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Chairman Hennessey, Chairman Carroll, and members of House
Transportation Committee, thank you for the opportunity to testify and
comment on the Department's P3 Major Bridge Proposal.
The Associated Pennsylvania Constructors (APC) is a trade association that
unites more than 400 members including prime and subcontractors,
consulting engineers, material suppliers, manufacturers, and others with an
interest in Pennsylvania's road and bridge construction industry. The
association has been serving the industry for over 90 years and represents
the majority of actively bidding contractors in the Commonwealth's $2 billion
highway industry.
Funding our Commonwealth's Infrastructure Network

APC works diligently to facilitate the work of its members in their efforts to
improve the Commonwealth's road and bridge network. The health, vitality,
and sustainability of the Motor License Fund is of paramount importance not
only to our association, but to the Commonwealth's economy.
First, we congratulate the Department of Transportation for seeking to
address the state's growing backlog of major bridge replacement and
rehabilitation needs. The Department seeks to find a source of revenue to
repair or replace a number of costly bridges throughout the Commonwealth
without using PennDOT's current funding, which in turn allows existing funds
to be used for other roadway maintenance, operations, and improvements.
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PennDOT proposes to use Bridge tolling which would be all electronic and
collected by using E-ZPass or license plate billing. It is proposed that the
funds received from the toll would go back to the bridge where the toll is
collected to pay for the construction and maintenance of that bridge.
Motor License Fund Diversions Creating Ongoing Funding Challenges

The Commonwealth's Motor License Fund was created to receive revenue
from state taxes on liquid fuels, vehicle license and registration fees, and
some fines. By authority of the Pennsylvania Constitution, that revenue is
required to be used only for highway purposes, including highway safety.
The State Police performs a variety of law enforcement services. Its website
lists the following: major case team, patrol services, forensic services,
collision analysis and reconstruction, vehicle fraud investigators,
Pennsylvania Criminal Intelligence Center, Amber Alert activations, liquor
control enforcement, polygraph, Fire Marshal, K-9 unit, aviation patrol, drug
recognition services, the Special Emergency Response Team, Clandestine
Lab Response Team, hazardous device and explosives, equestrian detail and
computer crime unit.
APC does not take issue with using Motor License Fund revenue to pay for
highway safety patrol operations. However, the current state budget diverts
$706 million from the Motor License Fund to a total State Police budget of
about $1.2 billion. This currently represents just over 11 cents per gallon of
the state's aas tax is going to fund State Police operations.
In the years following the passage of Act 89, the MLF line item for the State
Police skyrocketed to a high of $802 million in 2015 (See attachment
entitled History of MLF and GF Payments to the PA State Police). The
General Assembly did take action to begin to decrease at a rate of 4% per
year over a ten-year period with passing language included in the 2016-17
Fiscal Code. However, the amount diverted since the passage of Act 89
alone has been an alarming $5.2 billion thus far.
Support for Toll Financing

APC supports the use of toll financing as a part of a larger, more
comprehensive transportation funding solution. In fact, APC agrees with the
position of the American Road and Transportation Builders Association in
that Congress should eliminate the federal prohibition on tolling existing
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portions of the Interstate Highway System, enabling states and localities to
use toll financing to meet their transportation needs as they deem
appropriate. Currently, federal law only permits tolling certain bridges on the
interstate system. PennDOT does not have legal authority under state law to
impose tolls which would have to be addressed in legislation.

Public Private Partnership Procurement: Needlessly Risky and Costly

However, APC opposes the proposed PennDOT Pathways Major Bridge Public
Private Partnership Initiative as a means to deliver these projects for several
reasons.

Public Private Partnerships are misrepresented as low-cost new funding for
highway projects that create innovative solutions and add substantial work
for local engineering and construction firms. However, upfront costs, the
high cost of private financing and owner oversight costs can drive the cost of
P3 delivery much higher than municipal bond financed Design Build project
delivery.

P3s are typically riskier for government owners than for the private
developers involved, as the government may be required to step in to
assume costs and liabilities if costs exceed toll or other revenue. The fact
that the Cost/Revenue Analysis has yet to be completed on the proposed
Bridge P3 has the industry skeptical of the program's financial viability.

P3 financing is typically secured by a guaranteed availability payment to the
developer. It is our understanding this model is being contemplated by the
Department. Availability payments are paid for by the government agency
securing the contract with the private concessionaire over a predetermined
timeframe, usually 30 to 50 years.

Inclusive in this availability payment are costs not typically incurred by the
government agency with their more traditional delivery methods. These
costs include:

• Concessionaire's return on investments in the 10 to 15 % range;
• Carried interest charges by the equity partners of the concessionaire

team which can be in the 8 to 12 % range;
• Legal fees associated with the bond holders for the financing portion of

the project, higher profit margins by the contracting teams which are
typically 50 to 100 % higher than a traditionally bid project;
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• More double markups on multiple tiers of contractors used on these
type of projects, higher interest rates than General Obligation bonds
and higher insurance rates than typical PennDOT contractors incur due
to the risker nature of the delivery method.

APC is concerned that if these projects go forward without proper cost
analysis and assurances that toll revenues will cover availability payment
obligations to the developer, the Motor License Fund will be considerably
burdened. The entire toll risk appears to be on the Motor License Fund. In
many cases across the nation, revenues have been overstated and costs
underestimated resulting in the existing funding system have to pick up the
pieces and backfill guarantees to the concessionaire.
Attached with this testimony is information provided by APC to the Public
Private Partnership Board further detailing concerns with P3 procurement.
PennDOT's Current Capital Program Needs Help

In November of 2020, PennDOT announced it was out of money to pay for
existing or future capital projects. After receiving more than $400 million in
COVID Relief Act Funds, PennDOT finished CY 2020 having let about $1.6
billion in construction projects. This is the lowest level of construction
projects let since before Act 89, the 2013 comprehensive transportation
funding bill, was passed in 2013. PennDOT has indicated that in CY 2021
lettings would be $1.9 billion. Clearly, short-term funding assistance is
needed. (See attached Letting Chart). Note: a "letting" is defined as a
construction project put out for public bid.
The Commonwealth's General Fund is poised to receive more than $7 billion
in funds from the latest $1.9 trillion COVID Relief Act. Nationally, public
transit agencies are receiving $30.5 billion, airports $8 billion, Amtrak $1
billion but zero for highway investment. Since the enactment of Act 89 more
than $5 billion has been shifted from the Motor License Fund to the General
Fund for funding the State Police.
APC Proposal - Immediate Cash Infusion

APC proposes to use $1.3 billion in COVID Relief Act monies to provide a
one-time boost to PennDOT's capital construction program. Every PennDOT
District has "shelf" projects ready to go that can improve safety and create
employment.



5

The America Recovery and Reinvestment Act of 2009 provided $1 billion to
PennDOT for shovel-ready projects which the Department completed in a
timely fashion to compete needed infrastructure projects and creating
13,000 jobs. An analysis developed for the America Recovery and
Reinvestment Act of 2009, the Council of Economic Advisors had estimated
that 64 percent of the job-years represent direct and indirect effects while
36 percent of the job-years are the induced effects or jobs outside the
industry.
We believe that a similar infusion as was done in 2009 would stabilize
PennDOT's finances, boost the economy, and return the highway
construction toward a post-Covid recovery.

APC Proposal - Return Funds to Motor License Fund to Pav Debt
Service on Bonds for Major Bridges

Rather than accessing the more costly private financing market, government
project owners can access lower cost financing through the municipal bond
market and the Transportation Infrastructure Finance and Innovation Act
(TIFIA) loan program at the U.S. Department of Transportation.
By accessing the municipal bond market, PennDOT could take advantages of
historically low interest rates. If the Commonwealth would access the bond
market in January 2021, it is believed that the Commonwealth would incur
an interest rate of 1.21% on and 20-year bond and 1.49% on a 30-year
bond. Typical transaction costs on $500 million in bond underwriting would
be less than $500,000.
Last year, APC proposed a 10-year plan to reduce the amount of MLF funds
to the State Police at a rate of $65 million per year (approximately
equivalent to 1 penny of gasoline tax) until the amount reached zero in FY
2029-30. We renew our call for a complete phase out of money going from
the MLF for State Police. We would now suggest that directing this phased-
out money be used for debt service which would allow for the major bridges
to be constructed without the need for a costly P3 financing arrangement.
$2.0 billion in General Obligation bonds would require about $150 million per
year for debt service. The bond issuance could be phased in over a period of
years.
This proposal would have the support of the public. Our research shows that
64% of Pennsylvanians oppose diverting transportation funds for non-
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transportation uses and 73% support restoring transportation funds for
transportation uses more quickly than the current schedule as outlined in the
Fiscal Code.

We want to be clear; this is not about whether State Police operations need
to be funded. This is about how much Motor License Fund revenue should
support State Police activities, given the State Constitution. Again, we are
pitting safe roads against public safety, which we believe is bad policy.

Conclusion

We believe that Public Private Partnerships are misrepresented as low-cost
new funding for highway projects that create innovative solutions and add
substantial work for local engineering and construction firms. However,
upfront costs, the high cost of private financing and additional necessary
owner oversight often drive P3 project delivery costs much higher than
municipal bond financed Design Build project delivery. Associating toll
financing with guaranteed availability payments to P3 financers introduces
undue risk upon the Commonwealth's Motor License Fund.

Toll financed projects could be a complementary component of a
comprehensive transportation funding package that includes addressing the
drain of the Motor License Fund by the State Police budget, inflation
sensitivity of existing revenue sources, commensurate fees on alternate fuel
vehicles, and other funding methods. We recommend that the Governor's
Transportation Revenue Options Commission seriously explore the best ways
to introduce toll financing for Pennsylvania's roadways.
PennDOT's current financial woes need assistance from our leaders which
should include an infusion of money from the COVID Relief Act in the
amount of $1.3 billion.

By accelerating a phase down of Motor License Fund monies currently going
to the General Fund for the State Police, PennDOT could bond finance
needed repairs to major bridges and procure engineering and construction
by conventional procurement and Best Value methods.

The Associated Pennsylvania Constructors would like to again thank
Chairman Hennessey, Chairman Carroll, and the entire committee for giving
us the opportunity to provide testimony today. We remain willing to work
with the committee members and staff as you look for ways to address the
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Commonwealth's transportation and infrastructure challenges. Our
organization stands by and pledges our support to work with you in
developing meaningful legislation in the weeks and months ahead.

# # #



Dollar Value of PennDOT & Turnpike Contract Lettings
1994-2021$3,000
2 per. Mov. Avg. (PennDOT)

$2,708.04

Turnpike 2 per. Mov. Avg. (Turnpike)PennDOT
$2,670.28

$2,594.51$2,575.90 $2,578.18
$2,519.30Reflects $1 billion in

federal stimulus funds$2,500

$2,292.26
$1,894.15

$2,119.79

$1,973.50$2,000 $1,908.01 $1,900.00
$1,812.94

$1,269.94
$1,638.50 $1,581.81| $1,498.05 $1,587.04

$1,200.87 $1,497.14 /5

>59.23

.£ $1,500
w

$1,298.52 S1*328-35$1,312.21n
$1,209.17>

$951.96$1,000
$543.70

$727.29 $726.00$714.99
$593.20

$437.98
0 I —

$581.50
$509.10

$403.00$446.90$500 $392.34 $363.03m.$329.72-

S1- ’“T
"f. IT\

$221.84$196.33

$102.22| $99.75

li ll Ii
$107.01it $302.25

$0
1994 1995 1996 1997 1998 1999 2000 20012002 2003 2004 2005 2006 2007 2008 2009 2010 20112012 2013 2014 2015 2016 2017 2018 2019 2020 2021

*2021 is projectedYear
Data compiled by the Associated Pennsylvania Constructors



Data compiled by the PA Highway Information Association (PHIA). Source: PennDOT and Enacted PA State Budgets



PSP Phase Down (From MLF) Debt Service
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