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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;

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

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.

PopRE

o

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.



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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OBJECTIVES 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.

Obijectives

The objectives of this audit were to:

e

o

Scope

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;

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

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

Outline the balance of risks and rewards between public and private partner entities
outlined in the P3 agreement.

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'’s governing 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 27" 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.

o Interviewed management and/or staff from KABATA, the Federal Highway
Administration (FHWA) 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 KAC Project.

o 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:

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

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

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

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

o] 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 FHWA.

. 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.

o 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.

o 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:

(0]

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);

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);

Letter to KABATA'’s deputy executive director concerning the “Knik Arm
Bridge — Toll Sensitivity Analysis” (Wilbur 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);

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

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 (CO,) 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,? May 2012); and

o] Memorandum to KABATA'’s chief financial officer concerning the “Traffic
and Revenue Update Assuming Year 2017 Opening for 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:

o] 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'’s website. The consultant’s evaluation also included:

. Interviewing the senior project manager at CDM Smith, the company that modeled
and developed the KAC 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.?

. 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:

%In 2011, Wilbur Smith Associates was acquired by CDM Smith.
*A memorandum concerning “Answers to Issues for Clarification” (CDM Smith, October 18, 2012).
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(0]

(0]

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);
U.S. Census Bureau’s 2010 Census; and

KABATA’s August 2012 and December 2012 KAC 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
included examining 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 understand 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:

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

o] Financial Structuring and Assessment for Public-Private Partnerships: A Primer.

o] Risk Assessment for Public-Private Partnerships: A Primer.

o] 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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(ORGANIZATION AND EUNCTION|

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 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.

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
by a seven-member board of directors,
consisting of: DOTPF and the Department of
Revenue (DOR) commissioners, three public
members appointed by the governor, and two
non-voting members (a representative appointed
by the speaker of the house and a senator
appointed by the president of the senate). Of the
three public members, one must be a resident of
the Matanuska-Susitna Borough  with
knowledge of local transportation issues,
another a resident of the Municipality of
Anchorage  with  knowledge of local
transportation issues and the third must be a
resident of the State.

KABATA has seven filled positions: an
executive director; a deputy executive director
for project development; a chief financial
officer; a government and public affairs

Exhibit 1

Knik Arm Bridge and Toll Authority
Board Members as of
January 31, 2013

Michael L. Foster P.E.
Chairman and Public Member

Dave Haugen
Public Member

Janet Kincaid
Public Member

Patrick J. Kemp, P.E.
DOTPF Commissioner

Angela Rodell
DOR Designee

Representative Mark Neuman
State House of Representatives Designee

Vacant
State Senate Designee

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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BACKGROUND INFORMATION

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 of the 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 required* 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
the process and in documenting the
public’s involvement. In
January 2005, the Federal
Highway Administration (FHWA)
published a notice of intent to

Federal law requires that an EIS be prepared for any
federally reimbursed transportation project  with
significant environmental impacts. The process of
preparing an EIS is specified in federal regulation and
requires input from multiple state and federal agencies as
well as the public.

prepare an EIS for the KAC. The
EIS phases are: (1) scoping; (2)
draft EIS; (3) final EIS; and (4)
record of decision (ROD). The last
three phases must be approved by
the FHWA upon completion.

Scoping: Scoping is defined as
“an early and open process for
determining the scope of issues to
be addressed and for identifying
the significant issues related to the
proposed action.” Scoping
includes soliciting input from the
general public, agencies, and
others about issues and the range
of alternatives to address in the

An EIS is a full disclosure document which details the
process of developing the transportation project. The
completed document must include: consideration of a
range of reasonable alternatives; an analysis of the
potential environmental, social, and economic impacts of
each alternative; and a demonstration of how each
alternative complies with applicable environmental laws
and executive orders. An EIS also documents the entirety
of the decision making process to select the project’s
preferred alternative.

Sections of the EIS include the purpose and need for
action, alternatives considered, and multiple sections on
environmental consequences and impacts along with
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.

*National Environmental Protection Act of 1969 as amended (42 U.S. Code 4321 et. Seq.), 40 CFR 1500 — 1508,
and FHWA regulations (23 CFR 771,772,774,777).
*Title 40 of the 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 of the scoping activities in November 2005.°

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 FHWA in
conjunction with KABATA and its contractors. KABATA’s contractors conducted technical
studies’ through February 2007. Approximately 36 technical reports were issued.

The FHWA 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 FHWA 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 FHWA 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 FHWA in December 2007.

A public ROD, issued by the FHWA in December 2010, identified the Northern Access —
Erickson Alternative as the selected project location “based directly on economic and
technical/engineering 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
FHWA’s responses 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
KAC under the selected alternative. The issuance of the ROD allowed KABATA to move

®Knik 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 |1
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 structures, 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. Of 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 of a 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.®

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.

o 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 of the facility at a specified
performance 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 of the KAC’s P3 agreement.

The KAC procurement is structured as a 35-year term DBFOM agreement.” 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

*The 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.

ALASKA STATE LEGISLATURE = 13 = DIVISION OF LEGISLATIVE AUDIT



(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 of the 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 capex), 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.

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

J Cash flows for the private partner under the P3 agreement. (See Appendix B.)

o 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 FHWA.

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 TIGER grants were included in the
current financial plan because KABATA'’s TIGER 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 million™® 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).'' 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. Trip Generation — 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. Trip Distribution — The origin and destinations of travelers.

3. Modal Choices — Group and individuals’ options for their trips (e.g., bus, car, rail,
personal car, etc.).

4. Route Assignment — 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 demand elasticity) 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 base case)
to the financial plan.

YAlaska 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.

ALASKA STATE LEGISLATURE = 15 = DIVISION OF LEGISLATIVE AUDIT



(Intentionally left blank)

ALASKA STATE LEGISLATURE = 16 = DIVISION OF LEGISLATIVE AUDIT



REPORT CONCLUSIONS

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);

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.

el A =

o

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.*? 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 | is
scheduled to begin immediately, and Phase 11 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 ($846.9 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).

TIFIA 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 enacted™ 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.

2The financial plan referred to in this report is the December 2012 version KABATA for a credit rating.
BPublic Law 112-141.

ALASKA STATE LEGISLATURE = 18 = DIVISION OF LEGISLATIVE AUDIT


seknull
Typewritten Text


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 Total KAC Percent
Private Public Project of Total
Financing Investment Total Funding
$516,094,545 $330,790,000 $ 846,884,545 52%
356,747,052 0 356,747,052 22%
96,912,560 0 96,912,560 6%
0 112,572,342 112,572,342 7%
0 17,324,917 17,324,917 1%
0 150,000,000 150,000,000 9%
0 15,000,000 15,000,000 1%
0 26,000,000 26,000,000 2%
$969,754,157 $651,687,259 $1,621,441,416 100%

$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

$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

$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

$969,754,157

$651,687,259

$1,621,441,416

Source: KABATA December 2012 Financial Plan

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 “did not present a compelling justification” 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 “reasonably likely” 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
27" Legislature and has been re-introduced during the 28" 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 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 Partner Equity ($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.* 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

“The 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 “net surplus™ 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 1.

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 and Employment. 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.

DLA'’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.” 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
regulations™ 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 projections’ 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.

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

ALASKA STATE LEGISLATURE = 23 = DIVISION OF LEGISLATIVE AUDIT



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&M/ CAPEX  Net Surplus/ Net Surplus/
Date Revenues Payments Costs Service Costs Costs (Shortfall) (Shortfall)

Totals $6,715,668,795 ($ 3,303,670,307) ($261,345,664) ($ 645,550,500) ($ 130,310,614) ($ 142,768,535)

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

$2,232,023,175 $

0

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

O OO OO0 oo oo

(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)

O O OO0 oo OoOOo

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

O O O o o

OO0 0O 0000000000000 O0D0DO0DO0ODO0DO0DO0ODO0ODO0DO0ODO0ODO0OO0OO0OOOOoOOoO

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)

O OO0 0000000000000 0DO0DO0DO0DO0DO0DO0DO0DO0D0DO0O0OO0OO0OO0OOoOOoOOoO

0
(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)

(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

(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

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 “loan” 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 Open Meetings Act.'® 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 State Procurement Act.*

B Alaska Statute 44.62.310-312.
Alaska Statute 36.30.130.
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FWS

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.

o 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.

o 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 P3s® state:

Inaccurate or overly optimistic traffic projections and underestimated project
costs can lead to the development of pro forma financials that appear to justify
the investment decision, but that do not reflect the project’s actual ability to
repay debt or to meet equity investor’s return requirements.

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, Risk Assessment for Public-Private Partner ships: A Primer,
September 10, 2012.
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AggendiceS

Appendix A — Key Knik Arm Crossing 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 Flows 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 Flows Schedule

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 — Conceptual Differences between Matanuska-Susitna Borough and CDM Smith
Population and Employment Estimates as Interpreted by Western Demographics

The Matanuska-Susitna Borough (MSB) 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 of Legislative Audit Consultant’s 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 TI&A’s professional qualifications. A complete copy of the TI&A’s
report is included in Appendix E.

Appendix G — The KABATA Consultant’s February 15, 2013, Response to the DLA
Consultant’s December 22, 2012, Report

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.

Appendix H -The DLA Consultant’s February 27, 2013, Response to the KABATA
Consultant’s 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.

Appendix | — The KABATA Consultant’s March 6, 2013, Response to the DLA Consultant’s
February 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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Appendix A

Key Knik Arm Crossing
Project Milestones

Date Significant Knik Arm Crossing (KAC) Project Milestones
Jan-2005 The Federal Highway Administration (FHWA) issues a notice of intent to prepare the
environmental impact statement (EIS).
Aug-2005 The Transportation Infrastructure Finance and Innovation Act (TIFIA) loan letter of interest
(LOI) is submitted for $100 million.
Nov-2005 The FHWA approves the Scoping Summary Report.
Jun-2006 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.
Sep-2006 The FHWA approves the draft EIS.
Dec-2006 The request for qualifications (RFQ ) is issued for a P3 private partner.
Mar-2007 The Special Experimental Project No. 15 (SEP-15) application is submitted to obtain waivers of
certain TIFIA procedures.
Mar-2007 There are two qualified responders to the RFQ for a P3 private partner.
Jun-2007 The FHWA approves the SEP-15 application.
Jul-2007 The FHWA, Department of Transportation and Public Facilities (DOTPF) and KABATA sign the
SEP-15 agreement for waivers from certain TIFIA procedures.
Aug-2007 The TIFIA loan application is submitted for $278.7 million.
Oct-2007 The United States Department of Transportation approves a $600 million provisional bond
allocation.
Dec-2007 The FHWA approves the final EIS.
Apr-2008 The August 2007 TIFIA loan request is denied.
Dec-2009 The TIFIA loan competitive selection process is changed.
Mar-2010 A TIFIA loan LOI is submitted for $279.3 million.
Aug-2010 The Transportation Investment Generating Economic Recovery Act (TIGER) TIFIA loan LOI is
submitted for $290.4 million.
Aug-2010 A TIGER grant application is submitted for $15 million.
Sep-2010 The March 2010 TIFIA loan LOI is not awarded.
Sep-2010 KABATA applies for and receives National Marine Fisheries Services letter of authorization
environmental permit related to beluga whale disturbances.
Oct-2010 The TIGER TIFIA August 2010 loan and grant requests are not awarded.
Dec-2010 The FHWA issues a record of decision.
Mar-2011 A TIFIA loan LOI is submitted for $306 million.
Apr-2011 KABATA cancels December 2006 RFQ for a P3 private partner.
Jul-2011 The March 2011 TIFIA loan LOI is not awarded.
Jul-2011 An RFQ for a P3 private partner is issued.
Sep-2011 KABATA applies for a United States Army Corps of Engineers 404 environmental permit.
Oct-2011 A TIGER TIFIA loan LOIl is submitted for $310 million.
Oct-2011 A TIGER grant application for $45 million is submitted.
Oct-2011 Three consortiums are selected as qualified to bid on the request for proposal for the P3
agreement.
Dec-2011 The TIGER TIFIA October 2011 loan and grant requests are not awarded.
Dec-2011 A TIFIA loan LOI is submitted for $308 million.
Feb-2012 KABATA acquires one residential property.
Mar-2012 A TIGER TIFIA loan LOIl is submitted for $307 million.
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Appendix A

Key Knik Arm Crossing
Project Milestones

(Continued)

Date Significant KAC Project Milestones

Mar-2012 A TIGER grant application is submitted for $20 million.

Apr-2012 The December 2011 TIFIA loan LOI is not awarded.

Apr-2012 KABATA acquires one business property for $2.2 million.

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

Jul-2012 The TIFIA loan selection criteria is changed to a non-competitive process.

Jul-2012 The change in the TIFIA loan section process negates the July 2007 SEP-15 agreement.
Aug-2012 A TIFIA loan LOI is submitted for $500.5 million.

Aug-2012 KABATA applies for a United States Coast Guard Section 9 environmental permit.
Sept-2012 The Section 401 Water Quality Certificate is issued by Alaska's Department of Natural

Resources.
Dec-2012 A credit rating review of the 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 I Phase I
Availability Interest o&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)

($112,054,850)

($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)
12/1/2018 37,461,000 1,052,175 (2,219,973) (1,952,625)
12/1/2019 43,279,440 1,052,175 (2,070,627) (2,143,275)
12/1/2020 45,170,618 1,052,175 (2,198,735) (2,319,575)
12/1/2021 51,137,442 1,052,175 (2,159,774) (2,472,300)
12/1/2022 53,182,940 1,052,175 (2,457,230) (2,616,825)
12/1/2023 55,310,258 1,052,175 (2,330,510) (2,766,475)
12/1/2024 57,522,668 1,052,175 (2,630,133) (2,924,325)
12/1/2025 59,823,575 1,052,175 (2,472,437) (3,089,350)
12/1/2026 62,216,518 1,052,175 (2,774,865) (3,289,225)
12/1/2027 64,705,178 1,052,175 (2,623,009) (3,496,275)
12/1/2028 67,293,385 1,052,175 (2,840,533) (3,713,575)
12/1/2029 69,985,121 1,052,175 (2,782,750) (3,940,100)
12/1/2030 72,784,526 1,052,175 (3,223,756) (4,178,925)
12/1/2031 93,471,010 1,052,175 (2,848,581) (4,407,500)
12/1/2032 96,524,957 1,052,175 (3,197,045) (4,634,025)
12/1/2033 99,700,175 1,052,175 (3,132,011) (4,870,800)
12/1/2034 103,000,203 1,052,175 (3,628,366) (5,119,875)
12/1/2035 106,433,775 1,052,175 (3,322,750) (5,379,200)
12/1/2036 108,671,194 1,052,175 (3,478,155) (5,685,675)
12/1/2037 110,968,570 1,052,175 (3,525,104) (5,955,250)
12/1/2038 113,325,323 36,124,675 (4,083,758) (6,238,150)
12/1/2039 115,740,909 0 (3,739,783) (6,534,375)
12/1/2040 118,209,819 0 (4,049,921) (6,841,875)
12/1/2041 120,746,912 0 (3,828,253) (7,165,944)
12/1/2042 123,346,094 0 (4,596,306) (7,505,363)
12/1/2043 126,011,639 0 (4,209,159) (7,860,859)
12/1/2044 128,742,533 0 (4,558,221) (8,233,192)
12/1/2045 131,537,799 0 (4,465,497) (8,623,162)
12/1/2046 134,411,504 0 (5,011,714) (9,031,603)
12/1/2047 137,351,768 0 (4,737,446) (9,459,390)
12/1/2048 140,362,414 0 (5,130,318) (9,907,439)
12/1/2049 143,451,979 0 (5,025,956) (10,376,710)
12/1/2050 146,618,386 0 (5,822,461) (10,868,208)
12/1/2051 131,458,175 0 (5,144,852) (11,382,987)

(889,193)

(890,084)

(898,535)

(900,343)

(901,316)
(1,216,140)
(1,217,173)
(2,464,241)
(2,464,473)
(2,465,602)
(2,458,082)
(2,459,279)
(1,206,974)
(1,208,244)
(1,209,552)
(1,962,682)
(1,964,070)
(1,965,499)
(2,055,333)
(3,844,095)
(4,944,285)
(4,945,894)
(4,947,551)
(4,860,896)
(3,075,409)
(2,226,345)
(2,340,144)
(2,342,065)
(2,344,044)
(2,346,082)
(6,626,429)
(9,064,843)
(9,067,070)
(9,069,363)
(9,213,520)

(20,652,900)
(21,501,769)
(21,501,769)
(21,501,769)
(21,501,769)
(21,666,769)
(23,368,453)
(23,787,265)
(25,641,790)
(27,177,558)
(29,157,314)
(30,902,216)
(33,963,294)
(35,677,598)
(38,153,723)
(39,536,459)
(41,946,598)
(43,992,396)
(46,721,918)
(46,792,788)
(47,384,480)
(76,959,732)

0

[eNeoNolNeolNeolNolNolNolNolNolNolNol

o O o

0
(17,129,318)
(17,125,318)
(17,121,318)
(17,117,318)
(17,113,318)
(17,109,318)
(17,105,318)
(17,101,318)
(17,097,318)
(17,093,318)
(17,089,318)
(17,085,318)
(17,081,318)
(17,077,318)
(17,073,318)
(16,969,318)
(17,069,318)
(17,065,318)
(66,767,630)
(68,315,105)
(71,703,326)
(73,571,420)
(75,634,049)
(77,231,160)
(61,258,537)
(115,000)

0

O OO o

OO0 000000000 OoOOo

0
(16,788,640)
(16,790,090)
(16,791,080)
(16,790,290)
(16,791,400)
(16,787,760)
(16,788,050)
(16,790,290)
(16,792,500)
(16,787,700)
(16,789,240)
(16,789,480)
(16,791,110)
(16,791,490)
(16,787,980)
(16,792,940)
(16,792,740)
(16,789,410)
(16,789,650)
(16,789,500)

[elNelelelNelNelNelNeNe e Ne ool

0
(986,463)
(1,011,124)
(1,036,403)
(1,062,313)
(1,088,870)
(1,116,092)
(1,143,994)
(1,172,594)
(1,201,909)
(1,231,957)
(1,262,756)
(1,294,325)
(1,326,683)
(1,359,850)
(1,393,846)
(1,428,692)
(1,464,410)
(1,501,020)
(1,538,545)
(1,577,009)
0

9,567,714
11,948,725
17,717,410
19,302,372

8,025,140

9,152,832

9,558,504

9,651,561
10,094,381
10,452,125
10,917,355
11,328,639
12,046,859
12,454,859
13,039,407
13,360,389
13,930,071
14,416,321
15,053,160
15,049,486
15,210,263
22,194,262
15,757,161
16,122,365
16,921,985
17,362,855
17,849,636
18,226,554
36,664,733
99,685,473
98,271,353
97,969,385

100,654,048
102,491,845

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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Appendix C

State Reserve Fund Cash Flows for 2014 through 2061

(Continued)

Beginning Excess Interest @ State Draw on General Surplus Ending

Date Balance Revenues 3.000% Replenish Reserve Withdrawals Balance
12/1/47 $ 61,263,970 31,100,040 $ 1,837,919 $ 0 $ 0 (32,845,750) $61,356,179
12/1/48 61,356,179 32,837,127 1,840,685 0 0 (34,582,704) 61,451,288
12/1/49 61,451,288 34,618,775 1,843,539 0 0 (45,565,697) 52,347,904
12/1/50 52,347,904 36,441,530 1,570,437 0 0 (90,359,871) 0
12/1/51 0 56,713,896 0 0 0 (56,713,896) 0
12/1/52 0 169,559,550 0 0 0 (169,559,550) 0
12/1/53 0 174,336,801 0 0 0 (174,336,801) 0
12/1/54 0 179,132,052 0 0 0 (179,132,052) 0
12/1/55 0 184,247,243 0 0 0 (184,247,243) 0
12/1/56 0 205,921,417 0 0 0 (205,921,417) 0
12/1/57 0 216,094,233 0 0 0 (216,094,233) 0
12/1/58 0 221,170,146 0 0 0 (221,170,146) 0
12/1/59 0 227,027,149 0 0 0 (227,027,149) 0
12/1/60 0 232,812,487 0 0 0 (232,812,487) 0
12/1/61 0 238,513,127 0 0 0 (238,513,127) 0

Source: KABATA December 2012 Financial Plan
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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
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

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)." The traffic and
toll revenue projections for 2017-2036 were developed by Wilbur Smith Associates (WSA).?

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:

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

e Update the origin-destination pairings.

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

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

e 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.

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

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

e 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.

! KAC Pro Forma Financial Model, August 20 2012.
?1n 2011 WSA was acquired by CDM Smith.

Timothy James & Associates December 22, 2012
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Proposed Knik Arm Crossing, Traffic and Toll Revenue Study Update State of Alaska

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

post-2020° (5.0%) and the average growth rate in AADT 2001-2011 for Glenn Highway at Eklutna
Flats is (1 93‘%) The 1.93%amountnotedhasbeenretracted The averagegrowthratein AADT 2001-201%for the GlennHighway
AL EklutnaFlatsshouldbe 2.5 percent.
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%).

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

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

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

® After the “ramp-up” period has ended.

Timothy James & Associates December 22, 2012
-4] -
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Proposed Knik Arm Crossing, Traffic and Toll Revenue Study Update State of Alaska
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Proposed Knik Arm Crossing, Traffic and Toll Revenue Study Update State of Alaska

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)." The traffic and
toll revenue projections for 2017-2036 were developed by Wilbur Smith Associates (WSA).> 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:

e Proposed Knik Arm Bridge: Traffic and Toll Revenue Forecast (2011), Wilbur Smith Associates
e 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 current® 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.

* KAC Pro Forma Financial Model, August 20 2012.
®|n 2011 WSA was acquired by CDM Smith.
® “Current” in the sense of absent significant population growth in the Port MacKenzie area.

5
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Proposed Knik Arm Crossing, Traffic and Toll Revenue Study Update State of Alaska

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
-44 -
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Proposed Knik Arm Crossing, Traffic and Toll Revenue Study Update State of Alaska

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 of the 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
35" 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.’

Figure 1: Knik Arm Crossing Area Base Map

The Port of Anchorage is a critical link between the U.S. and Alaska, providing an estimated 90% of the
merchandise cargo to 80% of Alaska's populated areas. It also provides essential fuel supplies to the
Anchorage and south-central area, and is the 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 of the Cook Inlet of the Pacific Ocean.?

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

7
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Proposed Knik Arm Crossing, Traffic and Toll Revenue Study Update State of Alaska

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.’

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."

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."

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.™

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
3.23.7

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."

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."

% Source: U.S. Census Bureau, 2010 Census.

% Source: U.S. Census Bureau, 2010 Census.

" Source: U.S. Census Bureau, 2010 Census.

2 source: U.S. Census Bureau, 2010 Census.

3 Source: U.S. Census Bureau, 2010 Census.

% Source: U.S. Census Bureau, 2010 Census.

> Source: Wilbur Smith Associates (2005), Knik Arm Bridge Preliminary Traffic and Toll Revenue Study.
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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 for their
journeys (e.g. bus, car, rail, personal car, etc.).

e 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 transportation system, 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 of the 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 of the 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 is then used to forecast
trips based on predictions of households and employment. Clarification was sought™ 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.

®In the process of this review through contact with CDM Smith.
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Given the nature of the modal splits for the study area, this is appropriate.

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 of the way in which these were incorporated into the modeling because the
actual WSA models were not available for auditing.””

The study period for the 2007 version of the 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.

v 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 cos