Investing in Delaware’s Infrastructure- the case for increased private sector
participation
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The condition of our roads, bridges, ports, railroads and al other forms of infrastructure
is critical to Delaware’s economic development. In 2013, the nation was given a D+ grade by the
American Society of Civil Engineers (ASCE) based on its assessment of the country’s
infrastructuret. This grade indicates that on average; most of our infrastructure are in poor
conditions and are at risk of failure. In order for the nation to maintain its status as the leading
global economy, the state of infrastructure must improve. It is estimated that atotal investment of
about $3.6 trillion is needed by 2020 to fix the nation’s infrastructure®. With declining tax
revenues and budgetary constraints, the Federa government will need to employ strategic and
innovative ways to bridge this funding gap. Delaware is no exception in that a similar scenario
persists and so officials need to find innovative ways to meet infrastructure funding
requirements. The ASCE’s 2013 Report Card suggested funding needs of about $283M, $222M,
and $530M for drinking water, wastewater and public schools infrastructure'®,

These funding gaps are not only unique to Delaware but is areflection of the current
situation in most States. Consider, the national highway infrastructure for which the Highway
Trust Fund (HTF) was established in 1956 to finance the bulk of highways and mass transit
facilities in the country. Due to the fund’s importance, it has a split classification of both
discretionary and mandatory which allows outlays to exceed revenues generated?. Effectively,
outlays have exceeded revenues and considering the fact that the Federal gastax is not tied to
inflation and so has remained at $0.184 since 1993.This has limited its purchasing power in
recent years. The growing number of fuel-efficient vehicles on the roads today also exacerbates
the problem. In Delaware, the State’s Transportation Trust Fund (TTF) has lost about 34% of its
purchasing power. Thisis due to the fact that it has remained constant at 23 cents since 1995°. A
different scenario may have played out had the rate been tied to inflation (Figure 1). A move by
Gov. Markell to increase gas tax by 10 cents was opposed by lawmakers last year. As such, state
officials may have to delay highway and bridge projects worth about $600 million for years®.
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Figure 1. Gastax revenue for the State of Delaware!!

Using data from DelDOT Highway Performance Monitoring System (HPMS)8, it can be
seen from Figure 2 that the annual vehicle miles travelled in Delaware has been leveling off since
2008. Thisis an indication that a significant rise in revenue from the gas tax must not be
expected if things remain the same. Officials and the general public are usualy not in favor of
tax and toll raises for obvious reasons but it isinteresting to note that one way or the other we
still pay for using infrastructure that are in deplorable conditions. The ASCE reports the cost of
driving on roads in need of repairsis about $380.78 per motorist in Delaware'®. On the other
hand, estimates from the Federal Highway Administration suggest that each dollar spent on road,
highway and bridge improvements results in an average gain of $5.20 in the form of reduced
vehicle repaired cost and reduced road and bridge maintenance costs™.

Delaware Annual Vehicle Miles Travelled (AVMT) Statistics
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Figure 2. Annua Vehicle Miles Travelled in Delaware.



On the national level, to avoid the HTF from becoming insolvent last year, the US House
of Representatives approved a short-term fix in July, 2014. Insolvency of the fund would have
resulted in the loss of over 700,000 jobstied to infrastructure devel opment and management?.
Estimates indicate $3 trillion funding to fill the gaps by 2020 and so it behooves officials at the
national and local levels to come up with permanent solutions®. State transportation officials and
lawmakers are still in the process of exploring alternatives to address the issue. An option that
can aso be explored by the State is the use of public-private private partnerships (P3s) which
involvesincreased private sector participation in project devel opment.

Innovative Financing Approaches for Delaware’s Infrastructure

Traditional infrastructure devel opment contracts involve the private sector having the
limited role of construction according to design specifications of the government in design-
bidbuild contracts’. In public-private partnerships, private sector partners are allowed to perform
varying roles during design, construction, operation and maintenance. Such partnerships can
range from design-build (DB) contracts where the role of designing and building are bundled
together and awarded to the private contractor; to design-build-finance-operate-maintain
(DBFOM) inwhich private partners finance, design, build, operate and maintain the asset within
an agreed upon timeframe. In a P3, the private sector recoversitsinitial investment with profits
through tolls or availability payments from the public sector. P3 alternatives should be
considered more in Delaware asit has severa inherent benefits when the due diligence is done
before agreements are finalized. With increased private sector participation, risks involved in
project delivery can be shared among the private and public sectors which can be beneficial to
both parties. Also, innovation by the private sector is encouraged based on the level of flexibility
defined by the contractual agreement. P3s can aso lead to timely delivery of projects since the
private sector has the capability of providing the upfront financing within a shorter time as
opposed to government selling bonds which may take some time since it can be subjected to
frustrating political negotiations. For the private sector, P3s alow them to invest in
inflationrelated assets which guarantee a stable source of revenue due to often “‘monopolistic’
nature of public infrastructure. The first magjor step that the State needs to take will be to assign a
task force or a dedicated agency to study critical success factors from successful P3 projects such
asthe 1-495 Express lanes in Virginiawhich ended up supporting about 31,000 jobs®. Apart from
Virginia, Texas and Florida are other States which have made major strides in P3 projects. These
must be studied further by Delaware if the issue of infrastructure funding needsisto be
addressed.
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