaman has helped clients successfully apply for and obtain approvals to toll

federal/interstate highway capacity under all of FHWA’s demonstration programs, including the first
Value Pricing Pilot Program approval.

SAMPLE P3 PROJECTS

The descriptions below provide an overview of only a portion of our P3 experience.

CI:DIrIgjnetch Dollar Size P3 Type Project Description

California Deal value (in Availability Nossaman served as the lead outside legal advisor on

Department of millions, Payment the $1.1 billion AP concession project, a 6-lane

Transportation nominal) $1,100 Contract reconstruction/seismic retrofit that will replace Doyle

- Presidio Drive, the southern access point of the Golden Gate

Parkway Bridge that travels through key historical and

Improvement recreational areas. The 30-year concession term was

Project financed through a combination of equity, bank debt, and
TIFIA loans. The deal reached financial close occurred
on June 14, 2012. Nossaman prepared and advised on
the procurement and contract documents and advised
on contract administration, litigation, and financing
aspects of the Project. Nossaman also successfully
represented San Francisco County Transportation
Authority before the California Supreme Court in
litigation challenging the PPP legal authority for the
project.

Florida Deal value (in Availability Nossaman has been the key outside legal advisor on the

Department of millions, Payment AP concession PPP for redevelopment of a 10.5-mile

Transportation nominal) $1,800 Contract section of the 1-595 corridor in the Ft. Lauderdale area.

-1-595
Corridor
Roadway
Improvements

The project includes the resurfacing of existing roads
and new reversible express toll lanes. The $1.8 billion,
35-year AP concession reached financial close in March
2009, making it the 1st U.S. transportation AP
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Client &
Project

Project

Florida
Department of
Transportation
- Port of Miami
Tunnel

Georgia
Department of
Transportation
- West by
Northwest
Project

High Desert
Corridor Joint
Powers
Authority -
High Desert
Corridor

Indiana
Finance
Authority -
East End
Crossing

Dollar Size

Deal value (in
millions, net
present value)
$903

Construction
costs (in
millions, net
present value)
$607

Deal value (in
millions, net
present value)
$2,300

Construction
costs (in
millions, net
present value)
$4,000

Deal value (in
millions, net
present value)
$1,300

P3 Type

Availability
Payment
Contract

Availability
Payment
Contract

Potential

Pre-
Development
Agreement

Availability
Payment
Contract

Project Description

concession PPP. Financing included a $781 million
bank loan, $678 million TIFIA loan, and $208 million in
private equity. Our work included drafting procurement
and contract documents, facilitating the financing
structure, and leading contract negotiations. ARTBA
named the project 2009 Project of the Year and Project
Finance Magazine named it 2009 North American
Transport Deal of the Year.

Nossaman is the key legal advisor for the AP concession
PPP to design and construct a bridge and tunnel linking
Port of Miami facilities on Dodge Island with MacArthur
Causeway and [-395. The $903 million project with a
35-year term financially closed in October 2009.
Financing included $80 million in private equity, $100
million in FDOT funds and $723 million in debt. This
was only the 2nd AP contract executed in the U.S. Our
work has included drafting procurement and contract
documents, facilitation ofthe private sector financing,
and leading contract negotiations. The project was
named 2009 Global Deal of the Year and North
American PPP Deal ofthe year by Project Finance
Magazine and 2010 Nontraditional Financing Deal ofthe
Year by The Bond Buyer.

Nossaman is acting as PPP legal advisor in connection
with a $2.3 billion, 29-mile, 60-year concession to
design, construct, finance, operate and maintain a
managed lane system on segments of I-75 and [-575
and a pre-development agreement for an additional 27-
mile segment of managed lanes along 1-285 West and I-
20 West. This will be Georgia’s first PPP transaction
under its new 2009 legislation.

Nossaman is advising the agency on the development,
construction, financing, and procurement of a PPP for a
new $4 billion 50-mile highway between Palmdale and
Victorville in Southern California. Also assisting the
agency, comprised ofthe Counties of San Bernardino
and Los Angeles as well as five local cities, to obtain
PPP authority for the project.

Nossaman is advising on the procurement of an
availability payment contract for design, build, finance,
operation, and maintenance ofthe East End Crossing
that will connect Kentucky to Indiana over the Ohio
River. The project includes a new 6-lane East End
Bridge, approaches on both sides ofthe bridge,
including a 2,000-foot tunnel under historic property. On
December 27, 2012, commercial close was achieved on
the 35-year AP contract with financial close set for the
1st quarter of 2013. Nossaman is lead counsel and
assisted IFA with structuring the procurement, drafting
and finalizing the RFP documents, developing and
overseeing the RFQ and RFP evaluation processes and
negotiating the PPP agreement with the selected
proposer.
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Client &
Project

Massachusetts
Highway
Department
and Executive
Office of
Transportation
and
Construction -
Route 3 North
Transportation
Improvement
Project

Michigan DOT
- M-21 Bridge
Project

Minnesota
DOT-
Interstate 494,
TH 212 and I-
35W St.
Anthony Falls
Bridge
Projects

New South
Jordan Bridge

North Carolina
DOT - 77
HOT Lanes

North Carolina
Turnpike
Authority -
Mid-Currituck
Bridge

Dollar Size

Construction
costs (in
millions, net
present value)
$385

See description

Deal value (in
millions, net
present value)
$600

Deal value (in
millions, net
present value)
$693

Construction
costs (in
millions, net
present value)
$636

P3 Type

Availability

Payment
Contract

Design-
Build-
Finance

Design-
Build-
Finance

Toll
Concession

Toll
Concession

Pre-
Development
Agreement;
Toll
Concession

Project Description

Nossaman served as special counsel to the
Commonwealth, developing an innovative DBFOM
program for the reconstruction and long-term operation
of a 21-mile highway. We assisted in workshops to
determine procurement strategy and allocation of risk,
prepared procurement and contract documents, assisted
in the industry review process, and assisted in
evaluation of statements of qualifications and proposals.
The contract for this $385 million project utilized
developer-assisted “subject-to-appropriations” financing,
requiring formation of a 63-20 corporation to issue bonds
secured by a future stream of payments.

Nossaman advised on the development of a design-
build-finance project implemented on the M-21 over I-75
bridge replacement project located in Flint, Michigan.
The bridge is one of Michigan’s first PPPs. Commercial
and financial closing has occurred, and construction is
underway.

Nossaman advised MNDOT with regard to the
development of a design-build program, including the
design-build contract for the $135 million 1-494 Project
(7.8-mile widening and bridge replacement project); the
$238 million TH 212 Design-Build Project and the $234
million 1-35W St. Anthony Falls Bridge Project.

Nossaman served as legal advisor to an investor,
performing project due diligence and negotiating
engineering, procurement and construction, operations
and maintenance, and toll systems installation and
customer service agreements for a replacement toll
bridge structure along the East Coast.

Nossaman is assisting the Department with the
structuring and administration of a procurement of a toll
concession PPP for $600 million high occupancy toll
lanes along the I-77 corridor near Charlotte, North
Carolina. Nossaman is drafting the procurement
documents and developing the evaluation process and
has also advised the Department on legislative changes
and environmental/regulatory issues related to the
project and its PPP program. NCDOT has shortlisted
four teams.

Nossaman serves as outside legal advisor on the
procurement for a new seven-mile tolled bridge facility
over Currituck Sound to the Outer Banks. The project is
estimated to cost $659 million to complete and will be
developed as a PPP under a pre-development
agreement, which was executed in April 2009. The
developer will perform certain key design, engineering
and development functions for the project in concert with
NCTA, in exchange for the right to negotiate the State’s
first toll concession agreement to design, build, finance
and operate the project. Nossaman is currently in the
process of advising NCTA in connection with the
negotiation of the PPP concession agreement with the
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Client &
Project

North Carolina
Turnpike
Authority -
Triangle
Expressway

Texas

Department of
T ransportation
- LBJ Express
Project (1-635)

Texas
Department of
Transportation
- North Tarrant
Express
Managed
Lanes Project

Texas
Department of
Transportation
-SH 130,
Segments 5&6

Dollar Size P3 Type
Construction Pre-
costs (in Development
millions, net Agreement
present value)
$101
Deal value (in Toll

millions, net Concession
present value)

$2,700

Deal Value
(Equity) $664

Deal Value
(TIFIA Loan)
$850

Deal Value
(PABs) $615

Deal Value
(Public funds)
$489

Toll
Concession;
Pre-
Development
Agreement

Construction
costs (in
millions, net
present value)
$2,040

Deal Value
(Debt) $400

Deal Value
(Equity) $420

Deal Value
(TIFIA Loan)
$650

Deal Value
(Public funds)
$570

Toll
Concession

Deal value (in
millions, net
present value)
$1,360

Contract Terms
(Length in
Years) 50

Project Description

developer.

Nossaman advised on procurement matters for the
Triangle Expressway in the Raleigh/Durham area - the
state’s first toll road - as well as on the potential use of
PPP structures for the development and financing of
other toll projects in the state, including the Mid-Currituck
Bridge to the outer banks.

Nossaman served as key outside legal advisor in
connection with the procurement and financing of a P3
toil concession to design, build, finance and operate this
$2.8 billion, 17-mile express lanes project in Dallas. The
largest greenfield P3 highway project in U.S. history
includes the construction of new managed lanes and
improvement of existing facilities. Financing includes
$489 million in public funds, $664 million in equity,
federal credit assistance in the form of a conditional
$850 million TIFIA loan commitment and reservation of
funding, as well as $615 million in private activity bonds.
The project, awarded to LBJ Infrastructure Group (led by
Cintra), reached financial close in June 2010.

Nossaman continues to assist the Department with
contract administration. ARTBA named the project the
joint 2010 Co-Project of the Year. Nossaman currently
is assisting the Department with contract administration.

The $4.7 billion 36-mile North Tarrant Express Managed
Lanes Project is a PPP to design, build, finance, operate
and maintain managed lanes and upgrade existing
facilities in the Dallas area. The 1st 13-mile, $2 billion
segment was procured as a toll concession concession.
The project reached commercial close in June 2009,
with financial close for the 1st segment on December 17,
2009. Financing includes $570 million of state funds,
$400 million of senior bond debt, a $650 million TIFIA
loan and $420 million of private equity. Infrastructure
Journal named the project its 2009 Global Transport
Deal of the Year and the ARTBA named it the joint 2010
PPP Project of the Year. Construction is underway.

The other 23 miles are being developed through a pre-
development agreement and negotiations have reached
completion for the next segments, 3A & 3B. Commercial
close is expected in March 2013.

Nossaman served as outside legal advisor on the
negotiation of an agreement to design, build, finance,
operate and maintain a 41-mile toll road between San
Antonio and Austin. The SH 130 Concession Company,
LLC (a consortium of Cintra and Zachry) is developing
the project under a 50-year comprehensive development
agreement, the first toll concession agreement in Texas
history and at the time only the third financed in the
United States in the previous 10 years. The project
reached financial close on March 7, 2008 with a total
project value of $1.36 billion. The firm continues to
assist with the administration of the concession
agreement, including issues relating to contract
interpretation, potential change orders, and performance
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Project

Virginia
Department of
Transportation
- Midtown
Tunnel Project

Virginia
Department of
Transportation
- Pocahontas
Parkway Long
Term Lease

Washington
State
Department of
Transportation
- Tacoma
Narrows
Bridge.

British
Columbia
Ministry of
Transportation

Dollar Size P3 Type

Toll
Concession

Deal value (in
millions, net
present value)

$1400
Toll
Concession
$849 million Pre-
Development
Agreement
Construction Availability
costs (in Payment
millions, net Contract

present value)

Project Description

security.

Prior to the procurement, TXxDOT estimated that it would
have to spend over $500 million in public funds to deliver
the toll project conventionally and project delivery would
be delayed 15 years. As a result of the toll concession
procurement, the project was opened in December 2012
and the developer paid TxDOT over $100 million for the
concession right.

Nossaman advised VDOT on the 58-year toll concession
PPP procurement to design, build, finance, operate, and
maintain the Downtown Tunnel/Midtown Tunnel/MLK
Freeway Extension Project in Norfolk and Portsmouth,
VA, comprised of a new 2-lane tunnel parallel to the
existing Midtown Tunnel, improvements to the existing
Midtown and Downtown Tunnels, and extension ofthe
MLK Freeway. The Project involves tolling of the
existing and newly-constructed assets. Financing
included a $422 million TIFIA loan, $663.75 million of
PABs, $310 million in VDOT contribution and an equity
contribution of up to $272 million from the private
partner.

Nossaman assisted in negotiating and closing an asset
transfer and refinancing of this project with Transurban
LLC under a 99-year P3 concession agreement. The
new $611 million financing paid back the original bonds
and recouped for VDOT all its prior capital, operating,
and maintenance expenses. In addition, VDOT was
relieved of liability for future expenses. The transaction
also included a commitment from Transurban to design,
construct, operate, and maintain an approximately $50
million connector road to the Richmond Airport, using
proceeds of a TIFIA refinancing. Nossaman assisted
VDOT with all aspects ofthe transaction, including
negotiation and preparation of the P3 concession
agreement and related documentation, tax structuring to
accommodate Transurban's tax position, TIFIA relations,
and financial closing.

Nossaman negotiated a comprehensive development
agreement with a Bechtel affiliate for design, build,
finance, operation, and maintenance (DBFOM) of a new
toll bridge span over the South Puget Sound, as well as
highway improvements at the approaches and seismic
strengthening and reconfiguring ofthe existing bridge.
Following execution of this agreement and legislative
amendments shifting the financing from a PPP structure
to public financing, Nossaman assisted WSDOT with
negotiating the project design-build contract, the state’s
first such contract. The $849 million second Tacoma
Narrows Bridge is the first major suspension bridge in
the United States in thirty years. The new span opened
on July 16, 2007.

Nossaman advised on a P3 procurement for a 25-year,
CDN$600 million (US$510 million) design-build-finance-
operate concession contract for highway improvements
along the 62-mile Sea-to-Sky Highway, in anticipation of
the 2010 Winter Olympics in Vancouver. Improvements
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Client &

Project Dollar Size P3 Type Project Description
and $510 included highway widening and straightening, improved
Partnerships sightlines, additional passing lanes, and other design
British innovations and measures to reduce hazards, shorten
Columbia - travel times, and increase capacity. In 2005 the project
Sea-to-Sky won a National Award for Innovation and Excellence,
Highway Gold Award for Project Financing from the Canadian
Improvement Council for P3s and in 2006 Public Private Finance
Project named it Best Global Project to Reach Financial Close.
Golden Ears Cdn $1 billion Availability Yukiko Kajima, a partner on Nossaman’s ODOT team,
Bridge Project Payment was a primary member of the team that advised the
(Vancouver, Contract successful proponent in respect ofthe Cdn $1 billion
British Golden Ears Bridge Project in Vancouver, British
Columbia) Columbia, which won numerous awards, including North

American PPP Deal ofthe Year from Project Finance
and North American Deal of the Year from PH Magazine
(2006) and Infrastructure Journafs Global Deal of the
Year (2007). Ms. Kajima advised on financing for the
project.

CREDENTIALS OF KEY ASSIGNED ATTORNEYS

Fred Kessler

Mr. Kessler is the leader of Nossaman’s KABATA team and responsible for all Nossaman'’s services and
advice to KABATA. Among his functions, Mr. Kessler focuses on the terms and drafting of the P3
agreement and related agreements for the transaction

Mr. Kessler has practiced law at Nossaman for his full 34 year legal career. He is a nationally recognized
leader in the field of public-private partnerships and has been at the foundation of public sector P3
representation since P3s were first introduced in the U.S. in the early 1990s. Mr. Kessler is adept at
structuring successful concessions and advising on the strategic business decisions behind them. He has
pioneered the domestic application of international PPP best practices and has extensive experience with
innovative procurement and project delivery methods, and negotiated agreements. His precedent setting
transactional work for public agencies has been instrumental in the success of high profile P3 projects
such as TxDOT’s LBJ Express, North Tarrant Express and SH 130, Segments 5&6 projects, Caltrans’
Presidio Parkway project, WSDOT’'s Tacoma Narrows Bridge and VDOT’s Pocahontas Parkway.

Mr. Kessler frequently speaks and writes about PPPs at key industry conferences and in professional
publications. He assisted Congressional staff with writing the TIFIA and tolling provisions of MAP-21. He
served on a blue ribbon panel to develop national policy recommendations for transportation financing
and is listed in Chambers USA 2008 as one of the nation's top infrastructure attorneys.

Evan Caplicki

Mr. Caplicki is responsible for the procurement terms, instructions, forms, exhibits and procedures for
KABATA, assisting Mr. Kessler with this essential function.

Mr. Caplicki focuses his practice on innovative contracting and finance for infrastructure project
development. His experience spans the project development process, from advising regarding project
delivery options, through procurement and contracting, to contract administration and claims resolution.
His 15 years of experience as both transactional and litigation counsel for the myriad parties involved in
the process provides a strong platform for structuring projects to meets the client's needs.

Representative P3 work includes the Presidio Parkway P3 project, TXxDOT’s LBJ Express project, and
Indiana Finance Authority’s East End Crossing.
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DRAFT-CONFIDENTIAL—NOT FOR PUBLIC DISCLOSURE OR FURTHER DISTRIBUTION

Knik Arm Bridge and Toll Authority
Knik Arm Crossing

April 4, 2012
Industry Review Draft
Technical Provisions

This draft of the Technical Provisions remains subject to legal review and revisions for
coordination of its provisions and terminology with the Agreement. Proposers are reminded to

consult Section 1.2 of the Agreement for order of precedence.
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1.0 INTRODUCTION

A base year project travel dem and model was developed to evaluate the traffic im pacts
anticipated w ith the proposed Knik Arm bridge which would provide improved access betw een
A nchorage and the PortM cKenzie area ofthe M atanuska-Susitna Borough (M at-Su).
Development ofaregional model was required because neither the Anchorage M etropolitan

A rea Transportation Solutions (AM ATS)nor the M at-Su travel dem and m odels can address
regional travel that crosses jurisdictions. The AM ATS and M at-Su models were developed as
part oftheirrespective Long Range Transportation Plans (LR TP) and are specific to their

jurisdictional boundaries and local needs.

The AMATS and M at-Su planning models are adjacent to one another with the Glenn Highway
serving as an external roadw ay betw een each ofthem . M odeling ofan external roadway for a
base year travel dem and model is typically based on traffic counts. Future traffic forecasts on
external roadw ays are typically based on a larger regional m odel or factored up by historical
and/or assum ed grow th rates. A travel improvementthat occurs betw een the models, such as the
inclusion ofanew Knik Arm crossing, cannotbe regionally addressed in either ofthe localized

models since there is no land use or travel behavioral interaction betw een them

To accurately reflect the regional travel interaction betw een the localjurisdictions, a regional
travel dem and model was developed. The Knik Arm Crossing (K AC ) projecttravel dem and
model was developed by utilizing inform ation from both the AM ATS and M at-Su models to
ensure consistency between them . The following documents the developmentprocess and
validation ofthe base year projecttravel demand model, and sum m arizes the modeling

completed for the project.

2.0 PROJECT TRAFFIC MODEL

The Knik Arm project traffic m odel was developed with the m ostrecentavailable version of the
TransCA D travel dem and softw are (version 4.7) which was used to pull together the travel
dem and models of AM ATS and the M at-Su. The AMATS model was developed with the
TransCA D software and the M at-Su model utilizes the Q uick Response System 11 (Q RSII)

softw are.

The AM ATS travel model base year is 2002 and the base year travel model for the M at-Su is
year 2000 Since the base years were relatively close together in time and a considerable amount
of data gathering had been recently com pleted for each of their respective model updates, the

K AC project model utilized and com bined the available inform ation from each of these two
models. This inform ation included roadw ay functional classification, num ber of lanes, speeds,

traffic counts, etc.

At the initial onset of the KA C projecttravel model development, both the AM ATS and M at—Su

travel models were in the final stages ofbeing developed and updated as part of their respective
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LRTPs. Both regional agencies provided their current available base year models to the KAC

team as part ofassisting in developing a KA C project model.

3.0 KNIK ARM CROSSING PROJECT MODELING PROCESS

The KAC project model is a representation ofthe Anchorage and M at-Su area’s transportation
facilities and travel patterns of trips using these facilities. The project traffic model contains
inventories ofthe existing roadw ay facilities and socioeconomic variables by traffic analysis
zones (T A Zs)which were input from the two local travel models. Because the AM ATS model
was more robust, and TransC A D software has greater analysis capabilities, inform ation from the
M at-Su model was converted to TransC A D . In addition, inform ation on base year em ployment
and housing in the M at-Su was supplemented with more current data, and corrections to som e

roadw ay netw ork attributes were made by KA C team members.

Generally, the m odel process consists of several steps including deriving the daily num ber of
person trips by TA Z, distribution o f trips betw een these TA Zs, conversion ofperson trips to
vehicle trips, and finally assignment of trips to the model roadway network. The model is then
calibrated and validated to traffic counts w ithin acceptable ranges oferror Once the model is
validated, future traffic forecasts can then be performed. The modeling process includes the

follow ing com ponents:

. Roadw ay N etw ork

. Socioeconomic D ata

. Trip Generation and D istribution

. Base Y ear Traffic A ssignmentand V alidation

A description ofthe modeling item s is described below .

4.0 ROADWAY NETWORK

The roadw ay netw ork in the project model was developed by joining each ofthe AM ATS and
M at-Su roadw ay networks. Roadway link attributes from each ofthe local models, which had
just recently been updated by the localjurisdictions, were incorporated in the KA C project
model. AttaChment 1i||uslrales the base year model road network. Primary link attributes that
were populated in the roadw ay netw ork database are shown in Table 1 These link attributes

were imported directly from the tw o local models.
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Table 1. KAC Model Roadw ay Link A ttributes

TransCAD Link Field Name

FunClass_K

AreaType K

Speed_K
Lanes_K

Median K

LaneCap_K

_Capacity K

Alpha

Beta

_Time
Count

4.1 link Capacity

Description
1= Freeway
2 = Expressway
3= Meajor Arterial
4 = Minor Arterial
5= Collector
6 = Local
7=0n-Ramp
8 = Off-Ramp
9 = Centroid Connectors
10 = Frontage Roads
11 = Unpaved Roads
1=_Central Business District (CBD)
2 = Commercial/Industrial
3=Fringe
4 =Rural
5 = Limited Direct Access
6 = No Direct Access
8 = Residential
9= Centroid Connector
Free Flow Speed (mph)
Total Number of Lanes
0=No Median??
1= Median??
Lane Capacity (see Table 2)
Directional Capacity
Volume Delay Coefficient
Volume Delay Coefficient
Directional Travel Time
200072002 24-Hour Counts

Link capacity is expressed in term s ofvehicles per day by direction for each link. The link

capacities used in the KA C projectmodel were based on the AM ATS model for consistency.

TabIleepresents the roadw ay link capacities used for the project model. Link capacities are

used in the model to gauge the relative congestion on roadw ay links for assigning trips and in the

volume to capacity analysis used in the analysis.
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Table 2 KAC Model Daily Lane Capacities

Area Type (Number)

Comm/ .
CBD(1) Industrial”) Fringe(3) Rural(4) g
o B g
& c c c c £ — <
F g g g g ce g
c jo c o [7] <
z g g g & g & £ & 3% 3
o] [} o] o] € 8 —~
i 2 < 2 < s = 2 g £ 28
Freeway 19,500
Expressway 15,000
Major Arterial 8,300 9,200 8,300 9,200 8,300 9,200 7,400 9,200
Minor Arterial 7,500 8,300 7,500 8,300 7,500 8,300 6,200 8,300
Collector 6,500 - 6,500 - 6,500 - 5,000
Local 5,500 - 5,500 - 5,500 . 5,500
On/Off-Ramp - - - - - - - - - 12,000
Frontage Road 9,000 - 9,000 - 9,000 - 9,000 - -
Unpaved - - - - - - - 500

4.2 Turn Restrictions

A s part ofthe travel modeling, turn restrictions and penalties are typically coded into the model
to prevent illogical (or illegal/im possible) movementoftraffic in the m odeled netw ork netw ork
(e.g. U -turns from a freeway on ramp). Turn restrictions were applied at locations where turn
movements are physically restricted (barrier m edian) or notallowed. W ithin the Knik Arm
model, turn restrictions were applied at interchange locations where leftturns are not allowed. In
locations w here one-way roads are coded in the model, TransC A D autom atically prohibits travel
in the wrong direction. A dditionally, TransC A D does notperm itthrough movementoftraffic

through a zone centroid, therefore, turn prohibitions were notrequired for those cases.

5.0 SOCIOECONOMIC DATA

5.1 TAZ Structure

Traffic analysis zones (T A Z) were developed based on the zones developed for the AM ATS and
M at-Su modeling efforts. The zone structures were retained to provide consistency for the base

and future year traffic forecasts year between the KA C model and the local models.

Forthe AM ATS model area, the original TA Z structure was retained, however, several ofthe
zones were combined, particularly south ofthe Glenn Highway. In the M at-Su area, the KA C
TA Z structure was expanded southw estto include the Point M acK enzie area to capture and

model the anticipated indirect affects area for grow th, as well being expanded to the north along
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G lenn Highway to capture new developmentoccurring that direction. Attachmentzillustrates

the traffic analysis zones used for the KA C.

5.2 Socioeconomic Data

The socioeconomic data for the AM ATS model area within the KA C model was used after the
trip generation process. That is, trip generation was performed with the AM ATS model and the
resultant trips were incorporated in the KA C model. The AM ATS model utilizes a very detailed
trip generation process that comprises 20 land use and dem ographic classifications, 24 special
generators (including externals), four cross-classification m ethods, and eight different trip
purposes. R ather than create a more generalized trip generation process forthe KAC modelin
the Anchorage area (and risk loosing some ofthe robustness ofthe Anchorage model), the trip
generation process was utilized from the AM ATS model. Trip generation was run w ith the
AMATS model and the resultant “Production and A ttraction” trips were used as an input in the
KAC model. This notonly provides consistency, butalso retained the m ore detailed trip

generation process in the Anchorage area.

The AM ATS trips were then aggregated to the KA C zone structure and also to the five (5) trip

purposes as described below .

The socioeconomic data in the M at-Su w as retained from their previous modeling efforts. The

M SB data included data from the following data by TA Z:

. Households

. Household Income

. Retail Em ployment

. N on-Retail Em ployment

The M at-Su socioeconomic data was reviewed and updated. A dditionally, data was collected by
the above categories for the new TA Zs developed in the Point M acK enzie area and north of

Palmer.

5.3 Trip Generation and Distribution

Trip generation outside ofthe AM A TS area for the KA C model was determined by using cross
classification ofthe number ofhouseholds by household income sim ilarly to the process used by
the M at-Su model. Trip rates were initially used from local m odeling efforts and adjusted to

reflect im proved validation o ftraffic assignm ents.

5.4 Trip Purposes

The previous M at-Su modeling was based on three trip purposes which were retained for the
KAC model. Forthe AM ATS area, the previous m odel’s trip purposes were aggregated to the

follow ing purposes:

. HBW (Home-Based W ork)
. HBO (Home-Based O ther)
. NHB (Non-Home Based)
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. SINGLE (Single-Unit Trucks)

. COMBI (Combination Trucks)

T able 3 lists the trip rates used in the KA C model in the M at-Su area by trip purpose. A's
m entioned earlier, trip generation for the Anchorage area in the KA C model utilized the AM ATS

model.

Table 3. Production Trip Generation Rates

Trip Purpose Total Trips Percent Trips N 9 gTrip Le"9th
Home-Based Work 45.163 21.2% 10.89
Home-Based Other 127,560 50.0% 8.87
Non-Home Based 73,354 28.8% 7.43
A's noted in the AM A TS area, the commercial truck generation was retained. However,

modeling com mercial truck activity was not applied in the M at-Su area. For the KA C model, the
commercial truck model was developed utilizing the methodology from the TheQUiCkResponse
FreightManUal,Seplem ber 1996, Federal Highway A dm inistration. The Federal Highw ay

A dm inistration (FH W A ) vehicle classification standards for Classes 5-7 were used for Single-

Unit Trucks and Classes 8-13 for Com bination Trucks, as sim ilarly used in the AM ATS model.
Trip generation rates for trucks in the KA C model were used from the m ethodology.

Table 4 presents the final truck generation rates used in the KA C model.

Table 4. Truck Trip Generation Rates

Trip Purpose Households Retail Employees Non-Retail Employees
Single-Unit Trucks 0.099 0.253 0.143
Combination Trucks 0.038 0.065 0.036

Source: mq]id(mFreight'\/bﬂ]al,Septem ber 1996, Federal Highway Administration

To estim ate truck traffic in the Port M acK enzie TA Zs (anticipated to have an especially high
num ber oftruck trips), the study team based the estim ates on truck traffic estim ates available for
the AM ATS model from the industrial area ofcentral Anchorage (between OIld Seward
Highway, M innesota D rive, Diamond Blvd, and International Airport Road. This area has heavy
industrial land uses, and is characterized by truck traffic serving gravel distribution, businesses,
and warehousing. The study team assumed that Port M acKenzie would have a similar mix of
land uses and truck trip generation/traffic. This A M ATS truck inform ation was evaluated
against em ploymentestimates for Port M acK enzie, portrelated trip generations rates from the
Institute of Transportation Engineers and the Portof Anchorage truck generation rates to identify

truck generation rates for Port M acK enzie.

The PortM acKenzie TA Z is estimated to have 14.2% ofthe trips as truck trips, with 12% on the
K AC.Figure 1 shows a screen capture from the traffic m odel showing the truck trip percentages
in the modeled netw ork in the vicinity ofthe crossing. O verall, about seven percent ofthe trips

in the modeled netw ork are truck trips
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Figure 1: Modeled Truck Traffic as a Percent of ADT

% Trucks

5.5 Trip Distribution

W ith the above trip generation, the num ber oftrips generated by each TA Z is then distributed

betw een all zones. Trip distribution is the process that links the productions (households) to
attractions (em ploym ent) for each zonal pair. It is these trip dem ands that m ustbe

accommodated by the transportation system , and which are m odeled on the roadw ay netw ork.

The trip distribution process utilizes a gravity (the mostcommon trip distribution m odel) model

to define the trip interchanges between zones. Trips are distributed by each of the five trip

purposes. A summary of trips by purpose and average trip length from the model is

Table 5.

shown in
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Table 5. Vehicle Trip Summary

) . . Average Trip Length
Trip Purpose Total Trips Percent Trips a(gnin utre):s) ngt
Home-Based Work 176,006 20.7% 17.47
Home-Based Other 380,315 44.8% 7.87
Non-Home Based 238,998 28.1% 7.87
Single-Unit Trucks 39,121 4.6% 11.10
Combination Trucks 14,755 1.7% 13.80

6.0 BASE YEAR TRAFFIC ASSIGNMENT AND VALIDATION

The transportation m odel was calibrated and validated to existing conditions againstrecent
traffic counts from published D OT&PF and Anchorage and M at-Su traffic data. The estim ated
model traffic volumes were compared againstthe ground counts to ensure the model’s ability to
reasonably replicate existing traffic conditions. The model validation includes several
perform ance measures and established guidelines for allow able errors that include screenlines,

percent assignmenterror, and root mean square error (RM SE).

6.1 Screenline Analysis

Screenlines orcordon lines are lines that cross a number ofnetwork links and are used to
evaluate m ajor trip m ovem ents across the roadw ay network. Screenline analysis exam ines
differences betw een existing traffic counts and the base year m odeled assignment of trips to

determ ine the overall accuracy ofthe model.

The NCHRP ReportNumber 255 cites acceptable levels oferrorbased on screenlines and

m aximum desirable deviation. FigureZQraphically presents this percent deviation. A s can be
seen, the deviation is higher on low volume roads where a large percentage of deviation will not
have m ajor traffic im plications. Conversely, for higher volum e facilities a sm aller deviation o f

modeled levels to actual counts is required.

Figure 2: Maximum Desirable Deviation in Total Screenline Volume

S 25 45 65 85 105 125 145 165 1SS 200
Total Screenline Traffic (1000'S)

Source: NCHRP Report #255 p.41 (cited in Calibration and
Adjustment ofSystem Planning Models, 1990, FHWA)
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Forthe KAC model, 21 screenlines were created. Attachment3 illustrates the screenline

locations. TabIeGreports the screenline results and shows that all ofthe screenlines are w ithin

the FH W A guidelines.

Table 6.
S(ﬂﬁemng'e?e Traffic Count
1 58,545
2 67,884
3 76,552
4 175,621
5 107,633
6 147,310
7 116,211
8 201,117
9 19,390
10 25,363
1 195,504
12 229,440
13 95,233
14 34,768
15 26,989
16 16,358
17 17,870
18 23,846
19 35,358
20 32,602
21 15,500
Total 1,719,094

6.2 Performance Measures

Screenline Analysis Sum m ary

Model Volume

56,875
59,257
76,832
169,606
98,444
141,628
118,686
192,848
19,760
28,802
211,765
212,444
92,500
29,967
26,943
18,058
22,123
27,537
39,685
30,194
15,728

1,689,682

% Difference

-3%
-13%
0%
-3%
-9%
-4%
2%
-4%
2%
14%
8%
-7%
-3%
-14%
0%
10%
24%
15%
12%
-7%
1%
-1.7%

FHWA Allowable
% Deviation
21%
19%
16%
15%
15%
15%
15%
15%
37%
28%
15%
15%
15%
25%
28%
37%
37%
28%
25%
25%
37%

The Federal Highway Adm inistration (FH W A ) report Calibration andAdeStmentOfsyStem

Planning MOdels, 1990, was relied upon establishing acceptable error limits in the KA C model.

The FH W A acceptable error limits for daily volumes by facility type

actual volum es) are shown in Table 7

Table 7.

for Daily Traffic Volumes by Facility Type

Facility Type
Freeway
Major Arterial
Minor Arterial
Collector

Percent Error Difference

(modeled volumes verses

FHWA Acceptable Error Limits

+7%
+ 10%
+15%
+25%

Source: Calibration and Adjustment o fSystem Planning Models, 1990, FHWA
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Tab|e85howsthe acceptable error and actual error for actual traffic counts versus model
assignm ent oftrips for the different facility types. Although the KA C model comprises slightly
different facility types than shown in TabIeS,the K A C classifications were regrouped to
provide a com parison to the FH W A error lim its. Based on this table, the travel dem and model is

w ithin the FW H A acceptable error Ilimits for facility types.

Table 8. Acceptable Error Versus Actual Error

Facility Type FHWA Acceptable Error Limits Actual Error

Freeway +7% -1%
Major Arterial + 10% -10%
Minor Arterial +15% -11%

Collector +25% -17%

Overall N/A -10%

A nother useful perform ance measure for gauging the validity ofa traffic m odel is the Root M ean
Sqguare Error (RM SE). The RM SE measures the deviation betw een the actual traffic counts and
modeled traffic assignm ents. A lthough there are no modeling guidelines for this m easure, good
practice includes calibrating and validating a model with a RM SE of35% or lower. The overall
RM SE by facility type is shown in Tableg.The overall RM SE for the KA C model is

approxim ately 29% , which is considerably lower than the com m only accepted practice of 35%

and is reflective ofhow wellthe model is validated.

Table 9. Percent Root M ean Square Error

Facility Type Percent RMSE

Freeway 10.4%
Major Arterial 22.8%
Minor Arterial 34.8%

Collector 54.6%

Overall 28.6%

A nother performance measure for model accuracy is the coefficient of deviation or R2. This

m easure com pares the overall linear regression betw een the actual traffic counts and model
assignmentvolumes. Federal guidelines indicate that the R2value be 0.88 or higher. The
Flgure3 scattergram illustrates the traffic counts versus model assignment in addition to the
FHW A desirable deviation curves based on Figurez‘ The R2forthe KAC model is 0.92 which

exceeds the federal guidelines.

10
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Figure 3: M odel Assignmentvs. Traffic Counts

Daily Traffic Count

Based on the above statistical m easures, the model was considered to be validated and future

traffic forecasts were developed. Attachment4sh0ws the base year traffic volumes and volume

over capacity ratios.

7.0 FUTURE YEAR TRAFFIC FORECASTS

N ext, traffic forecasts were developed using the validated base year KA C travel model. There are

tw o prim ary components used in the travel dem and model to develop forecast traffic volumes 1)

program med and planned roadw ay im provements and 2) socioeconomic forecasts distributed by

TAZ. The following methodology describes the process used to derive the traffic forecasts and

for testing various Knik Arm crossing im provem ents.

Two forecast horizon years were developed; 2025 and 2030. The 2025 forecastwas created

because both the M at-Su and AM A TS current LR TP’ s are based on this horizon year. This

allow ed testing ofthe KA C project alternatives w ith the other planned im provements which had

already been forecast as being needed for the two respective LRTPs. For the KAC study, a 2030

horizon year was required as part ofthe EIS (20 years past the anticipated opening date of2010)

7.1 Roadway Network Forecasts

The KAC modeled roadw ay netw ork was updated to reflect planned and program med roadw ay

im provements based on available inform ation from each ofthe local jurisdiction’s proposed
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2025 LR TP’'s. The KAC base model was similarly updated to reflect these planned
im provements including new roadw ay facilities, upgraded roadw ay classifications, and also

roadw ay widening with additional lanes based on the LR TPs.

Because no long range roadw ay plans are in place beyond 2025, the 2025 planned roadw ay
netw orks for each jurisdiction were relied upon for the 2030 forecasts. However, the
socioeconomic conditions reflect an additional 5-year grow th period from 2025 to 2030 beyond

w hatthe netw orks are currently planned to accom m odate by the local governm ents.

7.2 Socioeconomic Forecasts

ISER forecasts ofpopulation and em ployment were relied upon for regional control totals in
developing the future TA Z socioeconomic data. See the Scenario Development Technical
Report (NEI 2005) and the population and em ploym ent forecasts prepared for the project (ISER
2005 - Appendix G ) for more details. Two separate forecasts were developed for each horizon
year (one w ith a KA C crossing and one withouta KA C crossing). A ‘w ith’”and ‘without” Knik
Arm crossing were derived since the accessibility betw een the Point M cKenzie, M at-Su, and
A nchorage would influence shifts in land use grow th patterns and population, and consequently

travel patterns and volumes.

U tilizing the ISER regional forecasts, the regional population and em ployment forecasts were

allocated into the TAZs. see the CONStraintMapping Methodology (Appendix D) and the Knik
Arm Land Use Allocation Procedures Memorandum, and Memorandum, Documentation ofM at-
Su Land Use Estimation Process (Appendix H).

7.3 Traffic Forecasts

A fter the 2025 and 2030 distribution of housing and em ploymentwere input into the TA Z
structure ofthe KA C project model and the 2025 planned roadw ay netw orks were added, the
various K A C project corridors and alternatives which were under consideration were
incorporated to produce forecasts for both 2025 and 2030. The project forecasts were used to
evaluate logical term ini, define project design needs (e.g. numbers oflanes, ramps, etc.), and
evaluate the perform ance ofthe options under consideration forreasonableness. This section
describes the modeling evaluation process for the N o A ction and the build alternatives under

consideration.

7.3.1 KAC No Action Alternative

The 2030 No A ction alternative was developed using the 2025 LR TP networks from each local

jurisdiction w ith traffic based on 2030 socioeconomic projections withoutthe crossing, Figure 4

and Figure 5.
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Because a Knik Arm Ferry is program med to be operational in 2007 and the Borough indicates a
second ferry is likely to operational w ithin the 2030 time horizon, a Knik Ferry was incorporated
into the K AC model for the forecasted N o A ction alternative. To replicate the ferry crossing, a
link was incorporated into the travel model with a travel time of 30 minutes to reflect the ferry
crossing tim e estim ated by the M at-Su. The demand on that crossing was calibrated to reflect

the planned capacity ofthe Borough’'s two-boat system (approximately 25-30 vehicles per ferry).

7.3.2 KAC Build Scenarios

The 2030 build forecasts were developed using the 2025 LR TP networks from each local

jurisdiction w ith traffic based on 2030 socioeconomic projections with a crossing.

M at-Su Approach

Logical Terminiand Engineering Refinement. the k A c traffic model was firstused to
determ ine the logical term ini ofthe project and then to help refine the engineering requirem ents
to accom m odate the anticipated 20 years of growth. To refine the term ini ofthe project on the
M at-Su side of the crossing, the project was firstm odeled with no improvements to Point

M acK enzie Road. From the modeling results it was evident that additional lanes were going to
be needed and that the project would need to be extended beyond the boundary ofPort

M acKenzie.

Figures 4 and 5 show a screen clip from the model runs showing Point M acKenzie Road

overcapacity (red roadw ay segments) when run through the model as a two-lane facility.

Figure 4: Figure 5:

Initial 2025 Travel Forecast Initial 2030 Travel Forecast
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E ssentially the capacity com pared to the forecast volumes on Point M acK enzie Road would be
insufficient by 2025 if only 2 lanes were provided. Due to the level of congestion along Point
M acK enzie Road as 2-lane facility, K ABA TA decided to upgrade the roadw ay to 4 lanes as part

ofthe project.

M oreover, Figure 5 indicates how farnorth along Point M acK enzie Road the congestion would
be forecast to occur if the facility were to rem ain 2 lanes through 2030. Itwas, in part, this
analysis that lead to the decision to plan the facility for four lanes and to move the term ini of the

project to the intersection of Point M acK enzie Road and Burma Road.

Figure 6 shows an analysis along Point M acK enzie Road assuming that grow th occurs in an

exponential manner. The red horizontal lines indicate planning-level roadway capacities ofPoint
M acK enzie Road given various potential im provements. Forecast traffic levels at three locations
along the road are plotted as bars; in the Port M acK enzie D istrict (yellow ), Holstein Avenue i.e.

midw ay betw een the port and Burma Road (m aroon), and at Burm a Road (blue). W here the
grow th in traffic (bars) crosses the capacity levels, the anticipated year when the facility is
forecastto have reached capacity can be determined. The graph indicates thata 4-lane undivided
facility will have sufficient capacity for the entire projectexcept w ithin the Port D istrict proper
starting in about 2024 to 2025. A tthattime additional capacity may be required. Based on this
analysis and consultation w ith the M at-Su, K ABATA agreed to plan for a divided roadw ay and

frontage roads to fully accom m odate the forecast in travel through the Port D istrict.

Figure 6:

Point M ackenzie Road Capacity Analysis
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A dditionally, the KA C model was also tested w ith the incorporation ofthe “W illow Connector”
to determ ine if thatroute would affectthe corridor dem and in a m ajor way and also w hether this
route would alleviate the potential congestion forecast for Point M acKenzie Road. The “W illow
Connector” was based on the Corridor 3 alignm ent from the Matanuska Susitna Borough Rall
COI‘ridOI‘Study,June 2003, Tryck Nyman Hayes, Inc. This corridor traverses north-south from
Port M acK enzie to the Parks Highway westofW illow. The resulting model forecasts of this
route indicated low vehicular travel dem and along this facility and in subsequent discussions

w ith A DOT and the M at-Su, itwas determ ined that this road would notbe anticipated to be
funded w ithin the 2030 horizon year ofthe KA C project, nor would itbe included in the M at-
Su’s LRTP. Therefore, the W illow Connector was not included as partofthe KA C forecast

model.
Anchorage Approaches

|nitia|Screening. Seven connection alternatives were modeled on the A nchorage side. These
connections were initially coded in the KA C model based on general corridor alignm ent

assum ptions and were refined as additional engineering inform ation and m odeling results
became available. Several ofthe corridors have minor alignment deviations (variants). Based on
the lim ited sensitivity of the travel dem and m odel to these relative m inor variations in alignment,
itwas determ ined itwas notnecessary to model each one separately. For exam ple, the model is
not sensitive to w hether the routing on the Anchorage approach occurs below the bluffor above
the bluff, and these variants were therefore com bined in the modeling process. Similarly,
variants thattraversed through PortM acK enzie and variants in the approaches to the A -C

Viaduct were not modeled separately, but were modeled using a representative alignm ent.

The following seven initial connections were modeled on the Anchorage approach:

. A -C Connection

. Ingra-G am bell Connection

. Ingra-G ambell and A-C Connection
. Post Road Corridor

. Boniface Parkway Corridor

. M uldoon Road Corridor

. Hiland Road Corridor

Screening analysis inform ation was generated out ofthe model for a variety of factors which had
been identified from the purpose and need statem ent for the project. For more inform ation on
the screening process, development of factors, and alternatives see the Scoping Sum mary Report

(KABATA 2005).

A ttachm ent5 shows the model runs ofthese initial corridors for 2030 and the measures of

effectiveness that were generated from the model.

LOglcalTermInI. Initial m odeling was performed to help confirm the logical term ini on the
A nchorage Approach. KA BATA initially proposed connecting to the A-C Street V iaduct
(because itis part ofthe N ational Highway System ). In advance ofthe model being ready,

K ABATA performed intersection analysis at the potential receiving intersection on the

15
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nections to A-C alone will only accom modate 20,000 ADT on

g no other im provements to the street network. A -C

ve capacity for up to 35,000 vehicles by adding some turn pockets. The

E xtension, begins

model was ready

ity to accom m odate the dem and forecastoutto 2030. Figure 7 shows a

clip from the model run showing

segments) w hen

capacity com pa

run through the

red to the forecas

provided. Due to the forecast lev

include a connection to Gam bell

Initial T

to fail in 2010 w ith only 10,000 ADT on the Knik Arm

, itwas run to determ ine w hether thatroadway system had
screen
that the A-C viaduct would be overcapacity (red roadw ay
model with no additional im provements. Essentially the
tvolumes would be insufficient ifno improvements were

el of congestion on the A-C Viaduct, K ABATA decided to

and Ingra Streets as part of the project.

Figure 7:

ravel Forecast: A-C Viaduct Analysis

16
-229-



Knik Arm Crossing
Transportation Planning Model Technical Report

Figure 8 shows an analysis ofthe anticipated tim ing of when such an improvementwould be

needed assuming an exponential grow th oftraffic on the A-C Viaduct. The red horizontal line

indicates a planning-level roadway capacity ofthe A-C Viaduct (w hich is a 4-lane divided

roadw ay). Forecast traffic levels are plotted as bars; with the viaduct’s background traffic

plotted in m aroon and the contribution ofthe KA C projectadded to thattraffic in blue. W here
the grow th in traffic (bars) crosses the red capacity line, the anticipated year w hen the facility is

forecast to have reached capacity can be determ ined. The graph indicates thata 4-lane divided

viaduct will have sufficient capacity though the year 2021 — at that time additional capacity

would be required. Based on this analysis and consultation with AM ATS and the M O A,

K ABATA agreed to include an ultim ate connection across a viaductto Gambell and Ingra

Streets in the EIS.

Figure 8:

A -C Viaduct Capacity Analysis

A/C Viaduct Analysis
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7.3.3 Reasonable Alternatives Forecasts

A fter the logical term ini were determined and engineering refinementwas com pleted on the

alternatives that were selected for detailed analysis in the EIS final model  runs were developedl1

The model runs ofthe engineered, reasonable alternatives included m ore detail on ram ping and

intersection configuration and the final lane configurations and connections. These model runs

were used in analysis ofnoise impacts, air quality im pacts, traffic analysis, and other impact

analyses in the EIS. The alternatives ofthe reasonable alternatives are presented in

A ttachm ents 6 and 7 for the alternatives carried forw ard for the years 2025 and 2030,

respectively.

1 Itshould be noted that these subsequent model runs slightly changed the forecasts between whatis shown in Figures 7 and 8

and the forecastultimately depicted in the EIS. The reason for this is that as engineering decisions were added to subsequent

model runs (lanes added, speed limits changed, etc) demand predicted through the model also changed, The changes may affect

the timing of when additional capacity improvements mightbe needed, butnotthe overall capacity required to have an efficiently

operating roadway system .

18
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Conceptual Differences Between Mat-Su* & CDM Smith** Population & Employment
Estimates As Interpreted by Western Demographics, Inc.*** - 4/30/12

Mat-Su Pop / Employment Estimates

Purpose - To Plan and Time Capital Improvments
Focusing on Roads Throughout the Mat-Su
Borough

Local Micro Economic Model

Traditional Job Growth Model Linked to Local
Conditions

Verified with Local Information from Business
People, Realtors, Bankers, Land Use and
Transporation Planners. Borough Ordinances and
Community Plans

Reconciles to 2035 ISER Over-all Mat-Su Growth
Control Totals

Density Basis - Mat-Su Borough

Nominal Domestic Water and Sewer Availability in
Esimates Based on On-site Well / Assumes Domestic Water and Sewer Availability

KGB Corridor.

Septic and Small-scale Utility Districts Similar to

Settler's Bay

Smaller Amounts of Residential in KGB Corridor

Smaller Population and Employment in Port
MacKenzie

Smaller Population and Employment in Greater

Port MacKenzie

Limited Retail in Port District

Limited Office Land Use to Serve Local Industrial

Concerns

Less Extensive and Longer-Term Upgrades to KGB

and PMR (Point MacKenzie Road) Proposed

Linkage of PMR to North Assumed to be Burma

Rd. North Big Lake Rd.

CDM Smith Pod / Employment Estimates

Purpose - To Estimate Bridge Toil Revenue from
Crossings

Regional Macro Economic Model

Regional Model Based on Anchorage / Mat-Su
Regional Statistical Area (RSA) Environment

Derrived from Expected Spill-over of Anchorage
Growth Expectations Given Housing Cost
Differential and Housing and Industrial Land
Shortages in Anchorage

Reconciles to 2035 ISER Control Totals with
Growth Emphasis on Southwest Quadrant

Density Basis - Anchorage

Will Develop to Suit Prescribed Density

Larger Amount of Residential in KGB Corridor

Larger Population and Employment in Port
MacKenzie

Larger Population and Employment in Greater
Port MacKenzie

Larger-scale Retail in Port District - Estimates
Predated Port Plan and Regulations

More Extensive Office Land Uses

More Extensive and Shorter-Term Upgrades to
KGB and PMR (Point MacKenzie Road) Potentially
Necessary

Linkage of PMR to North Undefined

Mat-Su * - Mat-Su traffic model estimates predominantly developed and refined by Mat-Su Traffic

Modeling Consultant - HDR, Inc.
CDM Smith ** - Formerly Wilbur Smith and Associates (WSA) - Estimates developed for KABATA

Western Demographics, Inc. *** - Mat-Su Borough Build-out and Demographic Consultant (WDI)

WDI Interviewed most parties involved in the development of the two estimates during April 0f2012
and observed the listed conceptual differences.
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900 Chapel Street, Suite 1400
New Haven, CT 06510

tel: 203 865*2191

fax: 203 624-0484

February 15, 2013
CONFIDENTIAL

M r. M ichael L. Foster, P.E.
Chairman ofthe Board

Knik Arm Bridge and Toll Authority
820 East 15thAvenue

Anchorage, Alaska 99501

Subject: Response to the Independent Review of Traffic and Toll Revenue Projections

by Timothy James & A ssociates

Dear Mr. Foster:

Thank you for the opportunity to help respond to the confidential draft m anagem ent letter
sum m arizing the legislative audit's prelim inary findings. This m anagementletter was directed to
you from Ms. Danna M oser, CPA,o0ofthe Legislative Budgetand Audit Comm ittee, Division of
Legislative Audit, dated February 1, 2013. Our response is to the reporttitled "The Knik Arm
Crossing: An Independent Review of T Traffic and Toll Revenue Projections,” prepared by Timothy

James & A ssociates, dated December 21, 2012, and included in the letter as A ttachment D.

M any ofthe issues contained in this independentreview pertain to the assum ptions thatCDM

Sm ith used to prepare the traffic and toll revenue estim ates. Some ofthe issues raised are centered
on our assum ptions and inputs to the travel dem and model. We hope to clarify the reasons behind
the assum ptions we made and to dem onstrate the reasonableness and conservative nature ofour
assum ptions and approach. Toward thatend, while we have many technical and nontechnical
comments and reactions to this independentreview, we will limitour responses to the "suggested
clarifications” and "recom m endations” presented in the concluding section. W e first present the

comments directly from the independentreview in italics, followed by our response.

Suggested Clarifications from Timothy James & Associates

* The high dependence ofthe traffic and toll revenue projections on strong economic development
and population growth in the Point MacKenzie area, north ofit, and to the south and west of
Wasilla and Houston.

The traffic and toll revenue estim ates associated w ith the Knik Arm Crossing (KAC) are by
design highly dependent on socio-economic conditions in the Point M acKenzie area. This area

is expected to experience a growth spurt once the KAC opens to traffic.

V&JrU -r ENVIRONMENT + TRANSPORTATION + ENERGY + FACILITIES
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The KAC will connectthe M unicipality of Anchorage and M atanuska-Susitna (M at-Su)
Borough at Point M acKenzie. Lower M at-Su Borough is essentially an undeveloped
“greenfield,”thatwill grow rapidly as a consequence ofthe KAC. T Travel betw een the tw o
areas, w ithin eyesight ofeach other, currently requires up to a 90 mile trip by road around
the Knik Arm ofthe Upper Cook Inlet. Construction ofthe KAC will significantly reduce travel

tim es and have a m ajor im pacton socio-economic developmentinlower M at-Su Borough and

Point M acKenzie in particular. This area will be transform ed from largely open land into a
much more developed area w ith residential, com m ercial, industrial and retail activity. T here
are already a number of on-going and planned developments (including the Port, the rail link
and correctional center) anticipating the KAC opening. O vertime, land developmentwill be

reoriented from the recent historic pattern along the upper westside ofthe Knik Arm of Cook
Inlet in the Knik-Fairview area to M at-Su Borough near the KAC.The opening ofthe KAC will

help resolve the shortage ofindustrial and residential land in the Anchorage bowlI.

The influence ofthe KAC on land developmentpatterns has been recognized since project
inception. Transportation planners have prepared land developmentplans with and w ithout
the KAC.In 2007, CDM Smith em ployed the services ofan independenteconomist, Insight
Research Corporation, to prepare forecasts ofdevelopment. Theirwork was based on earlier
studies performed by N orthern Economics and the Institute of Social and Economic Research
(ISER) atthe University of Alaska. The chiefeconomistfor Insight Research Corporation
visited Anchorage and interview ed local decision m akers, planning directors and real estate
experts. This research was an im portantpartofour study. In 2011, CDM Sm ith updated the
results to reflect m ore recentinform ation on population and em ployment. In addition to
those traveling to the lower M at-Su Borough, the KAC will also serve through trips and actas

a reliever for congested roads on the other side ofthe Inlet, specifically the Glenn Highway.

* The disparity between average annualgrowth rate in the bhase 2012 memorandum projections
post-2020 [after the "ramp-up" period has ended] (5.0%) and the average growth rate in AADT
2001-2011 for Glenn Highway at Eklutna Flats is (1.93%).

In order to clarify this point, Table 1 shows historical traffic counts on Glenn Highway at

E klutna Flats and traffic forecasts for the KAC.The average annual percentchange (AAPC)
between 2001 and 2011 is 2.5% ; not 1.93% . Also, since this time period includes the effects
ofthe Great Recession, the average annual grow th rate between 2001 and 2007 was 3.6% per

year. This is perhaps more representative ofthe period.

Typically traffic volum es on start-up facilities grow faster than traffic volumes on more

m ature, established roadw ays. This is alm ost alw ays true in percentage term s, since the
volumes are low to start and the same amountofgrowth will be a higher percent. This is
frequently true in absolute term s, since ittakes time for the advantages ofanew toll road to

be realized (referred to as the "ram p-up"” period) and ittakes even longer time for people to

Frel Fomretted GCOMSiith Response 02-15-13
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adjusttheir location patterns in response to the new transportation facility. The KAC will
serve as an alternative route for some traffic currently using the Glenn Highway. Itwill also

serve arapidly growing share oftraffic between Anchorage and lower M at-Su Borough.

Table 1
Average Daily Traffic
at Glenn Highway and Proposed Knik Arm Crossing

KAC Glenn Highway Screen Line
KAC
Year Traffic Increase Traffic Increase Total AAPC Share
Traffic Counts
2001 23,079 23,079
2002 24,600 24,600 6.6
2003 25,782 25,782 4.8
2004 26,249 26,249 1.8
2005 27,028 27,028 3.0
2006 27,570 27,570 2.0
2007 28,506 28,506 34
2008 27,454 27,454 -3.7
2009 28,495 28,495 3.8
2010 29,644 29,644 4.0
2011 29,572 29,572 -0.2
Traffic Projections
2020 14,900 29,300 44,200 4.6 34%
2025 21,100 6,200 34,900 5,600 56,000 4.8 38%
2030 28,100 7,000 41,900 7,000 70,000 4.6 40%
2035 35,000 6,900 46,500 4,600 81,500 3.1 43%
AAPC
2001-2007 3.6% 3.6%
2001-2011 2.5% 2.5%
2011-2020 -0.1% 4.6%
2020-2025 7.2% 3.6% 4.8%
2025-2030 5.9% 3.7% 4.6%
2030-2035 4.5% 2.1% 3.1%

AAPC is "average annual percentage change"

Firel Foretted COMSith Resparse(2-25-13
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The table also shows a summary ofthe forecasts oftraffic on the KAC and the Glenn Highway
atthe same location as the counts. This is a"screen line" that runs across the Inlet. After the
"ramp-up" period, the expected average annual growth rate on the screen line between 2020
and 2025 is 4.8% peryear or an increase of 11,800 vehicles per day over the five year period,
with most ofthe growth happening on the KAC (7.2% per year or 6,200 vehicles per day) and
less on Glenn Highway (3.6% per year or 5,600 vehicles per day). The expected average
annual growth rates between 2025 and 2030 are lower at4.6% peryear for the screen line or
14,000 vehicles per day over the five year period. Between 2030 and 2035, the expected
annual growth rates are lower, at 3.1% for the screen line, as the pace of development
subsides. Once again, most ofthe growth occurs on the KAC. Traffic volumes are always
higher on the Glenn Highway during the forecast period. It is important to note that growth
rates on start-up facilities are typically higher in percentage terms than the growth rates on
established roadways because the starting values are lower.

m The disparity between the commercial vehicle/passenger vehicle split used in the studies
(approximately 12%) and the traffic countdatafor Glenn Highway at Eklutna Flats
(approximately 5%).

The 2007 Proposed Knik Arm Bridge Study analysis was based upon available vehicle
classification data provided by Alaska Department of Transportation and Public Facilities
(DOT&PF) from its permanent recorder stations. Table 2 shows the vehicle classification data
from the station on the Glenn Highway at Eklutna Flats, which was available from 2003
through 2006. For this analysis, commercial vehicles consist of Classes 4 through 13, i.e., all
vehicles with three or more axles including two axle vehicles towing single axle trailers. On
this basis, commercial vehicles were 12.2% ofthe traffic in 2003,11.5% in 2004,13.6% in
2005 and 15.5% in 2006. CDM Smith developed a regional average commercial vehicle
percentage of 12% based on this location and other locations on the Glenn Highway and
Parks Highway. When this analysis was updated in 2011, vehicle classification data for that
year was not yet available. Moreover, no new vehicle classification count had been conducted
on the Glenn Highway at Eklutna Flats since the 2007 Study. The assumption of 12%
commercial vehicles is reasonable.

The forecast of commercial vehicles using the KAC includes both traffic diverted from the
Glenn Highway and the additional traffic representing movements between Anchorage and
the lower Mat-Su Borough. Based on socioeconomic growth estimates, significant demand by
commercial vehicles for the KAC is expected to be generated from within Anchorage. This
includes commercial vehicle traffic from the Port of Anchorage, aswell as construction
vehicles, delivery trucks, recreational vehicles and campers traveling to the Mat-Su Borough.
Because oftheir lower fuel economy, higher cost ofvehicle maintenance and the cost of
driver wages, commercial vehicles are in many cases less sensitive to the KAC toll than are
passenger cars in order to take advantage ofthe time and distance savings (even though

Firel Fomretted COMSiith Resporse 02-15-13
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Table 2
Historical Vehicle Classification Counts
Glenn Highwey at Bidutna Flat*
Patzongor Cars Slnple. Trallar Truok* Muiti-Trailer Truds %Total
Day* Total

Counted Vehicle* Vhd*
0% 03%  130% 0751 162%
Ql%  60.9% 03%  135% 0.7% 006 161%
397,671 Q% 508% 327% 03%  130% 08% 00% 104%
394.516 Q1% 31.8% 03%  130% Q0% Q0% 152
15032 Q1% 03%  122% 006 Q0% Q0% 03% 154%
485,235 Q1% 533% 311% 123% Q06 05% 05% Q06 006  04% 150%
498.25 Q1% 126% Q06 05% % Q0% 00k  04% 16.6%
501.732 % 538% 30.9% 03% 120% Q0% 0 Q0%x 0%  04% 152%
403.300 % 538% 30.% 03%  11L7™% Q0% Q0% Q0%  03% 152%
420,905 % 31.2% 0% 12 Q06 Q0% 006  04% 166%
304.556 Q0% R5%  03% 130% 0.3% Q0% 006 0% 160%
346,801 QL% 33.5% 136% 0% Q0 Q06 0% 164%

Muti-Trailer Trucks

Days Total aims Ces Cas COas Cas Cas CJos Cass  Cass  Qass Oas  Ones  Cas amd

Yoar ar Moth  Counted Vohlde* 1 2 3 4 5 6 7 8 0 10 u 12 3 Vheli
2005 1 ' 2% 203140 01% 558%  320% 01%  104% 05% 00% 0%  05% 0.1% 0.0% ooz 03% L%
1 2 2 305216 01% 550% 320% 01% 100% 06%  00% 02%  06% 01%  00% a0*; Q3% 124%
1 3 3 380471 0% 561% 30%% 01%  104% 0.7% 00%  04%  08% 0.2% 0.0% 00% 035 120%
| 4 0 380907 02% 57.1%  30.3% 01% IC2%  08% 00%  03% 0.6% 0%  00% 00%  03% 244
1 5 8 110017 01% 57.0%  29.4% 01%  104% 0.7% 00% 04%  06% 02%; 00i; 00%  04% 128%
1 C 2% 444901 02%  654%  30.0% 02%  109% 0.7% 01%  05%  05% 044, 0 0% 0.0% 05% 130%
1 7 3 503030 02% 553%  06%; 02%  109% 0.7% 0%  06%  05% 0.4% (065 00% 0564 130%
1 6 20 329390 0%  654%  30.8% 02%  108% 07% 01% 00%  06% 04% 0.0% 00% 045 137%
1 n 19 207058 0.1% 504%  336% 03%  138% 05% 00% 02% 0% 02%  00% 00%  02% 160%
1 ? 3 3457S 01% 6l2% 3% 03% 134% 0Gk 00% 0% 0% 0.3% 0.0% 0.0% 0.2% 15064
Total 20 3,295,467 02% 550% 3L3% 02%  111% 0.6% 00% 04%  06% 0.3% 00% 0.0% 04% 136%

PaseongerCatt Light Truck* Singlo-Traller Truds Mit Trailor Trucks %Total

Day* Total Oass Class  Oaas Cass o Cdas Oaf Cas Oas Oas  ams Qs amd

Yoar 0.r0»  Moth  Counted \ehicles 1 2 3 4 6 6 T 8 0 0 n 2 3 Mtels
2004 2 2% 309869 02% 67.0%  30.6% 01%  100% 0.6% 00% 0%  05% 01%  00% 0.0% 0.3% 8%
2 16 106372 04% 659%  2563% 0.0% 6.7% 0r; 00% 01% 05% 0% 0.0% 00%  02% 855*
3 0 301345 02% 67.8% 30.0%  01% 100%  0.6% 00% 0%  00% 0%  00% 0.0% 0.3% 120%
4 20 32109 01% 580%  29.8% W 9.0% 0.6% 00% 03% 06% 0% 0.0% 0.0% 0.3% 12154
5 0 40701 0.1% 50.2%  305% 0 104% 0.6% 00% 06% 07l 03% 0.0% 0.0% 04% 131%
5 to 241001 02%  700% 1% 0%  43% 0.6% 01% 03% 06% 03% 0.0% 004 03% 6854
C 0 480302 02% 550% 300% 01% 108%  06% 01% 00% 06% 0.4% 0.0% 0.0% 05% 137
7 to 250840 01% 59% 278%  0.1% 9G%h  06% 01% 00%  04% 0.3% 0.0% 0165 04% 2154
B 9 150780 01% 571.0% 208% 02%  tO% 0.6“6 01% 05 05% 0.4% 006*  00%  06% 13154
C IE 222062 01% 581% 298% 0.2% 0.9% 0.0 /0 00% 03%  06% 0.2% 005 00%  03% L0
ft 7 80070 03% GiBo 254% 01%  40% 0.0% 00% 0% 0B 0% 0.0% 00% 03% 6%
) to 231762 03% 6% 306% 01% 101% 11% 00%  03%  08% 04% 0.0% 00%  0.3% 132%
0 5 G210 03% 694% 28™%  01% 37%  08% 00%  02% 1%  06% 0 004 034 6.7%
n 8 80101 03% 580% 200%  01% 08%  0.7% 00% 02%  0.7% 01%  00% 0.0%; 04% 121%
12 3 357080 01% 57  320% 01%  104% 06% 00% 02% 05 01%  00% Q0%  036; 122%
2 15 185972 01% 68% 253% 00% 41%  06% 00%  01% 00% 0.1% 0.0% 00% 035 58%
Total 304 3.904,520 02% 592% 291% 0.1% 92% 0.7% 00%  03%  06% 03%  0.0% 00%  04% 1.8%

Passenpar Cara Light Truck* Slnplo-7r*{I*r Trucks Muti-Trailer Truck* % Total

Day* Total Gass COas Oas Cas Cas Oas Oat Cas CJas Cas  Oas Ones Cas amd

Yoar DIrt>  Moth  Counted Vehlele* 1 2 3 4 5 6 7 8 0 0 u 12 3 Vhd*
2003 8 5 07100 02% 596% 28.7% 0.1% 0.2% 1.0% 00% 03% 05% 0% 00*; 00% 01% 115%
8 3 54028 03% 660% 243% 0.1% 6.3% 0% 00% 02% 0™ 0.2% 0.0% 0054 02% 93%
(0] 30 4200% 03% 683% 285% 0.1% 97% 12% 00%  04% 0%  03% 004, 0054 02% 120%
10 24 317028 04%  685% 287% 01% 9.6% 13% 00% 04%  07% 0.2% 0.0% 0054 02% 125%
1 30 316698 0% 588%  293% 0.1% 0.8% 0.7% 00% 0%  05% 01% QGG 0054 0264 11.6%
i n 123249 01% 65 296% 01% 100%  0.6% 00% 02% 0.6% 0.i% 0.0% 004 02% 11064
Total 108 1332798 03% 5% 287 0.1% 9.5% 11% 0%  03%  06% 02%  00% 00%  02% 22%

Passenger Care Light Truok* Single-Trallar Truck* Muti-Trallar Truoke* 9% Totel

Dy* Total Cass COas Cas Cas Cas Cas Cas Cas COas  QOass Oass  Oass Qs omd

Year DIr(> Moth  Counted Vehicle* 1 2 3 4 5 C 7 8 9 10 u 12 3 \hd*
2000 7 02,265 00% 533%  3L8% 04%  12.0% 0.3% 00%  13%  06% 02%  0.0% 00% 014 14%%

Dirogtion- 1 » Northbound 5 - Southbound
Source- Trafic Vo'inmo Reports, Alaska Depertrrent of Transportationai 1 Public Fecilities
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truck tolls are higher). For these reasons, the assumption of 12% commercial vehicles is

perhaps conservative.

The constantcommercial vehicle/passenger vehicle split used in the studies throughout the
study period.

CDM Smith assumed thatthe proportion ofcommercial vehicles in the KAC traffic stream
would remain constant over time. It has been our experience on other "greenfield” projects
across the country thatthe proportion of commercial vehicles increased gradually after
opening. Once commercial and industrial activities have been established in the lower Mat-Su
Borough, the KAC will experience an increase in local truck traffic. Given that the initial
proportion averaged 12%, CDM Smith decided that the conservative approach would be to
hold it constant. The definition of commercial vehicles includes two-axle vehicles towing a
single axle trailer [a boat or camper).

The optimality ofa constantreal toll 0f$5 throughout the study period.

During the 2007 analysis, CDM Smith performed sensitivity tests to prepare our
recommendation on toll rates. This analysis established that the revenue-maximizing toll rate
for passenger cars would be justunder $6.00 each way in 2005 dollars. We recommended
that the initial toll rate be set at alower value, $5.00 each way in 2017 dollars, allowing some
room for aproductive increase in toll revenue if necessary. Commercial vehicles pay higher
tolls which are set according to the (N-1) formula, in which N represents the number of axles.
Customers in future years would pay higher tolls, with the amountincreasing at 2.5% per
year to account for expected inflation. This rate is slightly lower than the historic consumer

price index for Anchorage.

The toll sensitivity analysis in future years demonstrated that the revenue-maximizing toll
rate grew faster than inflation. Over the long run, the growth in disposable income has
generally been faster than inflation, i.e., there have been real increases in disposable income.
In model terms, the value oftime (VOT) increases at a rate faster than the rate at which tolls
would increase. CDM Smith has observed this phenomenon in many traffic and revenue
studies. So, holding the real passenger car toll rate constant (inflating the nominal rate at the
expected rate ofinflation) is a conservative assumption, as over time the "head room”
between the planned toll rate and the revenue-maximizing toll rate would increase.

The difference in implicit elasticities between the 2007 and 2011 reports and the usage ofthe
2007 reportelasticities in the 2011 projections.

As stated before, CDM Smith performed toll sensitivity tests as part ofthe 2007 analysis using
the travel demand models. From these, we developed estimates oftoll elasticity. By
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R eco

comparing these elasticities to results from models in other locations, we demonstrated that
the models for the KAC were working properly.

In the 2011 analysis, we updated the travel demand models with recent information on socio-
economic conditions and forecasts as well as updates on planned transportation network
improvements. As expected, there were slight changes in the elasticities resulting from the
model update. The elasticity curves were adjusted slightly to account for redistribution

effects ofthe bridge.

The final traffic and toll revenue estimates were nevertheless developed from the updated
model, not from the elasticities. That is, the elasticities from the 2007 analysis were not used
to produce the 2011 traffic and toll revenue estimates.

m m endations from T im othy James & A ssociates

Examine road conditions such as instance delay minutes on alternative trip assignments] in the
MSA throughout the study period as traffic levels rise.

The suite oftravel demand models used to produce the KAC traffic and toll revenue estimates
contains an equilibrium traffic assignment routine. This traffic assignment model includes
features to make sure thatthe travel time increases with the volume on network links.
Heavily traveled links have an appropriate level of delay built in. At equilibrium, all trips are
assigned to the shortest path in the network (including congestion delay). No traveler can
find ashorter path. This process is part ofthe travel demand models in the validation year
and in all forecastyears.

Update the origin-destination pairings.

Up-to-date information is critical to the creation ofvalid travel demand models and more
data is always better than less data. CDM Smith is unclear as to the intent of this
recommendation, since origin-destination data is expensive to obtain and only used as part of
model calibration/validation. Some explanation may help.

The suite of models used in the KAC traffic and revenue study contains a trip distribution
model. The purpose is to estimate the number oftrip interchanges (movements between
places) as a function ofthe number oftrip productions (origins), the number oftrip
attractions (destinations) and the generalized cost oftravel between those places. Origin-
destination information is obtained through asurvey oftravelers abouttheir trips. This
would typically include a number ofcharacteristics including the origin and destination of
each trip. The result ofthis survey is used as areference to make adjustments in the trip
distribution model so that the synthesized pattern oftrip interchanges in the calibration year
looks more like the observed pattern. Once the adjustments are completed, the model is
ready for application in forecasts. For the KAC, CDM Smith conducted origin-destination
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surveys in 2007 and applied this information to the model calibration year 2005. This
information was used to validate the model and to gain an understanding ofthe current
demand that might divert to the KAC.

The pattern oftrip interchanges produced by the model in future years depends on the
pattern oftrip productions, trip attractions and the generalized cost oftravel between places
atthatfuture time. The pattern of“origin-destination pairings” is aproduct ofthe travel
demand model and always updated in future years based on assumed land-use patterns and
transportation network. There is no need to update the "origin-destination pairings" unless
the whole model was to be reconstructed to a new calibration year.

m Revise downwards theforecastgrowth in households during the study period in line with ISER
growth rates.

To clarify the next issues, we present historical information about population (Table 3),
households (Table 4) and employment (Table 5). The growth rate in households used by CDM
Smith was 3.8% per year in the Mat-Su Borough and 1.0% per year in the Municipality of
Anchorage. As shown in Table 4, these are lower than the long term historical growth rates in
households of 6.1% per year in the Mat-Su Borough and 1.9% peryear in Anchorage. The
growth rates in households used by CDM Smith is also below the observed growth rates
during the recent decade 2000 to 2009 (including the effects ofthe Great Recession) when
the Mat-Su Borough grew by 4.9% per year and Anchorage by 1.2% per year.

The ISER growth rates for the period 0f2010-2035 for households is 1.5% per year for the
entire study area with a 3.2% per year rate for Mat-Su Borough and 0.9% per year for
Anchorage, shown in Table 6.

It should be noted that ISER underestimated the 2010 Mat-Su Borough population by 8,696
persons (9.8% ofthe total) and the Anchorage population by 2,626 persons (0.9% ofthe
total) compared to the 2010 Census. This probably has to do with the factthat these
estimates were prepared during the Great Recession. Taking these underestimates near the
forecast base year into consideration and making an adjustment, the ISER 2035 projections
would be close to the estimates used by CDM Smith. The forecastgrowth in households is the
result of detailed analysis and is reasonable. Taking into accountthe anticipated effects ofthe
KAC opening, the forecasts are perhaps conservative.

m  Revise downwards theforecastgrowth rate in employmentduring the study period in line with
ISER growth rates.

CDM Smith used an annual growth rate in employment for 2010-2035 for Anchorage of 0.8%
peryear. This is identical to the growth rate produced by ISER, as shown in Table 6. For the
Mat-Su Borough, CDM Smith used agrowth rate for employment of3.1% per year; higher
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than the ISER grow th rate of 2.8% peryear. Given that historical em ploym entgrow th in the

M at-Su Borough has been 4.8% peryear during the period 1990-20029,

CDM Smith believes

thatthe slightly higher grow th rate for em ploym ent isreasonable given the anticipated

developments planned w ith the construction and opening ofthe KAC

Table 3
Historical Population
Historical Year

Geography 1980 1990 2000 2009
Anchorage Municipality 174.400 226.300 260,300 286,200
Matanuska-Susitna Borough 17.800 39.700 59.300 88,400
Study Area 192,200 266,000 319,600 374,600
Alaska 401,900 550,000 626,900 698,500
United States 226,545,800 248,709,900 281,421,900 307,006,600

Source: United States Census Bureau; rounded to the nearest 100

Table 4
Historical Households

Historical Year

Geography 1980 1990 2000 2009
Anchorage Municipality 61,200 83,300 95,100 106,100
Matanuska-Susitna Borough 5.800 13.500 20,800 31.900
Study Area 67,000 96,800 115,900 138,000
Alaska 133,100 190,200 222,300 255,600
United States 80.824.800  92,315.400 105,836,900 118,560,300

Source: Woods and Poole, 2010; rounded to ihe nearest 100

Table 5
Historical Employment

Historical Year

Geography 1980 1990 2000 2009
Anchorage Municipality #N/A 116,600 133,500 144,300
Matanuska-Susitna Borough #N/A 15.800 26.800 38.500
Study Area #N/A 132,400 160,300 182,800
Alaska 170,800 251,000 299,300 332,100
United States 99,303,000 118,793,000 136,891,000 139,877,000

Average Annual Percent Change

'80-'90
2.6%
8.4%
3.3%
3.2%
0.9%

'90- 00 '00- 09 '80-'09

1.4% 1.1% 1.7%
4.1% 4.5% 5.7%
1.9% 1.8% 2.3%
1.3% 1.2% 1.9%
1.2% 1.0% 1.1%

Average Annual Percent Change

'80- 90
3.1%
8.8%
3.7%
3.6%
1.3%

'90- 00 '00-'09 '80-09

1.3% 1.2% 1.9%
4.4% 4.9% 6.1%
1.8% 2.0% 2.5%
1.6% 1.6% 2.3%
1.4% 1.3% 1.3%

Average Annual Percent Change

'80-'90
#N/A
#N/A
#N/A
3.9%
1.8%

'90-'00 '00-'09 '90-'09

1.4% 0.9% 1.1%
5.4% 4.1% 4.8%
1.9% 1.5% 1.7%
1.8% 1.2% 1.5%
1.4% 0.2% 0.9%

Source: Bureau of Labor Statistics (Local Area Unemployment Statistics for AK and the CurrentPopulafon Survey for the US); rounded to the nearest 100
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Table 6

Base Case Projections by Source (CAAGR)

Projections by Source (CAAGR) - Base Case Updated Projections (CAAGR)

Source ISER, UAKA* (TO-'35) AK Labor Department” ('09-'34) 2007 Study"* f10-'30) '10-'35
Geography Pop HH Employ't Pop HH Employ't Pop HH Employ't  Pop HH Employ't
Municipality of Anchorage ~ 0.8% 0.9% 0.8% 0.9% "N/A miA 1.0% 10% 1.0% 0.9% 10% 0.8%
Mat-Su Borough 31% 3.2% 2.8% 2.4% #N/A #N/IA 4.9% 4.9% 4.4% 3.5% 3.8% 3.1%
Study Area 14% 15% 1.1% 1.3% #N/A #N/A 2.2% 2.2% 1.6% 16% 17% 1.2%

Update the gasoline prices in VOC estimates, and give additional consideration to alternative
scenariosforfuture gasoline price levels throughout the study period.

Using the same methodology for estim ating vehicle operating cost [VOC) as was used in 2011.
The Anchorage area VOC was updated for 2012 with the latest available data. Table 7

provides a com parison ofthe updated VOC assum ptions and calculations:

Table 7

Comparison of 2011 and 2012 Vehicle Operating Cost Assumptions and Calculations

Value
Average Cost of

Gasoline per Gallon

Fuel Economy

Average Miles per Gallon
Average Cost of Gas / Mile
Maintenance Costs

Tire Costs

Average Vehicle

Cost per Mile

Percent of SUV/Van

Average Weighted Vehicle
Cost per Mile

Estimated 2011 VOC
(As estimated in the 2011 Study)

S3.34

2291 Sedan -17.31 SUV/Van

$0.1458 Sedan - $0.1930 SUV/Van
$0.0454 Sedan - $0.0491 SUVA/an
$0.0083 Sedan - $0.0087 SUV/Van

$0.1996 Sedan - $0.2507 SUV/Van

69.0 Percent

$0.2348

Estimated 2012 VOC

$3.96

23.69 Sedan -19.29 SUV/Van

$0.1672 Sedan - $0.2053 SUV/Van
$0.0447 Sedan - $0.0464 SUV/Van
$0.0100 Sedan - $0.0104 SUV/Van

$0.2219 Sedan - $0.2621 SUV/Van

69.4 Percent

$0.2498

Asshown in Table 7,the average costofgasoline in the Anchorage area increased by 18.6%

between 2011 and 2012. This was counterbalanced by an increase in fuel economy. Average
fuel economy increased from 19.0 miles per gallon in 2011 to 20.6 miles per gallon in 2012,

an increase of8.4% . Vehicle m aintenance and tire costs rem ained roughly the same. As a
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result, estimated VOC increased 6.4% between 2011 and 2012. Much ofthis increase was
born by sedans, as the average VOC for sedans increased by $0.03 while the average cost for
SUV/Vans increased by $0.01.

As part ofa 2012 study of another proposed toll facility, CDM Smith conducted a sensitivity
test to estimate the impact ofhigher gasoline prices on estimated revenues. CDM Smith
assumed gasoline prices of $3.00 per gallon in 2015 under the base case scenario with annual
increases in proportion to inflation thereafter. Under the sensitivity test scenario, gasoline
prices of $5.00 per gallon were assumed in 2015, with increases in proportion to inflation
thereafter. Additionally, it was assumed that $5.00 gasoline prices would also resultin a
reduction in total regional travel of approximately 4.0%. The higher gasoline price scenario
resulted in an estimated reduction in toil revenues 0f5.9% in 2015.

Based on these analyses, it is clear that the price ofgasoline is amajor component in the
calculation ofvehicle operating costs and will play an important role in potential transactions
and revenue on the KAC. Significant fluctuations in the price ofgasoline, as were experienced
nationwide in the summer of 2008, can increase vehicle operating costs and bias travelers
towards choosing shorter distance trips. The results ofthe above referenced sensitivity test
may not be indicative of potential gasoline price impacts for the KAC due to the significant
distance savings offered by the bridge. Increased gasoline costs increase the cost ofdriving
per mile. As the cost per mile increases, toll facilities providing ashorter route become more
attractive compared to the toll-free alternative. Therefore, although the region might
experience adecline in overall trips, the KAC may not necessarily lose trips as it provides
significant distance savings for those traveling from Anchorage to the Mat-Su Borough, and
therefore has the result of significantly offsetting vehicle operating costs that can be
experienced with fuel price surges. It should also be noted that CDM Smith vehicle operating
costs assume an overall average growth rate of 2.5% reflecting the long term forecast for the
facility. The vehicle operating costduring individual years throughout the forecast can and
will vary with the volatility of fuel prices. The estimates used in the analysis oftraffic and toll
revenue for the KAC are certainly reasonable.

* Adjust VOT estimatesfor changes in real income over the study period.

There are two issues to discuss: the initial values oftime [VOT) and the changes in VOT over
time. In the case of KAC, the VOT for awork trip was estimated at $15.60 per hour in the year
2010. This estimate is aresult of astated preference [SP] survey, conducted in 2007 by
Resource Systems Group (RSG), an independent firm that specializes in this type ofwork. As
shown in Table 8, CDM Smith compared the VOT used for the KAC with estimates used in
other recent traffic and revenue studies. The VOT estimate used for KAC is in line with the

values in these other studies.
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Study

Knik Arm Crossing, 2007 Study, SP Surtey

P

.E.

Knik Arm Crossing, 2011 Study

Grand Parkway (Houston)

Express Travel Choices Study (SCAG)

Triangle Expressway
US 36, Denver Colorado

SR 520 Bridge, Washington State

Monroe Connector/Bypass
Garden Parkway

Table 8

Value of Time (VOT-Dollars per hour) Comparison

Peak

Work  Non-Work
$15.60 $12.00
$15.78 $12.15
$14.22 $14.22
$13.54 $7.43
$13.44 $13.44
$11.58 $11.14
$10.72 S7.60

$9.36 $9.36

$9.00 $9.00

Off-Peak

Work ~ Non-Work Aggregate

$15.60 $12.00
$15.78 $12.15
$12.42 $12.42
$13.00

$10.68 510.68
$11.01 $10.39
$10.62 $11.61
$9.36 $9.36
$9.00 $9.00

|>Median Household income ua stated preference surtey was 62,700 in 2007
| Based on Median Household income for the region

<QVOT for business related trips is $14.34

In an update performed by CDM Smith in

the median household

for the M unicipality of Anchorage was $73,746

City/Region
Anchorage
Mat-Su Borough
Houston
Los Angeles
Raleigh
Durham
Denver

Seattle

uU.S.

2010
$ 73,746
$ 67,703
$ 55,644
$ 58,480
$ 51,625
$ 49,496
$ 60,585
$ 65,079

$ 51,625

income. As shown

2011, avalue of$15.78

Year
$13.80 2010™
2010
$13.20 2011
2010 VOT for HH income of $62,500 ,3)
$13.20 2011
2010
$10.40 2010

per hour was derived using

in Table 9, the median household income in 2010,

Table 9
Household Median Income by City and State Comparison

State
Alaska
Alaska

Texas
California
North Carolina
North Carolina
Colorado

Washington

2010
$ 66,614
$ 66,614
$ 50,149
$ 59,529
$ 44,693
$ 44,693
$ 55,752
$ 57,387

and for M at-Su

Borough was $67,703.

Project
Proposed Knik Arm Bridge

Proposed Knik Arm Bridge

Grand Parkway (Houston)

Express Travel Choices Study

Triangle Parkway
Triangle Parkway
U.S. 36

SR 520 Bridge

Sources: U.S. Census Bureau, Department of Numbers. 2010 Median Household Income
U.S. Census Bureau, American Community Survey, 2006-201 as listed in Alaska Economic Trends. August 2012, FH},‘ls
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In another study by CDM Smith for the Grand Parkway in Houston, Texas, the VOT for peak-
hour work trips was estimated at $14.22 per hour. This VOT is about 90% ofthe value used
for KAC work trips. This isin acontext of ametropolitan area median household income of
$55,644 for Houston, which is about 75% of median household income for Anchorage and
82% ofmedian household income for the Mat-Su Borough. This comparison indicates that,
while VOT is higher for the KAC, the median household income is also proportionally higher.
This relationship indicates proportional affordability for paying tolls by patrons ofthe bridge.

A comparison can also be made with alarge SP survey of 3,600 records, conducted by CDM
Smith in Southern California. The VOT for work trips in southern California was estimated at
$13.54. This value is about 86% ofthe VOT for KAC work trips. The regional median
household income for the Los Angeles was $58,480, or about 80% ofthe median household
income in Anchorage and 86% ofthe median household income in the Mat-Su Borough.

There is asimilar comparison with the VOT estimates for the Triangle Expressway, in
Raleigh-Durham, North Carolina. VOT for work trips during the peak period is estimated to
be $13.44 per hour. This VOT is about 85% of VOT estimated for the KAC. Median household
income for Raleigh-Durham is $50,560 which is about 69% ofthe median household income
in Anchorage and 75% ofthe median household income in Mat-Su Borough.

As these comparisons show, estimated VOT, used in the modeling of traffic and revenue
estimates for the proposed Knik Arm Bridge, is consistentwith other recent T&R studies. This
becomes more evidentwhen the median household income for the project area is taken into
account. This analysis shows that the initial estimates of VOT are reasonable.

CDM Smith has assumed that VOT keeps pace with inflation. This is a conservative
assumption, in that real income has historically increased at a faster rate. In which case,
travelers would place a higher value on the time savings achieved by using the KAC, resulting

in higher traffic estimates.

m  Enhance the risk analysis, to include a wider setofinputvariables with well-specified
distributions in the Monte Carlo simulation.

CDM Smith produced arobust analysis oftraffic and toll revenue risk for the project in
accordance with industry standards. The risk analysis generated probabilities associated
with the full range ofoutcomes for further financial analysis. As with other "greenfield"
projects, the assumptions about future land uses are the mostimportant factors influencing
the traffic and toll revenue estimates. So, socio-economic variables [the number of
households and employment) were at the center of the risk analysis. Assumptions about the
value oftime [VOT) and the factors used to convert the daily estimates from the travel
demand model into annual estimates were also included in the risk analysis. No other
variables were suggested. Neither were any other probability distributions. The variables
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thatwere used are clearly the mostrelevantto the potential variation in the KAC traffic and
toll revenue. CDM Smith has used the sam e variables in the risk analysis of other similar toll

road projects and produced meaningful results.

B Commission an independent organization to produce traffic and toll revenue projections based
on modelingfor the period 2037 through 2051.

CDM Smith used travel dem and models to produce traffic and then toll revenue estim ates for
the KAC in the model years 2020, 2025, 2030 and 2035. The traffic and toll revenue estim ates
in betw een these years are linear interpolations ofthe traffic volumes. The traffic and toll
revenue estim ates after 2035 are extrapolations. Transportation planning data and models

are not available after this time frame and do notnormally cover longertime periods.

W hile CDM Smith has provided traffic and toll revenue estim ates through this period (w ith
relatively small traffic grow th in the outer years), itisour understanding thatthe financial
plan is based on the assum ption thatthere would be no grow th in traffic after the year 2040,
butan inflationary 2.5% peryear increase in toll rate. CDM Smith considers this a reasonable,

even conservative, assum ption.

Summary Conclusions from T im othy James & A ssociates

= Based on the WSA reports as they are currently drafted, this review concludes that the traffic
and toll revenue projectionsfor KACseem optimistic.

A fter carefully considering the points thatwere raised in the independentreview, CDM Smith
disagrees w ith the characterization ofthe traffic and toll revenue as being optim istic. Based
on our experience w ith many "greenfield” toll road projects, we consider the traffic and toll
revenue estim ates for the KAC as reasonable forecasts and appropriate for use in project

financing.

Unlike transportation planning studies which are designed to identify and prioritize potential

im provements across an entire metropolitan area, traffic and revenue studies focus clearly on the
proposed toll facility. The purpose ofa T&R study is to determ ine: 1) the overall dem and in the
projectcorridor, 2) the grow th in that dem and over time, 3) the proportion ofdemand thatwill use
the proposed toll facility and 4) the toll travelers are willing to pay. Stated sim ply, the goal is to

establish reliable estim ates of future traffic and toll revenue on the proposed toll facility.

CDM Smith prepared a com prehensive traffic and toll revenue study for the KnikArm Crossing. W e
obtained extensive data on existing traffic conditions, including traffic counts, origin-destination
surveys and travel tim e/delay studies. This data and analysis is docum ented in our  report. We

em ployed an independentspecialist to help us prepare an assessmentofpresentsocio-economic
conditions and reliable estim ates of future conditions. This work involved a careful review ofprior

studies, interview s w ith local experts and decision makers and original analysis, all docum ented in
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our report. We also conducted a stated preference survey to establish an appropriate local value of

time (willingness to pay toll]. The data and results are docum ented in our report.

CDM Smith collected data for a project-specific travel demand m odel, with a traffic analysis zone
and netw ork representation ofthe existing transportation system . This model incorporates other
study products (existing traffic and socio-economic data]. We wentthrough an extensive model
calibration/validation process. A fter obtaining and assessing local transportation improvement
plans, we created future year netw orks and related zonal data for m ultiple future years (2017,
2020, 2025, 2030 and 2035], CDM Sm ith then applied the valid travel dem and model to those
future conditions, creating traffic estim ates for the KAC. W e carefully reviewed the resulting
forecasts forreasonableness, notonly on the KAC butelsewhere in the region. We performed
sensitivity tests to m ake sure thatthe model was working properly and thatthe results made sense.
W e also created a toll revenue model forthe KAC. CDM Smith spenttime looking atthe toll
sensitivity on the KAC. From this analysis, we calculated toll elasticities from the model and
compared them to observed toll elasticities from other places. Since all T&R studies involve some
element ofuncertainty, we performed arobustanalysis ofthe full range ofoutcomes. This included
analysis ofthe main sources ofrisk (household and em ploymentlevels, value oftime and yearly

variations]. AIl ofthis work is docum ented in our report.

CDM Smith specializes in T&R studies, having performed hundreds ofsim ilar studies across the
country. The traffic and toll revenue estim ates forthe Knik Arm Crossing were prepared in
accordance w ith industry standards. Once again, thank you for the opportunity to participate in this

project. Please letus know ifyou have questions or require further inform ation.

Sincerely,

Scott A. Allaire Grant R. Holland
Vice President Vice President
CDM Smith inc. CDM Smith Inc.

Firel Fomretted COMSrith Resporse (2-15-13
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Attachment A
Smith

900 Chape! Street, Suite 1400
New Haven, CT 06510

tel: 203 865-2191

fax: 203 624-0484

March 6, 2013

Mr. Michael L. Foster, P.E.
Chairman of the Board

Knik Arm Bridge and Toll Authority
820 East 15thAvenue

Anchorage, Alaska 99501

Subject: Response to Further Comments from Timothy James & Associates Regarding the
Independent Review of Traffic and Toll Revenue Projects

Dear Mr. Foster:

Thank you for the opportunity to reply to the recent memorandum from Ms. Danna Moser, CPA, of
the Division of Legislative Audit (DLA), dated February 27, 2013, concerning KABATA's response to
the earlier management letter. On February 15,2013, CDM Smith provided a letter responding to a
request for "clarifications” and "recommendations” contained in The KnikArm Crossing: An
Independent Review ofTraffic and Toll Revenue Projections by Timothy James & Associates (TJ&A).
We have sent a copy ofthat letter suitable for public release with the condition it be released in its
entirety along with this further response. In this letter, our comments are directed to the
memorandum from TJ&A to DLA, dated February 27, 2013, and included as Attachment #1 in the
recent memorandum to you from DLA. We will follow the order of points raised in the original
report and try not to repeat ourselves. The original points are in italics.

Clarifications

*  The high dependence ofthe traffic and toil revenue projections on strong economic development
and population growth in the Point MacKenzie area, north ofit, and to the south and west of
Wasilla and Houston.

In the recent memorandum, TJ&A now requests "a statement of households, population and
employment by TAZ..."On October 18, 2012 we provided TJ&A, by email, detailed future land
use forecasts, at the level oftraffic analysis zone (TAZ), beginning in 2020 and running in five
year intervals through 2035. As we have done in literally hundreds of T&R studies, CDM
Smith provided thematic maps showing the location and density of future land uses at an
appropriate level of detail. These appear in Figures 1 through 10 of our report titled Proposed
KnikArm Crossing: Traffic and Toll Revenue Update, dated August 31, 2011. Even more detail

was included in the work of Insight Research Corporation. We have provided TJ&A all ofthe
information requested.
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March 6, 2013
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*  The disparity between average annualgrowth rate in the base 2012 memorandum projections
post-2020 [after the "ramp-up" period has ended] (5.0%) and the average growth rate in AADT
2001-2011 for Glenn Highway at Eklutna Flats is (1.93%).

After acknowledging the error in the calculation ofthe growth rate, TJI&A still thinks that the
traffic on the Knik Arm Crossing [KAC) would grow at the same percentage rate, after the
ramp up period, as the traffic on a mature facility such as the Glenn Highway at Eklutna Flats.
We simply don't agree. The KAC will open up significant development opportunities that will
occur over time. Also, there is every reason to expect higher traffic growth rates on the KAC
because the numbers start with alower value. This is simply arithmetic.

*  The disparity between the commercial vehicle/passenger vehicle split used in the studies
(approximately 12%) and the traffic count datafor Glenn Highway at Eklutna Fiats
(approximately 5%).

We do not agree. A value of 5% commercial vehicles would be too low. The traffic and toll
revenue forecasts anticipate that a significant portion of the truck movements originating in
the Port of Anchorage will divert from the Glenn Highway to the KAC and Point MacKenzie
Road. The Port of Anchorage receives about 90% ofthe container freight arriving in Alaska
and serves 85% ofthe population. Nearly half of that freightgoes north to Fairbanks, the
interior and the North Slope. Given the location ofthe Port at the southern terminus of the
KAC, and the direct access from the Portto the KAC, it is reasonable to assume that the easier
trip north would be on the KAC rather than through the streets of Anchorage and up the
Glenn Highway. Further, with the relatively low traffic volumes on the KAC to start, this will
be a high percentage of KAC traffic.

The forecasts for the KAC also envision significant commercial vehicle demand that will be
generated from within Anchorage. This includes commercial vehicle traffic from the Port of
Anchorage, as well as delivery trucks, recreational vehicles and campers travelling between
Anchorage and Mat-Su Borough. Remember, for this purpose, commercial vehicles include all
vehicles with three or more axles including two axle vehicles towing a single axle trailer.

In addition, the KAC will facilitate the expansion and further development of Port MacKenzie,
which will greatly increase the level of commercial traffic in and through the Mat-Su Borough.
Existing developments (such as the Goose Creek Correctional Center) and future industrial
land development in the Mat-Su Borough are additional reasons for the anticipated
proportion of commercial vehicles on the KAC. The shortage ofindustrial land in Anchorage

has been established.

Similarly, there is awell-documented shortage ofresidential land in the Anchorage Bowl.
Once the KAC opens, there will be a large area ofindustrial and residential land ready for
development The Port MacKenzie industrial district has 8,942 acres (about 14 square miles)
less than five miles from Anchorage. Construction activities from these land development
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activities alone will generate a substantial volume of commercial vehicles on the KAC. The
traffic and toll revenue forecasts also anticipate intermodal commercial vehicle activity,
especially once the second route to the Paries Highway is constructed. The proximity ofthe
ports, rail and the industrial district will lead to commercial vehicle use ofthe KAC.

The 2007 Proposed Knik Arm Bridge Study analysis was based upon available vehicle
classification data provided by the Alaska Department of Transportation and Public Facilities
(DOT&PF) from their permanent traffic recorder stations. We did not rely exclusively on the
vehicle classification counts from the permanent recorder station on the Glenn Highway at
Eklutna Flats, reported earlier. Other relevant countlocations were on the Glenn Highway at
Kepler Drive and on the Parks Highway at Willow. Commercial vehicle shares on the Gienn
Highway at Kepler Drive ranged from 8.9% to 11.4% between 2003 and 2009. Commercial
vehicle traffic on the Parks Highway at Willow ranged from 14.7% to 21.2% between 2005
and 2011. The value that CDM Smith used for proportion of commercial vehicles in the traffic
stream (12%) generally reflected experience on these locations and the anticipated role of
the KAC connecting the Mat-Su Borough to Anchorage.

The constant commercial vehicle/passenger vehicle split used in the studies throughout the
study period.

We explained our considerable experience from other "greenfield" projects, in which the
proportion of commercial vehicles increased gradually over time. Given that for the purposes
of this study, the definition of commercial vehicles includes all vehicles with three or more
axles including two axle vehicles towing a one axle trailer, we think that the 12% commercial
vehicles is a reasonable starting value and that holding that number constant over time is
also reasonable, if not a conservative forecast assumption.

The optimality ofa constantreal toll 0f$5 throughout the study period.

Our toll sensitivity analysis demonstrated thatthe revenue-maximizing toll rate for
passenger vehicles was $6,00 in 2005 dollars. CDM Smith does not recommend toll rates at
the very top ofthe toll sensitivity curve (the "optimal” toll rate) in order to allow for
productive future toll rate increases once the facility is open to operation. In our 2011 update
of the analysis, we assumed an opening year passenger vehicle toll rate of $5.00 in 2016
dollars, which allows even more "headroom" between the opening toll rate and the revenue-
maximizing rate. This is normal practice in pricing a new toll facility.

The difference in implicit elasticities between the 2007 and 2011 reports and the usage ofthe
2007 report elasticities in the 2011 projections.

The updated travel demand model, used in the 2011 analysis, was run under a range of toll
rates with a diversion curve coded into the assignment process. In this way, the travel
demand model takes into consideration the toll rate, time savings and distance savings
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between each origin and destination pair within the traffic assignment process. The results of
these runs were presented in the toll sensitivity curves from which atoll rate for passenger
vehicles was selected. TI&A's apparent confusion may be due to the lack of experience in
travel demand modeling particularly the toll diversion process and toll sensitivity analysis
normally incorporated into traffic and revenue studies.

m mendations

Examine road conditions such asinstance delay minutes on alternative trip assignments) in the
MSA throughoutthe study period as traffic levels rise.

Update the origin-destination pairings.

As explained in our original response, all travel demand models are validated to data from a
historic year and then applied to the future. This includes historic roadway conditions and
"0-D pairings." CDM Smith constructed and documented a valid travel demand model for the
KAC and then used that model to produce traffic and toll revenue estimates. This is the
processes used for every travel and demand modeling study, whether for a regional planning
study or for a traffic and revenue study.

The TJ&A suggestions are difficult to understand. CDM Smith has already "provided forecast
land use patterns for the relevant TAZs to the north ofthe proposed KAC and forecast
network conditions (possibly at 10 year intervals)." We have actually done this at 5 year

intervals and reported the results.

Revise downwards theforecastgrowth in households during the study period in line with ISER
growth rates.

Revise downwards theforecastgrowth rate in employment during the study period in line with
ISER growth rates.

TJ&A's proposal to test the reliability of short term forecasts made before the Great Recession
isjust not very reasonable or constructive. CDM Smith provided the forecasts of employment
and households by TAZ in an email to Timothy James on October 18, 2012.

We disagree with TI&A's recommendation of using ISER growth rates in the forecasts of KAC
traffic and toll revenue. Significant, detailed effort wentinto the development of land use
forecasts specifically constructed to reflect the impactthat the KAC will have on the Mat-Su
Borough and Anchorage. This level ofeffort is simply not part of many general transportation
planning studies, including ISER's.

Also, as part ofthe risk analysis, CDM Smith produced arange oftraffic and toll revenue
forecasts with assigned probabilities, not just a single forecast. The primary source of risk
was future socio-economic conditions. The effect of lower household and employment
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growth were reflected in this part of our analysis. We understand that KABATA used this
information as part oftheir financial planning for the KAC.

Update the gasoline prices in VOC estimates, and give additional consideration to alternative
scenariosforfuture gasoline price levels throughout the study period.

A basic assumption in all of our toll studies is that the long term increase in gasoline prices
will not substantially outpace inflation. There will be fluctuations year to year, but our
forecasts are developed focusing on long term assumptions and trends and notshort term
volatility. CDM Smith has extensive experience with testing the impacts of significant fuel
price surges and has reviewed impacts on other facilities we monitor through the surges
experienced over the last decade. Short term negative toll revenue impacts as a result of
testing fuel price surges have been in the 5% range. However, since the crossing will result in
considerable savings in distance, a sizable increase in fuel prices may actually make the KAC
more attractive to cars and particularly trucks. The additional savings in fuel costs would
offset a larger portion ofthe toll. In our opinion, higher long-term fuel prices are not a
significantrisk to the KAC traffic and toll revenue projections.

Adjust VOT estimatesfor changes in real income over the study period.

We stated in our initial response that there were two issues: the initial value oftime (VOT)
and the changes in VOT over time. We understand that Tj&A’s comment was about "the need
for VOTs to be updated throughout the forecasting period to reflect changes in real income."
As we explained, over the long term increases in real income are indeed quite likely. These
will, however, reduce the impact ofthe toll on travelers. CDM Smith did not allow for
expected increases in real income as a conservative approach to traffic and toll revenue
estimation. Additional data was provided in our previous response as background on the
general relation between VOT and median household income.

Enhance the risk analysis, to include a wider setofinput variables with well-specified
distributions in the Monte Carlo simulation.

CDM Smith has no further comment, except to point out that TJI&A has not suggested any
other variables (except possibly VOC) or any other probability distributions.

Commission an independent organization to produce traffic and toll revenue projections based
on modeling for the period 2037 through 2051.

CDM Smith confirms that 2035 was the last model year. Beyond this time period, the
underlying socio-economic forecasts and transportation planning information does not exist
Regional transportation plans do not go out further into the future. There is no need to
commission anyone to forecast traffic and toll revenue for this time period. The approach
taken by the Authority was to assume no traffic growth after the year 204-0, but an
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inflationary 2.5% peryear toll rate increase. CDM Smith considers this a reasonable, even

conservative, assumption thatis in line with toll industry practice.

Once again, thank you for the opportunity to participate in the Knik Arm Crossing project. Please let
us know if you have questions or require further information.

Sincerely,

/
Scott A. Allaire Grant R. Holland
Vice President Vice President
CDM Smith Inc. CDM Smith Inc.

Enclosure: Response to the Independent Review of Traffic and Toll Revenue Projections
by Timothy James & Associates, February 15, 2013
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ALASKA STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTEE
Division of Legislative Audit

P.O. Box 113300
Juneau, AK 99811-3300
(907)465-3830

FAX (907) 465-2347
legaudit@akleg.gov

April 3, 2013

M em bers ofthe Legislative Budget

and Audit Comm ittee:

W e have reviewed the Knik Arm Bridge and Toll Authority’s (K ABATA ) response to this
audit, and except for highlighting two pieces of potentially confidential inform ation, nothing
contained in the response causes us to revise or reconsider the report’s conclusions and
recom mendation. In response to concerns over confidentiality of specific inform ation, the
credit rating agency name in footnote 12 on page 18, and the amount KA BATA paid for
acquiring each right-of-way property noted in A ppendix A were redacted. W e appreciate

being informed ofthis concern.

Upon review of KABATA " s response to the preliminary report, we reaffirm the report
conclusion that the toll and traffic projections are based on economic assum ptions and data
that are unreasonably optimistic. There is inadequate support for key assum ptions in the K nik
Arm Crossing (K A C) proposed plans; this includes support related to household levels and
grow th rates, traffic grow th rates, the K A C’'s market share of traffic, the split betw een
personal and commercial vehicle traffic over the K AC, and the proposed economic
development of the Point M acK enzie area and the Port of M acK enzie. These concerns, in
totality, overstate the K A C projected cash flows. W e reaffirm our recom mendation that
K ABATA m anagement should revise traffic and to Il revenue projections to address
deficiencies. Since both the transportation model and the financial model are com puter
based, performing “What |f changes in underlying assum ptions and data, and evaluating

their effect on outcomes should notbe overly burdensom e.

W e concur that the audit did not fully address the audit objectives in regards to assessing the
balance of risks and rew ards em bodied in the K A C private-public partnership (P 3)
agreement. This scope lim itation is reported in both the O bjectives, Scope and M ethodology
and the Report Conclusions sections of the audit report in accordance with governmental
auditing standards issued by the Comptroller General of the United States. A fter being
informed by KABATA that the P3 agreement was confidential and publicly disclosing the
agreem ent could have a detrim ental effect on the project and com prom ise the integrity of the
procurement process, we agreed not to address the audit objective related to the P3 risks and
rew ards. A lthough we did not concur that the agreement was a confidential part of the
procurement process, itw as clear thatthe terms of K ABATA s P3 agreementwere subject to

further changes and, consequently, should notbe audited.
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K ABATA s response to the audit im plies that inclusion of Phase Il in our analysis of the
financial plan confuses funding needs for the P3 agreement. They explained that the potential
P3 agreement only com m its the private partner to Phase | of the project, and they em phasize
that Phase Il im provements are entirely at the discretion of the State. W e disagree; funding
needs should be inclusive of both phases to meet the audit objectives. The schedule of cash
flows on page 24 includes increased toll revenues associated with the K A C’'s Phase Il
expansion w hich is anticipated to begin 2025 - over 25 years before the P3 agreement is

expected to term inate.

K ABATA s response also raises concerns that the audit report mischaracterizes the federal
Transportation Infrastructure Finance and Innovation Actana the Transportation Investment
Generating EconomiC ReCOVery financing program s by pointing out K ABATA" s
unsuccessful attem pts to obtain assistance from these program s. W e disagree. Identifying key
project m ilestones was an audit objective. The attem pts to obtain federal assistance are
im portant events in developing the project and, as such, are considered key m ilestones and

should be included in the report.

In summ ary, we reaffirm the report conclusions and recom m endation.

K ris Curtis, CPA , CISA

Legislative A uditor
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JJANEPORT CONCIJISION

In an effortto provide legislators with the knowledge necessary to make informed decisions
on future K ABATA -related legislation, an audit ofthe KA C Projectwas requested. The audit

objectives were to:

1. Provide a historical sum m ary ofm ajor KA C Project milestones;

2. ldentify significant changes to the project scope;

3. Evaluate the adequacy of public participation;

4. Provide a detailed sum mary, by source, of KA C authorized, expended, and rem aining

funds, including the level of funding necessary to com plete the project;

5. A scertain the reasonableness of KAC toll and revenue projections and the K AC
projected financial plan (financial plan);

6. Evaluate the KA C private-public-partnership (P 3) agreement; and

7. O utline the balance of risks and rew ards betw een public and private partner entities

outlined in the P3 agreement.

The audit concludes that K AC toll and revenue projections are unreasonably optim istic, and
the projected cash flows to the State are likely overstated as a result. These are im portant
considerations for policym akers since the P3 com pensation arrangement requires KABATA
to make payments to the private partner regardless of the project’s ability to generate toll
revenues. The deficiencies in KABATA’'s methodology for generating toll and revenue

projections are addressed in Recom mendation No. 1

K ABATA s FY 03 through FY 12 expenses total $70.4 m illion and authorized funding totals
$131 million. The project is expected to require an additional $1.4 billion from a variety of
sources including bonds, loans, grants, and private equity. A discussion of key project
planning and development milestones is provided as part of this report’s Background

Inform ation section. A ppendix A provides a list of significant KA C Project milestones.

The audit was unable to fully outline the balance of risks and rewards em bodied in the final
P3 agreement because the procurement process is not com plete, and the P3 agreement has
not been finalized. However, the general structure of the P3 agreement has been defined by
K ABATA s governing board and provides that the State will bear the risk of lower-than-

expected toll revenues.

It is im portant to note that a final P3 agreement will also contain rewards and additional risks
that are not addressed in this report due to the scope lim itation already discussed. This report
is not concluding whether or not this specific risk is justified when considering the P3
agreem ent’s balance of risks and rewards for the agreement as a whole. The risk oflower-
than-expected toll revenues is an important aspect of understanding the potential effect of

deficiencies in projections and should be considered in thatcontext.
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Detailed report conclusions are presented below.

A pproximately $1.4 billion in funding is needed to com plete the KA C Project

K ABATA management, with assistance from a financial advisory firm , developed the KA C

financial plan.12 The total, necessary projected KA C funding is identified in the financial
plan as approxim ately $1.6 billion. (See the schedule of proposed sources and wuses in
Exhibit3 on page 19.) This estimate includes both phases of construction. Phase | s
scheduled to begin im m ediately, and Phase Il will be com pleted incrementally. Per Exhibit 5
on page 25, KABATA has secured $131 m illion ofthe $1.6 billion necessary for the project.
The remaining unsecured funding sources of $1.4 billion are discussed in detail below .

Bonds ($846.9 Million - 52 PercentofProposed Funding)

A ccording to the KA C financial plan, the private partner will borrow $350.7 million of the
total projected private bond funding of $516 m illion through a private activity bond (PA B)
bond issuance for Phase | of the project. The rem aining private and public bond financing in
the plan ($496.2 million) for Phase Il of the project will need to come from other sources.
A ccording to K ABATA management, potential bond sources may be secured through
K ABATA (tax exempt municipal revenue bonds or TIFIA loans) or through the private
partner (a syndicated bank credit facility, TIFIA loans, or taxable corporate bonds).

TIFIA Loan ($356.7 Million - 22 Percent ofProposed Funding)

In 2005, KABATA management pursued TIFIA funding on behalf of the future private
partner by filing a loan request w ithout success. Since 2005, eight separate applications have
been unsuccessful. In July 2012, the United States Congress enacted13 several changes to the
TIFIA program . Changes increased funding levels, increased federal participation in eligible
project costs from 33 percent to a 49 percent ceiling, and elim inated subjective selection

criteria.

12T he financial plan referred to in this report is the December 2012 version KABATA for a creditrating.

13Public Law 112-141.
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Exhibit 3

Knik Arm Crossing Project

Proposed Funding Sources and Uses

Total Total KAC Percent
Private Public Project of Total
Financing Investment Total Funding
Prooosed Funding Sources
Bonds $516,094,545 $330,790,000 $ 846,884,545 52%
TIFIA Loan 356,747,052 0 356,747,052 22%
P3 Private Partner Equity 96,912,560 0 96,912,560 6%
Public Funds:
1) Federal 0 112,572,342 112,572,342 7%
2) State Match 0 17,324,917 17,324,917 1%
3) State Grant (Reserve Fund) 0 150,000,000 150,000,000 9%
4) State Commerce Grant 0 15,000,000 15,000,000 1%
5) Municipality Contribution 0 26,000,000 26,000,000 2%
Total Proposed Funding Sources $969,754,157 $651,687,259 $1,621,441,416 100%

Prooosed Funding Uses
Construction

$860,272,443

$378,898,963

$1,239,171,406

Right-of-Way 0 15,250,000 15,250,000
KABATA P3 Construction

Oversight Costs 0 11,826,000 11,826,000
Port MacKenzie Road Upgrade 0 15,000,000 15,000,000
KABATA Project Costs Prior to

P3 Award 0 77,402,246 77,402,246
State Reserve Fund for Toll

Revenue Shortfalls 0 150,000,000 150,000,000
Capitalized Interest 60,815,537 0 60,815,537
Prepaid Interest 848,868 0 848,868
Debt Service Reserve 35,072,500 0 35,072,500
Cost of Bond Issuance 6,928,575 1,653,950 8,582,525
Underwriter's Discount 2,671,325 1,653,950 4,325,275
Financial Advisory Firm Fee 3,144,857 0 3,144,857
P3 Agreement (Shortfall)/Surplus 0 0 0
Contingency 52 2,150 2,202

Total Proposed Funding Uses

$969,754,157

Source: KABATA December 2012 Financial Plan

$651,687,259

$1,621,441,416

In August 2012, KABATA management submitted a TIFIA loan request for $500 million at
a 49 percent participation rate in eligible costs. In a letter to KABATA, dated
September 25, 2012, the Federal Highway Administration (FHWA) pended reviewing the
request stating that:

. KABATA'’s loan request “tid notpresent aC(]TFE"ngUStIfICGIIm” for providing

assistance above a 33 percent participation level.

ALASKASTATELEGS ATURE - 19- DMSONCFLEGSLATVEALDT



. The request cannot be considered further until the $150 million reserve fund is
= n
appropriated by the State or it becomes clear that the funding is “ reeetrmlylllely to
be appropriated.

State Grart - Resenve Fund (150 Million- Nine Percent of Proposed Funding)

KABATA intends to capitalize a reserve fund through a general fund appropriation of
$150 million. Legislation was unsuccessfully introduced for the appropriation during the
27th Legislature and has been re-introduced during the 28th Legislature. If an appropriation is
approved, the funds, along with interest earned on the funds, will be used to cover the net
deficiencies in projected toll revenues for 2017 through 2030. According to the State Reserve
Fund cash flows schedule in Appendix C, additional appropriations totaling $41.2 million
will be needed to replenish the fund for 2031 through 2035 (State Replenish column in
Appendix C of the State Reserve Fund cash flows).

IMLnicipality of Anchorage Gontribution (26 Million- Two Peroent of Proposed Funding)

Both the KAC plan and the 2035 Anchorage Metropolitan Area Transportation Solutions
(AMATS) plan include an Ingra-Gambell couplet connection project. The $26 million
identified in the financial plan is the amount the municipality expects to spend on the project
in conjunction with KABATA and has included the project in its AMATS plan. However,
the $26 million is not funded by the Municipality of Anchorage at this time.

P3 Private Partrer Eouity ($96.9 Million - Six Percent of Proposed Funding)

As discussed earlier, the procurement of the P3 partner has not resulted in an RFP; however,
KABATA has identified three prequalified prospective P3 partners through the request-for
qualification process. The private partner will invest equity of $96.9 million to construct the
KAC and operate the project for a specified amount of time.

KABATA’s Schedule of Cash Flows shows a net surplus of $2.2 billion for the KAC Project.

KABATA’s Schedule of Cash Flows is included as Exhibit 4 on page 24.14 The purpose of a
Schedule of Cash Flows is to demonstrate how the flow of expected revenues will be used to
meet expected expenditures. KAC traffic and toll revenue projections for 2017 through 2035
are based on a transportation model produced by KABATA’s traffic and toll consultant.
These projections include capacity improvements including the Ingra-Gambell connector and
upgrading the road and bridge to four lanes. Projections for 2036 through 2061, a period
covering 60 percent of total cash flows, were performed internally by KABATA
management. This approach was taken because KABATA did not expect further growth in
traffic volume for the KAC after 2040. KABATA’s traffic volume projections for 2035

UThe Schedules of Cash Flows presented in Exhibit 4 on page 24 and Appendices B and C use the base case traffic
and toll revenue projections. This base case is discussed in the Background Section and used by KABATA for the
KAC’s financial plan.
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through 2040 include an approximately 12 percent increase for personal vehicles and nine
percent increase for commercial vehicles.

The toll revenue projections for 2041 through 2061 include toll fee increases based on a
2.5 percent annual inflation factor. Private vehicle toll fees would increase from $8.82 per
crossing in 2040 to $14.82 per crossing in 2061, while commercial vehicle toll fees would
increase from $31.76 per crossing to $53.25 per crossing for the same period.

The 2041 through 2051 annual ‘f'HSUI'plus”on the Schedule of Cash Flows are primarily
due to increases in toll fees. After 2051, the availability payments to the private partner
would end, and KATABA would incur the toll collection costs which would result in higher
annual net surplus amounts. The Schedule of Cash Flows in Exhibit 4 shows that 92 percent
o f the net surplus for the project would occur from 2051 through 2061.

The analysis of toll revenues raises concerns that toll revenues are overstated in KABATA’s
Schedule of Cash Flows. Overstated toll revenues overstate the net surplus amount identified
in KABATA’s Schedule of Cash Flows and may lead to a shortfall rather than a net surplus.

Deficiencies in the assumptions and inputs used by KABATA for the toll and revenue
projections likely overstate projected cash flows.

Accuracy of the traffic and toll revenue projections is paramount to the success of the KAC
Project. Under the anticipated P3 agreement, KABATA must pay the private partner
availability payments totaling $3.3 billion over the life of the agreement (through 2051).
These payments must be made regardless of the level of collected toll revenues.

An analysis of key assumptions and inputs used in KABATA’s modeling process was
performed in conjunction with an independent consultant hired by the Division of Legislative
Audit (DLA). A complete copy of the consultant’s report is included in Appendix E.
Appendix F contains the consultant’s professional qualifications. The KABATA consultant’s
review of the DLA consultant’s report and further responses by the consultants are
documented in Appendices G through I.

The DLA consultant’s report identified several concerns regarding the validity of
assumptions and inputs used as a basis for projecting toll revenues. The most important
concern was the potential for the KAC traffic volume to be overstated based on overly
optimistic assumptions for household and employment levels. Overstating traffic volume in
KABATA’s modeling process has the effect of overstating projected toll revenues.

I—b.semldsandEn'ploerert Two inputs that drive demand for the transportation system are
(1) the number of households and (2) the level of employment. Population levels impact both
of these inputs. DLA’s consultant concluded that KABATA’s estimated growth rate and
2035 household levels were higher than the rate and levels projected by the University of
Alaska’s Institute of Social and Economic Research (ISER). KABATA’s estimate of
employment growth rate compared to the rate forecast by ISER was also higher - however to
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a lesser degree. To help understand the source of the differences and to further support this
conclusion, DLA’s consultant compared KABATA'’s estimated population growth rates and
2035 population levels with ISER and the State of Alaska, Department of Labor and
Workforce Development’s estimations. This comparison supported a lower forecast of
households and employment.

Lower forecasts of households and employment are further supported by consultants that
conducted Matanuska-Susitna Borough (MSB) planning studies. In 2012, the MSB, with the
assistance of a consultant, produced a density and build-out study that projects future land
use and predicts population and housing quantities. Also in 2012, the MSB, in conjunction
with DOTPF, updated its transportation model which included estimated population and
employment data. When MSB planning staff noted that MSB population and employment
projections were lower than KABATA’s estimates from the KAC transportation model, MSB
staff directed their consultant to evaluate and report on the differences. The consultant
produced a summary document outlining the conceptual differences between the MSB and
KABATA. The summary is included as Appendix D. Key differences that support lower
forecasts include: density basis using the MSB rather than Anchorage; nominal water and
sewer availability in the Knik Goose Bay (KGB) Corridor; lower population and
employment in Port MacKenzie (Port); limited retail in the Port; limited office land use to
serve local industrial concerns; less extensive and longer term upgrades to the KGB Corridor
and the Point MacKenzie road.

Compared to independent sources discussed above, KABATA’s assumptions and inputs for
households and employment are overly optimistic. (See Recommendation No. 1.)

KABATA’s projected traffic growth rate, the KAC market share, the split for commercial
traffic, and the economic growth in the Point MacKenzie area are not supported by
independent sources.

DL A’s consultant evaluated the reasonableness of KABATA’s traffic projections using the
Glenn Highway as an indicator of the current and potential market for the KAC. The Glenn
Highway is currently the only effective route into and out of Anchorage for trips to and from
the MSB. The average actual traffic growth rate for the Glenn Highway, calculated by
DOTPF for 2001 through 2011, was 2.5 percent. Average projected traffic growth rates for
the KAC, produced by KABATA for 2021 through 2040, is significantly higher at five
percent. The five percent traffic growth rate does not appear to be supported by household
growth rates or population growth rates. Additionally, DLA’s consultant concluded that
KABATA projects the KAC’s market share to be approximately 50 percent. No evidence
was found to support the 50 percent market share.

Furthermore, KABATA’s estimate of a 12 percent split for commercial vehicle traffic is
outdated and much higher than actual traffic count data supports. Updated traffic count data
provided by DOTPF suggests a range of 4.9 to 6.6 percent. This is troubling given that
commercial vehicles pay a higher toll. Overestimating the split for commercial traffic has the
effect of overestimating projected toll revenues.

ALASKA STATE LEGS ATURE -22- DMSONCFLEGSLATIVEALDIT



Additionally, DLA’s consultant concluded that the validity of KABATA’s employment
projections was dependent on strong growth in the Point MacKenzie area. Our review of
MSB planning documents indicates KABATA’s employment growth projections for the
Point MacKenzie area are inconsistent with MSB projections and plans.’5 The 2012 MSB
transportation model data projects the employment level in the Point MacKenzie area to be
4,515 in 2035. The KAC'’s transportation model projects the employment level in the Point
MacKenzie area to be 14,337 in 2035. Of this total, 13,828 relates to the employment level in
the Port.

To help evaluate the reasonableness of KABATA’s projected economic development of the
Port, the projected development was compared to the MSB plan for the Port and the related
regulations16 for the Port area. The plan and regulations do not allow for the type of
development that supports KABATA’s employment projections. (See Recommendation
No. 1)

KABATA'’s risk analysis was too limited to provide assurance of achieving projected toll
revenues.

Risk analyses are an important component of traffic and toll revenue projections. When
conducted properly, risk analyses shed considerable light on the likelihood of achieving
different levels of traffic and toll revenues. KABATA did not conduct a risk analysis with its
original traffic and toll projections in 2007. The 2011 projectionsl/ evaluated as part of this
audit did include a risk analysis. However, DLA’s consultant concluded that the set of
variables used in the risk analysis was too limited to provide a useful analysis.

MSB 2012 traffic model dad te and the RItMOKGBIe M HanUicHe (February 2011),
I % Chapter 17.23: Port Mackenzie Special Use District.
i Ka Jay T Tdl RaaLe SLoy UEHE (wilbur Smith Associates, August 2011).
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Exhibit 4

KABATA Cash Flows from KAC for Calendar Years 2017 - 2061

Phase Il
Total KABATA KABATA KABATA Toll KABATA Cumulative
Toll Availability Administrative  Bonds Debt Collection O&MI/CAPEX Net Surplus/ Net Surplus/
D ate Revenues Payments Costs Service Costs Costs (Shortfall) (Shortfall)

Totals $6,715,668,795 (S 3.303.670.3071 ($ 261.345.664) ($ 645.550.500) ($130,310,614) ($ 142.768.535)  $2,232,023,175 $ 0
12/1/2017 16,024,000 (33,712,500) (3,019,041) 0 0 0 (20,707,541) (20,707,541)
12/1/2018 24,543,000 (37,461,000) (3,103,849) 0 0 0 (16,021,849) (36,729,390)
12/1/2019 32,007,000 (43,279,440) (3,191,057) 0 0 0 (14,463,497) (51,192.887)
12/1/2020 38,457,000 (45,170,618) (3,280,734) 0 0 0 (9,994,352) (61,187,239)
12/1/2021 43,317,000 (51,137,442) (3,372,949) 0 0 0 (11,193,391) (72,380,630)
12/1/2022 47,428,000 (53,182,940) (3,467,776) 0 0 0 (9,222,716) (81,603,346)
12/1/2023 51,689,000 (55,310,257) (3,565,289) 0 0 0 (7,186,546) (88,789,892)
12/1/2024 56,124,000 (57,522,668) (3,665,563) 0 0 0 (5,064,231) (93,854,123)
12/1/2025 60,778,000 (59,823,575) (3,768,680) 0 0 0 (2,814,255) (96,668,378)
12/1/2026 67,251,000 (62,216,518) (3,874,718) (21,519,500) 0 0 (20,359,736) (117,028,114)
12/1/2027 73,444,000 (64,705,178) (3,983,762) (21,520,500) 0 0 (16,765,440)  (133,793,554)
12/1/2028 79,882,000 (67,293,385) (4,095,897) (21,519,000) 0 0 (13,026,282) (146,819,836)
12/1/2029 86,556,000 (69,985,121) (4,211,212) (21,519,500) 0 0 (9,159,833)  (155,979,669)
12/1/2030 93,560,000 (72,784,526) (4,329,797) (21,516,250) 0 0 (5,070,573) (161,050,242)
12/1/2031 99,229,000 (93,471,010) (4,451,746) (21,518,750) 0 0 (20,212,506)  (181,262,747)
12/1/2032 106,822,000 (96,524,957) (4,577,155) (21,516,000) 0 0 (15,796,112)  (197,058,860)
12/1/2033 114,681,000 (99,700,175) (4,706,122) (21,517,500) 0 0 (11,242,797)  (208,301,657)
12/1/2034 122,930,000 (103,000,203) (4,838,750) (21,517,250) 0 0 (6,426,203)  (214,727,860)
12/1/2035 131,459,000 (106,433,775) (4,975,143) (21,519,500) 0 0 (1,469,418) (216,197,278)
12/1/2036 137,619,000 (108,671,194) (5,115,408) (21,518,250) 0 0 2,314,148 (213,883,130)
12/1/2037 144,232,000 (110,968,570) (5,259,657) (21,517,750) 0 0 6,486,023 (207,397,107)
12/1/2038 151,137,000 (113,325,323) (5,408,003) (21,517,000) 0 0 10,886,674 (196,510,433)
12/1/2039 158,254,000 (115,740,909) (5,560,563) (21,520,000) 0 0 15,432,528 (181,077,905)
12/1/2040 165,550,000 (118,209,819) (5,717,458) (21,520,500) 0 0 20,102,223 (160,975,683)
12/1/2041 169,688,750 (120,746,912) (5,878,811) (21,517,500) 0 0 21,545,527 (139,430,156)
12/1/2042 173,930,969 (123,346,094) (6,025,781) (21,520,000) 0 0 23,039,094 (116,391,062)
12/1/2043 178,279,243 (126,011,639) (6,176,426) (21,516,500) 0 0 24,574,678 (91,816,384)
12/1/2044 182,736,224 (128,742,533) (6,330,837) (21,516,000) 0 0 26,146,854 (65,669,529)
12/1/2045 187,304,630 (131,537,799) (6,489,108) (21,517,000) 0 0 27,760,723 (37,908,806)
12/1/2046 191,987,245 (134,411,504) (6,651,335) (21,518,000) 0 0 29,406,406 (8,502,400)
12/1/2047 196,786,927 (137,351,768) (6,817,619) (21,517,500) 0 0 31,100,040 22,597,640
12/1/2048 201,706,600 (140,362,414) (6,988,059) (21,519,000) 0 0 32,837,127 55,434,767
12/1/2049 206,749,265 (143,451,979) (7,162,761) (21,515,750) 0 0 34,618,775 90,053,542
12/1/2050 211,917,996 (146,618,387) (7,341,830) (21,516,250) 0 0 36,441,529 126,495,071
12/1/2051 217,215,946 (131,458,175) (7,525,375) (21,518,500) 0 0 56,713,896 183,208,967
12/1/2052 222,646,345 0 (7,713,510) (21,520,500) (11,631,364) (12,221,421) 169,559,550 352,768,517
12/1/2053 228,212,503 0 (7,906,347) (21,520,250)  (11,922,148) (12,526,956) 174,336,802 527,105,319
12/1/2054 233,917,816 0 (8,104,006) (21,520,750) (12,220,202) (12,940,806) 179,132,052 706,237,371
12/1/2055 239,765,761 0 (8,306,606) (21,519,750) (12,525,707) (13,166,455) 184,247,243 809,484,614
12/1/2056 245,759,906 0 (8,514,271) 0 (12,838,850) (18,485,367) 205,921,418 1,096,406,032
12/1/2057 251,903,903 0 (8,727,128) 0 (13,159,821) (13,922,721) 216,094,233 1,312,500,265
12/1/2058 258,201,501 0 (8,945,306) 0 (13,488,817) (14,597,231) 221,170,147 1,533,670,412
12/1/2059 264,656,538 0 (9,168,939) 0 (13,826,037) (14,634,413) 227,027,149 1,760,697,561
12/1/2060 271,272,952 0 (9,398,163) 0 (14,171,688) (14,890,614) 232,812,487 1,993,510,048
12/1/2061 278,054,775 0 (9,633,117) 0 (14,525,980) (15,382,551) 238,513,127 2,232,023,175

Source. KABATA December 2012 Financial Plan
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KABATA’s FY 03 through FY 12 expenditures total approximately $70.4 million.

KABATA received preliminary planning funds through congressional appropriations. The
federal funds are administered by the FHWA and matched with $10 million of state general
funds. Additionally, DOTPF provided $8.5 million in general fund monies to cover costs that
are not allowed for participation under the FHWA federal-aid highway program. This
includes a DOTPF $7 million general fund |CH'T for P3 procurement costs not covered by
the federal program. The DOTPF commissioner approved the general fund loan of $7 million
to KABATA in 2006. KABATA expended $2.5 million of the loan by the end of FY 12. In
September 2012, DOTPF’s commissioner determined that the department did not have the
legal authority to make loans to itself. (KABATA is organizationally located within
DOTPF.) The commissioner forgave the loan and allowed the $2.5 million expenditures and
the $4.5 million unexpended balance to be funded by DOTPF’s existing general fund
appropriations.

Exhibit 5 provides a schedule of KAC authorized, expended, and remaining funds through
June 30, 2012.

Exhibit 5
Knik Arm Crossing Project
Authorized, Expended, and Remaining Funds
FY 03 through FY 12
Authorized Expended Remaining

Federal Funds $ 112,572,342 $ 61,425,631 $ 51,146,711
State General Funds 18,494,082 8,957,202 9,536,880

Total $ 131,066,424 $ 70,382,833 $ 60,683,591

Public participation in the environmental impact statement (EIS) and the pre-construction
phases complied with federal and state requirements.

As discussed in the Background Information section, the KAC planning process included
input and participation by federal, state, and local agencies; any affected native groups; and
the general public. Various planning documents were publicly noticed per federal
requirements. Public comments were considered when finalizing the EIS preferred
alternative and the record of decision.

Additionally, KABATA management publicly noticed its board meetings in accordance with

the Qﬂ1 Wir@ACt}%equests for proposals for major contracts (greater than $500,000)
issued by KABATA management during FY 04 through February 2012 were publicly
noticed in accordance with the ate

*“ Alaska Statute 44.62.310-312.
* Alaska Statute 36.30.130.
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p INDINGS AND RECOMMENDATION C

Recommendation No. 1

Knik Arm Bridge and Toll Authority fKABATA) management should revise traffic and toll
revenue projections to address deficiencies.

The audit of key assumptions and inputs used in KABATA’s transportation modeling
process identified several deficiencies regarding the validity of assumptions and inputs used
as a basis for projecting toll revenues. Deficiencies are as follows.

. The household levels and growth rate KABATA projected for 2035 were overly
optimistic when compared to the household growth rates and levels projected by
University of Alaska’s Institute of Social and Economic Research and the State’s
Department of Labor and Workforce Development. The discrepancy stems from
KABATA’s economic growth rate projections in the Point MacKenzie region,
specifically in the Port MacKenzie (Port) area.

. KABATA’s estimated traffic growth rate of five percent is significantly higher than
the actual growth rate of 2.5 percent based on the Department of Transportation and
Public Facilities’ traffic counts. The differences are partially caused by the anticipated
growth in population and employment in the Point MacKenzie area.

. A projected 50 percent KAC market share of traffic is unsupported.

. The estimate of a 12 percent split for commercial vehicle traffic for the KAC is high
compared to actual traffic count data for the Glenn Highway which indicates a split of
4.9 to 6.6 percent. KABATA’s 12 percent split is based on DOTPF’s 2003 through
2006 traffic data. Since then, DOTPF has improved its traffic data collection
methodology and now reports much lower traffic count splits that better reflect the
actual count between personal and commercial vehicles.

. KABATA’s projected 2035 Point MacKenzie area employment level of 14,337 is
significantly higher than the level noted in the Matanuska-Susitna Borough plan of
4,515. A majority of KABATA’s employment (13,828) is based on projected Port
economic development which is inconsistent with the Port’s master plan and
regulations.

All of the above concerns have the effect of overstating traffic volume. Overstated traffic
volume in KABATA’s modeling process has the effect of overstating projected toll revenues.
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The Federal Highway Administration’s (FHWA) guidelines for P3s20 state:
Ineccurate or overly gatimistic traffic projections and underestimetedproject
oosts can lead to the development ofproformafinancials thet appear tojustify
the investrment deaision, but thet do nat reflect the project’s actual aaility to
repay ot or to meet equity investors retum requireTens.

Under KABATA’s planned P3 arrangement, lower than expected toll revenues would
necessitate the need for additional funding as availability payments must be paid to the
private partner regardless of how much the bridge is used.

In recognition of the risk that overstated toll revenues pose to the State, we recommend
KABATA management revise the traffic and toll revenue projections to address noted
concerns.

DThe FHWA’s Innovative Program Delivery, Hk Asssnet for Rbichnee Patrer Shr.E A thﬂf;

September 10, 2012.
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STATE LEGISLATURE

LEGISLATIVE BUDGET AND AUDIT COMMITTEE

Division of Legislative Audit

P.O. Box 113300
Juneau, AK 99811-3300
(907)465-3830

FAX (907) 465-2347
legaudit@akleg.gov

SUMMARY OF: A Special Report on the Department of Transportation and Public
Facilities, Knik Arm Bridge and Toll Authority (KABATA), Knik Arm Crossing (KAC)
Project

PURPOSE OF THE REPORT

In accordance with Title 24 of the Alaska Statutes and a special request by the Legislative
Budget and Audit Committee, we have conducted a performance audit of KABATA’s KAC
Project. The audit objectives were to:

Provide a historical summary of major KAC Project milestones;

Identify significant changes to the project scope;

Evaluate the adequacy of public participation;

Provide a detailed summary, by source, of KAC authorized, expended, and remaining
funding, including the level of funding necessary to complete the project;

Ascertain the reasonableness of KAC toll and revenue projections and the KAC
projected financial plan;

6. Evaluate the KAC private-public-partnership (P3) agreement; and

7. Outline the balance of risks and rewards between public and private partner entities as
outlined in the P3 agreement.

PO

REPORT CONCLUSIONS

The audit concludes that KAC toll and revenue projections are unreasonably optimistic, and
the projected cash flows to the State are likely overstated as a result. These are important
considerations for policymakers since the P3 compensation arrangement requires KABATA
to make payments to the private partner regardless of the project’s ability to generate toll
revenues. The deficiencies in KABATA’s methodology for generating toll and revenue
projections are addressed in Recommendation No. 1

KABATA’s FY 03 through FY 12 expenses total $70.4 million and authorized funding totals
$131 million. The project is expected to require an additional $1.4 billion from a variety of
sources including bonds, loans, grants, and private equity. A discussion of key project
planning and development milestones is provided as part of this report’s Background
Information section. Appendix A provides a list of significant KAC Project milestones.


mailto:legaudit@akleg.gov

The audit was unable to fully outline the balance of risks and rewards embodied in the final
P3 agreement because the procurement process is not complete, and the P3 agreement has
not been finalized. However, the general structure of the P3 agreement has been defined by
KABATA’s governing board and provides that the State will bear the risk of lower-than-
expected toll revenues.

It is important to note that a final P3 agreement will also contain rewards and additional risks
that are not addressed in this report due to the scope limitation already discussed. This report
is not concluding whether or not this specific risk is justified when considering the P3
agreement’s balance of risks and rewards for the agreement as a whole. The risk of lower-
than-expected toll revenues is an important aspect of understanding the potential effect of
deficiencies in projections and should be considered in that context.

FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

KABATA management should revise traffic and toll revenue projections to address
deficiencies.

The audit of key assumptions and inputs used in KABATA’s transportation modeling
process identified several concerns regarding the validity of assumptions and inputs used as a
basis for projecting KAC toll revenues. Overstated traffic volume in KABATA’s modeling
process has the effect of overstating projected toll revenues.
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Public-Private Partnership Approach

KABATA's proposed P3 approach has been tested in numerous projects in the US and around the world.

¢ K

e A

< P
in

1

ABATA is using a public-private partnership, or P3, to build and operate the Crossing

Alaska legislature authorized and encouraged use of P3 for project delivery under AS 19.75.111

vailability fee P3’'s for surface transportation have been used successfully in the US for:
East End Bridge (over Ohio River near Louisville, KY)

Presidio Parkway (San Francisco)

I1-595 (Fort Lauderdale)

Denver Eagle “Fastracks”

Port of Miami Tunnel

3s are accepted as a mainstream method to finance, deliver and operate major projects worldwide, including

the UK, US, Germany, France, lItaly, Spain, Portugal, Australia, Canada, Chile and Brazil

Conceptis so well proven thatin Canada any project over $100M using federal funds must analyze use of
P3 and justify why P3 should NOT be used

US road P3's have come in 23% to 42% lower than the owner’s capital cost estimatel

1) For East End Bridge, Presidio Parkway and 1-595, the most recent three availability fee P3’s.
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Procurement Status

Procurement is in process with firm bids expected in 2013.

« KABATA iswell along in the procurement of a private partner with the following

competing for the Crossing:

international consortia

Alaska Infrastructure Access Partners - Infrared Capital Partners; Bouygues; Colaska; URS Alaska; M offatt

& Nichol;, USKH; R&M Consultants; Macquarie Capital

- Cook Inlet Passage Partners - Meridiam Infrastructure; Kiewit; Manson Construction; Transfield Services;

Parsons Transportation Group; Golder Associates; Dowl HKM;

Technologies; KPMG Corporate Finance

Dan Brown and Associates; BMT Fleet

- North Star Mobility Group - Hochtief; ACS Infrastructure Development;
Dragados; Traylor Bros.; HNTB; CH2M Hill Engineers; Alaska

Iridium ; Flatiron Constructors;

Interstate Construction; Arcadis; Kodiak Map;

Hart Crowser; Earth Mechanics; Bittner-Shen; Denali Drilling; Gregg Drilling

Six consortia submitted qualifications statements and the three firms shown were short listed by KABATA

e« Key members of each team are a mix of local Alaska firms and industry leaders in US and worldwide P3s
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Structure for Availability Fee P3 Deal

Private partner provides single point responsibility for design, construction, financing and long-term operation and

m aintenance, all for a pre-determined annual availability fee.
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Risk Sharing

The following summ arizes the key risk sharing, where the private partner takes risks under its control and

KABATA assuming risks of uncontrollable events.

Risk Party Taking Risk
Design deficiencies Private Partner
Construction cost Private Partner
Design/construction integration Private Partner
Construction schedule Private Partner
KABATA discretionary change orders/KABATA acts KABATA

All other design/construction change orders Private Partner
Specific conditions/events outside private partner control (see page 6) KABATA

Debt service Private Partner
O&M cost (for 35 years) Private Partner
Needed renewal capital expenditures (for 35 years) Private Partner
Future expansions KABATA / Private Partner
Toll collection cost (for 35 years) Private Partner

Toll revenue KABATA
Availability payment KABATA / Project Reserve /

State Moral Obligation
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Availability Payment

Private partner bears risk that its costs exceed the availability fee.

e Availability payments are payments by KABATA to private partner to the extentthe Crossing is “available” to

traffic
- No availability payments owed until project is opened for service

To the extent the private partner does not keep lanes open, or does notoperate and maintain the Crossing

to detailed operating standards, the availability paymentis reduced

e« Availability payment is set by formula atthe time the concession is signed and includes components for:
- Recovery ofcapital (debt and equity), which are fixed and not subjectto escalation
- Operation, maintenance and repair, which are fixed, but subjectto inflation escalation

- Tolling services, which are fixed fees per collected toll, but subject to inflation escalation
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Events Qutside Private Partner Control

W hile KABATA has assumed designated uncontrollable circumstances risks, steps have been taken to mitigate

those risks to KABATA.

e KABATA retains certain other risks related to KABATA changes or acts in its control and, listed below, items

out ofthe control of the private partner

KABATA Retained Risks Outside of Private Partner

Control

Discovery of unforeseen subsurface conditions,
hazardous waste, archeological resources,

endangered species

Delays in receipt of certain major permits or right of
way acquisition; costs of changes in state law or

permit conditions

Delays by utilities

Force majeure events, including earthquakes, war,

terrorism, fires, floods

Project Delivery Witha Pudic-Private Partrership

M itigation

E xtensive subsurface investigation completed, including borings
in the KnikArm and historical/archeological surveys along the

bridge and roadway alighment

M ajor permits and right of way should be completed prior to

private partner selection

There are not many utilities along right of way and they are

known and mapped

U tility memoranda of understanding, should be executed prior

to private partner selection

The Crossing is required to be designed to withstand

earthquakes, fires and floods
The private partner is required to carry casualty insurance

If an event is catastrophic, itis likely to be covered in part by
FHWA, FEMA and/or other federal disaster aid
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Proposed Legislation

Passage of SB13 (or HB23) is condition to the project proceeding under the “availability fee” P3 approach and

obtaining a low cost TIFIA loan from the US Departmentof Transportation.

¢« Key elements ofthe proposed legislation:
- Ability to establish a Project Reserve and subject itto a trust arrangement
- Toll revenues collected by KABATA are deposited into the Project Reserve
KABATA's availability payment obligation and KABATA expenses are paid from the Project Reserve

The KABATA chair mustannually certify to the Governor and Legislature the status ofthe Project Rserve

and amounts needed, ifany, to restore itto its minimum requirement

By the time the Crossing opens for traffic, the project reserve is expected to be funded by State

appropriations totaling $150 million, with a “down payment" this year

e Project Reserve minimum requirementis (1) 120% ofthe estimated average availability payment over next

three years plus (2) 120% of prior year KABATA expenses minus (3) prior year toll revenues

Provides liguidity to KABATA to make the availability payments and fund KABATA administrative costs given

the annual legislative schedule (appropriations can normally only be made during the 90 day session)

7 Inpect of Proposed Legjdlation on the Sate’s Qrecit Cltl



Purpose of State Financial Backstop

The private partner is investing nearly $800 million of its funds to build the Crossing and needs assurance that

KABATA and the State can pay ifthe private partner meets its obligations.

Request Key Purpose
1. Funding shortfalls if availability payments Provides funding for early year projected revenue shortfalls
and other expenses exceed toll revenues during traffic ramp up on bridge

Under base case projections there are minimal future need

for State support

2. Funding “pinhole” risks Provides funding for “pinhole” risks assumed by KABATA

Pinhole risks proposed to be backstopped by the State
include: (1) termination costs, should the concession be
terminated prior to its maturity for KABATA fault or
convenience ;and (2) compensation for specific

conditions/events outside private partner control

8 Inpect of Proposed Legjdlation onthe Siate's Qrecit Cltl



Assumptions Provided by Team of Experts

The financial projections are based on a setofassumptions carefully prepared by a team of experts in their

respective fields.

¢« As KABATA's financial advisor, Citigroup has prepared financial projections to show how the project will

perform under a set of assum ptions developed by national experts in their respective fields:

Assumption
Construction Cost

Traffic and Revenue

Operations and
Maintenance

Toll Collection

Renewal Capital
Expenditures

Debt and Equity

Firm

HDR1

CDM Smith

HDR/PND

CDM Smith

CDM Smith2

Citigroup

Credentials
Fifth-ranked engineering firm for highway design in the US

Foremost Traffic and Revenue consultant with more studies supporting
financings than any other firm

Fifth-ranked engineering firm for highway design in the US and one of the top
Alaskan road and bridge engineers

Leading toll system advisor to toll and transportation agencies

Substantial experience in inspecting bridges and developing capital
maintenance programs for transportation agencies in the US.

One ofthe world’s largest banks and the #1 underwriter of US toll road bonds

(1) HDR was assisted by PND, Armeni, William Ott and DCS for bridge design and Hydro-Ram and IHC Merwede for piling
(2) CDM Smith was assisted by PND

9  Inpet of Proposed Legidlation onthe State’s Qredit
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KABATA Projected Obligations and Toll Revenues

250
End of P3
Concession
200 . $2.2 billion
Ingra-Gambell Expansion to surplus
& and Point 4 Lane revenue
0 Mackenzie Crossing
| 150 Road
to Project Reserve Ingra-Gambell
100 Fund needed Bonds Paid Off
during ramp up I
50 ml 1
.# m i
2014 2019 2024 2029 2034 2039 2044 2049 2054 2059
Toll Revenue Reserve Interest Income
m Availability Payments KABATA Administrative Costs
m KABATA Debt Service Operations, Maintenance and Capital Expenditures

m KABATA Toll Collection

Key Assum ptions

Traffic & Revenue j « Traffic and toll revenue assumptions from CDM Smith study dated August 2011 and as updated August 2012
Tolls | ® $5 pertrip (2017) initially for passenger vehicles and escalating at CPI - higher for commercial vehicles

| » Availability payment under the base case financial analysis with equity, private activity tax exempt bonds and 33% TIFIA
Expenses e Assumes the bridge is expanded to four lanes and Ingra-Gambell connector is built as traffic warrants
*  KABATA annual administrative expenses of $3.0 million at opening and escalating at inflation (2,5%)

Term of Analysis e 45 years from Crossing opening, which is 10 years beyond the 35 year concession term (bridge life estimated at 75-100 years)

10 impect of Proposed Legjslation on the State's Qrecit Cltl



Sensitivities

Sensitivities prepared to determine upside and downside impact ofthe project on KABATA and the State.

* Analyses completed:
- Base case - Most likely traffic and revenue projection

Upside and downside sensitivities at 5% (aggressive upside), 25% (upside), 75% (downside) and 95%

(severe downside) probabilities that traffic will exceed

¢« Analyses include:
- Initial Crossing:
e« Two lane bridge and connecting roads with four lane foundation
e Government Hill tunnel built to six lanes to avoid future neighborhood disruption
- Future Expansions:
¢« Adding an additional two lanes to the initial configuration (estimated 20301for base case)

e Constructing Ingra-Gambell connector and Point MacKenzie Road upgrade to four lanes (estimated 20251

for base case)

¢« Timing ofthese Phase 2 additions controlled by KABATA and the State based on traffic, congestion and

funding availability

(1) Based on traffic capacity analysis by CDM Smith and HDR.

U Inpect of Proposed Legislation onthe State’s Qredit



Revenue Sensitivity Results from Monte Carlo Simulations

Citi analyzed the Crossing’s revenues under five cases, the base case previously described and four alternative

probability cases at higher and lower traffic and revenue volumes.

Toll Revenue Projections
(over 45 years)

400 Total Increase/Decrease
In million dollars Toll Revenues Compared to Base Aggressive Upside
350 Severe Downside 4,946 -29.35%
Downside 6,159 -12.03% Upside
300 Base: Most Likely 7,001
Upside 7,877 12.52% Base2
o590 Adgressive Upside 9,083 29.74% Downside 1
200 Severe Downside
150
100
50
2014 2019 2024 2029 2034 2039 2044 2049 2054 2059
95% Prob. of Exceeding 75% Prob. of Exceeding —  Base: Most Likely
25% Prob. of Exceeding --—--—-- 5% Prob. of Exceeding

The severe downside, downside, upside and aggressive upside cases represent 95%, 75%, 25% and 5% probabilities that traffic and toll revenues will
be greater, respectively. For instance, under the severe downside, 95% probability case, there is only a 5% probability that toll revenues will be below
the projection.

Equal probability that the traffic and toll revenues could be higher or lower than projection.

Ipect of Proposed Legjslation on the State’s Qrecit Cltl



Project Cost/Benefit to State

Cumulative Cost and Financial Return to State
(Funding of and Release from Project Reserve over 45 years)

5,000
3,000
% . Expansion to
2,000 Initial $150 Ingra-Gambell and 4 Lane
million Project Point MacKenzie Crossingl
Reserve Funding Roadl
(1,000)
2015 2020 2025 2030 2035 2040 2045 2050 2055 2060
95% Prob. of Exceeding 75% Prob. of Exceeding *Base: Most Likely
-25% Prob. of Exceeding 5% Prob. of Exceeding

Aggressive Upside2

Upside2

Base?2

Downside2

Severe Downside2

(1) Dates these expansions occur under the base case. Under the sensitivities, the expansions occur earlier (upside cases) or later (downside cases)

based on when traffic levels warrant the expansion.

(2) The severe downside, downside, base, upside and aggressive upside cases represent 95%, 75%, 50%, 25% and 5% probabilities that traffic and toll
revenues will be greater, respectively. For instance, under the severe downside, 95% probability case, there is only a 5% probability that toil revenues

will be below the projection.
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Sensitivity Results

Under the base case, over 45 years, ongoing appropriations of $37 million are required, while the Knik Arm

Crossing generates $2.3 billion of revenues to fund transportation in the State.

14

Initial Project Reserve Funding

Gross/ (PresentValue)3l4

Severe

Downsidel

$150 million
($150 million)

Downsidel

$150 million
($150 million)

Base Case

(Most Likely)2

$150 million
($150 million)

Upsidel

$150 million
($150 million)

Aggressive

Upsidel

$150 million
($150 million)

Expected Future State Liability $627 million $135 million $37 million $0 $0
Gross/ (PresentValue)3 4 ($208 million) ($56 million) ($16 million) ($0) ($0)
Expected Total State Liability $777 million $285 million $187 million $150 million $150 million

Gross/(PresentValue)3'4

Expected State Financial Return

Gross/(PresentValue)3'4

Net State Revenues

Gross/(PresentValue)3'4

($358 million)

$910 million
($139 million)

$133 million
(-$219 million)

($206 million)

$1,725 million
($265 million)

$1,440 million
($59 million)

($166 million)

$2,513 million
($424 million)

$2,326 million
($258 million)

($150 million)

$3,364 million
($628 million)

$3,214 million
($478 million)

($150 million)

$4,561 million
($934 million)

$4,411 million
($784 million)

The severe downside, downside, upside and aggressive upside cases represent 95%, 75%, 25% and 5% probabilities that traffic andtoll revenues

be greater, respectively. For instance, under the severe downside, 95% probability case, there isonlya 5%

the projection.

Equal probability that the traffic and toll revenues could be higher or lower than projection.

Present value assumes 4.4% discount rate (State’s 30 year borrowing cost).

Includes Crossing and expansion to 4 lanes and Ingra-Gambeil Viaduct when traffic warrants.

Inpect of Proposed Legidlation on the State's Qrecit
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Conservative Assumptions Used in the Financial Analysis

Citigroup’s analysis uses conservative, reasonable assumptions.

« Interest rate assum ptions significantly above current market
- 1.5% higher for tax-exempt PABs

- 1.1% higher for TIFIA loan

Using current market interest rates eliminates any State reserve replenishmentin other than the 95%

probability, severe downside scenario

* Reduction in the reserve replenishmentin 95% probability scenario from $627 million to $113 million
¢« Construction costincludes a $84 million contingency

¢« Assumes crossing expansion as traffic warrants, even if state is paying under “moral obligation” pledge

If KABATA did not move forward with the expansions, under the severe downside case, State reserve

replenishment drops from $627 million to $113 million, butthe Crossing would become congested
¢« Upside and downside traffic and revenue projections modeled

¢« 33% TIFIA and no rural eligibility

- Recent Federal Highways reauthorization allows up to 49% TIFIA and lower interest rate for rural projects

* Portion ofthe Crossing in the Mat Su likely considered rural
e Does notconsider the benefits ofthe Crossing to the public or the resulting economic development

« Atthe end of analysis State owns a $1 billion+ asset unencumbered
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A nalysis of Financial Im pact of Legislation on State

State’s appropriation pledge is a back up to toll revenues and would only be triggered if toll revenues are

insufficient to pay costs.

e KABATA'’s source of funds to pay the private partner is a “double barreled” credit
Payable FIRST from toll revenues in the Project Reserve as the intended primary source of debt repayment

Payable SECOND from the appropriated funds in the Project Reserve, initially equal to $150 million, and a
commitment to seek a state appropriation if the Project Reserve falls short of minimum requirement

e Minimal future appropriations needed under the base case financial projections

e Moral obligation commitments are an accepted credit support feature used by the Alaska Bond Bank and
AIDEA which have good records of debt repayment and have been credit neutral to the State’s own bond

rating

e« KABATA use ofthe State “moral obligation” provision has been carefully crafted as back-up credit protection
that should be viewed as credit neutral to the State's own bond rating because of the strength of the overall

project plan and strength of the primary security

dd
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A nalysis of Im pact of Legislation on State (COﬂtiﬂUEd)

The proposed legislation should be credit neutral to the State, given the minimal projected need for
appropriations and the importance of the project to the State.

e The moral obligation provision, while fundamental to the credit, is likely to be used sparingly

No availability payments due until the Project is completed and available for service, which removes the
construction risks (State is not taking on construction cost overrun or schedule risk)

e In the base case, aggregate draws from the State are $36 million; other shortfalls are covered by the
Project Reserve without the need for further appropriations

e Under a severe downside case, “95% probability of exceeding,” first Project Reserve replenishment by
State is in 2025 ($9 million) and maximum annual payment is $38 million in 2043

e Project essentiality

Infrastructure projects, like the Knik Arm Crossing, fill an essential need and spur economic development

17 Impact of Proposed Legislation on the State's Credit Otl
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Knik Arm Bridge and Toll Authority
(KABATA)

e Established by Alaska Legislature in 2003
under Alaska Statute 19.75 to

“...develop, stimulate, and advance the
economic welfare of the state and further
the development of public transportation
systems in the vicinity of the Upper Cook Inlet
with construction of a bridge to span Knik
Arm and connect the Municipality of
Anchorage and the Matanuska-Susitna

Borough.”
Knik Arm Crossing

ww knikarmbridge.com



Population Statistics

Actual
Population

Region 19851
Anchorage 226,848
Mat-Su 37,280
Region 264,128

Actual

Population

20101

291,826

89,737

381,563

Forecast

Population

20352

354,490

190,873

545,363

Actual

Change

1985 to
2010

64,978

52,457

117,435

1. U.S. Census Bureau July 1,1985 estimate and April 2010 actual count.

2. ISER population forecast growth rates applied to 2010 decennial census count.

Knik arm Crossing

www.knikarmbrtdge.com

Forecast

Change

2010 to
2035

62,664

101,136

163,800

Percent

Change

1985 to
2010

28.6%

140.7%

44 .5%

Percent

Change

2010 to
2035

21.5%

112.7%

42.9%


http://www.knikarmbrtdge.com

Population Growth
Drives Traffic Increases

1985 2010 2035 Forecast Forecast
Average Average Average Increase in
Annual Daily  Annual Daily  Annual Daily  Daily Traffic
Location Traffic Traffic Traffic * 2010-2035
i
Eklutna 15,682 29,664 65,000 35,336
Hiland Road 33,555 52,824 110,000 57,176

* Forecast assum es traffic without the bridge.

www.knikarmbridge.com I‘Q]ikNm Cr(BSirg
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What Happens Without the Bridge?

e State has to accommodate transportation
needs to maintain existing level of service:

- 6 lane im provem ents o0n G le n n H igh w ay from
E g | R to W Il
- 8 lane im provem ents on G le nn H ighw ay from
S t h E g | R t 5 th A
P k w [ B vy p
- N etw ork im provem ents in Palm er/W asilla corridor
e *$3 hillion total cost with no toll revenue
e Estimate per 2008 Statewide LRTP prepared byADOT&PF

Knik arm Crossing



P3 Risk Allocations

State Private
Finanocing /R efinancing
D e sign
B uild
O perations and M aintenance
Toll Collection
Toll R evenue
Capacity im provem entsl]l
1. KABATA responsible for Ingra-Gambell connection and Point Mackenzie Road upgrade to four lane. Developer responsible

within concession alignment.

www. knikar mbricige .com k m ik a r m C r o s s in



KABATA Projected Obligations and Toll
Revenues (33% TIFIA)

300 n
250 - End of P3
Concession
S2.2 biliion
. surplus
200 Ingra-Gambell Expansion to revepnue
i and Point 4 Lane \
0 Mackenzie Crossing
i 150 Road
£ Ingra-Gambel
Project Reserve Bonds Paid Off
a Fund needed
100 during ramp up
[
50 - m i
n a - i
2014 2019 2024 2029 2034 2039 2044 2049 2054 2059
mReserve Interest Income

Toll Revenue
m KABATA Administrative Costs
Operations, Maintenance artcf Capital Expenditures

b Availability Paym ents

m KABATA Debt Seruce

Knik Arm Crossing

www Imikarnmbridge com



Benefits for Alaskans

Econom ic stim ulu s:
- $ 7 15 m illio n of new in frastructure

- 1,500 jobs for 4 years of construction

Low ers cost for freight to Interior — $ 300 m illion truck

freight sawvings first 10 years

Low ers cost for A la sk an drivers - $300 m illio n

p ocketbook savings first 10 years

R eduwced carb on em issions - O ver 650,000 m e tric ton e

first 10 y e ars

www knikarmbridge.com N-]ikNrn CrCBSirU



Benefits for Alaskans (continued)

. Alternative to G le nn H ighw ay for safety, secur-rity,
em ergency, and accidents

. A ccess to land for com m ercial, industrial and residential
developm ent and to support population grow th

. Im proved access for G oo se Creek Correctional Center -
$30 million savings first 10 years

. Connects Port ofAnchorage and Port M acKwenzie to better
serve the State

. First leg for access to w estern C ook Inlet resources (Coal,
O il and G as, G eotherm al, Hydroelectric)

www.kntkarmbridge.com

knik Arm Crossing
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Alaskans Recognize Bridge Value

Overall, when everything is considered, would you say now is a good time to build the Knik Arm
Bridge, should we wait until later, or should it never be built?

Rural Alaska Interior Results Southcentral Results
Never Unsure Never Unsure
build 3%
13%
Wait
until
later
19%

Dittman Research and Communications Alaskan Attitudes and Perceptions Survey, November - December 2011.

Knik Arm Crossing
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Citigroup Global Markets Inc.

April 2, 2013

Knik Arm Crossing

Financing Briefing

Strictly Private and Confidential

This document responds to some of the pages in the presentation
done by Citigroup Global Markets Inc. (Citi) to the Senate Finance
Committee on April 2, 2013.

The annotations in the RED boxes in this document are by Bob French
(bgkfrench@gmail.com, 907-240-1744) and Jamie Kenworthy
(jamiek@alaska.com, 907-360-5661).

The original document by Citi is available on BASIS as "SB 13 Citi
Presentation KABATA Finance Committee 3-30-13 FINAL2.pdf'

cftT
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Public-Private Partnership Approach

KABATA'’s proposed P3 approach has been tested in numerous projects in the US and around the world.

e KABATA is using a public-private partnership, or P3, to build and operate the Crossing

- Alaska legislature authorized and encouraged use of P3 for project ¢ y/anhicle Smith 1

Availability fee P3's for surface transportation have been used success  10lls? Forecast? Completed?
- East End Bridge (over Ohio River near Louisville, KY) - > Yes Yes No

- Presidio Parkway (San Francisco).weuerscee vr T > No No No

- 1-595 (Fort Lauderdale) > No No No

- Denver Eagle “Fastracks” > No No No

- Port of Miami TUNNE | e > No No No

e P3s are accepted as a mainstream method to finance, deliver and operate major projects worldwide, including
in the UK, US, Germany, France, Italy, Spain, Portugal, Australia, Canada, Chile and Brazil

Conceptis so well proven that in Canada any project over $100M using federal funds must analyze use of
P3 and justify why P3 should NOT be used

- US road P3’s have come in 23% to 42% lower than the owner’s capital cost estim atel

Smith
Other projects Vehicle Tolls?  Forecast? @ Completed?  Bankrupt?
Pocahontas Pkwy (VA) Yes Yes Yes Yes
South Bay Expressway (CA) Yes Yes Yes Yes
Southern Connector (SC) Yes Yes Yes Yes
Knik Arm Bridge (AK) Yes Yes No ??7?

(1) For East End Bridge, Presidio Parkway and [-595, the most recent three availability fee P3’s.

It has been proven that private sector has made money packaging P3 contracts. It has not been

1 Project Delivery Witha Public-Private Partnership Proven that they represent the best value compared to state direct bonding. It is proven that COM
Smith (formerly Wilbur Smith) has a national track record of overestimating toll revenue by 118% or
more than factor of 2. (Transportation Research Board of the National Academy of Sciences.)



Structure for Availability Fee P3 Deal

Private partner provides single point responsibility for design, construction, financing and long-term operation and

maintenance, all for a pre-determined annual availability fee.

A realistic estimate of toll revenue is that it will be no more than half of what KABATA predicts. COM Smith's
nationwide average toll revenue over-estimate of 118% is extensively documented at:  http:/Awwv.scribd.com/
doc/79582705/RCA-Study-Wilbur-Smith-Traffic-amp-Revenue-Forecasts-012712

Users Tolls

KABATA /Project Reserve Fund

-State-ef- Appropriations

Alaska
KABATA Availability
annually Payments
Certifies to
Legislature
how much .
money they |5738 million oud
need Equi Distributions
quity Private Partner
Investors .
Equity !
|$72.8 million infrom P3
. 0&M,
Design Constructs Tolling
Math: State saves
$665 Million if the , Design-Build
Engineers Operator

state just bonds this Contractor

project

Project Delivery With a Pubiic-Private Partnership

Debt
Proceeds

Lenders

Debt
Service

Ongoing
Maintenance

Contractors

citl
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Proposed Legislation

Passage of SB13 (or HB23) is condition to the project proceeding under the “availability fee” P3 approach and

obtaining a low cost TIFIA loan from the US Department of Transportation.

e Key elements of the proposed legislation: Already in place in
KABATA's statute

Ability to establish a Project Reserve and subject itto a trust arrangement «

Toll revenues collected by KABATA are deposited into the Project Reserve



Purpose of State Financial Backstop

The private partner is investing nearly $800 million of its funds to build the Crossing and needs assurance that

KABATA and the State can pay ifthe private partner meets its obligations.

Actually, the private partner is "investing" only $72.8 million, but are
bonding $800 million, with the “Moral Obligation" guarantee that the
"Availability Payments" will be made to cover the partners payments on
those bonds, regardless of how much toll revenue is received.

Request Key Purpose
1. Funding shortfalls if availability payments Provides funding for early year projected revenue shortfalls
and other expenses exceed toll revenues during traffic ramp up on bridge

Under base case projections there are minimal future need
for State support

2. Funding “pinhole” risks Provides funding for “pinhole” risks assumed by KABATA

Pinhole risks proposed to be backstopped by the State
include: (1) termination costs, should the concession be
terminated prior to its maturity for KABATA fault or
convenience ; and (2)com pensation for specific

conditions/events outside priva e partner control
A

The "KABATA Retained Risks" outlined on page 6 of Citi's presentation
are factors that typically cause the most costly change orders in
construction work. The "Cherry Hill Landfill"* that will be dug into at the
east side of the Port of Anchorage is both a "Superfund” hazardous waste

If terminated, the P3 contractor is likely to sue for construction 4 . : - ! ;
costs, construction profits, and financing profits that were include as site, and one with unstable soil conditions. The Corps of Engineer permit
costs in calculating 35 years of "availability payments” is still under review after 16 months, and the right of way acquisitions with

' Joint Base Elmendorf Richardson and the Alaska Railroad are likely to be
time consuming.

8 Impact of Proposed Legislation on the State’s Credit



Assum ptions Provided by Team of Experts
The financial projections are based on a set of assumptions carefully prepared by a team of experts in their

respective fields.

e As KABATA’s financial advisor, Citigroup has prepared financial projections to show how the project will
perform under a set of assumptions developed by national experts in their respective fields:

Assumption Firm Credentials
Construction Cost HDR1 Fifth-ranked engineering firm for highway design in the US
Traffic and Revenue CDM Smith Foremost Traffic and Revenue consultant with more studies supporting

financings than any other firm

Operations and HDR/PND Fifth-ranked engineering firm for highway design in the US and one of the top
Maintenance Alaskan road and bridge engineers

Toll Collection CDM Smith Leading toll system advisor to toll and transportation agencies

Renewal Capital CDM Smith2 Substantial experience in inspecting bridges and developing capital
Expenditures maintenance programs for transportation agencies in the US.

Debt and Equity Citigroup One of the world’s largest banks and the #1 underwriter of US toll road bonds

State Checkbook shows the FY12 cost of these experts:

$1.4 million went to Nossaman LLC, a LA Law firm who also pays Citi, and CDM Smith. (Audit should clarify)

The Aug. 2012 Finance Plan produced by Citi can only get to a bond cover ratio of 1.33 to achieve investment rating by including $500 million of a non-
existent TIFIA loan and using a fiscal fiction of including revenue from what will only fit on 4 lanes, while only showing the cost of building 2 lanes of
road and bridge.

(1) HDR was assisted by PND, Armeni, Wiiliam Ott and DCS for bridge design and Hydro-Ram and IHC Merwede for piiing
(2) CDM Smith was assisted by PND

9 Impact of Proposed Legislation on the State's Credit



K ABATA Projected O bligatio
KABATA's Draft Contract done by Nossaman for the P3 Contract

shows 4 lanes to be built whenever the most congested hour has

1000 cars per lane, which would occur around 12,000 cars per day,

in approximately 2020. The light blue financing costs would

therefore need to be starting earlier than 2020, not in 2026.

The similar graph in KABATA's Nov. 30, 2011 presentation to the
legislature in Wasilla, showed a $9.1 billion surplus over a 60 year period.
Toll

ns and R evenues

Thick Red line is
what happens if the
toll revenues are
Half what KABATA

2014 2019
Toll Revenue
Availability Payments

KABATA Debt Service
KABATA Toll Collection

Key Assum ptions

predicts. -
$2.2 hillion

surplus
revenue

Ingra-Gambei!
Bonds Paid Off

/

2024 2029 2034 2039 2044 2049 2054 2059
is Reserve Interest Income
[; KABATA Administrative Costs
Operations, Maintenance and Capital Expenditures

KABATA's traffic estimates are double those done for the H2H project. The traffic estimates done for the
Wasilla Bypass project are 2/3rds of KABATA's number, but without tolls. Adding the effect of tolls in the
estimates for the H2H project dropped traffic by half.

Traffic & Revenue  * Traffic and toll revenue assumptions from CDM Smith study dated August 2011 and as updated August 2012
Tolls $5 per trip (2017) initially for passenger vehicles and escalating at CP1 - higher for commercial vehicles [Rising 2.5% per year perKABATA |
Availability payment under the base case financial analysis with equity, private activity tax exempt bonds and 33% TIFIA

Expenses

Assumes the bridge is expanded to four lanes and Ingra-Gambell connector is built as traffic warrants

KABATA annual administrative expenses of $3.0 million at opening and escalating at inflation (2.5%)

Term of Analysis

10  impact of Proposed Legislation on the state's credit Finance Costs and Availability payments, thus the deficits increase,

45 years from Crossing opening, which is 10 years beyond the 35 year concession term (bridge life estimated at 75-'S00 years)

KABATA has been turned down 5 times for TIFIA, which increases both the

Cltl

triggering more and larger calls for the Reserve Fund to be replenished.



Sensitivity

R esults

Sensitivity and Monte Carlo analysis are highly sophisticated modeling

tools, but are only as good as the base assumptions. Without TIFIA and
with tolls likely to be half, plus the 4 lanes revenue, 2 lanes cost problem,
Garbage in plus sophisticated modeling tools still equals Garbage out.

Under the base case, over 45 years, ongoing appropriations of $37 million are required, while the Knik Arm

Crossing generates $2.3 billion of revenues to fund transportation in the State.

Severe

Base Case

Aggressive

D idel i
Downsidel ownsiae (Most Likely)2 UpS|de1 Upsidel

Initial Project Reserve Funding $150 million $150 million $150 million $150 million $150 million
Gross/ (Present Value)3-4 ($150 million) ($150 million) ($150 million) ($150 million)  ($150 million)
Expected Future State Liability $627 million $135 million $37 million $0 $0

Gross/ (Present Value)3-4 ($208 million) ($56 million) ($16 million) ($0) ($0)

Expected Total State Liability $777 million $285 million $187 million $150 million $150 million
Gross/(Present Value)3'4 ($358 million) ($206 million) ($166 million) ($150 million)  ($150 million)
Expected State Financial Return $910 million $1,725 million $2,513 million $3,364 million $4,561 million
Gross/(Present Value)3'4 ($139 million) ($265 million) ($424 million) ($628 miijion)  ($934 million)
Net State Revenues $133 million $1,440 million  /$2,326 million  $3,214 million $4,411 million
Gross/(Present Value)3'4 (-$219 million) ($59 million)  / ($258 million) ($478 million)  ($784 million)

(1) The severe downside, downside, upside and aggressive upside cases represent 95°/, 75%, 25% and 5%probabilities that traffic\and toll revenues will
be greater, respectively. For instance, under the severe downside, 95% probability cjase, there isonlya 5% probability that toll revenueswill be below

the projection.
This means that even Citi believes that there

(2) Equal probability that the traffic and toll revenues could be higher or lower than projection. _ > that |
(3) Present value assumes 4.4% discount rate (State’s 30 year borrowing cost). is only a 25% chance that $150 million is the
(4) includes Crossing and expansion to 4 lanes and Ingra-Gambell Viaduct when traffii warrants. most that the state will have to pay.

Should the state take on an "Unlimited" liability on a chance

14 Impact of Proposed Legislation on the State’s Cred of this future payback? We could get the same return just
investing $424 million at 4.4% which is below the Permanent
Fund target rate for real return of 5%.

dt



Since PND 2009 estimate, Bridge now a 1000 longer, East approach moved into bluff per Muni-Port Settlement, and further drilling
Faulty not done to determine depth of unstable Bootlegger Cove Clay as was recommended by KABATA geotech consultant. With these
design changes, most of customary 10% contingency likely to be already depleted before construction even starts.

ConoorVQUVOAssum ptions U sed in the Financial Analysis

Citigroup’s analysis uses conservative, reasonable assumptions.

15

Interest rate assum ptions significantly above current market
Bad Math. Citi's last financial plan 8/12 showed half the construction funds from $500 MTIFIA loan at about

- 1.5% higher for tax-exempt PABs 3.2% making overall interest cost 5.8%. Citi's interest rate is high because with deficits the first 8 years, the
. ) amount that needs to be financed grows (negative amortization). Without TIFIA, using Citi numbers, interest
- 1.1% higher for TIFM loan cost will be over 8% versus state long term direct bonding (no P3) of less than 4%.

Using current market interest rates eliminates any State reserve replenishment in other than the 95%
probability, severe downside scenario

e Reduction in the reserve replenishment in 95% probability scenario from $627 million to $113 million

Citi's last August, 2012 Phase 1 Financial Plan included the revenue
Construction cost includes a $84 million contingency -from 4 lanes from 2026-2051 but only the cost of a 2 Lane Bridge.
That's an impossible, not conservative, assumption.

Assumes crossing expansion as traffic warrants, even if state is paying under “moral obligation” pledge

If KABATA did not move forward with the expansions, under the severe downside case, State reserve

replenishment drops from $627 million to $113 million, but the Crossing would become congested

Assumes receipt of $300 million low cost TIFIA loan that KABATA has been
tumed down for 5 times (2007, 2009, 2011 twice and 2012). This is highly
competitive program with next TIFIA round expected to have 5-10 times more
requests than funds available. Sen. Coburn (R-OK) listed KABATA as #6 most
33% TIFIA and no rural eligibility wasteful project. Pres. Obama said "no more Bridges to Nowhere™

Upside and downside traffic and revenue projections modeled

- Recent Federal Highways reauthorization allows up to 49% TIFIA and lower interest rate for rural projects

e Portion of the Crossing in the Mat Su likely considered rural
Does not consider the benefits of the Crossing to the public or the resulting economic development

At the end of analysis State owns a $1 billion+ asset unencumbered

Should state not pay a cumulative $2.6 Billion minimum (See Real Cost Paper) we will likely suffer downgrading

of the State’s credit rating. Over $665 million in financing profits to contractor (Net cash flow minus equity, in

Citi's Aug. 2012 financial plan). If the state defaults on replenishing the unlimited reserve fund, the P3 N
contractor is likely to sue for construction costs, construction profits, and financing profits that were include as
costs in calculating 35 years of “availability payments”. The final amount for those “availability payments™ will

only be known to the legislature after KABATA and the State signs the Contract. That contract is only possible

if the legislature signs the "blank check reserve fund that would be created if SB13-HB23 are passed.

Impact of Proposed Legislation on the State's Credit



Citi indicates that the economic risks and merits in this presentation should be independently
verified. The LB&A Audit will help, RFP 2013-0400-1683 from the Dept, of Revenue would have
been a separate independent review, but that RFP was unfortunately canceled.
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Christine Marasigan

From: Jody Simpson

Sent: Tuesday, April 02, 2013 8:53 AM

To: Christine Marasigan

Cc: Rovito, Michael (DOT) (michael.rovito@ alaska.gov)
Subject: updated witness list

DOT Commissioner Pat Kemp (in person)

Michael Foster, Chairman, KABATA Board of Directors (in person)
Kevin Hemenway, CFO, KABATA (in person)

David Livingstone, Managing Director, CITI Corp (in person)
Mayor Verne Rupright, City of W asilla (in person)

M ayor Dan Sullivan, Municipality of Anchorage (on phone)

M ayor Larry DeVilbiss, Mayor, Mat-Su Borough (on phone)
Berkley Tilton, Chair, Knik-Fairview Community Council (on phone)
Pete Mulcahy, Legislative Liaison, Chugiak-Eagle River Chamber of Commerce (on
phone)

Rebecca Logan, The Alliance (on phone)

Darcie Salmon, Mat-Su Borough Assembly (on phone)

Jeff Stark, Dept of Law (Questions Only) (in person)

jody

Jody Simpson

Office of Senator Charlie Huggins
Senate District E

Alaska State Capitol, Room 111
Juneau, Alaska 99801-1182

Toll Free: 1-800-862-3878

Direct Line: (907)465-2661

Fax: (907)465-3265

**Please note new email address**
Jodv.Simpsonfaiaklea.gov


mailto:michael.rovito@alaska.gov

Delivering Statewide benefits, regional connectivity and economic growth. www.knikarmbridge.com

Senate Finance Committee

April 2, 2013
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Historic and Projected Population Trend
1985 to 2035

600,000
500.000
400.000

m Anchorage
300.000

m Mat-Su
200.000 m Region
100,000

1985 2010 2035 *

*2010 Census number increased by ISER annual growth rate for 2035 forecast.
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Glenﬂ nghwayA ADT COUﬂtS (no bridge)

Historical and
Projected
AADT

1985-33,555

2010-52,824

2035-110,000

www.knikarmbridge.com

Historical and
Projected
AADT

1985-15,682
2010-29,664

2035 - 65,000

Knik Arm Crossing
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Knik-Fairview Fastest Growing Area

Knik-Fairvie w 2 012 p opulation estim ate 16,126

Larger than the incorporated areas of Palmer and Wasilla
combined

If incorporated, would be fourth largest city in the state

Knik -G oo se B ay R o ad traffic statistics:

AADT 2010 AADT increase Percent

12,590 18,308 5,718 45.4%

www.knikarmbridge.com %‘ikm Cr$Sing
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What Happens Without the Bridge?

e State has to accommodate transportation
needs to maintain existing level of service:

- 6 lane im provem ents o n G le n n H ighw ay from
E g | R to W Il
- 8 lane im provem ents o n G le nn H ighw ay from
S t h E g | R t 5 th A
P k W |1 B yp
N etw ork im provem ents in Palm er /W asilla =c¢o idor
. >>$3 billion total cost with no tall revenue
e Estimate per 2008 Statewide LRTP prepared by ADOT&PF

www.knikarmbridge.com N-]ikmnchBSirg
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P3 Terms

Scope
- FDBOM in exchange for periodic availability payments

- Future capacity improvements in segments operated by private
partner competitively bid in the future

- Includes tolling operations on behalf of Authority

Term - 35 years after substantial completion

Potential Financial | Credit Support:

- $150 million funded project reserve (SB 13 HB 23)
- $600 million SAFETEA-LU Private Activity Bonds allocation

- $357 million TIFIA loan (33%) - letter of interest submitted for Knik
Arm Crossing

Termination for Convenience Clause

www.knikarmbridge.com Kj mik Arm Crossin g
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KABATA Projected Obligations and Toll
Revenues (33% TIFIA)

300 n
250 End of P3
Concession
$2.2 billion
200 Ingra-Gambell Expansion to \ surplus
p and Point 4 Lane revenue
Y Mackenzie Crossing
| 150 Road
¢ i Ingra-Gambell
Project Reserve .
** 100 during ramp up 7
50 - m |
w C"’
2014 2019 2024 2029 2034 2039 2044 2049 2054 2059
Toll Revenue m Reserve Interest Income
m Availability Paym ents m KABATA Administrative Costs
m KABATA Debt Service Operations, Maintenance and Capital Expenditures

m KABATA Toll Collection
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ALASKA STATE LEGISLATURE

Interim: Session:
Senate District E Slat* Capitol Room 131
600B. Railroad Avenue JuneauAK 99801-1162
WacUlaAK 99654 Phone 907-465-3878
Phone: 907-376-4866 Fax: 907-465-3265
Fax 907-373-4721 Toll-Free 800-862-3878
5en.Chariiclluggine9akleg.fov Sen.Charllelluggins9akleg.gov

Charlie Huggins
Senate President

SENATEBILL 13 SPONSOR STATEMENT

"An Act relating to bonds of the Knik Ann Bridge and Toll Authority; relating to reserve hinds of the
authority; relating to taxes and assessments on a person that is a party to an agreement with the
authority; and establishing die Knik Arm Crossing fund."

Senate Bill 13 amends the Knik Arm Bridge and Toll Authority's enabling statute to provide for a successful
procurement for the Knik Arm Crossing project and to generate the best value for the state. The Knik Arm
Crossing will significantly enhance Alaska's public infrastructure and further the movement of goods and
people throughout our state. Passing this legislation this session is important for moving the Knik Arm
Crossing toward a bridge opening in 2015.

This bill, written in consultation with the Knik Ann Bridge and Toll Authority (KABATA), which was
established in 2003 by the Alaska Legislature, accomplishes many items deemed necessary for securing a
successful public-private partnership, including:

> Increases KABATA!s_bonding authority from S500 million to $600 million:
e The $600 million number represents the same amount authorized under Private Activity Bonds
(PABs) allocation from FHWA.
e Lowers the cost o fcapital tor the project and ultimately lowers the cost to end users.
e Private partneris die borrower ofany PABs issued.

> Clarifies that the bridge and associated facilities are exempt from state and local taxes:
e Like any other transportation project in Alaska, the roads and bridges are not subject to property
taxation.
e Any private facilities developed outside the crossing will be taxable.
= Property tax exemption reduces the availability payment and reduces the toll.

> Establishes a project reserve fund:
e Provides a backstop for toll revenue fluctuations.
- Enhances the credit worthiness o fthe project and reduces project costs
e Wi ll be repaid over the life ofthe project.
« Keeps the tolls affordable to the traveling public



All o fthe above language clarifications and additions lower the capital costs of this mudeeded infrastructure
project and deliver benefits in atimely efficient manner.

SB 13 is acompanion bill to House Bill 23, which is sponsared by Representative Mark Neuman.

Contact:

Jody Simpson
(907)463-2661
kxiv.simpsoo@ aklefi.gov
Version 28-LS0259\A
Introduced 1/16/13
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LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th St., Rm. 329

MEMORANDUM March 6, 2013

SUBJECT: Sectional Summary for SB 13 (W ork OrderNo. 28-LS0259YA)

TO: Senator Charlie Huggins

Attn: Jody Simpson

FROM: Hilary M artin
Legislative Counsel

You have requested a sectional summary o fthe above-described b ill.

As apreliminary matter, note that a sectional summary ofab ill should not be considered
an authoritative interpretation of the bill and the bill itself is the best statement of its
contents. If you would like an interpretation ofthe bill as it may apply to a particular set
o fcircumstances, please advise.

Section 1 repeals and reenacts AS 19.75.211(a). Authorizes the authority to borrow
money and issue refund bonds on which the principal and interest are paid out of and
secured by (1) the gross revenue derived from fees, rents, tolls, rates, charges, and other
revenue; (2) revenue received by a private person or enterprise that has entered into a
public-private partnership agreement with the authority; or (3) any revenue or money
appropriated to the authority for thatpurpose, except a state tax or license.

Section 2 raises the lim it on the amount o f aggregate bonds the authority may issue to
$600,000,000.

Section 3 adds a new subsection to AS 19.75.211 that requires the authority to submit to
the state bond com m ittee a description o fthe bond issue before issuing bonds. The bonds
may not be issued unless the state bond committee finds thatthe revenue can reasonably
be expected to be adequate for paymento fprinciple and intereston the bonds.

Section 4 amends AS 19.75.221(h) to specify whatmustbe deposited in the reserve fund,
which includes revenue derived by the authority from fees, rents, tolls, rates, charges, or
other revenue; appropriations for that purpose; and other revenue available to the
authority.

Section 5 adds new subsections to AS 19.75.221. Subsection (i) specifies the specific
purposes for which the money in the reserve fund can be used. Subsection (j) allows the
authority to transfer income or interest earned by the reserve fund to other funds or



Senator Charlie Huggins
March 6,2013
Page 2

accounts o fthe authority as long as the transfer does not reduce the reserve fund to less
than the reserve fund requirement. Subsection (k) specifies how to value securities the
fund is invested in to compute the amount o fthe reserve fund. Subsection (/) requires
the chair ofthe board to notify the governor annually ofthe amount required to restore
the reserve fund to the reserve fund requirement. Subsection (m) defines "reserve fund

requirement.”

Section 6 amends AS 19.75.261 to exempt any real and personal property, assets,
income, or other interests held by a private person or enterprise under a public-private
partnership from all ad valorem taxes on real or personal property and special tax
assessments o fthe state orapolitical subdivision o fthe state.

Section 7 adds a new section, AS 19.75.345, that establishes the Knik Arm Crossing
Fund.

HVM :ljw
13-147.1jw



SB 13 Summary of Legislation

The KnkAm Qrossingisavital infrastructure project, a bridge that will connect Alaska, help areatejobs,
enocourage smart growth, and economic development, while improving the environment and the quiality of life
for the people served by the project. Simply said, this isan investment in Alaskals future that will pay dividends
for yearsto come.

B13 will aid the successful procurement ofthe Knik Amm Qrossing, reduce the cost of project finance and
generate the bestvalue to the State of Alaska. The passage of this legislation will facilitate the projectto be
openfortrafficin2017.

Proposed Legislation-SB13

Amends Alaska Statute 19.75 with structural amendments to achieve the bestvalue for the state of Aeda
Summarized Below:

Increase in Bonding Authority to 9600 m illion
* Inceaseto match $600 million in federal Private Activity Bond (PABs) capacity allocated to the project
*  PABsrequire a pubic entity to act as conduit Issuer for the private borrower.
*  AnyPABsissued are aliability ofthe private partner, notthe State.
»  Taxexempt nature lowers the costof capital and provides better value proposalsto the State.

ProtattogtMLftind,

 Usadto supplement availability paymentsto compensate the private partnerfor the finance, design,
construction, operations and maintenance ofthe facility until toll revenues build upto sufficient levels
to fully coverthe paymerns.

* Resisin lower avaiability payment proposals, generating best valuefor the State.

»  Sawesto keeptolls affordable to the traveling public and suppartsthe shortest possible contract term.

» Asthe reserve fund builds asurplus, the surplus will be used to fund other needed transportation
projects thatfall under the federal Title 23 and Title 49 categories.

» Egddishesthe Department of Revenue asthe fiduciary to holdthe appropriation until the public-
private agreement Isexecuted.

» Reguresannual reporting to the legislature and Govermnor on die status of die reserve fund, ad
establishes the mechanismfor replenishment ofthe fund suljectto appropriation.

Prgpﬁrth|mqufctfrm
Clarifies that the bridge and assodated connectors are not subject to property taxes if operated bya

private partner on behalf of the state (the facility is already exemptif operated by the state.)

* identical to all other publicly anwned transportation projects in the State.

» Anypnvate faciliies of the developer not servingthe public transportation purpose remain subject to
property tax.



Clarifications on Common Myths about the Knik Arm Crossing Project
By: Knik Arm Bridge and Toll Authority

»  KABATA'sAugust2012 TIFIA Letter of Interest (LOI) remains active and advendng it
tothe application stage is pending pessage o fHB23 or SB13. The Knik Am Qassing
(KAC) project is one of28 proeds inthe LOI sage for aTIFIA loan. Since the pessage
ofMAP-21 andthe issuance ofthe TIFIA Notice of Funding Avallability, noneofthe 28
proedts have moved to the gpplication Sage at this time.

The TIFIA programiis very valuale to the State and the project, resuitting in lower
avallabllrgi_/he it isin the state's best interest to pursue Amding through the
e partnerwill bethe bomower, but the value of TIFIA will come beck

toifestatetfrwghtheompetmvenoaxerretrrom

* Thebridge length wes inoeasad to preserve belugawhale halaitat, asreconmended by
the National Marine Fisheries Service. The cost ofthe lengthened structure- from s,200
feetto 9,200 feet - is offset bythe removal o fembankmentand riprap material in the
Obgpest aress ofthe Knik Arm Qrossing alignment, resuling in anet increase of

approximeately Sls million, or roughly 2 percent ofthe overall Frese | construction oo,
niere is sufﬁuentoonﬂngerw@sz milion) induded in the2010 cost estimete to cover

thisdange.

Many cost estimetes have been conleted for the Knik Arm Grossing Project. The 2010
oost estimate indudes items sudch es,

o Constructingall six laresoﬁheurnel under Govemment Hill in the initial phese
ofconstruction, to mitigate and minimize: innpadts to the community;

o] Conshucﬂngall fill in the intertidal zone in the initial pheseo foonstruction, to
minimize impacts to fish and fish habitat;

0 Constructing roacay enberkiment for 44anes upto the top o fsub grade along
the PortofA*duageardJBER, to minimize disruption to their activities.

«  The Knik Am Crossing is being delivered asa public-private ip udera
besed contract The design ofthe bridge will be finalized by thewinning
andwill be designed tothe strict technical Standards spedified by the Sate. The

proposer
Qossngwill ke constructed using time tested, Slandard bridge building methods.

»  KABATA's bese population forecast is consistent with athers, including ISER's 2009
forecast, which predicted aMet-Su population for 2010 that wes 9,000 belowthe adual
oasLs court. KABATA straffic forecast used socio-economic inputs for high, low, bese
and reduced value o fime to understand arange o f passible auicaes.

«  UnderaP3, suchasthe one being utilized to deliver the Qrossing, there is noguerantee
ofaretum on investiment to the private . In fact, the private equity is the first
dollar & ride, which isoneofthe to the date ofentering into a3 contract.

Formore Inform ation or questions aboutthe Knik Arm Crossing's projectdelivery
method, P3sorotheraspects ofthe projectcontactthe KABATA offices at907-2684)698.



Importance of legislation for TIfIALoan

What isaTIHA Loar?

TiHAstandsfor Transportation Fnence and Innovation Act The TIHAlcan program provides federal credit
assstance in the form of direct loanns, loan guarantees or Slandioy lines of credit to pudkc or private Sponsars
of major infrastructure projects. The programwes estabished by Congressin 1998 to leveragefederal funds
by attracting substantial private and other nonHederai coinvestment in critical improvementstto the nation's
surface transportation system, it wes modified by MAP21, the most recent transportation reauthorization
passed in July 2012. Mastimportanty, MAP-21 increased the prograis lending capacity nearly tenHold and
mede the application processobjective and first-come, first-served.

TIFIA's value forthe state

» TIHAlcanshavea lowinterest rate: the 30 yeartreasury rate plus 1 besispoint
o Thelowrate will savethe state hundreds of millions over the term of the publicrivate
partnership.
 Tears competing for the project will consider the lowest cost finanding available in their proposals.
o0 THAIsthe lowest costfinanang onthe market,
o Theprvate partnerwill be the borrower of the TIHAIcan - not the state.
» Thestate benefits by receving lower availability payment proposals because the private partneris
obtaining lovwer cost finanaing translating into alower availability payment for the state. The
competitive procurement drives the value badkto the state.

How this session's legislation helps obtain a TIFIA loan

» TheTIHAGffice is looking for the state's commitment to the project
o Fundngofthe reserve fund and passing the legislation reflects a high level of commitment
*  We\ve been Informed by the TIHAGffice that KABATAWill only be alloned to proceed with its THA
application once the project reserve is funded or it becomes reasonably dear the isste islikely to be
resalved favorably Inthe nearfuture.
» TheTIRAprogram heslimited lending capadty since there is avery high demand for this lowoost
finanang.
o Thsinaeasesthe urgencyfor KABATALD beableto noveforward with the application
Jorocess.
*  TIHAprogram capecity.
0 $7 billion for federal fiscal 2013 and$10 billon for federal fiscal 2014.
0 AsofNovermber20,2012:
» 23 Letters of Interest (LO) were submitted to the TIHAoffice from projects around the
US, indluding the Knik Arm Qrossing, requeesting between $.7 billion and$1.4 .4 billion
in TIHAloans. This represents upto 85%wofthe TIHAcapadty.
m AslLGsareinvited to submit applications, the loan capadty is conditionally committed
and no longer available.
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Senate District H

600 B. Railroad Avenue

WaaiHa AK 99654

907-376-4566

907*375-1724- Fax
SenatacChailiCLHusginaW egladtateAk.ua

S enator C harlie

December 17,2012

Duane Callender

Director, TIFIA Joint Program Office
U. S. Department of Treneportation
1200 New Jersey Avenue SE
Room E-64-301

Washington, DC 20590

DearMr. Calendar

H

u

IS LATURE

ggins

State Capitol

Juneau AK 99801-1182
907-465-3876

Fan 907-465-3265

806-862-3878
www.akiepubUcaiu.oig/hugglni/

| recertify received a copy ofyour September25.2012, letter to the Knft Arm and Bridge T ol Authority In which you ttale that
USDOT la pottponing consideration of KABATA™ TIFIA Letter of Interoat until the State of Alaska either appropriates, or Is

Itkety to appropriate, tariffing for the project

Aa you may be aware, there have been tome recent developments on this project; On December 14.2012, Governor Sean
Pamet announced Ms PY 2014 Capital Budget, which contains $10 mffiton lor KABATA | also fiffiy anticipate that legislation to
enhance value to the public under a Public-Private Partnership wfl be pro-tiled for consideration by the 28* Alaska State
Legislature when * convanes in January. &

AddtUonaRy, | would also ike to bring to your attention the following:

* The Alaska Legislature previously authorized the use of Federal funds and appropriated State matching funds for the
project

*  The construction phase ofthe project Is included in (he approved Statewide Transportation Improvement Program
(STIP).

*  KABATA s currantiy purchasing right-of-way and acquiring !h* necessary perm it for construction.

«  The State intends to follow through on Kacomnnitmerris underthe Federal Highway Transportation Program.

*  The Authority wHl continue to work dotelyw Ih your office.

Therefore, | respectfully urge favorable consideration by your office and the U.8. Department of Transportation of KABATA'S
TIFIA letterof interestand, uMmelely, Its loan appticaton on behalfofthe successful bidder. Thank you

Senator

Cc: The Honorable Use Murkowski, United States Senate
The Honorable Mark Begich, UnRad States Senate
The Honorable Don Young, United States House of Representatives
The Honorable Sean Pamel. Governor, State of Alaska
Heather Brakes, legislative Liaison, Office of the Governor, Stale of Alaska
MBs Foster, Chairman, Knfc Arm Bridge and Ton Authority Board of Directors
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KnlkArm Bridge and Toll Authortty (KABATA) Project FY2014 Request $10,000,000
ReferenceNo; K677

Resernve ’
AP/AL: Aprgoriatian Project Type: Grstructaan

Category: Trargoortatian o i
Location: Southcentral Aleska I:jg)use District Suthoantral Region (HD 7-

i House District Southoatral Region (HD 7- Contact PatKemp

K0)
Estimated Project Dates: 07/01/2013-0/3/2018  Contact Phone: (Q07)466-3300

_I?lh’iefN?yan\na aorgardelAfgi'\%e/d(kABATA)ls 1y fudirg ofa proj
e KnikArm reg.estirg fudirg ofa projectresene
enhance tre aeditiathe KnlkArm Qrossing Arggect (g Funding tre resenewilUaeble e
ttoreenea lovast Trargoortation nfrestiudure Arercirg Imoatin Act (JIHA) lenfram
the Lnirted States Depar tment of Trangoortataian - TneTIFIA Inarestrate Bthe 0 year
amatly2.83%. lov ratewill save tre State hundredsofmillios

treecury rateplus 1 besisport, | c
werm the term oftte policanatieagreement The prinate partrervilll be tre bormoner of tte TIFIA

Fui:ing: FY2014 FY201S Fy2016 FY2017 FY2016 Rv2019 Tad
Gen Fund $10,000,000 $5,000,000 $5000,000 $5,000,000 5,000,000 $150,000,000

m sm rm sm

r SaeVech red | Onetime Pefe Phasedew f Phaseckmb\gl;vy I" OnCGa
0%« Mnimum IVetch % Recuired Ipﬁmerdrert T MedHevh E

it

Qperating & Maintenance Costs: : Amount
jectDevelopment 0 0

ingQHatirg; OO 0

0 0

%—Tlm%ﬁ

Prior Funding Hi /Addrtiaal Informataon:
Secl Ch82 SLA2006 P104 L33 SB231 $23,600,000
Secl Ch82 SLA2003 P49 124 SB100 $33,600,000

Legpslationtoesteblish the prgject resene furd isexected tobe introd.od during the 2013
meﬂmalz?@a‘sofﬁnrewaudsbel:m Fr2015 —FY20159MI dependan
revenie fosessts and Govermorand Legsskaine actias goirg favard.

Project Desoriptiavdustrfication: o i
The prggect kbeing proaured under a pliciate partrarship (). haderfatrevalleoftre
TIFIA leentocome Oothe Sate, #tnecds tobe aalleble tothe teamns cn}ﬁitlrgﬁ”treﬁqectprnf
tognitting prgoosals. Demand far Iinwted TIFIA loen Ggecity B TIFIAdfhcehes reenad
kttasof intaestregesting between 9.1 and $13.5 bioinof TIFIA There %7 llinof
ety aaildble hFY2013, The resene fudwall ssoure TIFIA Ggecity TarAleda.

KABATA Bnorkingtomake lovast firacirg toolsasikble totte dortlisiadteans toarsicer n
treirplanoffirence. $600 million oftax-eapt privatie adivitybonds (PABS) cecatyhes been
SasofAaska Poead Summay Deatret of ra'qomalormml:\b Fa%'e%"%

FY2014 Goana
2/13/136:53:14 AV Pagel Releesad Felruary 1242013




Knik Arm Briidgeand ToU Authority (KABATA) Project FY2014 Request  $10,000,000
Reserve ReferenceNo: 56677
dotained franUSDOT fartre prgyectiran tre $15 killorataical p. Tax exempt bonds have a
loner astttentacblebods. KABATA salsopurauigaTi At InfrestnoureAraciry
InoataianAct (TMTAA) leenofup o$E0millinfate gy FHWA. TIFIA ba lov-aost
subordhated leenprogramwirth patient repayment tems. The TIFIA ntarestrate sthe 0 year

Treasury rateplus 1 kesispoint -83%. There ksalna rud preferaxeelerentwitnte
TIFIA program tetvall ledat besicTIFIA e trat56% oftre projectmects tre
rual cgi’q?mw oftre TIFIA program. TIFIAvaT ledup ©49% ofdigideprgjectasts.

The teams conpeting fartte projectvilll aarsicer e lonest aost firacirg aatkeble. To treedat
the State can make tooks liePABs and TIFIAaaikble patopraoosal sUonissian, trevalleofthe
lovaost 1y fartire prvate ssctoniill come back o the State throuoh the conpetitaan Intte
formof loneradlichltypayment prgoosals. Since TIFIA stie lonest asstcpital asikble Intre
market place, s nportanttomake kasikebleron. TIFIAvl recuce the aaknlitypayments by
hundreds ofmiliacsoer tte 35 year termoftte PPA, provdinggreat\valle otre Sate.

The TIFIAdific2ofFHWA has irdicaied toKABATA Wld notbe Inatedtosuaonitan
ication fara TIFIA leenutil tre pgjectresene s orthere isa reesoeble eqectation
et inould be fuoed ntrenear fulue. Arovdiry resene fuing throuch the pitall bucoet
will sig el e TIFIAdhce et the State Bsenias dotamnrga TIFIA laen, and KABATAwill be
allonad tosumitan gplicatan far TIFIA

The TIFIAprogram has limrted ledirg casdwhﬁ)dnatelyw elllonfafeckral fisal 2013 and
$10 NIBn far2014. There bvery highdemand is lovasstfrerary. TIFIA leendemand
exceeds tee Tisal 2013 leen (gEcity. As of October 11,2012, eigitean Lettersof Inaest (0D were
recened by tre TIFIAdTe, rciuding %‘W LOI, regesting between $9.1 killimand $13.5
kil nTIFIA leers. Addiraasal LOIs  TIFIA lcen programare anticreted. After revievand
acogptance by tre TIFIAdffice, eﬂhessmmmm Inated tosuonitan gplication. The
program aficcates leen Gpecity on a fastcome lesisbased on gdicmmsbrl&:lm_ -
Pro/iding fadling fathe projectresenvewill reithKABATA beling provicsd tre ity
suonrta TIFIAgplicatinad resenesone oftte InTtEd TIFIA letirg project

KABATA hes corpleted eviramantal clesrance uderthe Natiaal Eviramental Rlio/AL.
Noverber 2010 the Natiaal Marine Aideries Sarvice Issued a biolaoical qoinion test tee bride
woulld notjegpardize tee aontinued existace of the Cook inletstodk ofbelugpwhales, whichhed
been decared encbnpered. Thatwas folloned by tre FHWA issuirga " huilld” Record of Dedsiion In
December 2010. KABATA hes been aaouinirg nid tofiway and exoects tohave dli rece&rglglsof
atrytoarstructby mid-2013. Key pamits have been gylied Tarand are alsbeqpected tole h
place h2013. The Sectian401 Weiter Quallity Grtrhication fatre prgjectwass issued by treAlesa
Department ofEviramattal GCasenatianon Septarber 26,2012.

The pgectvill gererate gyoroxdanately 1,50directjds amallyover tee costructionparial. ivall
provick an essatial second Irkbetween Andnorage and pointsrorth fatre movement ofpecple
and fregtand farsaity; Intermacal arectivity betvween ports, airprtsand 1al; and aoccess o lad
and resouraes fTareconomic develgorentand housing and tosygoort projected poulataan gronth.

Sate of Aeda Ca j o j ic Padifies
Seol Prgedt Sumay Depatrrent rarHoortalor'v'Pu:iNI s
2/13/13953:19 AV Page2 Released Feuaty 12th, 2013



The Matanuska-Susitha Boom

Borough’s growth continues to eclipse rest of state

he Matanuska-QusitraBorough hes beena

antanal economic stardout inAleda. Even

in2009 when employment stallled inAnchor—
ae and tre restofthe State, Matt-Su cotinued toadd
Jds. Geebhibits 1and2)

The boroughspgoullation hes expanded asvell,
growing by about4 peroat each year compared O
Jstover 1paraatayear inAnchorage. Although
Mat-Su shome 1o 13 perant of the States popula-
0, itasorbad three-quarters of the Stales ret
in-migratian over the pest decede. And sincee 204,
more new housing unitswere huillt inMat-Su each
year trenanywhere el intte Stete. (SseBhibit 3)

A special relationship

The primary eqlanatin for tre areasedraordirery
growth sstreeconamic interplayand sybiosis be-
tweenMat-Su andAndorage, tre states lagestaty.
Thiis dhilly econamiic interactionbetween two politi-
al juigiicaos srotuusal inmany partsoftre
auntry, but tlsone ofakind inAleda.

Inthe corbined regian, most new homes arehuilt Aweloome sign in Talkeetna, one of the communities in the
iNVBE-SU, andnost new residnis tretmove ote— Vatanusie Susitna Borough. Photo by Frank K.
areasttie ttere even thoughmany work InAnchor-

ae- Average eamings farjaos inAnchorage are 37
b et gy M History of Strong Growth
aﬂ‘lirdégﬂ?_lrg Id inAd i Mat-Su employment, 1959-2012

2000
Nearly a third work in Anchorage

In2010, gooroxdamately 31 perant ofemployed Vat-

Su residantsworked InAdhorage, hutthey took n 1000
rearly halftte eamirgs. These comuters’eam-

ings added up 1 $6576 milllion, Sligtdy lessthentre 5,000
$696 milllionthat Mat-Su resicents eamed athone.

15.000

These numbers exlude comuters who work fathe 0
feckral gpverment;, the uniformed millitary, and tte 1059 1965 1970 1975 1980 1965 1960 1985 2000 2005 2012
sHapload, o they arecosenative estinales. <Estimete

Source: Alaska Department of Labor and Workforce
Development, Research andAnalysis Section

It salo inportant o note treta significant group of

ALASKA ECONOMIC TRENDS



A4

North Slope 8%
Fairbanks 1%

Anchorage 22%

borough resicents trael even fartter to firdwork.
(Sx=Bhibit4.) In2010, 8 peraantworked onthe
North Slope and earmed $236 milllian, or 16 per—
ontofdlVat-Su residanteamings.

Home affordability in Mat-Su

As used hare, “housing affadebility” isacombi-
reticnofa comunity saerage eamingsand tte
axstof koAl hosing. Inotrervwords, itmeasures
howmany wage earrers ittaes topay ttreaer—
age nortgece.

Hone were o lodk stridtly atthe number ofvat-
Suwage earers ittales to affad theaverage bor—
ough hame, tte resultdoesntlookmuch differat
from tre affadtbility of the Anchorage housing
mariet. Intrefasthalfof 2012, ittook 1. Pwage
eararstoaffodan aerage sirgle-fanilyhome n

Many New Housing Units

Mat-Su vs. other areas, 2011

Juneau 3%
Mat-Su 40%

Fairbanks 21% 77

Rest of State 10%
Kenai 4%

Source: Alaska Department of Labor and Workforce Development Research
and Analysis Section

About Half Work Outside the Borough

Mat-Su residents, 2010

Mat-Su Borough 55%

Rest of State
Kenai 1%

Note: Excludes uniformed military, the self-employed, and federal workers
Source: Alaska Department of Labor and Workforce Development Research
and Analysis Section

ALASKA ECONOMIC TRENDS

Job Growth Didn’t Falter

Mat-Su Borough, 2001 to 2012

M ||
2001 2002 2003 2004 2005 2006 2007 2008 2009 2030 2011 2012*
"Preliminary
Source: Alaska Department of Laborend Workforce
Development. Research andAnalysis Section

Mat-Su and 1.2 o gality fa-ahome inAnchor-
ap. This sbecause aerage eamingsvere loner
nVat-Su then i . Honever, because
many Mat-Su residatswork inAnchorage and
otrer placsswhere eamirgs arehiger, tre afford-
dalityequation danges arsicerably— anAn-
dorageworker needed a itk lesstren onewage
earer, or 0.8, oaffadahome INMat-Su.

The high cost of commuting

Other factarsmay make Mat-Su's rekatinely af-
Tfardbble housing evenmore attractivetobyers,
suchasamore rual liestyfe, tre aaikhility of
altaratietypes ofhousing, and tre diility to Ine
ona lagarpieeof lad.

The draratic rnise ingesolire pricss sapoten-
tiEl dranback farcomuters, thouch. The aer—
age Mat-Su comuter soatan average of$143
monthlly ingesoliine iN2000 but et $361. in
2011, with pricssnot edjusted for inflstion

These higer ragortatinastsdage tre af-
Tfadhiility pictureand the dssire tocomute,, but
the catadon Tshow any diear reectintottee
higerpricss. Roardless, this lag-teyrmcommut-
ingtrad isnot likely to dhange any tame soon
because tteaaiaility of develgoeble lardoon-
tnestotagien inAndhorace.

The Mat-Su Borough s aompetitive advantage
Brot limited o residnaal develgoment, attar.
Mat-Su ks lielyto pture a sigiificantdare of
Suthontral Alaska s ottrer future econanic davel-
gorent. The reant gpening of the Goose Bay Cor—

FEBRUARY 2013



rectiaal CGatter nVesillamight be anexample
ofthistrad.

Migration fuels growth

Between 2000 and 2012, treMatanuda-Susita
Borough Spgoulationgrew by 58 paraat, whille
Anchorage grewby 15 peromtand tre Stateas a
whole grew 17 paraant. (SeeBhibit5s)

The primary souce ofMat-Susgrovthwas
people moving N, making itone ofthe few
placss istte datetratgrew nostly because of
migration. Since 2000, threeqartarsofte
borough spguulationgrosthwas due tomoves,
and tre balance came fran retural Inoresse, or
birtrs minus deatts. Over the same tiime periad,
Anchorage spguulation gaindue tonetmigration
was near Z0.

Because the pooulation inthe borough hes gromn
somuch fastartren inAndhorage, ow reare-
snitsrearly aqarter of theAnchorage/Mat=Su
region’s total poullatian, campared 1O 14 peroat
in 1990.

Wirthin theboraugh, avestmgjority of 1529 iden-
‘tifiedplaces or comunities aredoove-average
perfomers. Most are sittaied inacore area ttet
beginswirth Palmer and runs alog tte Parks
Highway throughVesillla, Meadow Lakes, ad
Knik-Fairview and ends inHouston.

The Knik-Fairvievarea stre lagstcaas-
designated place inMat-Su, growing the festest
rnurerically inrecntyears and the saaod-festest
on a percantagebesis. Growth was above-average
even intremore distantcomunities ofWilllow
and Talkestra.

The boroughssdool envol iment numbers also
corrdoorate itspopulationarte. (SeebBhibit6)
Brol Iment hes cotinued togrow inMatt-Su, un-
like statemicewhere enrol Iment peaked in 1920,
During trepestineyaars, the nurber ofaddi-
ticdl studants nVat-Suwes latertrentre Sitka
sdool dstriadsatareavolhait

Ail industries gained jobs

Employment hes alsogroan fester inMatt-Su tren
anywhere el intte sae. During the pest decack,

Continued on page 15

Population by Community

5

Population Population Population

Estimate  Estimate Chan%e

Area April 2000 July 2012 2000-2012
Alaska 626,932 732,298 105,366
Anchorage Municipality 260,283 298,842 38,559
Matanuska-Susitna Borough 59,322 93,801 34479
Big Lake 2435 3502 1,067
Buffalo Soapstone 761 872 m
Butte 2561 3414 853
Chase 43 b -8
Chickaloon 213 243 30
Eureka Roadhouse 28 24 4
Farm Loop 975 1,036 61
Fishhook 2565 5033 2468
Gateway 3,802 5910 2,108
Glacier View 238 235 -3
Houston city 1,202 2012 810
Knik-Fairview 6,985 16,126 9141
Knik River 582 744 162
Lake Louise 50 -38
Lakes 6,604 8,729 2125
Lazy Mountain 1,160 1558 398
Meadow Lakes 4,720 8,188 3,468
Palmer city 4,705 6,117 1412
Petersville 16 5 -1
Point MacKenzie 226 565 339
Skwentna m 3» -76
Susitna 37 16 2
Susitna North 985 1376 01
Sutton-Alpine 1,080 1427 347
Talkeetna 731 8% 163
Tanaina 5,056 8,623 3567
Trapper Creek 423 475 52
Mtfesilla city 5504 8,207 2,703
Willow 1,657 2155 498
Balance 3,829 6,195 2,366

Source Alaska DeparmentofLabor Research and Analysis Section

Jump in Enrollment
Mat-Su vs. other areas, 2007 to 2012

6

Mat-Su Borough
Anchorage 1%
Aaska -1%
Fairbanks 1%

Juneau -4% 9 ]
Ketchikan =% W

Source Alaska Department of Education and Early Development

Matanuska-Susitna Borough, 2000 to 2012

% Change
2000-2012
16.8%
14.8%

58.1%
43.8%
14.6%
33.3%
-18.6%
14.1%
-14.3%
6.3%
96.2%
55.4%
-1.3%
67.4%
130.9%
27.8%
-43.2%
32.2%
34.3%
73.5%
30.0%
-68.8%
150.0%
-68.5%
-56.8%
39.7%
32.1%
22.3%
70.5%
12.3%
49.1%
30.1%
61.8%



M at-Su growth spurt continues - Mat-Su Valley Frontiersman: News Page 10f2

Mat-Su growth spurt continues

Posted: Monday, March 25,2013 7:08 pm

PALMER — When ahouse is builtin Alaska, there’s a 1-in-3 chance it was constructed

somewhere in the M at-Su.

Or atleastthat'swhatNeal Fried, an economistw ith the state Departmento fLabor and
W orkforce Development, told the Mat-Su Borough Assembly lastweek as he discussed a

PowerPointslide displaying home construction in pie-chart form .

“Itis kind ofamazing. | didn’'t realize thatsorto fproportion untill putthat slide together,” he
said.

Amazing, ofcourse, because the M at-Su represents less than athird o fthe state’s population. The
nextlargestslice o fthe pie was Anchorage’s 22 percent share, then Fairbanks at 18 percent. And
that's actually kind ofa down marketfornew construction. The Valley peaked, like most places in
the country, in 2005 when 2,038 building permits were issued. By 2007, thatnumberhitalow of

703 before rebounding slightly to the 2011 figure of777.
“We don’'t have 2012 numbers yet, butmy guess is they w ill look better,” Fried said.

As for existing homes, sales peaked in 2007 but have remained steady in the 1,200 range since

then, he said. In 2012,1,236 homes sold.

Anothernotable statistic is thatcommuternumbers have remained relatively steady ataround 45
percentofthe work force since 2000. Fried said a steady numberthere is interesting because the

supposition has always been thatincreased gas prices would reduce com m uter tra ffic.
“1'm sure gasoline prices does effectcommuting, butit’'s too subtle to know,” he said.

Breaking those numbers down further: 31 percento fthe workforce commutes to Anchorage, 1
percent each in the Kenai Peninsula and Fairbanks North Starboroughs, 8 percenton the North

Slope and 4 percentin the resto fthe state.

“The realdynamic here is what's happened on the North Slope,” he said. “The lasttime | think 1

created this it was 6 percent.”
He attributed thatbump in the statistics to growth in the oil industry.

O fthe 55 percento fworkers who both live and work in the Valley, the biggest share — 20

percento fthatgroup — work in government. The bulk ofthose 3,187 jobs are mostly with the

M at-Su Borough School D istrict.

httn ://w w w .frontiersman.com /news/m at-su-ffrowth-snurt-continues/article ... 3/26/2013
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Mat-Su growth spurt continues - Mat-Su Valley Frontiersman: News Page 2 0f2

Retailjobs make up another 16 percent, with the nextbiggest slices going to health care and

hospitality, which each enjoy an 11 percentshare o fthe workforce.
Overall, Fried said, M at-Su is faring wellin the currenteconomy.

“We’'ve added anotheryearofjob growth and that's been going on foraveiy,very long time,

basically since the late '80s after the greatcrash,” he said. “The resto fthe country’slabormarket,

job market, economy, is stillunderthe water.”

He said thatif the borough were a state itwould be the fastestgrowing state in the nation.
“It’s pretty impressive and it’svery broad-based,” he said, adding thatthe growth injobs was
spread outover multiple types ofemployers.

Contactreporter Andrew W ellneratandrew.wellner@ frontiersman.com or 352-2270.

httD ://ww w .frontiersman.com /news/m at-su-ffrowth-snurt-cor»tiniie s/artic.lft 3/7.6/7013


mailto:andrew.wellner@frontiersman.com
http://www.frontiersman.com/news/mat-su-ffrowth-snurt-cor%c2%bbtiniies/artic.lft

Some Alaska and MatSu
Labor Market And Economic

Indicators
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Matanuska-Susitna Borough Assembly
March 19th, 2013

Alaska Department of Labor and Workforce Development, Neal
Fried, Economist



A History of Strong Growth-No Dip

Mat-Su wage and salary employment

15,000

10,000

5,000

0 MITT) IMMTTPTITHTIMELIIYE DilitiMMI] LI Vi
1959 1965 1970 1975 1980 1985 1990 1995 2000 2005 2012*
"estimate

Sources: Alaska Department of Labor and Workforce Development, Research and Analysis



Employment Never Faltered In The Mat-Su

Annual employment growth

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012*

*Still a bit preliminary
Sources; Alaska Departrrent of Labor and Vorkforoe Development, Research and Anelysis



Where The Jobs Came From In 2012

Job gains in the MatSu in 2012"

Total 579
Government
Health Care
Construction
Professional & Bus. Svcs.
Social Assistance
Retail Trade
Transportation

Leisure & Hospitality-

Source: Alaska Departrrent of Labor and Workforce Developnent, Research and Analysis Section ‘preliminary



Where The Jobs Were Created In The Mat-Su During The Past
Decade (7,000 in all or 50%)

17%

g
Corst

Information

Transp. & W areh.
Hnancial Act
RAof. & BB. Senvs
Social Assist.
Leisure A Hospit.
Eating and Drinking
Retail Trade

Health Care

Government

29

84%

51%

143%

53%

40%

40%

103%

W age and Salary Jobs Created Between 2002-2012

341

413

507

832

458

1,030

Source: Alaska Departrrent of Labor and Workforee Developnent, Research and Avelysis Sedtion

r

4,207

1,312



Where The Matanuska-Susitna Borough's Jobs
Are-Sort Of

S ocial A ssist.

Other
Health Care 5% 2
11% ’
Financial Activities
3%
Government
20%
. federal=207
Retall state=1,262
16%

local=3,187

Information

3%
Professional & Bus.
% E ntrepreneurs*
OVo
Leisure & Hospitality. Transportation
11% Construction 3%
7%

Other includes private education, manufacturing, natural resources, utilities, wholesale trade and other services estimated



How the Mat-Su’s Average Annual Earnings
Stack Up

Construction

Information

Government

Prof. & Business Ser.
Financial Activities

Health Care & Social Assis.
Transportation & Warehs.
Mat-Su Average
Anchorage Average
Manufacturing

Retail Trade

Leisure & Hospitality

2011 annual average earnings-Mat-Su

$15,612

$26,568

$47,208
$45,288
$42,084
$37,632
$38,184
$37.,464

Source: Alaska Department of Labor and Workforce Development. Research and Analysis Section.

$57,216

$56,124

$54,156



Where Mat-Su Residents Work1l

Mat-Su Borough 55%

North Slope Rest of State 4%

Fairbanks NSB 1% Kenal Pen. Borough 1%

Anchorage 31%

Excludes uniformed military, federal and self-employed workers, 2010.
Sources: Alaska Department of Labor and Workforce Development, Research and Analysis



Percent of Valley Residents Working In
The Valley-Not Much Change

annual employment growth

70%
60%
50%
40%
30%
20%

10%

0%

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

AExcludes federal, uniformed m ilitary and Serf-errployed
SUGES Alaska Department of Labor and Workforce Development, Research and Analysis



W orker R esidency by R egion - Alaska, 2011

Alaska

M atanuska-Susitna Borough

Fairbanks N orth Star Borough

M unicipality ofAnchorage

G ulfCoastRegion

Southeast Region

Southwest Region

Rurallnterior Region

N orthern Region

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Local Residents m Non-localAlaska Residents m Nonresidents



Home Sales In The MatSu

Single family home and condo sales- MatSu*

1,415
1,349

1,264 -1,236

2001 2002 2003 2004 2005 2006 2007 2008* 2009 2010 2011 2012

"Condos added to MatSu in 2008. Condo sales that year in the MatSu was 41.
Source: Alaska, Department of Labor and Wordorce Developert, Research and Areysis Sectian Alaska Housing Firerce aarporatian mils.



Building Permit Activity In The MatSu Declined

MatSu Borough Housing Unit Activity

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Sources: Alaska Departrrent of Labor and Workforoe Development, Research and Arelysis



You House The State! Only A Slight
Exaggeration-Building Permits In 2011

Juneau 3%
’ Mat-Su Borough 36%

Anchorage

Kenai Pen. Borough 4%
Fairbanks NSB 18%

Rest of State 17%

Sources:Alllnew housing units,2011.Alaska Departmentof Labor and Workforce
Development, Research and Analysis



Housing Remains One Of The Big
Attractions-Single-Family Home Prices

Average Sales Prices of Single-Family Home-1stquarter 2012

MatSu $238.793 That’'s a lot of gasoline

Anchorage - $ 317, 456
Faitrbanks $ 231,177
Juneau - $ 285, 950
Kenai - $ 223, 7575
Statewide - $ 276, 902

Source: Alaska Department of Labor and Workforce Development, Research end Analysis Section.



Wage Earners Needed To Buy An
Average Single-family Home

Anchorage
worker buys a

Mat-Su house

Fairbanks North Star Borough
Kenai Peninsula Borough
Statewide
Anchorage Municipality
Ketchikan Borough
Mat-Su Borough
Juneau Borough
Kodiak Island Borough

Bethel

1st half 2012

0.98

Sources:Alaska Departmentof Labor and Workforce Development, Research and Analysis



Annual Population Gains For The MatSu
Valley-lIs There A Trend?

Annual population gains for MatSu valley

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Sources: Alaska Departrrent of Labor and Vorkforce Development, Research and Arelysis



Where Most Of The Valley’s Population Growth
Is Coming From-Not Anchorage’s Story

net migration-2000-2012

30.000
25.000
20.000
15.000
10.000

5,000

0

MatSu Anchorage
Souraes: Census Bureau, AKDOL .



The Flip Story-W here Anchorage’s Population
Growth Is Coming From-Not The MatSu Story

Natural Increase 2000-2012

50.000

40.000 38,805
30.000
10,000 8’930

0

MatSu Anchorage



The Mat-Su Growing Influence On The
Anchorage/M at-Su Region

M at-Su's population as a percent of Anchorage/M at-Su region

i r

1960 1970 1980 1990 2012 ... ..o

Sources: Alaska Departrrent of Labor and Workforce Developent, Research and Analysis Section, U.S Census Bureau.



Growth Or Losses In Alaska’s School

Districts

School enrollment 2007-2012

M atSu B orough

A nchorage

A laska

Fairbanks

Juneau

K etchikan

Sources: Ak Departrment of Education.



Income Stacks Up Nicely

Ranking

DWW N R

o1

City

Anchorage
Maryland
Connecticut
New Jersey
Massachusetts
MatSu Borough
New Hampshire
Alaska
Virginia
U.S.

Median Family
Income-2011

$85,023

$83,823
$83,106

$82,255
$80,425
$79,597
$76,609
$75,786
$74,500
61,455

Source; US. Census Bureau, ACS



All That Really Matters-The Valley Pickup
Index

num ber of registered pickups in the V alley

40.000
35.000
30.000
25.000

20.000

15,000

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

And 10,532 registered snowmachines in 2011-peaked at 11,048 in 2008  source: Division of Motor vehicles.
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A RESOLUTION
SUPPORTING THE
COMMUNITY o F P O
M ANAGEMENT A REA

W HEREAS, t
A nchorage av e

W HEREAS, t
A nchorage com p
econom y; an d

W HEREAS, t

re gion al

in d u s trial, an d
W HEREAS,

le g isla tiv e p ri
W HEREAS,

d evelopahble | a

com m ercial, in d
W HEREAS, t

re su It from c on

com m unity o f P o
W HEREAS, t

Com prehensive P

Pag* | of 4

econom vy

Sponsored by M ayor D e V ilb iss
A dopted 01/15 /13
M ATANUSKA-SUSITNA BOROUGH
RESOLUTION S ERIA L N O 13-007
o F THE M ATANUSKA-SUSITNA BOROUGH ASSEMBLY
LAYOUT A N D PLANNING o F A TOW N S IT E I'N THE
IN T M A CKENZIE AN D A TOWN S IT E I'N THE F 1S H CREEK
e M atanwuska-Susitna B orough and M u n icip ality o f
v oer 6 0 percent o f A la s k a 's p op ulation ; and
e M atanwuska-Susitna B orowugh and M u n icip ality o f
rise A la s k a 's la rge st and stronge st re gion al
o m a in tain a strong, grow ing an d sustainab le
there is a need fo r add ition al com m ercial,
re sid e n tial la n d s ; and
e K n ik A rm B ridge is on e o f th e B orough's
ritie s ; and
h e K n ik A rm B ridge w il p rowvide access t o
d s w ith in th e M atanuska-Susitna B orowugh for
s trial, and re siden tial use s ; and
e im m e diate developm ent p ressure an ticip ated t o
truction o f th e K n ik A rm B ridge w [ b e in th e
n t M acKenzie ; an d
e A ssem b ly adopted P o in t M acKenzie Com m unity
n in clud e s a g o al to

Resolution Serial No. 13-007



"Encourage developm ent o f tow n centers. T he tow n cen ters sh owuld
In ¢ lu d e s it e s for a lib rary, h e a lth c lin ic , p o st o ffic e , s e rvice
station , sch ool site s, com m unity center, grocery store , café
h o te I, p o lic e statio n , and m u lti-fam ily d evelopm ent;?* an d

W HEREAS, construction an d operation o f th e G o0 se Creek
C orrection a/l C enter is in cre asing the num ber o f jo b s in and
v is ito r s to P o in t M acKenzie ; an d

W HEREAS, there is rough ly th re e s g uare m ile s o f
B orowugh - ow ned la n d adjacent to A le op R oad, near th e G o0 o0 se Creek
C orrectiomn a/l C enter su itab le for developm ent o f a tow n s i e a s
e n visioned by th e P o in t M acKenzie Com m unity Com prehensive P lan ;

W HEREAS, th e B orough-owned la n d o f f A ls o p R o ad is adjacent
to th e 14 sgq uare m ile in d u s trial zoned P ort D is tric t, th e P ort
M acKenzie R a il E x te n sion , an d th e A la s k a R a ilro a d T e m in al
R e serve A re a; and

W HEREAS, th e P o in t M acKenzie Com m unity c o umnecil unamnim owusly
approved a m o tion supoporting th e layout, planning, and
developm ent o f a tow n s ite on Borough-owned la n d adjacent to
A lso p R o a d a t th e ir re gularly scheduled m e e ting
o f Decem ber 13, 201 2 ; and

W HEREAS there wooill b e a need for ro ad an d o ther
in frastruwcture im provem ents in c lu d in g K n ik G o0 se B ay R oad,

Resolution Serial No.

Page Z of 4
2MNo.

13-007
13-031



Burm a R oad, and S o wuth B ig L ake R oad, and a b rid g e a cross the

L ittle S u sitn a R iv e r, o n th e B orowugh e n d o f th e K n ik Arm
C ro ssing w hen th e b rid g e is b u ilt; and
W HEREAS, th e developm ent p ressure re su lting from
construction o f th e K n ik A rm B ridge is an ticipate d to re ach
b eyond th e com m unity o f P oint M acKenzie; and
W HEREAS, there is sigmn ific an t d evelopable la n d in th e F ish
Creek M anagem ent A re a; and
W HEREAS, th e F is h Creek M anagem ent P lan , adopted by the
B orowugh A ssem b ly, state s th at lan d sh owu Id b e re ser rved for tow n
center developm ent fo r com m unity s e rvice s an d a cen tralized
com m ercial d istric t; and
W HEREAS, th e F ish Creek tow n center, in contrast to the
tow n s it e in P o in t M acKenzie, c o wu ld b e a s e rvic e cen ter for
sm a |l to m id -sized a g ricultural p arcels ch aracter rized by le s s
dense developm ent an d in te grated in to alre ady e x istin g sum m er
re creation and w in ter tra ils to p o in ts far b eyond; and
W HEREAS, th e F ish Cre ek tow n center could becom e a lo g ic a |
junoction fo r acce ss t o th e w e st o f th e S u sitn a R iv e r and to the
north sid e o f th e K e n a i P eninsula B orough
NO W , THEREFORE, B E T RESOLVED, th at th e M atanuska-Susitna
B orowugh A ssem b ly, in an ticip ation o f, and a s a dem onstration o f
supwport fo r a b rid g e a cross th e K n ik A rm an d a b rid g e across th e
L ittile S u sitn a R iver, supaports layout, p lanmning and developm ent

Page 3 of 4 Resolution Serial No. 13-007
IM No. 13-031



R o ad and in the

o f tow n s ite s on p ub lic la n d adjacent to A lso p
F ish Creek M anagem ent Are a

ADOPTETD by the M atanuwuska-Susitna B orowugh A ssem b ly th is
15 d ay o f January, 2013 .

LARRY D eV IL B ISS, B orowugh M ayor
ATTEST
LONNIEL1/R. M cKBfcHNIE, cC M C ,Borowugh C le rk
(SEAL)
P ASSETD UNANIM O USLY! K eogh, W ood s, A rvin , C o lligan , Salm on ,
Colver, and H alter

Page 4 of 4 Resolution Serial No. 13-007
IMNo. 13-031



KNIK/&00S6 BAY ROAD: PARICS HIGHWAY TO POINT McKENZIE ROAD
1977 - 2009 ~FATAL & MAIOR INJURY(ne _CRASH LOCATIONS



PARKS HIGHW AY: W ASILLA TO HOUSTON 2006- 009* FATALCRASH LOCATIONS - Post
TRAFFICSAFETY COM41bOFEDESIGNATION

SEGMENTLENGTH §S.3S MILES (Irdl/dirgwdlnjury%m)
2006 2009 FATAL CRASHES 6 Pt- VAR 187

2006-2009 MAJORINJURY CRASHES- 9 Per YEAR: 2.80

20062009 (3 year)FATAL* MAIOR INJURY CRASHES

perMBLE per VEAft: ftJHffi

“<0 V o

Alaska
WU IEJ EMWN(NI

n 330

?2*Ev

55

! /

®8

ftRoad

§T'ho ™ "%

A“Parks Hlahwav Major Rmlkm ments Timeline

' Milepost 44-52 CompleteJuly 1996

------55 Miles per H *r
IMilepost 52-57* Complete July, 1998

B g im Portion Tor 3otetr
) * Ctslh Occured Z. s.AingTSC Ocnpation Cfrtdor ftesjanation
10 tMajirliijuFY Crash (200730°9) 55*lta.s«r.HiM:

JPELCU AW *++

Church

Road

9,340 J

m iles

SCALE In MILES

LocusRoad



M unicipality of Anchorage

Phone: 907-343-7100
FAX: 907-343-7180

O ffice of the M ayor

IMeyor Dan Sullivan

February 25,2013

MAR R1 2013

The Honorable Charlie Huggins The Honorable M ike Chesault
Senate President Speakerofthe House

Alaska State Capitol, Room 111 Alaska State Capitol, Room 208

Re: Support for Establishm entofa Fully Funded ProjectReserve for Knik A im Crossing Project

and Passage o feither HB 23 or SB13

Dear President Huggins and Speaker Chenault

The Knik Arm Crossing is a transform ative projectthatw ill shape the economy ofAlaska for
decades to com e . W ith the creation ofa projectreserve though the passage ofH B 23 or SB 13,
and the reserve's foil funding in the FY 2014 capitalbudget, the bridge w ill m ove forward
quickly into construction, and guarantees that itw ill be delivered to Alaskans under the m ost

com petitive financial term s available.

The creation ofa projectreserve ensuresthe bestvalue to the State o f A laska. It dem onstrates

the State’s com m itm ent to this projectand itallows the private sector to finance the bridge at

m ore com petitive interestrates. These lower  rates w ill be reflected in com petitive proposals
from the private sector. This projectis being developed with private equity, and generates toll
revenues. A s aresult, ithas a mechanism to repay the projectreserve, and to generate a surplus

to fond future statew ide transportation needs over time.
This projectis im portant to the foture o four local, regional and state economy. lurge your
support oflegislation am icapital appropriation to establish a folly-fonded Knik Arm Crossing

project reserve in tire FY 2014 budget Thank you foryour consideration.

Sincerely,

M ayor

P.O. Ko\ IWifol)  Anrlmr.ii’c,-M.isk.i : liMp: wuu.muni.org



Adopted« 02/28/12

M ATANUSKA-SUSITNA BOROUGH

RESOLUTION SERIA L N O . 12-027
A RESOLUTION 0 F THE M ATANUSKA-SUSITNA BOROUGH ASSEMBLY
SUPPORTING H O USE B IL LS 158 A N D 159 A N D SENATE B IL LS 79 A N D 8 0

RELATING TO THE AUTHORITY A N D OBLIGATIONS 0o F THE K N 1K ARM BRID G E

AN D TOLL AUTHORITY

W HEREASH#H th e K n ik Arm B ridge an d T o 1|1 A uthority* (KABATA)
w as e stab lished in 2003 by th e A la sk a State Legislature; and

W HEREAS/ th e ir project* the K n ik Arm C rossing, woill b e a
sign ificant add ition t o A la s k a 's in frastructure th at woill
further facilita te th e m ovement o f goods and people in the
8tale; and

W HEREAS, these H ouse and Senate b ills accom plish m any item s
KABATA h as deem ed necessar-ry t o h ave a successful p ublio-pr rivate
p artner rsh ip procurem ent; and

W HEREAS, th e first woill increase K ABATA s B onding A uthority
from $500 m illio n to $600 m illio n w hich low ers th e co st o f
capital for th e proiject and ultim ate ly low ers th e co st to en d
users; and

W HEREAS, th e second item b rin gs proper-rwrty ta x re lie f by
c larify ing th at th e K n ik Arm C rossing and associated facilitie s
are exem pt from state and lo c a | proper-rty taxes ik e any other
transportation proiject in our State; and

W HEREAS, a th ird ite m th at w o u ld b e accom plished is th e
id e n tification o f contractual m oney o b ligation s o f th e State o f

Page 1 of 2 Resolution Ssrial So. 12-027
IMSO 12-059



Alaska under a P3 process; and

W HEREAS, th e la st ite m necessary w owu ld create a reserve
fund to provide a b ackstoop for t o |1 revenue fluc tuation s a s w e |1
a s to se rve t o enhance the credit w orthine ss o f th e proiject
w hich w ould reduce overall p roject c o sta .

NO W, THEREFORE, B E T RESOLVED, the M atanuska-Susitna
B orough A ssem b ly supports B ouse B ills 158 and 1509 and Senate
B ills 79 and 8 0 .

ADOPTED by th e M atanuska-Susitna B orough A ssem b ly th is 28
d ay o f February, 201 2.

ATTEST;

(SEAL)
Y E S W oods, A rvin, C olligan, Salm on, Colver, and H alter
N O i K e ogh

12 02

Page 2 of 2 Resolution Serial No. 7
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Sponsored by Assem blym em ber A rvin
Am ended 04/067/710
A dopted 04/7067/710
M ATANUZBKA-SUSITNA BOROUGH
RESOLUTION SER IA L N O 10-028

A RESOLUTION 0o F THE M ATANUSKA-SUSITNA BOROUGH ASSEMBLY
SUPPORTING THE CONSTRUCTION 0o F THE K N 1K ARM B RID G E

W HEREAS, the M atanuska-Susitna B orowugh and M un icipality o f
A nchorage h ave over 60 percent o f A la s k a's population ; and

W HEREAS, the M atanuska-Susitna Borough and M unicipality o f
A nchorage com prise A la sk a's la rge st and stronge st re gion al
economy; and

W HEREAS, to m ain tain a stron g, grow ing and sustainab le
re gion al econom vy there is a need for addition a/l com m ercial,
in dustrial, an d re siden tial land s ; and

W HEREAS, th e K n ik Arm B ridge woill provide access t o
developahble lan d s w ith in the M atanuwuska-Susitna B orough for
com m ercial, industrial, and re siden tial uses; and

W HEREAS, th e K n ik Arm B ridge provides conmnectivity betw een
the re g ion 's p orts, roa il corridors and future grow th poten tial;
and

W HEREAS, the K n ik Arm B ridge woill reduce trave |l tim e s and
low er transportation c o sts betw een South-central A la sk a and
In te  rior A laska, a s w e |1l a s betw een the M atanuska-Susitna
B orough and A nchorage; and

Page 1 o{ 3
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W HEREAS, th e K n ik Arm B ridge provide an alte rnative
p ortation corridor to the G lenn H ighw ay, reducing tra ffic
h e need for coetly upgrades to the G lenn Highw ay; and
W HEREAS, there wooill b e a need for road and other
structure im provem ents in cluding K n ik G oo0se B ay Road Burm a
an d Sowuth B ig L ake R o ad o n the B orowugh end o f th e K n ik
in g w hen the b ridge is b u ilt; and
NO W, THERETFORK B E 1T RESOLVED th at the M atanuska-Susitna
g h A ssem b ly supports the K n ik Arm B ridge ; and
B E 1T FURTHER RESOLVED, th at the B orough A ssem b ly supports
n ik Arm B ridge conditioned upon the receipt o f federal o r
funds to provide for needed p ub lic in frastructure on th e
uska-Susitna B orowugh sid e o f the b ridge ; and
E 1T FURTHER RESOLVED, th at th e A ssem b ly o f the M atanuska -
a B orowugh re quests that e x isting K n ik Arm B ridge an d T o oI
rity (KABATA) proijec:t funds b e used t o com plete a com m unity
assessm ent o f th e B ig L ake com m unity a s w e |1l a s in itia te
ngineering and d e sign o f Knik -G oo se B ay Road, Burm a Road,
uth B ig L ake R oad; and
E T FURTHER RESOLVED th at there wooill b e a need for road
th er in frastruwcture im provem ents including K n ik G oo0se B ay
Burm a R oad, and South B ig L ake R oad on th e M atanuska -
a B orough end o f the K n ik arm crossing w hen the b ridge is

Resolution Serial Mo, 10*028

IMMb. 10-069



ADOPTED by th e M atanuska-Susitna B orough A ssem b ly th is

6 day of A poril, 2010~

(SEAL)

PASSED UNANIM O USLY: W oods, H ouston, A rvin, Ew ing, Bettine,
Colver, and H alter.

Pag* 3 of 3 Resolution Serial No. 10-028
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HOUSTON, ALASKA
RESOLUTION 12-14

A RESOLUTION OF THE HOUSTON CITY COUNCIL RECOGNIZING THE
IMPORTANCE OF THE KNIK ARM CROSSING TO ALASKA’S ECONOMY AND
SUPPORTING THE ESTABLISHMENT AND FUNDING OF A PROJECT RESERVE
TO ADVANCE THE CONSTRUCTION AND LOWER THE COST OF FINANCING

FOR THE BRIDGE..

W hereat, the 1.74 mile bridge sod connecting 18 milesofroadwillbridge the Knik A m *

and

W hereat, the Knik Ann Grossing will create 1,500 construction jobs everyyearfor fouryean of

construction and thousands m ore afterbridge opening, benefiting Alaskans through good wages

andgoodw orkexperience;and

W hereat, die badge willsupportadditional activityatPottM acKm ps, the nation’s northernmost

deep waterport, allowingexportand importofbulkcommoditiessuch as base and rare earth

mineralores, coal, *woodchips, gravel, cementand steelpipe} and

W hereas, the bridge w ill allow access to afiorJabh land forindustrial, com mercial, and residential

development; and
W hereas, the Knik Ann Grossingw illlowercosts for Alaskan households by loweringdie costof

Freightto die Interiorand North Slope— over$300 m illioatruck freightsavings in the first 10 years

W hereat, the bridge creates the firstlegofa surface Knkto western Cook lInletwhere over47% of

KenaiBorough lands art located, lands w hich are rich in naturalresources such as coal,

hydroelectric, o2 and gas and geothermalresources;and

W hereas, the bridge willbe developedusing a Public Private Partnership, w hich leverages private

:quky, optimizes die Kfe cjde costofownership, andpaysbackdie costofthe bridge oyertime

ihrough user fees in the form of tolls; and

W hereas, the State has determ ined thatutilizing a projectreserve ensures the bestvalue to the State

jyredudng the cost of financing; and
W hereas, fucure tolls are projected to generate S 1 billion cumulative surplus forthe State of Alaska

n the 35 jears afteropening, which can be spenton transportation infrastructure throughoutthe

tate on highways,bridges orfem es.

NOW , THEREFORE, BB IT RESOLVED THAT: theCity ofHouston City Council

ecom mends the establishmentand funding ofa Knik Arm Crossing projectreserve in orderfor

onstniaion to proceed rapidlyand forthe stare to realize the fulleconomic benefitofthe bridge,

hrough construction jobs, betteraccess to industrial, com mercialand residentialland, increased
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actm tyatPortM acKcnzie,and the first step toward accessing the rich naturalresources m the

-westernKenaiPeninsula Borough hods across Cook Inlet

BE XT PTTWTURW ttttgfflVP|D THAT; the City ofHm uton Citv Co»m «l «nthnri«>»
the.Mavorto sigh on behalfofdre City a joint resolution with the M atanu»ka.Su«itnfl
Bnronyh. City nfPatmi*. Cicvr>f Wonilla The jointresohititm w ill be presented to die

Alosw

PASSED AND APPROVED hy. duly constituted quorum o f the Houston City Council, Alaska
tbu9<dayofAugust,2012. ’



ALASKA CONFERENCE OF MAYORS

217 SMMd Sm«, Soto200
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ALASKA CONPERHA4CE OF M AYORS
RESOLUTION #2fluUM H

A RESOLUTION OF THB ALASKACONFERENCE OPMAYORB8UROINQ THB
LEGISLATURETO SUPPORTTHECONSTRUCTION OPTHE KNItC ARM BRIDGE

W HEREAS,lho KnfltArm Bridge hasstatew ide econom ic significance; and

W HEREAS, the Krtk Aim Bridge w9 provide connectivity betw een the region's ports,
raO corridors and interior natural resources, w hile provking for future grow th potential
and

W HEREAS, tiie U ntied S tates m Q tiaiy recogn,zee the neoesafty of an atiem ale route
betw een Joint B ase B mendorM V ohaidson y the A nchorage Bowl, and the

M atenuska-Susltoa Borough;and

W HEREAS,the Knlk Arm Bridge wfflopen potential aeoess to over 40% ofthe Kanal

Penlnauta Borough,w hich le atdie northw estaide ofthe Cook Inlet;and
W HEREAS, the Khlk Arm Bridge wE save nearly an hour travel time between
A nchorage and Fairbanks as an alternate to the G lenn Highway,savtog fuel, reducing

em issions,and delaying the need forooetiy highw ay upgrades; and

W HEREAS,the KntitArm Bridge wB provide transportation and new service venues tor

A laska'sfastestgrowing populated area.

NOW , THEREFORE BE IT RESOLVED that tile Alaska Confsrsnoe of M ayors urges

the L egislature to endorse lheconstruction ofthe Kn& Arm Bridge.

PAB8B8ED AND APPROVED by the Alaska Conference of M ayors on this 15* day of
A ugust2012.

M ayorD an O lt&#r&, Piestddnt, A laska Conference of M ayors

K atWw e W asaerm an, E xecutive D irector, A iaeka M unicipalL eague
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BIG LAKE

CHAMBER OF COM M ERCE

"Alaska’s Year-RoundPfaygftmkI™
Big Lake

B ig Lake Chamber of Commerce Resolution 2013-1

A RESOLUTION o F THE B 1G LAKE CHAMBER 0o F COMMERCE RECOGNIZING THE

IM PORTANCE o F TBE K N IK A m C RO SSING TO A LASKA'S ECONOMY AND
SUPPORTING THE ESTABLISHMENT A N D FUNUDING 0o F TBE PROJECTED
R ESERVE TO ADVANTCE THE CONSTRUCTION A N D LONER THE cCOoSsT o F

FIN ANCING FOR THE B RID G E

W hereas, the 1.7 4 m ile B ridge in conmnewcting 18 m ile s o f road
woill b ridge th e K n ik Arm ; and

W hereas, K n ik Arm C rossing woill create 1,500 construction jo b s
every year for four y ears o f construction and th ousands m ore
after b ridge opening, b e ne fiting A la sk an s w ith good w ages and
good w o rk e X perience; and

W hereas, th e b ridge woill support addition a/l a c tiv ity a t Port
M acKenzie, th e n ation s northernm ost deepw ater p ort, allo w ing
e xport and im port o f b u Ik com m oditie s su ch as b ase and rare
e arth m in e rals ores., coal, w oodchips, grawve |, cem ent and ste e |
p ip e ; and

W hereas, th e b rid ge w il allo w acce ss to a ffordab e la n d for
in d wustrial, com m ercial, and re sid e n tial developm ent; an d

W hereas, the K n ik Arm C ro ssing w il low er c o sts for A la sk an
h ouseholds by low e ring the co st o f fre igh t t o th e in te rior and
N orth Slop e — ovVver 5300 m illio n truc k freight savings in the
first 10 y e ars; and

W hereas, the b rid ge creates the first le g o f a surface lin k to
W estern C ook In le t w here over 4.7 o f the K en ai B orough land s are
located, lan d s w hich are rich in n atural re sources su ch a s coal,
h'ydroelectric, o il and gas and geotherm al re sources,; and

W hereas, the b ridge w il b e developed u sing a P ub lic P rivate
P artnership, w hich le verages p rivate e qu ity , optim izes the
life cycle c o st o f ow nership, and p ays b ac k th e cost o f th e
b ridge ever tim e through user fees in th e form o f to Ils ; and

W hereas, the state h a s determ ined th at u tiliz in g a proiject
re serve ensures th e b e st value to th e state by reducing the co st
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BIG LAKE

CHAMBER OF COMM ERCE

*Alaska’t Year-Round Playground’
Big Lake

W hereas, ru ture t o I 1ls are p rojected to generate $1 b illio n
cum ulative su o rp lus for th e state o f A la sk a in th e 35 years after
openi g, w hich can b e spent on transportation in frastruwcture
th roughout th e state on highw ays, b ridge s or fe rrie s

NO W, THEREFORE, B E T RESOLVED THAT; th e B ig Lake Cham ber o f
Commerce recom m ends th e estab lishm e nt and funding o f a K n ik A rm
C rossing proiject re serve in order for construction tc proceed
rap id ly and for the state to re alize the fu 11 econom ic b e nefit
o f th e b ridge , th rowugh construction jo b s, b e tte r access t o
in d u strial, com m ercial and re siden tial land, in creased a c tivity
at P ort M acKenzie, and th e first ste p tow ard accessing the rich
natural re sources in th e w e stern K en ai P eninsula B orough land s
across C oo k In le t

P ASSED AN D A PPROVED by a d u ly constituted guorum o f B oard o f
D ire c to rs o f the B ig L ake Cham ber o f Com m erce th is 20 th d ay c f
M arch , 2013

In a M ueller, President, B ig L ake Chamber o f Com m erce

ATTEST
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SENATE BILL NO. 13
IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-EIGHTH LEGISLATURE - FIRST SESSION

BY SENATORS HUGGINS, Dyson

Introduced: 1/16/13
Referred: Transportation, Finance

A BILL
FOR AN ACT ENTITLED
"An Act relating to bonds of the Knik Arm Bridge and Toll Authority; relating to
reserve funds of the authority; relating to taxes and assessments on a person that is a
party to an agreement with the authority; and establishing the Knik Arm Crossing

fund.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 19.75.211(a) is repealed and reenacted to read:

@) Notwithstanding any other provision of law, the authority may borrow

money and issue and refund bonds on which the principal and interest are paid out of
and secured by

(1) the gross revenue derived by the authority from the ownership, use,
and operation of its toll facilities, including money derived from the fees, rents, tolls,
rates, charges, and other revenue of the authority under this chapter;

(2) revenue received by a private person or enterprise that has entered

into a public-private partnership agreement with the authority; or

SBO013A SB 13
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(3) any other revenue or money that the legislature has appropriated

for that purpose, except a state tax or license.

* Sec. 2. AS 19.75.211(c) is amended to read:

(© The authority may issue bonds in an aggregate amount not to exceed

$600,000,000 [$500,000,000], plus the cost of issuance.

* Sec. 3. AS 19.75.211 is amended by adding a new subsection to read:

(e) Before issuing bonds for the Knik Arm bridge under this section, the
authority shall submit to the state bond committee a description of the bond issue, a
copy of the resolution of the board of directors of the authority supporting the bond
issue, a report setting out the sources and amounts of revenue that will be used for
payment of the principal of and interest on the bonds and the effect the issuance of the
bonds by the authority would have on the ability of the state or political subdivision of
the state to market bonds, and a preliminary prospectus, offering circular, or official
statement relating to the bond issue. Bonds may not be issued unless the state bond
committee finds, based on the information submitted by the authority under this
section and other information that is reasonably available to or requested by the
committee, that either the Knik Arm bridge revenue and other revenue available to the
authority or the revenue of the private person or enterprise under a public-private
partnership agreement entered into by the authority under AS 19.75.111(a) can be
reasonably expected to be adequate for payment of the principal of and interest on the
bonds to be issued and that issuance of the bonds by the authority would not be
expected adversely to affect the ability of the state or its political subdivisions to

market bonds.

* Sec. 4. AS 19.75.221(h) is amended to read:

SB 13

(h Notwithstanding any other provision of law, the authority may establish
other funds and reserves as the board of directors may determine reasonable and
prudent for the issuance of bonds or for the conduct of the business and affairs of the
authority. The interest earned on or profit derived from these funds and reserves shall
be the property of the authority. Deposits made into a reserve fund established
under this section must include

(1) revenue derived by the authority from the ownership, use, or

2. SBOO13A
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operation of toll facilities, including fees, rents, tolls, rates, charges, or other
revenue of the authority;

(2) money that the legislature has appropriated for that purpose;
and

(3) other money that may be made available to the authority from
other sources.

* Sec. 5. AS 19.75.221 is amended by adding new subsections to read:

(i) Money in a reserve fund established under (h) ofthis section

(1) shall be used only for

(A) the payment of monetary obligations, liabilities, and
indebtedness of the authority, including termination payment obligations,
under agreements for the financing, design, construction, maintenance,
improvement, or operation of facilities, properties, or projects of the authority;

(B) the performance of the authority's statutory functions,
including the authority's overhead and administrative costs and working
capital; and

(C) planning, permitting, design, acquisition, construction,
maintenance, improvement, or operation of transportation-related projects,
facilities, properties, systems, or equipment of the authority or other public
entities, including expansions, extensions, and capacity improvements, eligible
under applicable federal and state law to be funded from toll revenue;

(2) may not be used for the purpose of planning, permitting, design,
acquisition, construction, maintenance, improvement, or operation of projects,
facilities, properties, systems, or equipment under (1)(C) of this subsection if the
withdrawal would reduce the amount in the reserve fund to less than the reserve fund
requirement.

(1) Income or interest earned by, or increment to, a reserve fund established
under (h) of this section, from the investment of all or part of the fund, may be
transferred by the authority to other funds or accounts of the authority if the transfer
does not reduce the amount of a reserve fund below the reserve fund requirement.

(k) In computing the amount of a reserve fund established under (h) of this

SBO013A SB 13
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section, securities in which all or a portion of the fund is invested shall be valued by a
reasonable method established by the authority by resolution or established by the
terms of the agreement for which the fund serves as security. Valuation must include
the amount of interest earned or accrued as of the date of the valuation.

() The chair of the board shall annually, not later than December 1, certify in
writing to the governor and the legislature the amount, if any, required to restore a
reserve fund established under (h) of this section to the reserve fund requirement. The
legislature may appropriate to the authority the amount certified by the chair of the
board that is needed to restore a reserve fund to the reserve fund requirement.

(m) In this section, "reserve fund requirement” means the amount required to
be on deposit in a reserve fund established under (h) of this section as of the date of
computation, as determined by resolution of the authority or by the terms of the

agreement for which the fund serves as security.

* Sec. 6. AS 19.75.261 is amended to read:

SB 13

Sec. 19.75.261. Exemption from taxation. The real and personal property of
the authority and its assets, income, and receipts are declared to be the property of a
political subdivision of the state and are exempt from all taxes and special assessments
of the state or a political subdivision of the state. Notwithstanding any law to the
contrary, rights and interests in real and personal property, assets, income, and
receipts, including concession, franchise. leasehold, or other real or personal
property rights and interests, held by a private person or enterprise under a
public-private partnership agreement entered into under this chapter, except any
rights and interests of the private person in property serving a business,
commercial, or other purpose not necessary to operate the facilities, properties,
or projects of the authority, shall be exempt from all ad valorem taxes on real or
personal property and special property tax assessments of the state or a political
subdivision of the state. All bonds of the authority are declared to be issued by a
political subdivision of the state and for an essential public and governmental purpose.
The bonds, the interest on the bonds, the income from the bonds and the transfer of the
bonds, and all assets, income, and receipts pledged to pay or secure the payment of the

bonds or interest on the bonds are, at all times, exempt from taxation by or under the

) e SB0O013A
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authority of the state, except for inheritance and estate taxes and taxes on transfers by
or in contemplation of death. Nothing in this section affects or limits an exemption
from license fees, property taxes, or excise, income, or other taxes provided under any
other law [, NOR DOES IT CREATE A TAX EXEMPTION WITH RESPECT TO
THE INTEREST OF ANY BUSINESS ENTERPRISE OR OTHER PERSON,
OTHER THAN THE AUTHORITY, IN ANY PROPERTY, ASSETS, INCOME,
RECEIPTS, PROJECT, OR LEASE, REGARDLESS OF WHETHER FINANCED
UNDER THIS CHAPTER],

* Sec. 7. AS 19.75 is amended by adding a new section to article 2 to read:

Sec. 19.75.345. Knik Arm Crossing fund, (a) The Knik Arm Crossing fund is

established as a separate fund in the general fund. The fund consists of

(1) money appropriated to the fund by the legislature;

(2) gifts, bequests, contributions from other sources, and federal
money appropriated to the fund;

(3) interest earned on the fund balance and appropriated to the fund;
and

(4) investments, to be managed by the Department of Revenue, which
shall be the fiduciary of the fund under AS 37.10.071.

(b) The fund is not a dedicated fund.

(c) Money in the fund may be transferred by the Department of Revenue to the
authority for the purposes listed in this section.

(d) On a date determined by the authority, but not before the board of directors
of the authority executes a public-private partnership agreement under
AS 19.75.111(a)(5)(B) for design, construction, and maintenance of the Knik Arm
Crossing, the Department of Revenue shall transfer money from the fund to the
authority in an amount necessary to meet the reserve fund requirement. The authority

shall deposit the money into the reserve fund established in AS 19.75.221(h).

-5- SB 13
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