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Grand Parkway Meeting

05/22/2008

Summary of Discussions

1. Introductions; Summary of Meeting. After a presentation of a document summarizing the prior meeting held on March 6, 2008, the group was asked if there were any questions or discussions regarding the summary.  The document was accepted and approved as presented.

2. Subcommittee Reports.
Traffic and Revenue Study

Lucio Vasquez of TxDOT provided an update regarding the contract progress with respect to various consultants.  One contract that has not been signed is the advanced funding agreement with HCTRA for the funding of the consultant contracts. TXDOT is waiting for a resolution from HCTRA to incorporate in the advanced funding agreement.  HCTRA asked if a copy of the Commissioner’s Court order to proceed is adequate. Also, there was discussion regarding the Barton Smith contract, which has not been signed -- even though work is scheduled to begin June 1.

On March 12 the group met at Houston district headquarters.  Representatives from HCTRA attended, as well as TxDOT representatives from the Houston district and H-GAC representatives.  Various assumptions regarding inputs for the traffic and revenue study were discussed, but had not yet been agreed upon. WSA and URS will need resolution of those assumptions for preparation of the study.

WSA gave a status report that was included in the packet of information provided at the meeting.  According to WSA, the study is going well.  This is a massive project with many challenges, particularly the size of the project.  WSA has worked up a proposed tolling system and rates.  There are a number of interchanges shown with roads that do not currently exist, but WSA is incorporating assumptions with regard to timing.  WSA needs guidance as to whether the study should assume development of certain interchanges or not.   WSA also needs guidance with regard to tolling assumptions, particularly with respect to whether Segment A will be tolled. 

TXDOT clarified that rather than interchanges at certain locations, grade separations are under consideration and that it is expected that Segment A will be tolled, but there will not be tolling on any existing roads.  Rather, it is expected that added lane capacity will be tolled.  For the purpose of this exercise, the study should assume that existing lanes will not be tolled and added capacity lanes will be tolled.

WSA pointed out that the schematics now show tolling zones in the middle of the configurations, but this approach does not seem optimal. WSA suggested moving the tolling lanes to the outside.

TXDOT emphasized that this is a “big assumption” that might need to be changed.  Also, added capacity on Segment B is expected to be tolled, though WSA suggested not having tolls on a certain portion of Segment B.  

WSA sent out a list of questions and needs verification of the responses to those questions in order to proceed.

HCTRA indicated some uncertainty about the use of video tolling.  WSA agreed to test the impact of not having video tolling. However it is important to have an “apples to apples” comparison, so WSA will model Scenario A and Scenario B assuming open road tolling with electronic and video tolling options, with the video option being 30% higher than the electronic tolling option. WSA then will run 3 additional assignments in certain benchmark years assuming only electronic tolling, and then will add that to the previously developed forecast. WSA will end up with 3 sets of revenue forecasts, one under Scenario A assuming full open road tolling and video tolling, one under Scenario B assuming open road tolling and video tolling, and one under Scenario B assuming revenue only collected through electronic toll collectors and not video tolling.  

Art Storey with HCTRA indicated that what would be most helpful is measuring the impact of having just electronic tolling versus video tolling. HCTRA is most concerned with the variations indicated between those alternate assumptions. WSA reiterated that assumptions about the use of video and electronic tolling will need to be incorporated in order to provide an “apples to apples” comparison between Scenario A and Scenario B.

WSA proposed a tolling system that was a combination of mainlane toll zones and ramp toll zones, as shown is in the packet.  It was agreed at the kickoff meeting that the tolling assumptions would be based on the typical, current rates adopted by Commissioners Court for users of the HCTRA system, and assumptions already built into the HCTRA rate setting policy for the setting and escalation of future rates.  WSA calculated the proposed rates using the existing Harris County average of approximately 13.4 cents per mile, excluding Westpark because it is a unique facility that is not representative. For instance, WSA will assume that the Grand Parkway project will be widened as needed, while the Westpark segment of HCTRA’s system is constrained within a limited right-of-way that is restrictive of added capacity.  The average of 13.4 cents was inflated at a 2.5% inflation rate per year, resulting in an opening rate of 14.9 cents per mile (rounded off at 15 cents per mile for electronic users).  The materials presented at the meeting show 2012 levels as though the entire Grand Parkway is open, which is not expected to be the case.  However, for purposes of the study WSA wanted to show one set of rates for the entire project. As future sections come online, the opening year rates will need to be adjusted accordingly.  Assumptions will need to be made based on inflation, rates for electronic tolling and the projection of passenger cars at each tolling location.  WSA is looking at certain travel/distance based toll rate assumptions similar to certain features included in the adopted toll policies in North Texas, including calculating assumed toll rates on a per mile basis using the total distance to a new plaza and a ramp rate based on the maximum distance to the next toll plaza. According to WSA this approach results in some unusual rates because of the different distances between plazas, and noted that it is different than what is used on the HCTRA system, but WSA believed it was a more equitable approach for purposes of the study.

Two assumptions were not discussed at the original meeting. First, one assumption that WSA is incorporating is a minimum toll of 20 cents per transaction. Second, WSA is calculating the video toll rate assuming a rate 30% higher than ETC/cash rates, but is also assuming a minimum differential of 20 cents to cover the incremental cost of video tolling.  So, for example, if an ETC toll charge was 30 cents, the video toll charge would be 50 cents.  (WSA is also assuming some rounding in future year rates as those rates are adjusted for inflation.)  After some discussion, the group agreed that WSA’s proposed assumptions were reasonable to include for purposes of the study.

WSA discussed an issue relating to the toll rates proposed for Segment D, where only the overpasses are expected to be tolled.  WSA has looked at this issue several ways - the total distance of the whole section, as well as the amount of length that is being physically added to the overpass, and came up with a recommendation of 25 cents per tolling zone (55 cents for video tolling). With seven tolling stations, that averages to approximately 15 cents per mile.  TxDOT has requested it be higher (perhaps 50 cents) because of the processing costs. WSA’s concern is that with a higher rate tolls could be avoided (with drivers using alternate routes), with the result being less revenue generated than with the 25 cent alternative. TxDOT indicated that for purposes of the study 25 cents is OK, but suggested some inflator amount (perhaps up to 35 cents total) to absorb some of the processing costs. TxDOT indicated that they understood the concern about diversion of traffic, but suggested that a 35 cent rate should be looked at as one where users might not use alternate routes to avoid paying that toll rate.  WSA indicated that it has to do a special test case on that segment anyway, so it will run alternate scenarios using 25 cent and 35 cent rate assumptions and will provide the model that produces the highest revenues. 

WSA indicated that for truck rates, with respect to differentials in classification for the study, WSA generally will incorporate assumptions based on HCTRA’s policy and experience.

According to WSA another issue to resolve is whether to assume that after 2025 the system will be subject to open road tolling.  At a meeting, based on HCTRA input, it was indicated that by 2025 it was likely that all tolling would be electronic anyway.  WSA asked for guidance as to whether this should be the assumption in the study (did HCTRA concur with the open road tolling assumption?) and should WSA assume that by 2025 all vehicles will be equipped for electronic tolling? There was some discussion as to whether such assumptions would be material for the purposes of the study.  HCTRA did not object as long as the study was clear about the assumptions being incorporated and showed the differential between the alternate approaches, but indicated that no one will know with any certainty how toll systems will be operated in 2025. Actual results will be impacted by a variety of factors, including the costs of gas and taxes, and WSA is incorporating assumptions about those factors into the study. With respect to toll tag usage, WSA is assuming a 90% usage rate, but was looking for guidance as to whether a 100% usage rate should be assumed.

TxDOT and HCTRA asked for URS’s recommendation. URS recommended assuming full electronic tolling in 2025.  WSA clarified that the current assumption is that 90% of users will have a toll tag by 2025 and the question is whether to factor in video tolling after 2025.

In wrapping up the discussion regarding the assumptions in the study, WSA indicated that the process was moving along well and that the consultants had received a lot of help from H-GAC, particularly with respect to H-GAC’s economic modeling work. However, there was lot of work left to do. WSA has created models based on economic growth (assuming a 2.5 % inflation factor based on historical data -- but could adjust if the group desired to reflect more current circumstances) and zone disaggregation and was working on completing calibrations and assignments, all which take time for the processing of data.  Nevertheless the group believed the June 20 target deadline was realistic. 

HCTRA and TxDOT indicated some concerns about the assumed inflation rate.  WSA indicated that construction costs are different from the consumer price index (CPI) escalators, and a CPI adjustment factor is incorporated as the toll policy escalator, and such adjustments are incorporated into private party/CDA transactions.   There was some discussion that the CPI assumption in the toll policy is actually a floor (i.e. a minimum escalation factor) and that for purposes of the study 2% or 2.5% might be low.  HCTRA and TxDOT agreed to use an escalator adjustment of 2.75% since that figure has been used in other recent studies.  HCTRA pointed out that this is only one of many important numbers and assumptions that will impact the results of the study. There will be a lot more assumptions and variations with actual results to factor in as we proceed to the contract stage for the development of the project.

WSA expected the report to be available on or about June 20, with the thought that this timeframe would allow the group a chance to review the report prior to the next meeting in early July.

WSA raised one additional point of clarification. The original plan was to use alternative economic growth forecasts for different stages of the scenarios.  A baseline economic forecast would be assumed for the traffic and revenue projections for Scenario A, and an alternative forecast would be used for the Scenario B projections.   The traffic and revenue subcommittee determined a few weeks ago that WSA would be tasked instead with developing the Scenario A and B traffic and revenue projections based on the same economic forecast data provided by H-GAC.

H-GAC indicated that it is finishing up the analysis of the land use impacts based on the specific parameters of Scenarios A and B.  H-GAC has completed the land use impact analysis for Scenario A and is close to completing the analysis for Scenario B.   H-GAC noted that Dr. Barton Smith is being added as a consultant to the study team and suggested that TxDOT and Harris County consider having Dr. Smith review the analysis.  H-GAC expects to finish its work by mid-June and would be available soon thereafter to discuss the information in an appropriate forum and come up with recommendations as to how the information should be used, including with respect to variances from the baseline scenario.  For the initial modeling WSA will use trip tables provided by H-GAC that reflect the differences in Scenarios A and B, although the underlying socio-economic forecasts will be the same. 

WSA indicated that an additional issue for consideration is what should be assumed about the timing of the new interchanges for the project.  In response, the Grand Parkway Association suggested that the group sit down after the meeting to give WSA some direction with respect to the assumptions about the interchanges.

The group next turned to a discussion of the URS peer review study.  As has been mentioned at previous meetings, URS is performing a peer review of the WSA study and is currently in the process of reviewing the data collection that has been done by WSA and the final calibrations and expects that it will soon have some recommendations for adjustments. At this point, URS did not see the need to do further calibrations due to the time and cost associated with a project of this scope.  As long as the study team is able to identify issues for adjustment and potential weaknesses in the modeling, the group will be able to go back at a later date and adjust the model if needed.  URS indicated that it would be able to complete its work around the same time or within a week or so of the WSA study.

WSA pointed out that the proposed Fairmont Parkway toll project is not included in the Grand Parkway plans, but the firm understands that regional plans indicate that this toll segment is expected to be complete by approximately 2018.  Although currently not in the WSA model, WSA inquired about including this assumption in the modeling and expected that it would have a minor impact on the ultimate results of the study.  H-GAC suggested having a follow-up discussion subsequent to the meeting, but confirmed that the Fairmont Parkway toll project is included in current regional transportation plans.

In closing this subcommittee portion of the meeting it was confirmed that Barton Smith will review the current demographic study and will be available for the next Grand Parkway meeting, scheduled for July 2.

Scope and Cost Report

TxDOT has reviewed the scope and cost assumptions and suggested that the other members of the group were in agreement with those assumptions.   Although approval of such items are not on the current agenda, TxDOT suggested having the group consider the scope and cost assumptions as an action item at next meeting in order to provide the group with sufficient time to review the assumptions and raise issues or concerns for consideration.  TxDOT believed the group would be able to move forward with this action item at the next meeting. 

4. Terms, Conditions and Assumptions.

In working on transportation improvements throughout the state, TxDOT has extensive experience negotiating terms and conditions for the development of toll projects, with both private sector and public sector development partners.  Recently TxDOT concluded negotiating an agreement with the North Texas Tollway Authority (NTTA) for the financing and development of the SH 161 project in North Texas.  Those negotiations included a list of over 200 terms and conditions and based on this experience, TxDOT is considering implementing a different approach on the Grand Parkway project that includes a much smaller list of negotiated terms and conditions.  This smaller list would include the initial toll rate and the toll rate escalation methodology, with other items to be incorporated in a market valuation study (if undertaken) as assumptions, which can be adjusted or changed as necessary. HCTRA representatives noted that Senate Bill 792, the 2007 legislation that includes the market valuation process under which the development and financing of the Grand Parkway project is being negotiated, specifically only lists the initial toll rate and the toll rate escalation methodology as terms and conditions that must be agreed to for a market valuation study. The HCTRA toll rates and escalation policy are being incorporated (with some adjustments as noted previously) into the WSA study and the parties are close to agreement on the scope of the project.  There are issues to be worked out regarding phasing with respect to the timing of the development of the project, as well as with the term of any development agreement for the project.  The phasing and timing issues are under consideration under the alternate scenarios to be included in the WSA study. With respect to term, TxDOT has suggested a development agreement term of 50 years, similar to what would be included in a private party comprehensive development agreement (CDA).  HCTRA has not yet agreed to that point.  However, for purposes of assumptions to be included in the WSA study the group agreed that a 50 year assumption could be included, though HCTRA noted that the recent SH 161 agreement provided for local toll agency ownership of the project beyond 50 years (in perpetuity).  

TxDOT concurred that the proposed 50 year term of the development agreement, rather than being defined as a “term and condition” which has limited flexibility for modification under SB 792, instead could be included as an assumption for purposes of the study, similar to how project costs are being assumed (and there is more flexibility to adjust assumptions as deemed necessary).

HCTRA agreed generally with proceeding in accordance with this suggestion, but noted that if the project is not undertaken in a segmented manner with toll viable segments being developed first to help finance less viable segments at a later date, then the group may have to look at public-private partnerships alternatives (e.g. a “P3 agreement”).  HCTRA believes that a P3 agreement does not have to be a CDA.  HCTRA has six “grandfathered” projects that the legislature has given it the authority to develop.  Given the high priority and expected costs of those projects, HCTRA may not be in a position to finance its contribution to Grand Parkway as part of a HCTRA system financing.  HCTRA may decide not to exercise the SB 792 primacy option to develop and finance the Grand Parkway project and may instead agree that TxDOT should look at exercising its rights under SB 792 to develop the project or contract with a private party to develop the project. HCTRA and TxDOT could also look at other innovative ways of having the project financed and developed.  These are all issues for HCTRA to consider given the prioritization of the grandfathered projects (including prioritization of staffing, time, money and other resources), though HCTRA is committed to working with TxDOT and the surrounding counties in being a good mobility partner and working collaboratively in trying to get the best deal for the public (e.g., a faster, cheaper, better project).  That could include investment or contributions by HCTRA and the other surrounding counties in this project or working with TXDOT or the private sector on an innovative way to finance and develop the project or agreeing to work with TxDOT or a private party in operating the project after it is built.  Such matters and the prioritization of time and resources are all issues for consideration. 

To address the issue of the proposed 50 year term, the HCTRA representatives at the meeting called on James Hernandez, a lawyer with Andrews Kurth LLP, as counsel to HCTRA.  Mr. Hernandez explained that a 50 year development agreement term could be problematic if it negatively impacted HCTRA’s ability to undertake project refinancing or restructuring opportunities.  Mr. Hernandez explained that there is not a 50 year limitation under current law and that as a project financed by a county operating under Chapter 284, Transportation Code, the project would remain a county project so long as debt secured by county toll revenues remained outstanding.  Given the costs and uncertainty with a project of this scope and size, HCTRA would be concerned about any restrictions, such as a 50 year term limitation, that would restrict the ability to refinance or restructure the debt on the project in the event of unforeseen circumstances.  HCTRA would not want to be in a position where it could not take advantage of a refunding or restructuring opportunity that arises.

Generally, HCTRA was in agreement that the 50 year term issue should be set aside at this point, but that it could be included as an assumption for financial modeling purposes.  TxDOT concurred that for modeling purposes the group should include the 50 year term as an assumption and noted that the final decision as to the term of the agreement would be something to be determined by the governing bodies of the negotiating parties.

H-GAC reminded the group that there would not be discussion of a list of assumptions at this meeting, and then there followed some discussion about the possibility of waiving the SB 792 market valuation process. TxDOT indicated that even if the two negotiating parties agree that market valuation can or should be waived, under SB 792 the parties would need to agree on the minimum statutory terms and conditions in order to move forward.

HCTRA reiterated its belief that there is no need to fit the current process into a predetermined set of procedures.  The terms and conditions HCTRA has discussed in-house are the rates that will be established, as discussed in this forum, HCTRA is on record that it is going to try to seek an equivalency between the value of the revenue stream and the cost of the project (i.e. a market value of zero).  If we are going to adjust the equivalencies by varying time and responding to price escalations, then the group does not need to do a market valuation -- except to the extent the group needs to have someone help determine the relationship between project costs and the projected revenue stream.  Through an iterative process, the group can determine the point in time where project revenues are sufficient to support project development and operating costs.  But, for example, if the group waits too long we will get to the point where money has to be spent to rebuild sections before the last sections of the project have been completed.  

The terms and conditions that HCTRA believes are the most important are: (i) market valuation equivalency, (ii) the toll rate methodology previously discussed, (iii) a development schedule tied to market valuation equivalency and (iv) the freedom to find a new way to encourage private investment in a public project, where administration still belongs to the public sector -- the various Grand Parkway counties.  HCTRA is committed to the SB 792 process, but does not want to tie up limited resources on a process that does not work.  HCTRA has committed a large portion of its projected toll revenues to the SB 792 “grandfathered projects” and the toll road system’s connectivity program, all in an effort to prioritize resources to address and improve mobility in the region. HCTRA will enthusiastically partner with TxDOT on this project, but cannot commit to subsidizing non-viable toll segments of this project with funds committed to other mobility projects. However, HCTRA is aggressively committed to this process, though resources are limited, and is willing to support the toll viable parts of any project, as well as encourage the legislature to fund TxDOT,  but HCTRA does not want to be in a position where it is paying for the privilege of doing projects.

5.  Market Valuation.

TxDOT hopes that sometime this summer terms and conditions will be agreed to, and at that time the group can make the decision whether to waive the market valuation process.  Even if the group were to waive the market valuation process, there needs to be someone looking at the financial aspects of the project beyond the T&R report.  TxDOT noted that currently no one is under contract as an official market valuation consultant.  TxDOT suggested that it would be wise to have someone on board even if the group does not use the consultant, because the process of hiring a consultant could lead to unnecessary delay.

HCTRA asked for clarification about what firms were ineligible to perform the market valuation study.  H-GAC responded that CRA International’s selection as H-GAC’s consultant was with the understanding that it would not compete for the market valuation assignment.  However, assuming everyone involved approves of the use of CRA for this purpose, it is an issue we can discuss further.  TxDOT believes this needs to be put this on the Texas Transportation Commission (TTC) agenda prior to the next meeting. H-GAC agrees that it would be good to discuss this with TTC.

With respect to a waiver, H-GAC had a few other issues to discuss. For example, if the group decides to waive the market valuation process, H-GAC would want to get legal counsel input that the SB 792 process was being followed.  HCTRA proposed that TxDOT prepare a proposal on how to proceed in the event the parties agree that the market valuation process should waived and then have the lawyers review and sign off on that proposal.  James Hernandez of Andrews Kurth indicated that, on behalf of HCTRA, he would want to review the proposal to insure that it satisfies the requirements of SB 792.  TxDOT reiterated that TTC would need to approve any modifications to the process.

6. Summary of meeting.

The group then discussed the next meeting. H-GAC will see if CRA could be engaged as the market valuation consultant or if another firm would need to be engaged.  The group agreed to proceed with the limitations on terms and conditions agreed upon earlier (which is in conflict with the draft available at the meeting). The next meeting is scheduled for July 2. The group agreed that the meeting will start at 9:30 in conference room B.
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