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January 11, 2013
The Honorable John M. O’Bannon III
Chair
Joint Legislative Audit and Review Commission
General Assembly Building
Richmond, Virginia 23219
Dear Delegate O’Bannon:
At its November 13, 2012 meeting, the Joint Legislative Audit and Review
Commission approved a resolution directing staff to review recent studies evaluating
management issues at the Virginia Port Authority and Virginia International
Terminals (VIT), and to review VIT's employee compensation levels. This report
outlines the findings of our review.
I would like to thank the staff of the Virginia Port Authority and Virginia
International Terminals for their cooperation during this study.
Sincerely,

Glen S. Tittermary
Director
GST/mle
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Key Findings

Special Report: Review of Recent Reports on
the Virginia Port Authority’s Operations


The Virginia Port Authority’s market performance and outlook appear to be
more positive than suggested by a recent report when additional relevant factors are considered.



The Virginia Port Authority does not appear to be financially unsustainable, as
a recent report suggested. The authority is positioned to generate a net profit
during the next five years, particularly given the projected growth in cargo
volume during the period.



Administrative expenses could be reduced by eliminating duplicative administrative functions shared by the Virginia Port Authority and Virginia International Terminals.



Virginia International Terminals and Virginia Port Authority executives are
compensated at levels higher than most other port authority executives in the
United States.

Reports Reviewed
Drewry Maritime
Advisors, Port of
Virginia Position
Paper: State of the
Port: Final Report,
October 3, 2012.
KPMG, Project Norfolk:
Due Diligence Assistance, May 14,
2012.
R.K. Johns & Associates, Inc.,
Report on the Container Terminal
Performance Metrics of the Virginia
Port Authority,
January 13, 2012.
Moffatt & Nichol,
Maintenance
Benchmarking
Study, September
15, 2011.

A November 8, 2012 letter from the Chair of the House Appropriations Committee to the Chair of the Joint Legislative Audit and
Review Commission (JLARC) requested that JLARC review several reports that had evaluated management issues at the Virginia
Port Authority (VPA) and Virginia International Terminals, Inc.
(VIT). A November 21, 2012 letter from the Vice-Chair of JLARC
to the JLARC Chair requested that JLARC concurrently review
VIT’s employee compensation levels (see Appendix A for the text of
both letters). The Commission approved the study at its November
meeting.
For this review, JLARC staff were provided with reports by
Drewry Maritime Advisors (Drewry); KPMG; R.K. Johns & Associates, Inc. (R.K. Johns); and Moffatt & Nichol (Moffatt) (see sidebar). JLARC staff were requested to address whether
(1) the reports fairly and accurately assess the successes and
shortcomings of the current operations;
(2) comparisons to ports in other states are made fairly, in light of
constraints that give natural advantages to one port over another
on certain metrics; and
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(3) current organizational structures of the VPA and VIT are sustainable or, instead, hinder VPA’s ability to focus on market position.
JLARC staff conducted interviews; collected and analyzed container cargo volume, financial, and salary and benefits data; reviewed
reports by bond rating agencies; and reviewed the research literature and consultant reports.
To gain a greater understanding of the complexities of port operations and cargo shipment and confirm some of the conclusions in
the consultant reports, JLARC staff retained a nationally recognized expert in port operations recommended by the American Association of Port Authorities (AAPA). This expert has provided
consulting services to 67 of the 90 general cargo deep-water ports
in the U.S. (including VIT terminals) as well as most Canadian
ports. The expert’s assistance was sought as a resource to JLARC
staff in (1) understanding the port industry, the global container
market, and the intermodal market in general; (2) understanding
unique factors that impact the VIT terminals market position; (3)
confirming VPA and VIT successes cited in the consultant reports;
(4) assessing the validity of cost comparisons among various ports;
(5) confirming that VIT’s projected future cargo growth appears to
be reasonable; and (6) understanding VIT’s operational reputation
in the shipping community. Because the consultant has recently
completed work for VIT and disclosed this to JLARC staff, his role
as a resource for JLARC staff was limited.

VIT Terminals
In this report, “VIT terminals” refers to the
terminals owned
and/or leased by VPA
and operated by VIT.
These terminals include
 Norfolk International
Terminal (NIT),
 Portsmouth Marine
Terminal (PMT),
 Newport News
Marine Terminal
(NNMT),
 Virginia Inland Port
(VIP), and
 APM Terminals
(APMT) leased in
July 2010.

This report primarily addresses the fairness and accuracy of the
reported successes and shortcomings of the current operations of
the VIT terminals (see sidebar), which are owned or leased by VPA
and operated by VIT. As part of this assessment, the report addresses whether comparisons to other ports are made fairly and
whether organizational structures at either VPA or VIT impede
the success of their operations. The report also addresses executive
compensation at both VPA and VIT.
CONSULTANT REPORTS ON THE VIRGINIA PORT AUTHORITY’S
OPERATIONS HAVE LIMITATIONS
While many of the findings of these studies are accurate and supported, certain limitations impact the completeness and reliability
of some findings and should be considered when evaluating their
fairness and accuracy. This review noted two primary limitations
of these reports: (1) the methodologies used do not ensure comprehensive, definitive, and fully reliable findings, and (2) some analyses relied on comparisons to other ports in an industry in which
meaningful and fair comparisons are not easily achievable. For the
most part, the limitations are acknowledged in the reports.

Special Report: Review of Recent Reports on the Virginia Port Authority’s Operations

2

The most significant concern with the Drewry report is the broad
conclusions reached regarding the operation and performance of
VPA and VIT, given the limited methodology used for that review.
As the report notes at the outset, the study was a “desk-based” exercise which relied on existing reports on the Port of Virginia as
well as Drewry’s contacts, databases, and information sources. No
interviews were conducted with staff at VPA and VIT. However,
because of the complexity and diversity of port operations, structured interviews with staff responsible for those functions would
appear essential to gain a complete understanding of the port’s
unique operations, market, challenges, and strategies to address
those challenges, and to reach the conclusions presented in the
Drewry report.
The three remaining reports, which focused on financial performance and terminal operations, based much of their analyses on
comparisons to terminal operations at other ports. Given the substantial differences among ports and limited availability of comparable data, conclusions reached based on such analyses have limitations. Differences among ports that limit the value of
comparisons include the operating model used, physical layout,
crane technology, and the local labor market.
Along with these differences that impact the efficiency of operations and costs, the availability of comparable performance and
cost data across ports is limited. The highly competitive nature of
the ports industry discourages disclosure of full cost data. Moreover, cost and performance data is captured and reported differently
across ports, which limits the reliability of comparisons even when
this data is available.
The three remaining reports acknowledge these limitations.
KPMG states, in referring to its benchmark comparisons to other
ports:
…our work has been completed solely as a desktop
exercise based on available information provided by
VIT as well as previous experience and comparator
data. The benchmark comparisons should be considered as such, and findings presented would need to
be further validated through interaction with VIT
management as well as through detailed analysis to
ensure greater transparency on current operational
realities.
In its report, R.K. Johns states, “Comparison of total [selling, general, and administrative] costs for a port can be difficult. Different
models with private lease concession holders and operating models
make meaningful analysis challenging.” The Moffatt report also
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acknowledges the difficulty in making comparisons across ports
due to differences in operating models and data availability,
among other challenges.
CONSULTANT REPORTS APPEAR TO FAIRLY AND
ACCURATELY ASSESS PORT SUCCESSES
The findings regarding VPA and VIT successes in the Drewry and
R.K. Johns reports appear to be fair and accurate. The Drewry report concludes that the tariffs paid by the shipping lines and the
services received by the customers from VIT are competitive.
These findings were confirmed by JLARC staff interviews with
customers of the VIT terminals, who indicated that the prices offered by VIT are competitive. Similarly, customers stated that the
service provided by VIT is high quality. All four of the shipping
lines interviewed for this review, and which are major customers,
stated that the service provided by VIT is very good and that if issues arise, they are resolved quickly.
Both the Drewry and R.K. Johns reports concluded that terminal
facilities are of high quality and the terminals are achieving high
crane productivity. The shipping lines interviewed by JLARC staff
gave VIT high marks for productivity. In addition, a report on port
productivity conducted by the Cargo Handling Cooperative Program (a public-private partnership sponsored by the Maritime
Administration of the United States Department of Transportation) rated the VIT terminals one of the most productive ports in
the United States based on 16 measures.
The Drewry and R.K. Johns reports also concluded that a significant success for VIT has been securing long-term shipping contracts from most of the major shipping lines. These contracts,
which guarantee a minimum volume level, provide revenue and
volume security over time. According to Drewry, these long-term
contracts exceed international industry standards and place VPA
in a strong contractual position. There was consensus among those
interviewed for this review that securing these long-term contracts
was a major accomplishment that substantially strengthened
VPA’s competitive position.
Moreover, the Drewry and R.K. Johns reports concluded that VPA
is well positioned to handle cargo volume growth with the capacity
that has been added over the last several years. A review of available data supports the conclusion that VPA currently has excess
capacity and, therefore, can handle substantial growth in volume
without significant additional capital investment.
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VPA MARKET PERFORMANCE AND OUTLOOK APPEAR TO BE
MORE POSITIVE THAN SUGGESTED BY DREWRY AND SOME
CONCLUSIONS DO NOT APPEAR TO BE FULLY SUPPORTED

Port of Virginia
The Port of Virginia
includes not only the
VIT terminals but also
other privately operated container and other
cargo terminals that
were not the subject of
this review.

The Drewry report is the only one reviewed that discusses the Port
of Virginia’s market growth and market share trends. Although
most of the information reported is accurate, performance data is
presented for the Port of Virginia (see sidebar) rather than for the
VIT terminals exclusively, which have performed better than the
port as a whole. Moreover, the report does not discuss the recent
positive trend in performance or the factors that appear to place
the VIT terminals in a strong competitive position in coming years.
Finally, the report’s negative characterization of VPA’s position in
the intermodal market does not appear to be accurate or supported, and its assessment of VPA’s economic development activities
does not consider all relevant factors.
Port of Virginia Experienced Larger Volume Declines and Slower
Recovery Than Other Top Ports on East Coast
The Drewry report accurately notes that the Port of Virginia as a
whole experienced larger declines in container volume during the
recession in calendar years 2008 and 2009 than the ports of Savannah and New York and New Jersey (NY/NJ), which are the two
largest ports on the East Coast. The Port of Virginia, which is the
third largest port, experienced a 16 percent decline in 2009 compared to the ports of NY/NJ and Savannah, which experienced 13
and ten percent declines, respectively (Table 1). Moreover, the
ports of NY/NJ and Savannah experienced volume growth that
was twice as much as the Port of Virginia in 2010 and 2011. When
compared to its primary competitors (ports of Baltimore, Charleston, and Wilmington), the Port of Virginia also experienced larger
declines (with the exception of the Port of Charleston) and a slower
recovery. At the end of 2011, the Port of Virginia volume had still
not returned to its pre-recession volume.
In Contrast to Port of Virginia’s Performance, the VIT
Terminals Recovered Volume More Quickly Than Ports
of Savannah or New York and New Jersey
An evaluation of the performance of the VIT terminals against the
top East Coast ports yields different results than those presented
for the Port of Virginia by Drewry. Information presented for the
Port of Virginia includes volume handled by VIT and another private terminal operator prior to July 2010. Evaluating the performance of only the VIT terminals is critical for understanding the
market and financial performance of VPA and VIT.
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Table 1: Port of Virginia Experienced Larger Volume Declines
and Slower Recovery Than Top Two Ports on East Coast
a

Port

NY/NJ
Savannah
Virginia
Charleston
Baltimore
c
Wilmington

Rank

b

1
2
3
4
8
10

Container Volume Growth by Calendar Year
2008
2009
2010
2011

0%
0
-2
-7
0
3

-13%
-10
-16
-28
-14
15

16%
20
9
16
16
18

4%
4
1
1
3
8

a

Measured in 20-foot equivalent units or TEUs.
Based on container volume.
c
Wilmington is a relatively small port and handled only 287,469 TEUs in 2011.
b

Source: JLARC staff analysis of data provided by the American Association of Port Authorities
(AAPA).

Like the Port of Virginia as a whole, the VIT terminals had a
greater percentage decline in container volume than the ports of
NY/NJ or Savannah in 2009. However, the VIT terminals experienced volume growth in 2010 (24 percent) and 2011 (14 percent)
that exceeded the growth rates in both the ports of NY/NJ and Savannah during the two-year period (Figure 1). In 2011, the VIT
terminals handled over 1.9 million containers measured in 20-foot
equivalent units (TEUs), which exceeded its pre-recession peak in
volume.
Figure 1: VIT Terminals Fare Worse Before but Better After the Recession Than the Ports
of New York and New Jersey and Savannah
% growth
30%
25

VIT terminals
Savannah

20
15
10
5

NY/NJ

0
-5

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Calendar Year

-10
-15
-20
-25
Note: Volume is measured in TEUs.

Source: JLARC staff analysis of AAPA data and data provided by VPA and VIT staff.
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APM Terminal
(APMT)
APMT was constructed
by a private terminal
operator, APM Terminals Virginia, Inc., and
opened in 2007. Prior
to opening this terminal, APM Terminals
Virginia, Inc. leased
space at the Portsmouth Marine Terminal
and operated a terminal that handled the
majority of Maersk’s
cargo to or from the
Port of Virginia. APMT
was privately operated
until July 2010, when
VPA entered into a
lease agreement and
took over operations.
VPA will operate
APMT until 2030 under
the lease agreement.

Factors unique to the Port of Virginia contributed to the decline in
volume at the VIT terminals during the recession and to the strong
post-recession growth in volume. One of the factors that contributed to the decline was the loss of business to the new APM Terminal (APMT), which was privately owned and operated until July
2010. In 2008 and 2009, VIT lost significant volume due to the decision by the Evergreen and Maersk shipping lines to move most of
their cargo at the Port of Virginia to APMT. A key factor in the
VIT terminals’ volume growth in 2010 was recapturing these two
customers when VIT assumed operation of APMT through a lease
agreement. Under this agreement, VIT began handling the Evergreen and Maersk container cargo that had previously been handled by the private terminal operator at APMT.
Drewry Report Does Not Mention Recent Positive Growth Trend
The most current data available indicates that the VIT terminals
continue to perform well compared to the other top ports on the
East Coast. Its container volume has grown at a much faster rate
than the ports of NY/NJ or Savannah during the first ten months
of 2012 compared with the same ten-month period in 2011. Volume
growth at the VIT terminals grew by nearly eight percent in 2012,
while volume at both the ports of NY/NJ and Savannah grew by
approximately one percent. Only volume at the Port of Charleston
grew at a faster rate in 2012 (Figure 2).
Figure 2: Growth at the VIT Terminals in 2012 Has Exceeded
Growth of the Port of Savannah and Other Competitor Ports,
With the Exception of Charleston
9.1%

7.6%
6.0%

(7.5%)
VIT
Terminals

Baltimore

Charleston

1.1%

0.9%

NY/NJ

Savannah

Wilmington
Note: Growth represents the change in TEUs between the first ten months of 2011 and 2012.
Source: JLARC staff analysis of data provided by VIT and AAPA.
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Drewry Report Does Not Discuss VPA and VIT’s Intermodal
Success, and Does Not Support Its Characterization of
Intermodal Position as Weak and Receiving Insufficient Focus
A port’s ability to maximize its market share often depends on its
ability to develop its discretionary intermodal market. This market
is the area located far from a port to which cargo is transported by
rail. A port competes for its share of this market with other ports
through which the cargo could also be cost effectively transported.
For the VIT terminals, the primary intermodal market opportunity
includes the Midwestern states of Ohio, Illinois, Missouri, and
Michigan. Its primary competitor for this market is the Port of
NY/NJ.
In its report, Drewry concludes that Virginia is in a “weak position” with respect to the discretionary intermodal market and has
been preoccupied with day-to-day operations to the detriment of
developing this market. Several factors suggest that these findings
are not a comprehensive assessment of the VIT terminals’ position
with respect to this market or VIT’s efforts to gain intermodal
market share.
VPA and VIT staff reported that the discretionary intermodal
market is a critical component of their volume performance. Of
note, about 30 percent of the VIT terminals’ business is from rail
cargo, which is a greater percentage than at other East Coast
ports. For example, rail cargo represents approximately 20 percent
of the Port of Savannah’s business and 12 percent of the Port of
NY/NJ’s business.
The VIT terminals appear to have successfully competed with the
Port of NY/NJ for the Midwest market, despite the Port of NY/NJ’s
substantially greater total container volume (4.6 million TEUs in
2011). In fact, the two ports have almost the same percentage of
the Midwest rail market (Figure 3). Since 2009, the VIT terminals’
share of the Midwest market increased by one percent, while the
Port of NY/NJ’s declined by the same amount.
The VIT terminals also appear competitive in the intermodal market when considering total rail volume measured in rail container
lifts, rather than rail destined solely to or from the Midwest (Figure 4). While the VIT terminals appear to have lost some volume
to NY/NJ between 2008 and 2010, they have since regained some
of the lost volume. In 2007, the VIT terminals had 47 percent of
the rail volume moving through the two ports, and this declined to
41 percent in 2010. However, the VIT terminals had 44 percent of
this volume in 2011 and 45 percent during the first ten months of
2012.
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Figure 3: VIT Terminals and the Port of New York and New Jersey
Have a Comparable Share of the Midwest Rail Market (2010)

Other
19%

NY/NJ
41%

VIT Terminals
40%

Note: Data represents loaded containers measured in TEUs destined to or from the Midwest.
The Midwest includes Ohio, Illinois, Michigan, and Missouri. Other includes other East Coast
ports such as Baltimore, Charleston, and Savannah.
Source: VPA staff analysis of PIERS rail market data updated for VIT by Vickerman & Associates, LLC.

Figure 4: VIT Terminals Are Competitive With the Port of New
York and New Jersey in Total Rail Volume
Rail lifts
450K

400K

VIT
Terminals

350K

Port of
NY/NJ

300K
250K

200K
150K
100K
50K
0
2007

2008

2009
2010
Calendar Year

2011

2012a

Note: Data represents all rail lifts (empty and loaded containers), regardless of destination.
a

January to October only.

Source: JLARC staff analysis of data provided by VPA and the Port Authority of NY/NJ’s website.
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One of the explanations for the decline in rail volume at the VIT
terminals in 2009 and 2010 is the loss of a significant amount of
transatlantic cargo. According to VPA and VIT staff, much of the
transatlantic cargo at the VIT terminals moved to a different shipping line that preferred to move its rail cargo through the Port of
NY/NJ. There are divergent views as to whether VPA and VIT
could have taken further action to minimize this loss of rail business or whether the loss was due to the decisions of shippers (cargo
owners) and shipping lines that were beyond the control of VPA
and VIT.
While competition for the intermodal market will remain strong,
the VIT terminals appear to be well positioned to compete for this
market in the future. Both the APMT and NIT terminals now have
on-dock rail service (rail onsite within the terminal), which is important to shippers and shipping lines because it saves time and
reduces costs. VIT staff reported there is rail congestion at APMT
due to limitations in the design of the tracks in the terminal, but
staff indicated that customers have not experienced significant
negative impacts. Some of the congestion should be alleviated once
both Norfolk Southern and CSX railways begin using double-stack
trains by 2016. VIT staff are also evaluating other options to alleviate the congestion at APMT.
In addition, rail service from the VIT terminals to other areas is
improving. Norfolk Southern, which has historically been the main
railway providing service to the terminals, recently completed the
Heartland Corridor, which has substantially improved rail service
from the VIT terminals to Chicago and Detroit. This improved
route reduced travel distance by more than 200 miles to both cities, and it serves double-stack trains, which greatly enhance rail
efficiency. CSX has increased the rail cargo it handles from the
VIT terminals and anticipates completing its National Gateway
project in 2016. This project will improve CSX rail service from the
VIT terminals to the Midwest and will also serve double-stack
trains. Having both major rail carriers providing enhanced service
from Virginia to the Midwest should lead to increased competition
between the railways and more competitive rail prices, which will
make the VIT terminals a more attractive option for shippers of intermodal cargo.
Conclusion That VPA Has Not Been As Focused
on Economic Development as Other Ports
Does Not Take Into Account All Factors
The Drewry report concludes that VPA has not focused adequately
on economic development as compared with other ports, such as
Savannah, and that this has adversely impacted VPA’s market
growth and share. The report further indicates that VPA has been
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preoccupied with day-to-day operations and has not been sufficiently focused on the establishment of distribution centers for major shippers. In contrast, JLARC staff’s review indicated that both
VPA and VIT have been involved in economic development activities, but it was difficult to conclusively determine if they have focused sufficient attention on these efforts. In addition, there are
limitations with comparing the success in attracting distribution
centers of the ports of Savannah and Virginia because of important
differences between the ports.
The Drewry report implies that VPA has primary responsibility for
the development of distribution centers. However, the Virginia
Economic Development Partnership (VEDP) is the lead economic
development entity for the State, while VPA is charged with fostering and stimulating port commerce and promoting the shipment of
goods and cargo through the port. The attraction of distribution
centers to Virginia is and has been a combined effort by VEDP,
VPA, and local economic development offices. Likewise, the attraction of distribution centers to Savannah has been a combined effort
by the Port of Savannah and its state and local economic development offices.
Both VEDP and VPA officials indicate that the two entities have a
strong working relationship and continually look for opportunities
to work together to establish distribution centers or otherwise
promote economic development that will benefit the State and the
port. VEDP and VPA have recently entered into a memorandum of
understanding which outlines areas for greater coordination because efforts were not formally coordinated in the past. In addition
to efforts by these entities, the General Assembly has recently enacted port-related tax credits to attract businesses, such as distribution centers, that will use the port.
The Drewry report also implies that Virginia has not had much
success developing distribution centers. However, distribution centers are one of VEDP’s target development industries, and VEDP
staff identified 141 new distribution centers that have been announced in Virginia since 2000. According to VPA staff, almost half
are known to be frequent users of the VIT terminals, though it is
possible that more of these centers use the terminals.
The Drewry report accurately portrays the development of the distribution centers in Savannah as a significant accomplishment.
However, comparing the Port of Virginia’s efforts with Savannah’s
success in developing distribution centers may not be appropriate
for several reasons. The Port of Savannah had large undeveloped
land tracts that were available to be developed relatively cheaply
just outside its port terminal, but such open land is not available
near the VIT terminals in Hampton Roads. In addition, the Port of
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Savannah and the recently developed distribution centers are
within a few miles of I-95, the major north-south interstate corridor on the East Coast. The VIT terminals in Hampton Roads are
not as conveniently located for truck transport.
Analysis of cargo data also suggests that the Port of Savannah has
not necessarily expanded the region’s share of container cargo
through the development of distribution centers. Although Savannah’s growth in cargo volume over the last decade has been substantial (11 percent between 2000 and 2011), it appears to have
been at the expense of the nearby Charleston port, which has had
a decline in cargo volume and market share during the same period. The ports of Savannah and Charleston combined had approximately 24 percent of the total East Coast market share in 2000
and have had 26 to 27 percent of the market share since 2004. According to VIT staff and the port expert consulted by JLARC staff,
part of this increase from 2000 to 2004 could have resulted from
West Coast cargo diverted to the East Coast due to the West Coast
port strike in 2002. Shipping lines serving the West Coast diverted
container cargo to the East Coast, and the Port of Savannah benefitted because of its southeastern location and recent updates to its
facilities.
Another factor that may limit the value of comparisons of the Port
of Virginia with Savannah or other ports regarding the development of distribution centers is the geographic needs of shippers
that may be beyond the ports’ control. According to VEDP staff,
major shippers desiring to build two distribution centers to serve
the East Coast are most likely to build one in the South to serve
the southeastern market and one in a northern location close to
the highly populated northeastern market. Savannah is a logical
choice for the southern location and New York for the northern location. The Port of Virginia is not as well situated geographically
as a location for these shippers. Conversely, Virginia’s central location puts the port in a stronger position to attract a distribution
center for shippers that plan to have only one East Coast center.
VIT Terminals Seem Well Positioned for Future Volume Growth
While the ports industry is extremely competitive, the VIT terminals appear to be well positioned for future growth. The factors
that support this conclusion are not discussed in the consultant
reports. One of the major advantages of the VIT terminals is the
port’s natural water depth. The port currently has a depth of 50
feet and is the only port on the East Coast authorized to dredge to
55 feet. With the trend toward larger container ships, the ability of
the VIT terminals to accommodate these bigger ships should be a
competitive advantage.
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In addition, the Port of Virginia’s central location on the East
Coast places the VIT terminals in a strong position to serve ships
that wish to only make one stop on the East Coast, and the improved rail service to the Midwest mentioned previously strengthens that advantage. Moreover, rail service to Greensboro, North
Carolina, began in 2012, and VPA and VIT staff indicate that they
are exploring other options for extending rail service into other areas of the Southeast. Finally, the VIT terminals have capacity for
growth and can further expand their capacity at a reasonable cost.
All of these factors should put the VIT terminals in a strong competitive position over the next several years.
COMPREHENSIVE ASSESSMENT OF FINANCIAL CONDITION
LEADS TO MORE POSITIVE CONCLUSION REGARDING LONGTERM FINANCIAL SUSTAINABILITY
The Drewry report concludes that VPA’s recovery has been slower
than that of other ports, and that the current port structure is unsustainable because VPA has been losing money. The report also
states that this is not a solid financial position that the guardian of
the port’s assets ought to have. Although the finding that VPA has
experienced losses is accurate, a comprehensive assessment of financial data shows that the major drivers of recent losses appear
to stem from specific events rather than chronic financial imbalances between revenues and expenses. When controlling for the
net financial impact of leasing APMT, VPA’s operating margin on
core terminal business has been recovering to a greater degree
than it appears, and was positive in fiscal year (FY) 2012. In addition, if volume growth continues and terminal capacity is more fully utilized, leasing APMT is expected to have a positive effect on
profitability in future years. Bond ratings for outstanding VPA
long-term debt indicate that the credit agencies consider VPA’s financial outlook to be positive.
VPA and VIT’s Operating Revenues Have Followed Predictable
Trajectory Tied to Changes in Volume
The total operating revenues of VPA and VIT have closely followed
the changes in container volume experienced over the last five
years. After reaching a high of $260 million in FY 2008, total operating revenues declined by 20 percent in FY 2009 as volume
dropped due primarily to the recession as well as the loss of two
customers (Evergreen and Maersk) to a competing terminal operated by APM. Volume, and therefore operating revenue, was relatively stable between FY 2009 and FY 2010.
Cargo volume increased sharply in FY 2011 and FY 2012 as VPA
regained the two customers’ business it had lost in FY 2009 and
captured a significant amount of new business from Maersk by
leasing APMT, and as the shipping industry began to recover from
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the recession. As a result, operating revenues grew by nearly 50
percent between FY 2010 and FY 2012 to reach $310 million and
exceed the pre-recession high.
Terminal Expenses Were Reduced During Recession but Core
Administrative and Fixed Expenses Have Increased
Because a large portion of ports’ expenses is either fixed or semifixed, operating costs typically cannot change as much or as fast as
cargo volume and revenue. During the past five years, the expenses at the VIT terminals that tend to be more variable, such as terminal operations and maintenance, have followed the trend in revenue associated with the recession and the subsequent recovery. In
contrast, administrative expenses as well as fixed costs, such as
depreciation, have increased relatively consistently since before
the recession.
While VPA and VIT’s operating revenues decreased by 20 percent
between FY 2008 and FY 2010, core operating expenses (other
than the APMT lease costs for purposes of this analysis) declined
by only ten percent during the same period. In response to the recession and decline in container volume, VIT substantially reduced
terminal operating and maintenance expenses between FY 2008
and FY 2010. During that period, terminal operating expenses decreased by 24 percent and maintenance costs were cut by 17 percent, comparable to the rate of decrease in revenue experienced
during that timeframe. Since then, these costs have been accounting for a decreasing percentage of operating revenues, suggesting
that terminal operations are still becoming more efficient. As volume declined during the recession, VPA also reduced its administrative expenses by ten percent, excluding the effect of staff transferred to VIT in FY 2009. VPA had reduced its administrative
costs by an additional 14 percent by FY 2012.
In contrast, VIT administrative expenses grew by 22 percent between FY 2008 and FY 2010, also excluding the effect of staff
transferred from VPA in FY 2009. One major driver of this increase was pension costs, which rose by more than $2 million during the period due to higher unrecognized losses, which have been
volatile over time. Salary expenses decreased slightly. The other
major driver was information technology (IT) costs, which increased by more than $3 million due to VIT’s multi-year replacement of its 20-year-old operating system.
Administrative expenses at VIT grew by an additional 26 percent
between FY 2010 and FY 2012 due to increased compensation and
IT costs. Higher salary expenses accounted for one-quarter of the
total increase. In addition to the cost of continuing efforts to modernize its operating system, IT costs rose when VIT assumed oper-
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ation of APMT, which has its own operating system and needed to
be integrated.
Depreciation costs, which are largely fixed, represent a substantial
portion (approximately 15 percent) of total operating costs. Although revenues were declining, depreciation expenses grew by 20
percent between FY 2008 and FY 2010. These expenses subsequently remained stable through FY 2012 as older equipment became fully depreciated and a limited amount of capital assets was
purchased.
Lease of APMT Secured Market Position but Substantially
Increased Expenses in FY 2011 and FY 2012
The lease of APMT that began in FY 2011 has substantially increased VPA’s expenses without generating sufficient additional
revenues and cost efficiencies to offset them. As a result, the net
impact of assuming the APMT lease has been to lower profitability
and create a significant amount of excess capacity in the near
term.
Despite the lease’s known adverse impact on short-term profitability, there appears to have been broad consensus at the time of the
negotiations that it was a good business decision for VPA to enter
into the lease. In particular, leasing APMT was expected to remove
a competitor from the market and to avoid a price war expected to
take place once VIT’s long-term customer contracts began to expire
in 2015. Engaging in a price war would likely have caused VIT to
lose a significant amount of volume and revenue. Beyond a certain
level of revenue loss, VPA’s ability to meet its debt obligations
could have been jeopardized. Leasing APMT also enabled VIT to
regain the two customers’ business that was lost to APM in 2009,
while capturing significant additional volume from Maersk. APMT
was also expected to (and does) operate much more efficiently, and
therefore economically, than the other VIT container terminals. If
volume increases to a high enough level, VIT will pay lower rent
per container unit under the lease agreement, which would help
further reduce VIT’s operating costs per unit. In addition, the lease
option to expand APMT provides VIT with substantial additional
capacity that will likely be required in the longer term to keep up
with anticipated market growth.
However, the near-term effect is that VPA must pay a significant
annual cost for additional capacity that is not currently needed.
The container volume in FY 2011 and FY 2012 was comparable to
the pre-recession peak volume, and, therefore, could have been
handled at NIT and PMT. Nonetheless, by assuming the APMT
lease, VPA increased its total operating expenses by $32.5 million
in FY 2011 and $37 million in FY 2012.
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There have also been other costs associated with the decision to
enter into the lease agreement. The Portsmouth Marine Terminal
(PMT), which VPA planned to close after entering into the lease,
had to continue handling containers for an additional seven
months because the APMT facility was not fully operational due to
a crane accident at the new terminal. The operating cost of handling volume at PMT was nearly three times as high as it would
have been at APMT. Further, the closure of PMT required VPA to
take an additional $10 million loss for cranes that had been specially modified for the terminal and could not be used at another
one, while other PMT assets continue to depreciate. Only one tenant is currently paying rent for space leased at the now-closed
PMT. The facility could be leased to a private operator or other
types of private sector entities because most of its acreage remains
empty.
VPA Profitability Reduced by Recession, Then by
Impact of APMT Lease
The operating losses reported by VPA during the past four fiscal
years can be largely attributed to the impact of the recession on
container volume in FY 2009 and FY 2010, and to the significant
negative financial impact of leasing APMT in FY 2011 and FY
2012. As volume continues to increase, the incremental expenses
incurred as a result of the APMT lease are expected to be offset by
additional revenue and cost efficiencies. While administrative expenses appear to have grown faster than volume and depreciation
expense represents a large and fixed cost, these have not been major drivers of VPA’s financial position and do not explain the
changes in profitability over time. Because the major drivers of
past losses are either non-recurring or temporary, there do not appear to be structural financial problems that would undermine the
sustainability of VPA and VIT’s operations.
The losses reported in FY 2009 and FY 2010 coincided with the
U.S. recession, which slowed container shipments and triggered a
20 percent decrease in operating revenue. With operating expense
reductions of only ten percent, this decline in volume and revenue
led to substantial operating losses. Volume was relatively stable
between FY 2009 and FY 2010, and, therefore, operating losses
remained level.
Operating Margin
Operating margin is
equal to operating revenues from core business operations less
operating expenses
incurred to generate
operating revenue.

Leasing APMT has had a negative net impact on VPA’s operating
margin (see sidebar), which masked its recovery since FY 2011
(Figure 5). Although VPA was able to regain the two customers
that had been lost to APM in FY 2009, capture a large amount of
new business, and benefit from cost efficiencies, these gains have
been insufficient to offset the various expenses associated with
APMT in FY 2011 and FY 2012.
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Figure 5: VPA Operating Margin Significantly Reduced in Short Term by Net Impact of
Having Entered Into APMT Lease
(in $M)
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Note: Net impact of APMT lease includes APMT lease expenses; depreciation on assets specific to APMT; additional administrative
staffing, security, and information technology expenses; operating margin on business from Maersk and Evergreen gained through
lease agreement; cost efficiencies gained through use of APMT; and incremental costs incurred by using PMT instead of APMT
during FY 2011 for some volume.
Source: JLARC staff analysis of annual financial statements for VPA and VIT.

VPA Expected to Generate Operating Income in One to Two
Years With Volume Growth
There appears to be consensus that container volume will continue
to grow generally, and at VIT terminals specifically, over the next
several years, based on the forecasts of multiple consulting firms.
Historical data suggests that container volume grows at a faster
rate than the U.S. gross domestic product. Based on this assumption and the implementation of certain operational initiatives, VPA
is projecting annual container growth of five percent or more over
the next five years. Review of the data and consultation with the
national port expert retained by JLARC staff indicate that this is a
reasonable assumption. However, unforeseen economic changes in
the U.S. or Europe could have a significant negative effect on the
shipping industry and, therefore, VPA’s ability to meet its volume
and financial goals.
Higher operating expenses will be associated with volume growth.
However, this growth will generate additional revenue, and VPA
will be able to use the capacity that is not currently being fully utilized. A major financial advantage for VPA over the next several
years is that its excess capacity can accommodate a substantial
amount of additional growth without the need for significant additional capital investment. In addition, the high efficiency of APMT
and the lower per unit rent at high volumes should reduce terminal costs per unit. As volume increases, fixed and semi-fixed ex-
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penses, such as depreciation and interest expense on long-term
debt, can be spread across a broader revenue base, which should
enable VIT to improve its profitability.

Net Income
Net income is equal to
the operating margin
plus non-operating
revenues, such as
federal grants and interest income, less
non-operating expenses, such as interest
expense on long-term
debt, plus transfers
from sources such as
the Commonwealth
Port Fund.
Commonwealth
Port Fund
The Commonwealth
Port Fund is a State
allocation made each
year to VPA. The port
fund is defined in statute as a 4.2 percent
portion of the Transportation Trust Fund,
which is funded by the
sales tax, gasoline tax,
motor vehicle registration fees, and other
sources.

Based on the VPA assumptions regarding an annual container
volume growth of five percent or more and gains in cost efficiencies, VPA is forecasting a positive operating margin starting in FY
2014, and increasing profitability over the following three-year period. Even with a more conservative three percent growth assumption and limited cost efficiencies, VPA could still generate a positive operating margin starting in FY 2015 through FY 2017, which
is the end of the period examined for this review. With positive operating margins, VPA’s net income would also be positive.
Bond Ratings Reflect VPA’s Financial Strength
All of the bonds issued by VPA have a high rating, which reflects
the financial strength of both the authority and the State. VPA issues bonds with two types of backing. VPA currently has $238 million in outstanding debt in general obligation bonds, which are
backed by the Commonwealth Port Fund (port fund bonds) and
further secured by a sum sufficient appropriation from the Commonwealth in the event that the port fund cannot meet required
debt service. In addition, VPA has $281 million in facilities revenue bonds, which are backed by revenue from VIT terminal operations.
The port fund bonds have consistently maintained a high credit
rating. Fitch, S&P, and Moody’s give these bonds their secondhighest ratings of AA+ (Fitch and S&P) and Aa1 (Moody’s). Obligations with these ratings are of high quality and have very strong
capacity for payment of financial commitments, thus reflecting the
strength and security of the Port Fund and its State backing.
The ratings for the bonds backed by the facility revenues are more
relevant for assessing VPA’s financial strength because they are
based on the credit agencies’ assessment of the financial strength
of the terminal operations. Facilities revenue bonds are not rated
as highly as those backed by the port fund, which is to be expected
with the more volatile nature of terminal facility revenue. Still, all
three rating agencies give high ratings to the facilities revenue
bonds (Table 2).
Strengths cited by the bond rating agencies for the facilities revenue bonds include VPA’s strong market position given its natural
deep-water port and improved rail connections, a proactive and
sound management response to the economic downturn, and a
strong position with regard to future capacity. Weaknesses or chal-
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Table 2: Facilities Revenue Bonds Receive High Ratings From Rating Agencies
Rating Agency

Fitch

Latest
Rating

A

Definition of Rating

‘A’ ratings denote expectations of low default risk. The capacity for payment
of financial commitments is considered strong. This capacity may, nevertheless, be more vulnerable to adverse business or economic conditions than is
the case for higher ratings.

S&P

A+

An obligation rated ‘A+’, 'A', or ‘A-‘ is somewhat more susceptible to the adverse effects of changes in circumstances and economic conditions than obligations in higher-rated categories. However, the obligor's capacity to meet
its financial commitment on the obligation is still strong.

Moody’s

Aa3

Obligations rated ‘Aa1’, ‘Aa2’, or ‘Aa3’ are judged to be of high quality and
are subject to very low credit risk.

Source: Moody's, S&P, and Fitch bond rating definitions.

lenges cited include VPA’s historically weak liquidity position and
the competitive nature of the East Coast container market. VPA’s
facilities revenue bond ratings are comparable to revenue bond
ratings given to other East Coast port authorities.
Ratings for VPA’s facilities revenue bonds have remained relatively stable since 2007. The only changes include an upgrade by S&P
from 2007 to 2008 (A to A+) and a downgrade by Fitch from 2008
to 2009 (A+ to A). S&P cited the authority's consistently sound financial performance, growing container-based trade activity, and
its diverse mix of both shipping lines and trading partners as reasons for their decision to upgrade facilities revenue bonds in 2008.
Fitch justified the 2009 downgrade by pointing to VPA's weakened
financial profile as a result of significant declines in the authority's
container volumes and loss of customers and container volumes
driven by increased competition from the new APM facility. The
Fitch rating has remained the same since the 2009 change, and
the S&P and Moody’s ratings for the facilities revenue bonds have
remained unchanged since 2008 (Figure 6).
In May 2012, Moody’s placed a negative outlook on its Aa3 rating
of VPA’s facilities revenue bonds citing the port's narrowed financial position as well as concerns regarding the port's ability to return operating and financial metrics to historically stronger levels
that are more consistent with an Aa rated port. However, Moody’s
emphasizes that the negative outlook could be revised to stable if
the port meets its budgeted FY 2012 year-end cargo growth targets, resulting in improved debt service coverage. The VIT terminals missed the FY 2012 target for container volume by two percent, but as of December 2012, Moody’s had not reported a
downgrade in its rating. Furthermore, Moody’s rating is currently
higher than ratings by Fitch and S&P, and a downgrade from
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Figure 6: Strong Ratings of VPA Facilities Revenue Bonds Have Remained Stable
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Source: JLARC staff analysis of information from Moody’s, S&P, and Fitch bond rating agencies.

Moody’s would result in a rating at the same level as S&P and still
higher than Fitch (Figure 6).
SOME CONCERNS RAISED BY DREWRY REPORT
REGARDING PORT ORGANIZATIONAL STRUCTURE
ARE NOT WELL SUPPORTED
The Drewry report found that the VPA and VIT organizational
structure is suboptimal and has contributed to the negative financial performance experienced in recent years. Drewry further concluded that the organizational structure has led to a preoccupation
with day-to-day operations that has left staff with less time to focus on both intermodal market and economic development.
However, JLARC staff have concluded that the current structure
does not appear to have been a major contributor to the financial
challenges experienced by VPA in recent years. As discussed previously, the decline in container volume and the costs associated
with the APMT lease were the major contributors to the losses experienced.
The current organizational structure does appear to have contributed to the financial losses experienced to a minor extent. There
are two executive staffs that are both highly compensated. In addition, some of the core administrative functions are duplicative,
which increases administrative costs, which in turn increases
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overall expenses. Executive compensation and administrative inefficiencies are discussed in more detail in the next two sections.
The Drewry report does not provide support for the conclusion that
the organizational structure adversely impacted market performance and economic development, and this review did not identify
evidence to support this finding. First, the divisions within VIT
that are responsible for day-to-day operations of the terminals are
completely separate from the marketing and sales division. Further, it does not appear that the current division of marketing and
economic development staff between VPA and VIT has impeded
economic development activities. Although sharing these staff
would be beneficial, there did not appear to be adverse impacts
from the current arrangement. Good communication and coordination appears to exist between VIT’s marketing and VPA’s economic
development staff. Moreover, coordination between VPA and
VEDP is likely more important to economic development efforts
than coordination within VPA and VIT.
Further, the Drewry report did not present any evidence that the
current organizational structure has impeded the development of
the intermodal market for the VIT terminals. As discussed previously, VIT appears to have effectively developed the intermodal
market and seems well positioned for the future in this market.
While this review did not identify instances where the organizational structure had a direct and adverse impact on VPA and VIT’s
marketing and economic development efforts, staff at both organizations acknowledged that VPA and VIT could benefit from more
explicit direction regarding the division of their roles and responsibilities. For example, the VPA/VIT service agreement states that
“VIT shall perform sales and marketing functions for the Terminals in accordance with the goals and objectives established by the
VPA Board of Commissioners.” However, the VPA Board has not
formally established these goals and objectives, according to staff
at both organizations. Going forward, additional and formalized
guidance from the VPA Board could ensure that the mission and
efforts of the two organizations are aligned; that their roles, responsibilities, and functions do not overlap; and that each organization can be held accountable for fulfilling its mission.
CONSULTANT REPORT CONCLUSIONS THAT THERE ARE
OPPORTUNITIES FOR GREATER COST EFFICIENCY APPEAR
TO BE ACCURATE BUT METHODOLOGICAL QUESTIONS
LIMIT RELIABILITY OF CONCLUSIONS
The consultant report findings that there are opportunities to reduce costs appear to be supported. Two areas in which the reports
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appear to accurately present opportunities for cost savings are (1)
general and administrative and (2) maintenance costs.
VPA and VIT staff acknowledge that there are opportunities to
improve efficiency and have taken actions over the last year to do
so. For example, VPA has reduced its security costs by lowering
the qualifications required of its security personnel. However, additional opportunities for cost efficiencies remain. JLARC staff
analysis of VIT financial data indicates that administrative costs
were not reduced in response to the recession. Although VIT reduced administrative staff by 14 positions (12 percent) in early FY
2010, 12 new staff were subsequently hired soon after, in part related to the lease acquisition of APMT. The number of administrative staff has remained consistent through FY 2012, and salary
expenses have increased 16.3 percent during the same period.
Moreover, the current organizational structure creates administrative cost inefficiencies. Between VPA and VIT, there are nine executive level staff who were collectively paid $2.9 million in compensation in FY 2012.
As mentioned previously, along with duplication of executive staff,
both VPA and VIT have other categories of administrative staff
with similar functional responsibilities, such as human resources
and finance. Although the roles performed by the administrative
staff in each organization do not overlap completely, there likely
are opportunities to reduce the overall number of administrative
staff and lower administrative expenses.
IT costs are a component of administrative costs that have increased over the last several years. However, several reasons for
some of the increase appear valid. VIT is replacing its 20-year-old
operating system and has inherited a second operating system
with the lease of the APMT facility, which has yet to be integrated
with VIT’s system.
The KPMG, Moffatt, and R.K. Johns reports all conclude that
there are opportunities to reduce maintenance costs. However, as
noted in the studies, their analyses of maintenance costs have limitations. The KPMG and Moffatt reports benchmarked these costs
against maintenance costs at other ports that have significant operational differences, which limits the usefulness of these comparisons. For example, some of the comparator ports use different
types of cranes that have different maintenance costs than those
used at the VIT terminals.
Review of the financial data indicates that maintenance expenses
were reduced substantially in FY 2009 and FY 2010. The study
conclusions that there may be additional opportunities to reduce
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maintenance costs are likely accurate, but it is difficult to confirm
the magnitude of these opportunities without more analysis than
provided in the consultant reports.
VIT AND VPA EXECUTIVE STAFF ARE HIGHLY PAID

Virginia Personnel
Act
The Virginia Personnel
Act ensures for the
Commonwealth “a
system of personnel
administration based
on merit principles and
objective methods of
appointment, promotion, transfer, layoff,
removal, discipline,
and other incidents of
state employment.”
(Code of Virginia §2.22900)

Although not addressed in the consultant reports reviewed,
JLARC staff were requested to review executive compensation.
Compensation paid to VIT and VPA executive staff appears to be
high when measured against comparable public sector positions.
There is insufficient data available to assess whether VIT executive salaries are in line with the salaries paid to executives at private terminal operators, and there is no consensus on whether it is
more appropriate to compare VIT executive compensation to public
or private sector compensation. In some ports in other states, public sector employees perform the roles and responsibilities that are
performed in Virginia by VIT staff. In other ports, these roles and
responsibilities are performed by private terminal operators. Neither VPA nor VIT is subject to the Virginia Personnel Act.
VIT Executive Compensation Is Substantially
Higher Than Public Sector Salaries
In 2012, the president and CEO of VIT (president) received compensation of $754,330, which included $537,379 in base salary and
a bonus of $192,335. The executive vice president and chief operating officer (COO) of VIT received $309,391 in total compensation.
Table 3 shows the 2012 compensation for the VIT executive team.
Compensation received by the top VIT executives has increased
substantially over the last four years. Collectively, the base salaries of the president and three vice presidents have risen by 18
percent since FY 2009.
The president’s compensation is substantially higher than for
comparable public sector positions. The president’s base salary in
2012 was 47 percent higher than the highest-paid director of a

Table 3: Cash Compensation for the Four VIT Executive Staff Totaled $1.6 Million in FY12
Position

President & CEO
Executive VP & COO
VP, Global Sales & Marketing
VP, Admin. & Finance
FY 2012 Executive Totals
a
b

Base Salary

$537,379
252,170
207,423
195,013
$1,191,985

Bonus

$192,335
54,847
51,856
48,753
$347,791

Other Cash
Compensation
a

$24,616
b
2,374
b
2,172
na
$29,162

Total Cash
Compensation

$754,330
309,391
261,451
243,766
$1,568,938

$24,016 for car allowance plus $600 for membership in a private business club.
Expenses for membership in a private business club.

Source: JLARC staff analysis of compensation data provided by VIT and FY2012 Budget Highlights.
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public port agency in the United States based on a 2012 salary
survey by the AAPA. Further, his total compensation of $750,481
in 2011 was more than the compensation paid to any State employee that year, classified or non-classified (excluding some Statesupported university employees).
It is less clear how the president’s salary and other VIT executive
salaries compare to compensation of private terminal executives.
Information on salaries for comparable positions at private terminal operators is not readily available. VIT retained Mercer to conduct a salary study for executive staff in 2010, but the president
was excluded from this study. The study found that the salaries
and bonuses for the eight positions analyzed were below the competitive market median. Mercer used general industry data and
“transportation and warehousing” data when available, but did not
appear to use data from private terminal operators.
In 2004, Mercer provided VIT with information on compensation
competitiveness for the president’s position as part of the contract
renewal process. Mercer analyzed base salaries for the CEO position from companies with similar revenues as VIT. The FY 2006
salary approved by the VIT Board (which took effect July 1, 2005)
was within the 2005 salary range developed by Mercer for a comparable private sector CEO, but near the higher end of the range.
In addition to base salaries, the VIT executive team and other
high-level staff are eligible for annual bonuses. The president is eligible for two types of bonuses: (1) annual incentive bonuses, and
(2) an APMT supplemental bonus. The incentive bonus may be up
to 65 percent of base salary and is based on meeting annual goals.
The supplemental bonus is based on meeting financial performance targets derived from the APMT lease projections up to a
maximum of $220,000. The president’s highest bonus was
$488,990 in FY 2010 and was 105 percent of his base salary. This
bonus included a one-time bonus of $200,000 for successful completion of the APMT lease negotiations and a $288,990 annual performance incentive bonus. He received annual incentive bonuses of
$225,498 in FY 2011 and $192,335 in FY 2012.
The three vice presidents and certain other high-level staff are eligible for bonuses with approved targets that range from 20 to 30
percent of salary. The executive vice president and COO received
bonuses that exceeded 25 percent of his salary in 2010 and 2011.
In 2011, he received a bonus of $153,831 that included a $100,000
one-time bonus for negotiating the APMT lease. The vice presidents of Global Sales and Marketing and Administrative and Financial Services have both received bonuses ranging from 16 to 25
percent of their base salaries for the last three years.
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VIT Executives Have Retirement Benefits Similar to State
Employees, but President Has Supplemental Plan

Use of SERPs in the
Private Sector
According to VIT's
outside counsel, the
use of SERPs is not
uncommon in the private sector. The purpose of a SERP is to
ensure that executives
are eligible for a comparable level of income
replacement from their
retirement plan as a
company’s other employees. Salaries
above a certain
threshold cannot be
counted in calculating
pension benefits,
which reduces the potential income replacement from these
plans for executives
with high salaries.
SERPs were developed to make up for
this difference.
State Employee
Bonuses
Classified State employees are eligible for
three types of bonuses: (1) recognition bonuses (capped at
$2,000 per year); (2)
bonuses for changes in
duties, new skills, retention, or internal
alignment (capped at
ten percent of base
salary per year); and
(3) exceptional recruitment and retention
incentive bonuses
(capped at $10,000).
The highest bonus
received by a classified
State employee in FY
2012 was $10,000.

VIT administers three main retirement plans, in addition to certain supplemental plans for executives that are in the process of
being phased out. The three main plans are a defined benefit plan
and a supplemental deferred compensation plan for employees
hired before July 1, 2012, and a defined contribution plan for employees hired after July 1, 2012. The defined benefit plan appears
to be comparable to the current Virginia Retirement System (VRS)
plans for State employees, but provides less generous income replacement at retirement. VIT’s deferred compensation plan has a
more generous match than the State’s 457 plan. The VIT defined
benefit plan has been closed, and VIT employees hired after July 1,
2012, are being placed in a defined contribution plan which provides an employer match on employee contributions up to six percent of salary. A six percent employer match is common for defined
contribution plans.
Prior to 2010, the president was eligible for three retirement plans:
(1) VIT’s regular defined benefit plan, (2) VIT’s deferred compensation plan, and (3) the supplemental executive retirement plan
(SERP). The rest of the VIT executive staff are only eligible for the
defined benefit and deferred compensation plans. For tax reasons,
VIT’s SERP was terminated in 2010. The VIT Benefits Committee
and VIT counsel recommended making a cash payment of the present value of the benefit to the president over three years (20102012). The total payout to the president was $3.7 million. When he
retires, the president will still receive an annual retirement benefit
from VIT’s regular defined benefit plan at age 65 (currently estimated to be $126,516, or 23.5 percent of his base salary).
VPA Executives Are Highly Paid
In FY 2012, the VPA executive director received $418,250 in total
compensation, which included $350,000 in base salary and $68,250
in a bonus. The senior deputy executive director received $295,760
in total compensation. Table 4 shows the 2012 compensation for
the VPA executive team.
The VPA executive director had the third highest salary of 58 port
authority directors who responded to the 2012 salary survey conducted by the AAPA. The VPA senior deputy executive director
had the highest salary of all deputy port directors in the survey.
The executive director’s salary was higher than all other State positions in 2011 (including all agency heads and cabinet secretaries), except the VRS chief investment officer and some high-level
university positions.
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VPA executive staff are eligible for higher bonuses than those most
other State employees. The executive director is eligible for a bonus up to 50 percent of his base salary and the other executives
are generally eligible for bonuses up to 20 to 25 percent of their
salaries. Bonuses received by the executive staff in FY 2012
ranged from 13 to 20 percent of salary.
VPA executive compensation has steadily increased over the last
four years. Collectively, VPA executive salaries have increased 16
percent since FY 2009, and total executive compensation (salaries
and bonuses) has increased 21 percent.
The VPA defined benefit retirement plan generally mirrors the
current VRS plans for State employees. The major difference is
that VPA does not require an employee contribution as the State
now does. In addition, VPA’s deferred compensation plan includes
a 50 percent employer match up to three percent of salary, which
is more generous than the State deferred compensation plan.
Table 4: Cash Compensation for the VPA Executive Staff Totaled $1.3 Million in FY 2012
Position

Executive Director
Sr. Deputy Executive Director
Deputy Director
Deputy Director
Deputy Director
FY12 Executive Team Totals
a

Base Salary

$350,000
246,313
164,370
165,944
185,979
$1,112,606

Bonus

$68,250
36,947
24,656
24,891
27,896
$182,640

Other Cash
a
Compensation

na
$12,500
3,500
12,500
12,500
$41,000

Total Cash
Compensation

$418,250
295,760
192,526
203,335
226,375
$1,336,246

Executive allowance.

Source: JLARC staff analysis of compensation data provided by VPA.

Special Report: Review of Recent Reports on the Virginia Port Authority’s Operations

26

Appendix

A

Study Mandate

JLARC received the following two letters requesting this review:


Letter dated November 8, 2012, from the Chair of the House Appropriations
Committee.



Letter dated November 21, 2012, from the Vice-Chair of JLARC.
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Appendix

B

Agency Responses

As part of an extensive validation process, State agencies and other entities involved in a JLARC assessment are given the opportunity to comment on an exposure draft of the report. JLARC staff
provided an exposure draft of this report to the Virginia Port Authority, Virginia International Terminals, and the Secretary of
Transportation. Appropriate technical corrections resulting from
their comments have been made in this version of the report. This
appendix includes the written responses that were received.
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JLARC Staff Note on the Secretary of Transportation’s Letter
The following letter from the Secretary of Transportation implies that the analysis
of this report was in part completed by Vickerman Associates and that Vickerman
Associates was involved in drafting the report. This is factually incorrect. As noted
on page 2 of the report, Vickerman Associates’ role was specifically limited as a
result of their disclosure of prior work for Virginia International Terminals. None of
the analysis in this report was completed by Vickerman Associates as part of its
assistance to JLARC staff, and Vickerman Associates was not involved in drafting
the report or in developing any of the conclusions presented.
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JLARC Staff
Lauren W. Axselle
Jamie S. Bitz
Justin C. Brown
Andrew B. Dickinson
Christopher J. Duncombe
Martha L. Erwin
Kathryn A. Francis
Nicole K. Gaffen
Harold E. Greer III
Mark R. Gribbin
Anna B. Haley
Nia N. Harrison
Joan M. Irby
Betsy M. Jackson
Borna Kazerooni
Paula C. Lambert
Joseph M. McMahon
Ellen J. Miller
Nathalie Molliet-Ribet
Laura C. Parker
Gregory J. Rest
David A. Reynolds
Kimberly A. Sarte
Walter L. Smiley
Tracey R. Smith
Glen S. Tittermary
Christine D. Wolfe

Recent JLARC Reports
419. Virginia Compared to the Other States: 2012 Edition
420. State Spending on the Standards of Quality (SOQ): FY 2011
421. VRS Semi-Annual Investment Report No. 37: December 2011
422. Review of Retirement Benefits for State and Local Government Employees
423. Review of the Civil Commitment of Sexually Violent Predators
424. Mitigating the Risk of Improper Payments in the Virginia Medicaid Program
425. Review of the Effectiveness of Virginia Tax Preferences
426. Funding Options for Low-Income Residents of Assisted Living Facilities
427. Review of Employee Misclassification in Virginia
428. VRS Semi-Annual Investment Report No. 38: July 2012
429. Dedicated Revenue Sources for Land Conservation in Virginia
430. Review of Year-Round Schools
432. Review of State Spending: 2012 Update
435. State Spending on the Standards of Quality: FY 2012
These reports are available on the JLARC website at http://jlarc.virginia.gov
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