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COMMONWEALTH of VIRGINIA

Joint Legislative Audit and Review Commission
Hal E. Greer 201 North 9th Street, General Assembly Building, Suite 1100 (804) 786-1258
Director Richmond, Virginia 23219

December 19, 2013

The Honorable John M. O’Bannon III, Chair
Joint Legislative Audit and Review Commaission
General Assembly Building

Richmond, Virginia 23219

Dear Delegate O’Bannon:

House Joint Resolution 621 (2013) directed the Joint Legislative Audit
and Review Commission (JLARC) to study the competitiveness, efficiency,
and governance structure of the Port of Virginia.

The final report was briefed to the Commaission and authorized for
printing on October 15, 2013. On behalf of the Commaission staff, I would like
to thank the staff of the Virginia Port Authority and Virginia International
Terminals for their assistance during this review. I would also like to
acknowledge the staff at the Department of Treasury and the Virginia
Economic Development Partnership, who have been very accommodating to
our research team.

Sincerely,

Hal E. Greer
Director
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JLARC Report Summary:

Review of the Virginia Port Authority’s
Competitiveness, Funding, and Governance

Key Findings

To date, the Virginia Port Authority (VPA) has competed successfully against
other ports to handle cargo destined for Virginia and the surrounding region and
for major Midwest markets (Chapter 2).

VPA’s plans for future growth in a highly competitive industry appear reasona-
ble and will result in capabilities comparable to those of its competitors, but
these strategies will be costly (Chapter 3).

VPA’s reputation for high prices does not appear to be a problem at this time,
but could hinder its ability to compete for some future cargo. Steps should be
taken to make sure that its prices are competitive and that its operating costs
are managed (Chapter 3).

All major East Coast ports have received financial assistance from their states or
are cross-subsidized by other operations. Ports in two states—Georgia and South
Carolina—have not received financial assistance for on-terminal projects in re-
cent years and have managed to fund these projects with terminal revenues.
Georgia and South Carolina have funded off-terminal projects that benefit their
ports, but have spent less overall than Virginia in the past 10 years (Chapter 4).

At VPA, State funding has been a relatively modest and decreasing proportion of
revenue. Going forward, the VPA Board of Commissioners should examine the
feasibility of dedicating future State funding to VPA’s most necessary and stra-
tegic capital projects, financing other needs with terminal revenue (Chapter 4).

Legislative changes are needed to ensure greater continuity and stability of the
VPA Board of Commissioners and that members have the requisite experience
(Chapter 5).

House Joint Resolution 621 of the 2013 General Assembly session
directed the dJoint Legislative Audit and Review Commission
(JLARC) to “study the competitiveness, efficiency, and governance
structure of the Port of Virginia.” Specifically, the mandate directs
JLARC staff to evaluate the current competitive position of the Vir-
ginia Port Authority (VPA), its efficiency, and its governance model.

This study builds on the findings issued by JLARC in the January
2013 report, Special Report: Review of Recent Reports on the Vir-
ginia Port Authority’s Operations. That report was issued following
a request by the House Appropriations Committee Chairman to
have JLARC staff review consultant studies issued in 2012 about
VPA’s performance.

JLARC Report Summary i



Report Refers to
“Port of Virginia” as
the Virginia Port
Authority

Because this study
focuses on the opera-
tions of those terminals
owned or leased by
VPA and operated by
Virginia International
Terminals (VIT), the
report uses the term
“VPA” instead of “Port
of Virginia.” In refer-
ence to actions taken
by both VPA and VIT,
this report uses the
term “VPA” to refer to
both entities collectively.

Standard Size for
Container Shipments

Containerized cargo is
shipped in containers
that can be 20 to 53
feet long and eight feet
wide, but most con-
tainers used in interna-
tional shipping are 40
feet long. One 40-foot
long shipping container
counts as two “Twenty-
foot Equivalent Units”
(TEUS).

VIRGINIA'S PORT OPERATIONS HAVE STATEWIDE FINANCIAL
AND ECONOMIC IMPACTS

Virginia’s port operations have significant impacts on the State
and local economies. According to the most recent analysis, the di-
rect impact of VPA operations in 2007 was over $1.9 billion in rev-
enue, $566 million in employee compensation, and 10,157 jobs.
VPA’s operations generate positive economic impacts for the locali-
ties that host its terminals, and local economic development offi-
cials indicated that VPA’s operations are an integral part of their
respective economies. Localities also experience negative impacts
related to the environment and their transportation infrastruc-
ture, but are unable to levy taxes on VPA-owned property to help
offset these impacts. State funds are appropriated to help the cities
of Norfolk, Portsmouth, Newport News, and Warren County recoup
some of the costs associated with housing terminal operations.

VPA HAS COMPETED SUCCESSFULLY AGAINST OTHER PORTS
TO HANDLE INCREASING VOLUMES OF SHIPMENTS TO THE
EAST COAST

As shown in the figure on the next page, Virginia operates the
third largest container port on the East Coast. The volume of con-
tainer shipments handled by VPA has grown steadily at a rate
that is greater than or comparable to the growth experienced by
other East Coast ports. VPA has grown from handling 223,000
container Twenty-foot Equivalent Units (TEUs) in 1983 to 2.1 mil-
lion TEUs in 2012. VPA experienced a steeper decline in container
volumes during the recent global recession than other East Coast
ports, but its recovery has been comparable.

East Coast ports compete against one another for container ship-
ments to and from several regions of the country. Over time, VPA
has competed successfully against nearby ports to become the
largest container port in the central Atlantic region, and this is
due to several advantages. VPA is relatively far away from its
closest competitors, giving it a secure “captive” market. Its location
near the open ocean and its deep, easily navigable harbor also
make it more accessible than its closest competitors. VPA’s con-
tainer terminal facilities and supporting infrastructure are also
superior to those of nearby ports.

VPA has competed successfully for container shipments destined
for inland regions of the U.S. These regions include major mar-
kets that can be cost-effectively served via rail by several East
and West Coast ports. Specifically, VPA and the Port of New
York/New dJersey, a larger port, handle almost the same percent-
age of the rail volume to and from the four largest markets in the
Midwest.
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VPA Is the Third Largest Container Port on the East Coast (2012)

Port

NY/NJ
Savannah
Virginia
Charleston
Jacksonville
Everglades
Miami
Baltimore

Other

5,530,000 TEUs
2,966,000

2,106,000
1,515,000
924,000

924,000

909,000

678,000

1,283,000

Source: JLARC staff analysis of AAPA container trade data, 2012.

One major factor that has allowed VPA to successfully compete for
markets in the Midwest is the high quality of its rail connections.
Shippers and ocean carriers that send rail shipments through VPA
indicated that the quality of its rail connections are among the best
on the East Coast, and VPA and the surrounding area are not as
routinely congested as some northern ports.

The speed with which VPA is able to move containers through its
terminals, while not the highest among the East Coast ports, ex-
ceeds that of its major competitors. There may be opportunities for
improving VPA’s operational efficiency, but improving on some
measures would produce higher operating costs.

CHARGING COMPETITIVE PRICES AND MANAGING OPERATING
COSTS SHOULD BE VPA PRIORITIES

VPA has generally maintained good relationships with the busi-
nesses that use the port, but ocean carriers consistently identified
VPA as having the first or second highest prices for basic port ser-
vices on the East Coast. Ocean carriers indicated that prices
charged by VPA are equal to or above those charged by its closest
competitor, the Port of Baltimore. The prices charged by VPA ap-
pear to be substantially higher than those charged by the Ports of
Charleston and Savannah.

Although VPA currently appears to compete successfully against
nearby ports in its regional market, it will need to charge competi-
tive prices to contend for future shipments. Most ocean carriers in-
dicated that higher prices had not caused them to use the port less,
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but some did indicate that their future use of the port could be af-
fected if prices remain high. The report includes a recommendation
that VPA should evaluate the competitiveness of its prices as it
negotiates new contracts with ocean carriers.

VPA staff indicated that its higher prices were necessitated by its
higher operating expenses. The report includes a recommendation
that the VPA Board of Commissioners prioritize the management
of operating costs by establishing a cost management policy that
includes clear goals to guide VPA staff. The goals set by the board
should be achievable and allow VPA staff the flexibility to continue
to pursue strategies for growth.

VPA’S PLANS FOR FUTURE GROWTH APPEAR REASONABLE

East Coast ports are investing in infrastructure improvements to
accommodate anticipated increases in container shipments. VPA
has made the improvements necessary to accommodate the trend
toward larger container vessels, which positions it to compete for
future container shipments. VPA’s ability to accommodate large
vessels ahead of most other East Coast ports is likely to provide it
with only a short-term advantage because other ports are invest-
ing in improvements that will provide them with comparable ca-
pabilities.

In addition to making improvements to serve larger vessels, VPA
and other ports are planning major capital investments in new and
expanded terminals to enable them to accommodate the projected
increase in container volumes. VPA’s planned projects are ex-
pected to increase its container handling capacity from 3.5 million
TEUs to 9.65 million TEUs by 2039. The three other largest East
Coast ports are planning similarly large projects that would keep
pace with or possibly exceed VPA’s capacity.

VPA’s strategy of promoting rail shipments destined for inland
markets appears reasonable because it allows the port to grow be-
yond its small regional market. However, higher overall costs for
handling rail cargo in addition to incentives VPA offers to attract
such cargo reduce profit margins. VPA appears to handle a rela-
tively high volume of rail shipments compared to other East Coast
ports. This contributes to the higher operating costs mentioned
above.

VPA’s strategy of pursuing economic development opportunities
also appears reasonable because encouraging businesses to locate
or expand in Virginia can generate additional cargo shipments.
However, because economic development is an activity that is
typically carried out by State and local economic development
agencies and is guided by the State’s and localities’ economic pri-
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orities and objectives, VPA’s own economic development activities
should continue to be secondary to its primary mission of port op-
erations.

LIKE VPA, OTHER MAJOR EAST COAST PORTS HAVE
BENEFITED FROM STATE FUNDS IN RECENT YEARS

State funding has been a relatively small portion of VPA revenue
for the past 31 years and has grown smaller over time. Annual ap-
propriations from the State’s general funds were the primary
source of State funding for VPA until 1986, when the General As-
sembly created the Commonwealth Port Fund (CPF) using a por-
tion of the State’s Transportation Trust Fund.

Although general funds are no longer allocated to VPA each year,
the CPF continues to be a dedicated, ongoing source of funding for
VPA. Consistent with statutory intent, CPF funds have been used
primarily to finance VPA’s capital needs. CPF funds are a relative-
ly modest proportion of funding for VPA and are likely to continue
to decline in comparison to terminal revenue.

All East Coast ports examined in this study received state funding
for on-terminal capital needs, off-terminal capital needs, or both
(Table, page vi). An ongoing dedicated source of funding like the
CPF is unique to Virginia, but other states also use transportation-
related taxes and fees to support capital needs at state-owned
ports.

The authorities governing two East Coast ports—the Georgia Port
Authority and the South Carolina State Ports Authority—
currently use state funds for off-terminal capital needs only and fi-
nance on-terminal operating and capital needs with terminal reve-
nue. Both of these authorities have recently made significant capi-
tal investments in on-terminal infrastructure using terminal
revenue.

Stronger financial performance by the Georgia and South Carolina
port authorities has likely resulted in increased revenue to pay for
on-terminal capital needs. Both reported net operating income for
at least the past five years, while VPA has reported operating loss-
es for four of the past five years. It also appears that the Georgia
and South Carolina port authorities have been less reliant than
VPA on issuing debt in order to finance capital needs. Both have
lower operating costs than VPA, which may be explained by their
comparatively low dependence on two costly elements: unionized
labor and rail cargo.

Although the Georgia and South Carolina port authorities have
not received direct financial assistance for on-terminal projects in
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Vi

recent years, both have benefited from past state assistance with
their terminals. The acquisition and construction of the original
container terminals were fully funded by their respective states,
which may have provided them with financial advantages com-
pared to VPA.

State Funds Have Been Directed to Capital Needs at East Coast
Ports (FY 2004—-FY 2013)

State Funding
for Port Capital State Funding State Funding for
Needs in Past for On-Terminal Off-Terminal

East Coast Port 10 Years? Projects? Projects?
Georgia Port Authority v’ None v’
Jacksonville Port e v e
Authority
Maryland Port
Administration v v v
North Carolina State e s e
Ports Authority
South Carolina State
; v’ v’
Ports Authority NS
Virginia Port Authority v’ v’ v’

Note: Port Authorities in Massachusetts, Pennsylvania, Delaware, and Palm Beach (FL) were
excluded from this analysis because they are not major ports of call for containerized cargo.
Port authorities in Miami (FL) and Fort Lauderdale (FL) were excluded because they primarily
derive revenue from cruise ship operations instead of cargo operations. The Port Authority of
New York and New Jersey (PANYNJ) does not appear to receive state funding, but does re-
ceive revenue from other entities that constitute PANYNJ, such as the airports and mass transit
system. This revenue funds on- and off- terminal capital needs. Because of this unique funding
structure, PANYNJ was excluded from this analysis.

Source: JLARC staff analysis of financial documents at VPA and other East Coast ports; JLARC
staff interviews with port staff, except those in MD and NC, who declined requests for interviews.

CPF IS AN IMPORTANT SOURCE OF FUNDING FOR VPA’S
FUTURE CAPITAL NEEDS, BUT A PORTION COULD BE USED
FOR OFF-TERMINAL PROJECTS

Going forward, terminal revenue could be used as a more signifi-
cant resource for on-terminal capital needs, with the exception of
the development of VPA’s most significant capital project, the
Craney Island Marine Terminal. This terminal is projected to be
necessary for accommodating growth in future shipments to the
East Coast. The use of debt issued through CPF bonds provides
the most cost-effective source of financing for terminal capacity ex-
pansion at Craney Island. However, CPF funds currently used for
conducting capital maintenance activities could instead be invest-
ed in off-terminal capital infrastructure to facilitate the flow of
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cargo into and out of VPA’s terminals. The report includes a rec-
ommendation that the VPA board should examine the feasibility of
reserving the CPF for VPA’s most necessary and strategic invest-
ments, including existing debt service, the development of the
Craney Island Marine Terminal, and road and rail improvements,
and use terminal revenue to fund other projects.

2013 RESTRUCTURING OF VPA AND VIT WILL PRODUCE
BENEFITS, BUT ELIMINATION OF THE VIT BOARD OF
DIRECTORS REMOVED A POTENTIALLY USEFUL RESOURCE

The operations of Virginia’s publicly owned or operated port facili-
ties are administered jointly by VPA and VIT. In 2012, the VPA
board directed VPA staff to develop a plan to streamline operations
and identify potential areas for improved communication, efficien-
¢y, and savings between the two organizations. In May 2013, the
VPA Board of Commissioners voted in favor of the restructuring
plan that was developed by the VPA and VIT executive staff.

The new structure, which organizes staff with similar roles and
responsibilities into common divisions, is expected to achieve on-
going administrative savings of a minimum of $3.3 million (one
percent of VPA’s and VIT’s combined operating expenses in fiscal
year 2012). In interviews, VPA and VIT staff, VPA and VIT board
members, and port users generally expressed support for the
goals of the restructuring plan. One aspect of the restructuring,
however, was not viewed favorably by many VPA and VIT staff:
the elimination of the VIT Board of Directors. Because the VIT
board met monthly and was composed of long-serving members
who resided in the Hampton Roads community, it was reportedly
well-versed in the State’s port operations and VPA’s impact on
the surrounding localities. It was viewed by VPA and VIT staff as
a useful resource on the complexities of Virginia’s port opera-
tions, and had provided continuity of leadership during a recent
period of instability.

The new structure will likely facilitate greater coordination, but it
remains to be seen whether it will sufficiently clarify the roles and
responsibilities of the two organizations. The report includes a rec-
ommendation that the incoming VPA Executive Director, once
hired, should review and evaluate the administrative structures of
VPA and VIT and provide recommendations to the VPA board re-
garding any needed modifications.

Clarifying the roles and responsibilities of the VPA board in rela-
tion to the VPA and VIT staff should be a component of the VPA
board’s efforts to restructure the governance and administration
of VPA and VIT. Several VPA board members expressed concerns
about the managerial approach of other board members and re-
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viii

ported a desire for all board members to follow chain of command
protocols that would limit board member management of staff to
just the VPA Executive Director. The report includes a recom-
mendation that the VPA board amend its bylaws to clarify the
roles and responsibilities of the board in relation to VPA and VIT
staff.

LEGISLATIVE CHANGES COULD ENSURE FUTURE STABILITY
FOR VIRGINIA’S PORT OPERATIONS

Beginning in 2011, the governance and administration of VPA and
VIT transitioned from a period of reportedly steady leadership to a
period characterized by uncertain and unstable leadership. This
began with the Governor’s removal and replacement of 10 of the 11
gubernatorially appointed VPA board members in 2011. This ac-
tion precipitated turnover in executive-level management at both
VPA and VIT. These developments were viewed negatively by
many port users.

The justification for the Governor’s removal and replacement of 10
board members in 2011 was that the port had not performed as
well as other East Coast ports through the 2007-2009 recession
and that it was not demonstrating that it would recover from the
recession in a satisfactory manner. While the VPA statute gives
the Governor this authority, and concerns about the port’s perfor-
mance may have been a justifiable reason for exercising it, replac-
ing all but one of the gubernatorial appointees was an unusual and
extreme course of action.

Shippers and ocean carriers have the option of using other ports,
and unpredictable or unstable governance could negatively impact
their use of VPA. Therefore, prescribing the circumstances under
which a Governor can remove members of the VPA board appears
warranted. In interviews, several of the VPA and VIT board mem-
bers indicated that they would be in favor of limiting the Gover-
nor’s ability to remove VPA board members prior to the completion
of their term. Other states appear to limit the circumstances under
which members of their port authority boards can be removed. The
report recommends that the General Assembly may wish to recon-
sider legislation proposed during the 2013 Session that would have
authorized the Governor to replace board members only in in-
stances of “malfeasance, misfeasance, incompetence, or gross ne-
glect of duty.”

The complexity of the maritime shipping industry and seaport
operations requires board members with experience and expertise
necessary to effectively set goals, policies, and objectives and
oversee port operations. The VPA statute establishes qualifica-
tions for board members, but it does not specify maritime ship-
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ping or seaport operations as necessary qualifications. Addition-
ally, while the Code of Virginia requires that each board member
have executive experience in one of eight industries, it does not
require any board members to have experience in any one indus-
try (§ 62.1-129).

To ensure that the VPA board consists of individuals with the most
relevant experience, the report recommends that the General As-
sembly consider amending the Code of Virginia to include previous
expertise in maritime shipping or seaport operations as one of the
qualifications for board membership and require that the board be
composed of a majority of members who have experience in the ar-
eas of maritime shipping or seaport operations; business admin-
istration or finance; distribution, warehousing, or manufacturing;
transportation; and agriculture, all of which are most applicable to
port operations. The recommended qualifications are summarized
in the table below. The report also recommends that the General
Assembly consider amending the Code to ensure that board mem-
bers serve staggered terms.

Recommended Qualifications for VPA Commissioners Appointed
by the Governor

Area of Expertise Number of Members

Maritime shipping or port operations 2

Business administration or finance

Distribution, warehousing, or manufacturing 2
Transportation 1
Agriculture 1
Law, marketing, or mining 3
Total 11

Note: Two board members, the State Treasurer and the CEO of the Virginia Economic Devel-
opment Partnership, are not appointed but are required by statute to serve as voting members.

Source: JLARC staff analysis.

VPA BOARD SHOULD DEVELOP SPECIFIC GOALS AND
OBJECTIVES TO GUIDE STAFF

The VPA board has not identified or formalized any long-term
goals or objectives to which VPA or VIT staff would be held ac-
countable. This absence of formal goals and objectives could hinder
VPA’s and VIT’s ability to strategically and effectively operate
VPA’s terminals.
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The report recommends that the VPA board focus on developing
specific, measurable goals and objectives for VPA and VIT that are
consistent with and supportive of the statutory mission. Long-
term, measurable goals and objectives could emphasize the im-
portance of operating the terminals in a cost-efficient manner and
providing superior cargo handling capabilities and customer ser-
vice.
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Chapter

Virginia's Port Operations Are Complex
and Have Statewide Financial and
Economic Impacts

In Summary

The Code of Virginia establishes the Virginia Port Authority (VPA) as a political
subdivision of the Commonwealth responsible for oversight of the State’s port oper-
ations. Because Virginia’s public agencies, including VPA, are prohibited from con-
tracting with unionized labor, VPA created Virginia International Terminals (VIT)
to conduct terminal operations and contract with the International Longshoremen’s
Association (ILA) to staff terminal operations. VPA owns or leases and VIT operates
six terminals that handle various types of international cargo. Revenues generated
from terminal operations are the largest source of VPA’s income, but VPA also re-
ceives some State funding through the Commonwealth Port Fund. Studies conduct-
ed for VPA have documented positive employment and revenue impacts at the
State and local levels as a result of port operations, making VPA an important
component of the State and local economies.

In January 2013, the Joint Legislative Audit and Review Commis-
sion (JLARC) issued a special report on certain aspects of the Vir-
ginia Port Authority’s performance. This report reviewed the find-
ings issued by four different consulting firms that were tasked
with reviewing the competitiveness, efficiency, and financial stabil-
ity of the Virginia Port Authority (VPA) and Virginia International
Terminals (VIT). JLARC’s Special Report: Review of Recent Studies
of the Virginia Port Authority’s Operations contradicted the con-
sultants’ findings, concluding instead that VPA’s market perfor-
mance and outlook are positive and that VPA and its terminals are
not only financially sustainable, but on track to generate a profit
in the next five years. In light of the questions raised about VPA’s
performance, the 2013 General Assembly passed House dJoint
Resolution 621 which requires JLARC to further study the “com-
petitiveness, efficiency, and governance structure of the Port of
Virginia” (Appendix A).

The study mandate refers to the “Port of Virginia,” which in-
cludes both public and private port operations. Because this
study focuses on the operations occurring at only those terminals
owned or leased by VPA and operated by VIT, this report will use
the term “Virginia Port Authority” instead of “Port of Virginia.”
The terminals owned or leased by the State through VPA consti-
tute a substantial part of the Port of Virginia, and include all of
Virginia’s facilities for handling the most common form of cargo
shipped through Virginia, that which is shipped in standard
shipping containers. In reference to actions taken by both VPA

Chapter 1: Virginia's Port Operations Are Complex and Have Statewide 1
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Types of Cargo
Handled by Seaports

Containerized cargo
is shipped in contain-
ers that range from 20
to 53 feet long and
eight feet wide—the
majority of internation-
ally shipped containers
are 40 feet long.

Breakbulk cargo is
shipped in bags, box-
es, crates, drums, or
barrels.

Bulk cargo is unpack-
aged cargo, such as
grain or coal, that is
carried in the hull of a
ship.

Roll-on/roll-off cargo
is wheeled cargo, such
as automobiles.

and VIT, this report uses the term “VPA” to refer to both entities
collectively.

SHIPMENT OF GOODS THROUGH SEAPORTS IS A DYNAMIC
AND COMPLEX COMPONENT OF INTERNATIONAL TRADE

Several types of cargo are imported or exported through VPA, but
VPA primarily seeks to maximize the amount of “containerized”
cargo that it handles. Cargo arriving or departing in containers
with a standard measurement of between 20 and 53 feet long and
eight feet wide is referred to as “containerized” cargo. Often, the
most valuable cargo is shipped in these containers. Handling non-
containerized cargo is less profitable because it requires more ex-
pensive, labor-intensive operations.

The volume of containerized cargo that is shipped through the U.S.
East Coast has grown steadily over the past 30 years. VPA has
benefited from this trend, as it currently receives 94 percent of op-
erating revenues from handling containerized cargo. VPA is cur-
rently the third largest container port on the East Coast, in terms
of container shipments. The volume of containerized cargo shipped
through East Coast ports is projected to continue increasing as
global trade grows.

Maritime Shipping Operations Require Cooperation
of Numerous Entities

In addition to seaports, numerous other entities are involved in
maritime international trade: businesses that own the cargo being
shipped (shippers); ocean carriers that transport the cargo from
one port to another; and the trucking or railroad companies that
transport the cargo to and from the port. In some cases, shippers
hire third-party logistics providers to manage this process or pro-
vide temporary warehousing.

Shippers own the cargo that is shipped to and from the U.S. and
contract with ocean carriers who move the cargo either from the
shipment’s point of origin to its final destination (door-to-door) or
from one port to another port (port-to-port). Under a door-to-door
arrangement, the ocean carrier is responsible for contracting with
a trucking company or railroad for overland transport. Under a
port-to-port arrangement, the shipper is responsible for arranging
and paying for landside transportation. Most shipments requiring
rail transportation use a door-to-door arrangement, but truck
shipments may also fall under this category. Port-to-port arrange-
ments are typically used for shipments that are carried by truck.
In either case, the ocean carrier is responsible for shipments while
they are at sea and transiting through ports.

Chapter 1: Virginia's Port Operations Are Complex and Have Statewide
Financial and Economic Impacts



Regional Variance in
Use of ILA Labor

Southern ports, such
as those in Georgia
and South Carolina,
use ILA labor for fewer
tasks. Not only is the
use of unionized labor
less common in the
South, but these ports
and their labor mix
were established prior
to the ILA exerting its
existing level of influ-
ence on ports’ labor
decisions.

Ocean carriers are a port’s only direct customer. Ports provide
ocean carriers with a few basic services, including loading and
unloading ocean vessels, storing containers at the terminal until
they can be picked up by truck or railroad or loaded onto an out-
bound vessel, and transferring containers to and from the trucks
and trains calling on the port. Ocean carriers are billed for these
services based on the terms of their contracts with the port. Ship-
pers, railroad companies, and trucking companies are not billed
directly for port services and are generally unaware of these
costs.

Although ocean carriers are a port’s only direct customers, all port
users play a role, directly or indirectly, in determining which port
is used to handle a shipment. Both shippers and ocean carriers
generally route shipments through the port that provides them
with the shortest and least costly connection from the shipment’s
point of origin to its destination.

Port Operations Are Labor Intensive and Rely on Unionized
Labor for Key Operations

Ports require employees for a multitude of tasks, including guiding
ships from the open ocean to the terminals (piloting), docking the
ships and manning the cranes that load and unload cargo (steve-
doring), manning the equipment that is used to transport the cargo
from the wharves to on-terminal storage, and loading the cargo on-
to trucks or trains. In Virginia, tasks related to piloting and steve-
doring are carried out by employees of separate companies, but
employees responsible for handling cargo once it is on the terminal
are employed by the port either as actual port employees or as con-
tract employees through the International Longshoremen’s Associ-
ation (ILA) union.

For on-terminal tasks, VPA generally relies on employees who are
members of the ILA union, but the mix of ILA labor and non-ILA
labor differs from one VPA terminal to another. Like VPA, most
major container ports rely on ILA labor for a portion of their opera-
tions, and the proportion of ILA employees to port employees var-
ies by port. In general, ports to the south of VPA rely less on union
labor than VPA and ports north. (The impact of VPA’s use of ILA
labor on its operating costs, relative to other East Coast ports, is
discussed further in Chapter 3.)

STATE’S TERMINALS ARE OWNED OR LEASED BY THE
VIRGINIA PORT AUTHORITY AND OPERATED BY VIRGINIA
INTERNATIONAL TERMINALS

A variety of operating structures have been used in ports around
the world, and one distinguishing characteristic is the degree of
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Figure 1: Process for Handling Containerized Cargo
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Note: Process varies from port to port based on terminal design and equipment.

Source: JLARC staff analysis of VPA terminal operations, 2013.

public or private involvement in ownership, control, and opera-
tions. Some ports are fully owned and operated by a governmental
entity, such as a state government. This is the model used by the
Georgia Ports Authority. Some ports are fully privatized, although
this model is rare. Fully privatized ports operate in New Zealand
and the United Kingdom.

Most ports operate under some kind of combination arrange-
ment—government-owned but operated or otherwise controlled by
private entities. The operational structure for Virginia’s port oper-
ations follows this publicly controlled/privately operated model.
The terminals are either owned or leased by the State through
VPA, but its operations are managed by Virginia International
Terminals (VIT), a limited liability corporation owned by VPA.
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Virginia Port Authority Was Created to Unify the State’s
Disparate Terminal Operations

The State’s involvement in the maritime shipping business origi-
nated in the 1920s and has evolved into its present form through
several State and local initiatives. In 1970 the General Assembly
authorized VPA to acquire port facilities from local political subdi-
visions. Between 1970 and 1983, VPA acquired three terminals—
Norfolk International Terminal (NIT), Portsmouth Marine Termi-
nal (PMT), and Newport News Marine Terminal (NNMT)—which
unified the State’s three main marine terminals under one State
entity.

The Code of Virginia (Title 62.1, Chapter 10) establishes VPA as a
political subdivision of the Commonwealth responsible for over-
sight of the State’s port operations, with a governing Board of
Commissioners and a mission statement to guide its operations.
Statute authorizes VPA to issue bonds for the purpose of funding
capital improvements (§ 62.1-140). Administrative responsibility
for VPA currently resides under the Transportation Secretariat;
before 1995 it was under the Commerce and Trade Secretariat.

VPA Is Governed by a Board of Commissioners. The 13 VPA
Commissioners serve at the pleasure of the Governor. Two are
State officials (the State Treasurer and the President and Chief
Executive Officer of the Virginia Economic Development Partner-
ship), and the remaining members are residents of the Common-
wealth who are required to have “executive level experience” and
represent one of several industries: agriculture, distribution and
warehousing, manufacturing, logistics and transportation, mining,
marketing, law, finance, or transportation infrastructure. The
Code of Virginia provides that “appointments shall be made by the
Governor in such a manner as to ensure the widest possible geo-
graphical representation of all parts of the Commonwealth”
(§ 62.1-129). Of the 11 members appointed by the Governor, six are
required to reside in localities that either host or are close to VPA’s
terminals. Five members must reside elsewhere in the Common-
wealth.

According to the VPA board’s bylaws, the board meets every other
month and its members serve on four standing committees which
focus on executive matters; operations; finance; and growth. The
Code of Virginia states that the board may exercise “all powers,
rights, and duties” conferred on VPA, but it also requires the board
to appoint an Executive Director (§ 32.1-129).

VPA Staff Carry Out Several Functions, Including Security, Capi-
tal Improvements, and Business Development. VPA employs 83
staff across five separate divisions—Sales and Marketing; Opera-
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tions, Engineering, and Maintenance; External Affairs; Human
Resources; and Finance. (VIT employees are also organized under
these five divisions, as discussed below.) The greatest number of
positions are allocated to the operations division. This division is
responsible for port security and safety. VPA employs a combina-
tion of sworn security personnel as well as non-sworn contract se-
curity. In addition to security and safety, the operations division is
responsible for overseeing improvements to VPA’s facilities and in-
frastructure. VPA employees in the sales and marketing division
are responsible for port promotion, economic development, and
business analysis. Employees in the external affairs division are
responsible for advertising and public relations. The two remain-
ing divisions—human resources and finance—are dedicated to
administrative functions. VPA contracts with third party organiza-
tions for a majority of engineering and strategic planning services.

VPA Owns or Leases Six Terminals. The six terminals that are
overseen by VPA are APM Terminal (APMT), Newport News
Marine Terminal (NNMT), Norfolk International Terminals (NIT),
Portsmouth Marine Terminal (PMT), the Virginia Inland Port
(VIP), and the Port of Richmond. These terminals primarily handle
containerized and breakbulk cargo. The VIP is an inland rail
terminal in northwestern Virginia. The Port of Richmond handles
cargo shipped via a barge service to and from the seaport
terminals. Cargo operations at PMT were discontinued in 2011,
but VPA leases space at the facility to private companies (Figure 2
and Table 1).

VPA is developing a new marine terminal in the City of Ports-
mouth, which will be called the Craney Island Marine Terminal.
This project will more than double VPA’s current capacity to han-
dle containerized cargo and will be completed in two phases
through 2039. VPA will be able to begin receiving cargo through
the Craney Island Marine Terminal upon the completion of the
first phase in 2028.

Virginia International Terminals, a Separate Entity, Was Created
to Administer Terminal Operations

In 1982, the VPA board established VIT, a private not-for-profit
entity, to administer the daily operations of the State-owned ter-
minals. The creation of VIT was deemed necessary because the
Code of Virginia (§ 40.1-57.2) prohibits State agencies from recog-
nizing “any labor union or other employee association as a bargain-
ing agent of any public officers or employees, or to collectively bar-
gain or enter into any collective bargaining contract with any such
union or association or its agents.” The creation of VIT as a private
entity separate from VPA allows VPA to rely on unionized labor for
its terminal operations.
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Figure 2: Locations of VPA’s Current and Planned Terminals

Portof Richmond ¥
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Source: Virginia Port Authority, 2013.

Table 1: VPA Includes Six State-Operated Terminals, Four Owned by State

Size (acres) Primary Cargo State-owned?
Norfolk International Terminal 648 Containers v
APM Terminal 576 Containers
Portsmouth Marine Terminal 219 Rg[ﬁgﬁ?;gﬁ_%ﬁ v
Virginia Inland Port 161 Containers v
Newport News Marine Terminal 140 Breakbulk v
Port of Richmond 34 Containers

Note: Portsmouth Marine Terminal has not operated as a container terminal since 2011. The terminal is currently being leased to
private tenants. The Port of Virginia also includes seven other terminals which are either owned or operated by a private company
or a local government and not under the purview of the Virginia Port Authority.

Source: JLARC staff analysis of information provided by the Virginia Port Authority and Virginia International Terminals, 2013.
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Until Recently, VIT Was Overseen by a Board of Directors. Prior
to August 2013, VIT was overseen by a nine-member Board of Di-
rectors. Two of the directors were also VPA board members and
the VPA Executive Director served as a voting member. The re-
maining six directors were appointed by the VPA board and were
required by VIT’s Articles of Incorporation to be residents of the lo-
calities in which VPA’s terminal operations are conducted. In Au-
gust 2013, VIT’s corporate status was changed from a private not-
for-profit company to a limited liability corporation owned by VPA,
which resulted in the elimination of the VIT board.

VIT Staff Are Responsible for Managing Terminal Operations and
Negotiations With Port Customers. VPA and VIT have worked to-
gether to manage and expand the State’s port operations via a
formal service agreement that outlines their respective roles and
responsibilities. According to the service agreement, last amended
in 2008, VPA assigned to VIT the responsibilities of managing, op-
erating, and maintaining VPA’s terminals, including setting the
conditions for use of the terminals (such as pricing), performing
sales and marketing functions, and taking responsibility for cus-
tomer relations.

VIT currently employs 339 staff who are divided across four of the
five divisions discussed previously—Sales and Marketing; Opera-
tions, Engineering, and Maintenance; Human Resources; and Fi-
nance. VIT employees are primarily assigned to the operations di-
vision and the sales and marketing divisions. In addition, VIT
relies on ILA members to work on the vessels and operate the
equipment under the cranes. All terminal equipment is main-
tained by VIT.

VPA’'S OPERATIONS AND CAPITAL INVESTMENTS ARE
FUNDED WITH REVENUE FROM TERMINAL OPERATIONS
AND THE TRANSPORTATION TRUST FUND

The revenue VPA uses to fund its capital needs and general oper-
ating costs, such as personnel costs, comes from a variety of
sources, including terminal operations, State appropriations, and
federal government grants. State sources of funding include some
general funds, but mostly allocations to the Commonwealth Port
Fund which constitutes 4.2 percent of all funds paid to the State’s
Transportation Trust Fund. The proportion of VPA’s funding that
has come from revenue generated through terminal operations
versus State appropriations has fluctuated, but terminal revenue
has exceeded State funding for most of VPA’s existence. Terminal
revenue from VIT accounted for 83 percent of VPA’s revenue in
2012. The Commonwealth Port Fund, which accounted for 10 per-
cent of VPA’s revenue in 2012, was the next largest source of fund-
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ing for VPA. The Commonwealth Port Fund is projected to be ap-
proximately $39 million in FY 2014.

Terminal revenue is generated through terminal operations. Ocean
carriers pay fees, which are established by VIT, for services such
as vessel docking and handling and storing cargo. Revenue gener-
ated by port fees is used by VIT to pay operating expenses, to pay
outright for some capital improvements, and to issue debt in the
form of terminal revenue bonds for making significant capital im-
provements, such as equipment purchases. Excess revenue from
port fees charged by VIT is transferred to VPA.

VPA finances its significant capital and infrastructure investments
by issuing two types of bonds: Commonwealth Port Fund bonds,
which are backed by the State through the Transportation Trust
Fund, and terminal revenue bonds, which are backed by terminal
revenue. VPA also pays debt service for leased terminal equip-
ment. The total amount owed from these categories of debt was
$561 million as of June 30, 2012. All of the bonds issued by VPA
have high ratings from the three main bond rating agencies and
these ratings are comparable to the revenue bond ratings given to
other East Coast port authorities. Chapter 4 provides more detail
on VPA’s financial structure, including the sources of revenue and
expenditures and its level of outstanding debt.

VPA GENERATES ECONOMIC BENEFITS, BUT ADVERSELY
IMPACTS INFRASTRUCTURE

The mandate for this study states that “the Port of Virginia is a
cornerstone of the Virginia economy and one of the Common-
wealth’s most valuable and important state assets.” As evidence,
the mandate references a widely cited study which estimates that
VPA’s operations are responsible for several hundred thousand
jobs and billions of dollars in annual economic impact. JLARC’s
1999 Review of the Impact of State-Owned Ports on Local Govern-
ments determined that the State’s port operations have provided
substantial benefits for citizens of the Commonwealth, especially
in the Hampton Roads region.

VPA’s impacts are a result of on-terminal port operations as well
as other port service companies that handle the flow of goods
through the terminals, transport goods to the terminals for export,
and transport imported goods from the terminals to their final des-
tination. Operations of this size and scope contribute to statewide
employment levels and yield economic benefits for the State
through tax revenue. Localities that host the terminals benefit
from the business and employment opportunities generated by
port operations.
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Indirect and Induced
Impacts

Indirect impacts are
secondary impacts
associated with busi-
ness-to-business
spending for inputs
and supplies from oth-
er Virginia businesses.
Induced impacts result
from the income
earned and spent by
households and busi-
nesses and the taxes
paid to State and local
governments.
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VPA is generally characterized as beneficial to the State and local
economies, but the localities that host the terminals bear the cost
of degraded transportation infrastructure and negative environ-
mental impacts, yet are unable to levy taxes on VPA-owned prop-
erty to recoup these costs.

VPA'’s Operations Generate Jobs, Revenue, and Business
Development Opportunities Statewide

A 2008 study prepared by the College of William and Mary’s Ma-
son School of Business documents the positive economic impacts of
VPA’s operations on the State. The total economic impact of VPA’s
operations includes direct, indirect, and induced impacts of termi-
nal activities. Direct impacts more precisely quantify economic ac-
tivity than indirect or induced impacts because the revenue, com-
pensation, and employment that stem directly from VPA
operations are relatively easy to measure. According to this study,
the direct impact of VPA’s operations in 2007 was over $1.9 billion
in revenue, $566 million in employee compensation, and 10,157
jobs. Studies performed in other states on the economic impacts
generated by their respective ports have documented similar re-
sults.

VPA is regularly used to market the State to businesses looking to
locate or expand their operations in the region. Staff at the Virgin-
1a Economic Development Partnership (VEDP) stated that some
businesses have identified the presence of VPA and its competitive
advantages as a key factor in their decision to locate or maintain
operations in Virginia. These are primarily businesses that ship
goods in or out of VPA’s terminals. VPA is not as important in at-
tracting businesses in some high priority industries that do not
import or export goods, such as information technology. Attracting
manufacturing and retail companies furthers the State’s economic
development agenda and provides numerous employment opportu-
nities and taxable equipment that generates revenue for local gov-
ernments.

VPA’s Operations Benefit Economy of Host Localities

Representatives from localities that house terminal operations in-
dicate that VPA’s operations are an integral part of their respec-
tive economies. Norfolk city personnel noted that port-related ac-
tivities represent one of the largest sectors of their economy. The
number of businesses that use VPA in and around Norfolk is sig-
nificant. Representatives from Norfolk’s Department of Develop-
ment used information provided by the Virginia Employment
Commission (VEC) to identify 11,346 employees in 257 businesses
that benefit from VPA’s presence. The representatives noted that
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these numbers are not comprehensive or all inclusive, and that the
numbers may, in fact, be greater.

Personnel of the city of Portsmouth reported that VPA’s operations
are an integral part of its economy, though they estimated that
port activities are second or even third to the city’s defense and
health care industries in terms of the economic benefits provided.
Still, APMT, which is privately owned by A.P. Moller-Maersk, is
the city’s largest taxpayer. APMT generates approximately $4.5
million in property tax revenue for Portsmouth per year.

VPA Mitigates Negative Impacts on Localities That Host
Terminals

In addition to generating economic benefits, VPA’s operations also
degrade the environment and infrastructure. The localities that
house terminal operations are unable to collect property taxes from
the State-owned terminals, which could help offset the costs of
these negative impacts. According to the Constitution of Virginia,
“property owned directly or indirectly by the Commonwealth or
any political subdivision thereof” is exempt from State and local
taxation (Article X. Section 6). In fiscal year 2012, if the VPA-
owned terminals had been taxable, their value would have been
approximately $6.3 million in real property tax revenues.

The Code of Virginia includes a provision that allows the cities of
Norfolk, Portsmouth, Newport News, and Warren County to re-
coup some of the costs associated with housing terminal operations
(§ 58.1-3403). The Code states that “a service charge may be levied
on property of the Virginia Port Authority regardless of the portion
of state-owned property within the county, city or town.” This
“payment in lieu of taxes” helps to account for the cost of specific
governmental services provided by the localities. These services in-
clude police and fire protection and collection and disposal of re-
fuse. The charge is also supposed to help defray localities’ costs for
road maintenance and repair. In fiscal year 2012, the total amount
paid by VPA to the four localities for local governmental services
was approximately $1.1 million. Additionally, $950,000 was ap-
propriated to account for VPA’s impact on local roadways. Locali-
ties also receive State financial assistance for the maintenance of
their secondary roads.

According to an economic impact study prepared by Martin Associ-
ates for VPA, in 2009 the activity at VPA’s terminals generated tax
payments to the local governments by firms and individuals whose
jobs are directly dependent upon and supported by marine activity
at the terminals. The study estimated that approximately $65 mil-
lion in local tax revenue was generated in Norfolk, Newport News,
Portsmouth, and Warren in 2009.
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VPA has attempted to alleviate some of the negative impacts of its
operations. For example, it has initiated projects and programs fo-
cused on mitigating the environmental effects of the maritime
shipping industry such as exhaust emissions, habitat disruption,
and pollution. VPA participates in various projects to conduct its
operations in an environmentally sound manner, including using
ultra-low-sulfur diesel fuel to cut air emissions by 30 percent, cre-
ating habitats to protect wetlands and wildlife, and launching the
Green Operators Program to limit air pollution from trucks. Dim-
mer lights have been installed at terminal berths, and VPA has al-
so rerouted trucks around one of Norfolk’s busiest roads, Hampton
Boulevard, in an effort to limit traffic, congestion, and noise pollu-
tion. In 2009, VPA had the Commonwealth Railway line moved to
the median of VA 164 and Interstate 664 to address the negative
impacts its previous location had on several Hampton Roads com-
munities.

FOCUS ON VPA PERFORMANCE HAS RECENTLY INTENSIFIED
AND PROMPTED LEGISLATION

This JLARC study was requested by the General Assembly after
several developments precipitated questions about VPA’s perfor-
mance. Between 2009 and 2012, the VPA Board of Commissioners
and the Administration considered, but rejected, multiple pro-
posals from private companies to operate VPA’s terminals. In 2012
five different consultants reviewed VPA’s performance. These
events prompted the 2013 General Assembly to pass legislation
aimed at improving VPA’s operations, including the joint resolu-
tion requiring this study.

State Considered Private Sector Proposals for Leasing Terminals

Before July 1, 2013, under the State’s Public-Private Transporta-
tion Act, private companies were free to submit unsolicited pro-
posals to VPA to operate its terminals. Between 2009 and 2012,
VPA received six different proposals, each of which was either
withdrawn by the proposer or rejected by the VPA board. These
proposals prompted substantial scrutiny of VPA’s performance.
The 2013 General Assembly amended the Code of Virginia
(HB 2276) to prohibit the State or VPA from accepting “any unso-
licited proposal under the Public-Private Transportation Act or the
Public-Private Education Facilities and Infrastructure Act regard-
ing the ownership or operation of any seaport or port facility”
(§ 62.1-132.19).

Recent Legislation Changes Board Composition and Increases
Accountability

The 2013 General Assembly passed additional legislation to im-
prove the governance and operations of VPA and VIT. Specifically,
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the legislation amended the Code of Virginia to require the Presi-
dent and CEO of the Virginia Economic Development Partnership
to serve on the VPA board, required that one of the members rep-
resent the greater Hampton Roads region, that one member (non-
voting) would represent the greater metro-Richmond region, and
that one member (non-voting) would represent one of the localities
surrounding the Virginia Inland Port in Warren County. The legis-
lation requires VPA to submit “a detailed annual operating plan
and budget” to the Secretary of Transportation and the Depart-
ment of Planning and Budget by November 1 of each year.

Study Builds On Findings Issued by JLARC in 2013

This study builds on the findings issued by JLARC staff in the
January 2013 report, Special Report: Review of Recent Reports on
the Virginia Port Authority’s Operations. That report was in re-
sponse to a request by the House Appropriations Committee

Chairman to have JLARC staff review consultant studies issued in
2012 about VPA’s and VIT’s performance.

During 2012, five consulting agencies issued reports on different
aspects of VIT’s performance. Two of these reports were issued di-
rectly to the Secretary of Transportation. One of the reports issued
to the Secretary of Transportation concluded that there were sev-
eral opportunities for VIT to reduce its costs, particularly adminis-
trative and maintenance costs. The second report that was provid-
ed to the Secretary of Transportation concluded that VPA’s
financial performance was unsustainable and VPA was in a weak
competitive position relative to other East Coast ports. The find-
ings of these consultant studies were used by the Administration
to assess the merits of the privatization proposals submitted in
2012.

The 2013 JLARC review of these consultant studies concluded
that:

e VPA’s market performance and outlook appear to be more
positive than suggested by the reports;

e VPA does not appear to be financially unsustainable;

¢ Administrative expenses could be reduced by eliminating
duplicative administrative functions shared by VPA and
VIT; and

e VIT and VPA executives are compensated at levels higher
than most other port authority executives in the U.S.

This study further reviews the competitiveness and efficiency of
VPA and VIT, examines their uses of State funding, and evaluates
their administrative and governance structures.
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Chapter

To Date, VPA Has Successfully
Competed Against Other Ports

In Summary

The Virginia Port Authority (VPA) competes against other ports for cargo shipments
to and from the East Coast. VPA serves a regional market that includes Virginia
and its neighboring states. VPA has competed against the nearby Ports of Baltimore
and Wilmington (NC) for this market due to its advantageous location, waterways,
and facilities. VPA also helped establish a new rail service that will expand its reach
into neighboring North Carolina, which is the largest market it is positioned to
serve. Outside of the region, VPA serves inland markets in the Midwest, and has ef-
fectively competed against the Port of New York/New Jersey for these markets due
to its high quality rail connections and facilities. VPA has invested $576 million in
improvements to its main sea terminal, including rail facilities, over the past decade,
and recently began leasing a new terminal in Portsmouth from a private company
for a base rate of $44 million per year. VPA’s investments in new and renovated
terminals have improved its ability to compete for cargo. Both of its main terminals
are operating efficiently. Other factors that contribute to VPA’s competitiveness are
the generally good relationships that it maintains with its customers and the incen-
tives that VPA and the State offer to encourage port use, which are comparable to
incentives offered in other states.

VPA and the Port of
Virginia

The Port of Virginia
refers to all public and
private cargo-handling
facilities in the Hamp-
ton Roads region. VPA
is the State agency
responsible for over-
seeing the port, and
most container ship-
ments pass through
terminals owned or
operated by VPA and
its subsidiary, Virginia
International Termi-
nals. The term VPA is
therefore used inter-
changeably with the
Port of Virginia when
referring to competition
for container ship-
ments, even when us-
ing historical data that
includes container
shipments which were
handled by private
terminals.

The Virginia Port Authority (VPA) is one of 13 major East Coast
ports that compete for cargo shipments to and from different re-
gions of the country. VPA is mainly focused on attracting container
shipments because they are the most profitable and have shown
the greatest potential for growth.

VPA’s success in competing for container cargo can be evaluated in
several ways. One common approach for measuring a port’s suc-
cess is to compare the volume of container shipments it handles to
the volumes handled by other ports that serve the same regions of
the country. VPA’s competitiveness can also be assessed by com-
paring the quality of its facilities, the efficiency of its terminal op-
erations, the strength of its customer relations, and the attractive-
ness of its incentive programs.

VPA IS A MAJOR GLOBAL CONTAINER PORT

VPA is the third largest container port on the East Coast, a posi-
tion it has occupied since 1998. The only other ports on the East
Coast that handle more container trade than VPA are the Ports
of New York/New dJersey (NY/NJ) and Savannah (Figure 3).
These ports handle more volume than VPA in part because they
are positioned to serve much larger regional markets. The Port of
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Figure 3: VPA Is the Third Largest Container Port on the East Coast (2012)

Port

NY/NJ
Savannah
Virginia
Charleston
Jacksonville
Everglades
Miami
Baltimore

Other

5,530,000 TEUs
2,966,000

2,106,000
1,515,000
924,000
924,000
909,000
678,000
1,283,000

Note: A Twenty-Foot Equivalent Unit (TEU) is a standard measurement used to quantify the volume of container trade that passes
through a port. Shipping containers can be 20 to 53 feet long, but most containers used in international shipping are 40 feet long.
One 40 foot shipping container counts as two TEUSs.

Source: JLARC staff analysis of AAPA container trade data, 2012.

Largest East Coast
Ports & Governing
Authorities

States or localities
establish port
authorities to oversee
port development and
to own or operate sea
terminals. The port
authorities that govern
the four largest East
Coast ports are:

Port of NY/NJ
Port Authority of NY/NJ

Port of Savannah
Georgia Port Authority

Port of Virginia
Virginia Port Authority

Port of Charleston
South Carolina State
Ports Authority

VPA's recovery from
the recession has
been comparable to
other East Coast
ports.
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NY/NJ is the major container port that is best positioned to serve
the populous Northeast. The Port of Savannah is one of two ports
positioned to serve the fast-growing Southeast. The other major
port serving the Southeast, the Port of Charleston, is the fourth
largest on the East Coast.

The volume of container shipments handled by VPA has grown
steadily at a rate that is greater or comparable to the growth expe-
rienced by other East Coast ports. VPA has grown from handling
223,000 container Twenty-Foot Equivalent Units (TEUs) in 1983
to 2.1 million TEUs in 2012 (Figure 4). Although recessions have
caused container volumes to fall in some years, the general trend
over this 30-year time frame has been steady growth. VPA experi-
enced its highest growth rates from 1983 to 1992, when it grew at
an average of 16 percent annually. This was three times the aver-
age growth experienced by other East Coast ports over the same
time period. In the last 20 years, VPA’s growth averaged five per-
cent per year, which was the same as other East Coast ports.

VPA experienced a steeper decline in container volumes during the
recent global recession than other East Coast ports. Container vol-
ume declined by 18 percent between the start of the recession in
2007 and its end in 2009. By comparison, other East Coast ports ex-
perienced an average decline of 14 percent. VPA’s recovery from the
recession has been comparable to other East Coast ports. Container
volumes through VPA have increased 21 percent since 2009, which
1s the same growth rate experienced by other East Coast ports.
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Figure 4. VPA Has Experienced Steady Growth in Container Volume Over The Past 30 Years
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Note: The average for major East Coast ports includes all 13 ports that handled over 100,000 TEUs in 2012, including the Ports of
Virginia, Boston, Baltimore, Charleston, Palm Beach, Philadelphia, Everglades (Fort Lauderdale), Jacksonville, Miami, New
York/New Jersey, Savannah, Wilmington (DE), and Wilmington (NC).

Source: JLARC staff analysis of AAPA container trade data, 1983-2012.

VPA HAS SUCCESSFULLY COMPETED FOR CONTAINER
SHIPMENTS TO AND FROM THE CENTRAL ATLANTIC AND
MIDWEST

East Coast ports compete against one another for container ship-
ments to and from several regions of the country. Competition ex-
ists because shippers and ocean carriers have some discretion re-
garding which ports their shipments are routed through. Ports
compete in two types of markets: (1) the regional market surround-
ing the port and (2) inland markets located away from the coast
that can be economically reached by rail, which are also commonly
referred to as the “intermodal” markets. However, because each
port is positioned to serve different markets, not all East Coast
ports directly compete against each other. For example, VPA does
not compete for shipments with ports in Florida because these
ports do not serve the same regional or inland markets.

Port customers indicated that the cost of landside transportation,
including truck and rail services, is the main factor that deter-
mines which port they will use. Some port customers indicated
that the time required to move a shipment overland is also a key
consideration. In cases where differences in trucking and rail costs
and time to or from two ports are negligible, port customers indi-
cated that other factors, such as port fees and the quality of ser-
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vices provided, may influence their decisions. Container shipments
that can be comparably handled by one or more ports are common-
ly referred to as “discretionary” cargo because customers have dis-
cretion regarding which port to use. The Midwest and other inland
regions are the major markets for discretionary cargo.

VPA Has Successfully Competed for Container Trade in Its
Regional Market

A port’s regional market is the area within a one-day drive of its
sea terminals, and shipments between the port and customers in
this market are generally carried by truck. The boundaries of a
port’s regional market are determined by the time and cost associ-
ated with trucking shipments to and from potential customers. For
example, it would take a truck leaving VPA approximately nine
hours to reach a customer in Atlanta, Georgia. In contrast, it
would take a truck leaving from the Port of Savannah less than
half that time to reach Atlanta. Based on the cost of fuel alone,
sending a shipment through the Port of Savannah would cost half
as much as routing it through VPA. Consequently, Atlanta is part
of the Port of Savannah’s regional market and lies outside of VPA’s
regional market.

The regional market for VPA is the central Atlantic region consist-
ing of Virginia and neighboring states, including areas within 300
to 500 road miles of VPA’s container terminals in Hampton Roads.
Based on input from VPA and port customers, JLARC staff esti-
mate that the majority of customers in the regional market lie
within a 300-mile straight line radius of VPA’s terminals (Figure
5). The inner ring of this regional market includes a “captive”
market that can only be served economically by VPA, such as
Tidewater and Central Virginia. Businesses in the captive market
are likely to send their goods through VPA because it would be too
costly to transport them to or from another port.

In the outer areas of the regional market, where there are minimal
cost differences between using VPA and nearby ports, VPA com-
petes with other ports for container shipments. To the north, VPA
competes mainly with the Port of Baltimore for container ship-
ments to and from northern Virginia, Maryland, Delaware, and
West Virginia. To the south, VPA competes with the Port of Wil-
mington (NC) for shipments to and from eastern North Carolina.
(VPA also competes against the Ports of Charleston and Savannah
for segments of the western North Carolina market, but these
ports primarily compete against each other and Wilmington (NC)
for this part of the state.)
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Figure 5: VPA Mainly Competes Against Two Other Ports That Are Positioned to Serve
the Central Atlantic Region
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Note: The figure uses a 300-mile radius to approximate the regional market for each port. Based on input from VPA, ocean carriers,
shippers, and other industry sources, this radius represents the area that is within 300 to 500 road miles of VPA and that can be

cost-effectively served by truck.

Source: JLARC staff analysis of the Virginia Official State Transportation Map and Google Maps, 2013.

VPA Receives the Majority of Container Shipments Passing
Through Ports in the Central Atlantic Region. Over time, VPA has
successfully competed against the Ports of Baltimore and Wilming-
ton to become the largest container port in the central Atlantic re-
gion (Figure 6). In 1982 the Port of Baltimore was the leading cen-
tral Atlantic port, drawing 55 percent of all container shipments
passing through the region. VPA attracted only a quarter of these
shipments. However, by 1992 VPA had surpassed Baltimore as a
destination for half of the region’s container trade. In 2012, VPA
drew 58 percent of container shipments passing through the cen-
tral Atlantic region. VPA’s share of container volume declined fol-
lowing the recent global recession, but this downward trend re-
versed in 2012.

VPA Has Successfully Competed Against Nearby Ports Due to Its
Advantageous Location, Waterways, and Facilities. VPA has sev-
eral advantages when competing in its regional market. First, it is
located relatively far away from its closest competitors, Baltimore
to the north (166 miles away) and Wilmington (NC) to the south
(208 miles away), giving it a secure captive market. By contrast,
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Figure 6: VPA’s Share of Container Shipments Through Central
Atlantic Ports Has Increased Over the Past 30 Years
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Note: Other central Atlantic ports include the Ports of Philadelphia, Wilmington (DE), and Wil-
mington (NC).

Source: JLARC staff analysis of AAPA container trade data, 1982-2012.

the Port of Baltimore is less than 100 miles away from the Ports of
Philadelphia and Wilmington (DE), which gives it a much smaller
captive market to rely on.

Another competitive advantage is that VPA is located near the
open ocean, making it easily accessible to ocean carriers. Ocean
carriers indicated that the speed with which they can move a ves-
sel in and out of a port greatly affects their operating costs, and
that a port’s distance from the open ocean is one of the major fac-
tors that influences travel time. VPA’s facilities are closer to the
open ocean than the Port of Baltimore, which is located 150 miles
up the Chesapeake Bay. One ocean carrier indicated that import
containers arriving at VPA can be unloaded up to a day earlier
than if they were unloaded in Baltimore, which is a significant ad-
vantage.

VPA’s deep waterways also provide an advantage over nearby
ports. Ocean carriers value ports with deep waterways because
they can send larger, more efficient vessels to these ports. The
main shipping channel that serves VPA is 50 feet deep, compared
to 42 feet for the Port of Wilmington (NC). The Port of Baltimore is
served by a 50-foot deep channel, but only one of the four vessel
berths at its container terminal has been dredged to this depth.

VPA’s sea terminals are capable of handling higher volumes of

shipments than terminals at nearby ports, which gives it another
advantage. Several shippers indicated that they prefer to use VPA
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Several shippers
indicated that they
prefer to use VPA
instead of nearby
competitors because
VPA is better
equipped to handle
the large volumes
they ship.

instead of nearby competitors because VPA is better equipped to
handle the large volumes they ship. VPA’s estimated container-
handling capacity is 3.5 million TEUs per year. By comparison,
VPA’s largest regional competitor is the Port of Baltimore, which
has an estimated capacity of 0.8 million TEUs. The Ports of Phila-
delphia and Wilmington (NC) each have an estimated capacity of
0.5 million TEUs, and the Port of Wilmington (DE) is approximate-
ly the same size as these two smaller ports. VPA’s higher number
of vessel berths and container cranes VPA’s contribute to its sub-
stantially greater capacity (Table 2).

Table 2: VPA's Container Handling Capacity Exceeds Those of
Other Ports in the Central Atlantic Region

Estimated Container

Capacity Vessel Container
Port (TEUS, millions) Berths Cranes
Virginia 35 8 22°
Baltimore 0.8 4 11
Wilmington (NC) 0.5 3 7
Philadelphia 0.5 6 7
Wilmington (DE) n/a® 7 3

Note: The above capacity estimates include only terminals that are container focused. For ex-
ample, VPA numbers only include the capacity of its two dedicated container terminal facilities,
the Norfolk International Terminal and the APM Terminal.

#No data were available on the capacity of the Port of Wilmington (DE), but based on the physi-
cal size of its container terminal and the actual container volumes it handles, its capacity is likely
similar to the Ports of Philadelphia and Wilmington (NC).

® VPA uses “Super Post-Panamax” cranes, which are capable of servicing the largest ships in
the world. The Port of Baltimore also has four of these types of cranes.

Source: JLARC staff analysis of port websites, including facility maps, facility descriptions, an-
nual reports, and planning documents, 2013.

VPA’s Competitiveness in the Critical North Carolina Market Has
Recently Improved. VPA is one of several ports that competes for
the North Carolina market. The North Carolina market is critical
to VPA because it is the largest market that VPA is positioned to
serve—its retail and wholesale market is 19 percent larger than
Virginia’s and its manufacturing and agricultural bases are each
over twice as large. VPA primarily competes against the Port of
Wilmington (NC) for the eastern half of the state, while Wilming-
ton competes with the Ports of Charleston and Savannah for the
western half.

VPA has successfully competed for container shipments to and
from eastern North Carolina even though the Port of Wilmington
(NCO) is closer to many of the shippers in this region. Shippers indi-
cated that they prefer to use VPA over Wilmington because it of-
fers a wider selection of ocean carriers as well as direct connections
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to more international markets. Shippers also prefer VPA because
its facilities can accommodate larger volumes of containers.

VPA’s ability to compete for container shipments to and from
western North Carolina was recently improved through the estab-
lishment of a rail shuttle service to Greensboro, located in the cen-
ter of the state. Because rail transportation costs are lower than
trucking costs, this service extends VPA’s regional market farther
into North Carolina by allowing it to be cost competitive with the
Ports of Charleston, Savannah, and Wilmington. The new rail ser-
vice, which VPA initiated with Norfolk Southern, appears to have
been successful thus far. VPA staff estimated that 50 percent of
the container volume carried by the Greensboro rail service is new
volume that was not previously passing through VPA.

VPA Has Successfully Competed for Container Shipments to the
Midwest Due to the Quality of Its Rail Connections

The inland regions of the United States include major markets
that can be cost-effectively served via rail by several East and
West Coast ports. The cost of shipping a container between a port
and an inland market determines the markets in which a port can
compete. Because these inland markets are served by privately-
owned railroads, factors other than distance can influence cost.

Railroads set their prices to maximize use of their assets, and so
may offer more or less favorable pricing for shipments passing
through different ports. For example, one major railroad reported-
ly offers favorable prices for shipments that are moved through
VPA to maximize the use of “double-stack” trains along its net-
work. Double-stack trains carry two containers per rail car instead
of one, reducing the cost per trip and increasing profit. Railroad
pricing decisions may favor one port over another even if the fa-
vored port is farther away from the customer.

The inland markets VPA competes in are Ohio, Illinois, Indiana,
Kentucky, Michigan, and Missouri (Figure 7). VPA’s main East
Coast competitor for these markets is the Port of NY/NJ. VPA does
not compete for states farther south because they are substantially
closer to southeastern and Gulf Coast ports. Similarly, VPA does
not compete for states farther west because they can be more eco-
nomically served by West Coast ports.

VPA Has Evenly Competed With Port of NY/NJ for Midwest Mar-
kets Despite Being a Smaller Port. As noted in JLARC’s 2013 Re-
view of Recent Reports on the Virginia Port Authority’s Operations,
VPA and the Port of NY/NdJ handle almost the same percentage of
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Figure 7: VPA Competes Against the Port of NY/NJ for Container
Shipments To and From the Midwest
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Source: JLARC staff analysis of data from internet mapping services and maps of CSX and
Norfolk Southern railroad networks, 2013.

Port of NY/NJ

the rail volume destined to or from the four largest markets in the
Midwest (Ohio, Illinois, Michigan, and Missouri). In 2010, VPA
handled an estimated 40 percent of this volume, the Port of NY/NdJ
handled 41 percent, and other ports handled the remaining 19 per-
cent. VPA appears to have evenly competed with the Port of NY/NJ
for Midwest markets despite being a smaller port. VPA also com-
petes effectively against the Port of NY/NJ when comparing the to-
tal number of rail containers handled by the two ports, rather than
rail cargo destined solely to or from the Midwest (Figure 8).

VPA's External Rail Connections and On-Dock Rail Yards Have
Positioned It to Compete for Midwest Markets. Port customers in-
dicated that VPA’s rail connections to the Midwest are among the
best on the East Coast and provide it with an advantage in com-
peting for shipments. In 2010, Norfolk Southern completed the
Heartland Corridor project, which created a faster and more direct
route for double-stack trains to travel between VPA and major
Midwestern markets. CSX, the other major railroad serving the
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Figure 8: VPA Has Gradually Increased Its Share of East Coast Rail Shipments, Relative
to the Larger Port of NY/NJ
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Note: From 2010 to 2012, VPA handled 977,397 rail containers compared to 1,233,300 for the Port of NY/NJ. The number of rail
containers handled by VPA was close to the total handled by the Port of NY/NJ even though NY/NJ handled twice as many contain-

ers overall during this time period.

Source: JLARC staff analysis of data provided by VPA and the Port Authority of NY/NJ, 2010-2012.
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East Coast, is undertaking its National Gateway project to obtain
similar capabilities. In addition to reducing travel times, double-
stack capabilities improve the efficiency of railroad operations and
allow them to offer customers more favorable pricing when using
VPA.

VPA’s success in competing for inland markets is partly attributa-
ble to improvements it has made to its own rail infrastructure.
VPA completed construction of a new high-capacity rail yard at its
Norfolk International Terminal (NIT) in 2011, and acquired a new
on-dock rail yard when it began leasing the private APMT facility
at Portsmouth in 2010. These actions reduced the need to truck
containers between VPA’s terminals and off-property rail yards
and increased its capacity for handling rail cargo by an estimated
250,000 TEUs per year. Port customers noted that VPA does not
have the congestion issues that affect several terminals at the Port
of NY/NJ, which is VPA’s main competitor for rail cargo. APMT
experienced congestion issues in August 2012, but VPA staff re-
ported that the causes of this congestion were addressed and VPA
data on rail shipments through APMT indicate the issues have
been resolved.

VPA HAS INVESTED IN RELIABLE AND PRODUCTIVE TERMINAL
OPERATIONS THAT IMPROVE ITS ABILITY TO COMPETE

When port customers have a choice of ports, two of the key factors
that they consider are the port’s container-handling capabilities
and the productivity of its terminal operations. These factors are
Important to ocean carriers because quicker cargo transfers con-
tribute to higher profits. Shippers value port capabilities and
productivity because they want to avoid congestion and other de-
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lays that can disrupt their supply chains. Ports that are not able to
meet customer demands due to outdated or inefficient terminals
will receive fewer shipments. VPA and other ports must therefore
make investments in their container terminals in order to remain
competitive. Such capital investments may include:

e Berths for accommodating ocean vessels and cranes for ser-
vicing them,

¢ Container yards for temporary storage,

e Yard equipment for moving containers, including transfer-
ring containers to and from waiting trucks, and

¢ On-dock rail yards for loading and unloading trains.

In addition to providing the proper facilities, VPA and other ports
are expected to operate efficiently. Ocean vessels need to be
promptly serviced, containers must be swiftly moved through ter-
minals, and trucks and trains must be able to quickly drop off and
pick up their loads. The efficiency of VPA’s terminal operations
therefore directly affects its ability to satisfy customer needs and
compete for future cargo. VPA is more likely to successfully com-
pete for cargo shipments if shipments move quickly and reliably
through its terminals.

VPA Has Made Capital Investments Targeted at Improving Its
Container Terminals

Within the past decade, VPA has made two major capital invest-
ments intended to improve its container operations: the complete
renovation of NIT and the leasing of APMT. VPA’s investments
have resulted in greater capabilities, including the ability to han-
dle larger vessels and higher volumes of container shipments. VPA
has also improved the productivity of its container handling termi-
nals by replacing outdated operations with new or renovated facili-
ties that are more efficient.

Since 2002, VPA Has Invested $576 Million to Improve Capacity
and Productivity at NIT. In 2002, NIT was VPA’s primary contain-
er handling facility, but the majority of its infrastructure and
equipment was old and becoming obsolete. For example, the origi-
nal container vessel berth constructed in the 1960s was still in use
despite degrading concrete, and the terminal was reliant on small
cranes that were not capable of efficiently serving larger, modern
container vessels.

To address deficiencies at NIT, VPA began a series of projects in-
tended to completely renovate the facility. The overarching objec-
tive of the NIT renovation was to improve its cargo capacity and
throughput in order to better compete for future container ship-
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ments. Since 2002, VPA has invested approximately $576 million
in terminal improvements. Additionally, VPA transferred NIT’s
break-bulk operations to the Newport News Marine Terminal, al-
lowing NIT to concentrate its efforts on container shipments.

Each of the investments made by VPA appears to have had an im-
pact on its capabilities or productivity. Projects to reconstruct ves-
sel berths and install new high-capacity cranes improved NIT’s
ability to accommodate the next generation of large container ves-
sels. The enhanced capabilities of the new cranes, such as their
ability to reach completely across container vessels of any size, ap-
pear to have improved the productivity of loading and unloading
operations.

Renovation of the NIT container and rail yards expanded the ter-
minal’s capacity by converting undeveloped land and unused
warehouses to container operations. Improvements to NIT’s two
container yards increased the terminal’s overall capacity by an es-
timated 1.5 million TEUs per year. Similarly, the construction of a
new, larger rail yard increased NIT’s capacity for handling rail
cargo by 250,000 TEUs per year.

Two ongoing projects at NIT are intended to improve terminal
productivity. First, VPA is enhancing automation of the NIT truck
gates to improve truck flows in and out of the terminal and reduce
delays caused by damaged equipment. Second, VPA plans to im-
plement a new IT terminal management system to improve the ef-
ficiency of container yard operations and coordination with cus-
tomers.

VPA'’s Lease of APMT Allowed It to Replace an Outdated Termi-
nal and Benefit From New Terminal Capabilities. In July 2007,
APM Terminals Inc., a subsidiary of the company that owns the
Maersk shipping line, opened the $500 million APMT facility in
Portsmouth. The privately-owned and operated terminal was ex-
pected to compete with the VPA-owned container terminals. How-
ever, in 2010 VPA reached an agreement with APM Terminals to
lease the facility. Under the terms of the lease agreement, which
went into effect July 1, 2010, VPA will pay APM Terminals a base
rate of $44 million per fiscal year through 2030 to use the facility.
VPA pays additional fees based on the volume of container ship-
ments it handles at the terminal and to secure the right to expand
APMT in the future.

The APMT lease agreement provided VPA with a new facility that
essentially replaced the aging Portsmouth Marine Terminal
(PMT). At the time of the lease agreement, PMT was VPA’s sec-
ondary container terminal after NIT. VPA had made limited in-
vestments to improve PMT over the preceding decade because its
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efforts were focused on upgrading NIT. Shortly after the lease for
APMT was signed, container operations at PMT were halted.

APMT is superior to PMT in terms of its capabilities and produc-
tivity. APMT has deeper vessel berths and the heavy-duty modern
cranes needed to accommodate the next generation of large con-
tainer vessels. PMT relied on decades-old infrastructure and
equipment, which would have required extensive renovation to
achieve the same capabilities. APMT is regarded as one of the
most technologically advanced port facilities in the U.S. and has
improved upon PMT’s productivity by allowing for more efficient
truck and rail container transfer operations. APMT is considered
to be one of the most efficient terminals in the U.S. due to its high
degree of automation.

Data on Efficiency of Terminal Operations Shows Mixed
Performance, But Port Users Expressed Satisfaction

The study mandate directs JLARC staff to evaluate the efficiency
of VPA’s terminal operations using industry metrics and customer
observations. As previously discussed, operational efficiency direct-
ly impacts VPA’s ability to compete for future container shipments
because customers are not likely to use ports with slow or unrelia-
ble terminals. JLARC staff assessed VPA’s operational efficiency
by examining data on commonly accepted industry measures of ef-
ficiency, comparing VPA’s efficiency to that of other East Coast
ports using data captured by ocean carriers, and interviewing port
users.

Operational efficiency is a critical aspect of a port’s competitive-
ness because it determines how quickly and reliably cargo moves
through the port. A port’s efficiency is important because efficient
operations are unlikely to produce bottlenecks of cargo that could
disrupt a ship’s ability to adhere to its schedule. Cargo that arrives
late can cause problems in the supply chain. Moreover, a ship that
is delayed in one port of call may cause scheduling problems at its
next stop. When a ship increases its travel speed to make up lost
time, fuel costs go up.

VPA’s operational efficiency is directly impacted by the design and
equipment used at its container terminals. Both NIT and APMT
use industry-leading cranes for loading and unloading ocean ves-
sels. In order to move cargo through the terminal itself, NIT relies
on straddle carriers, which are vehicles designed to transport one
container at a time. In contrast to NIT’s design, APMT uses large,
automated cranes (rail-mounted gantries) to move containers
through the terminal. This computer-controlled equipment handles
container moves with limited assistance from terminal employees.
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VPA tracks the efficiency of its terminal operations using several
metrics, including

e Crane moves per hour: the speed with which ocean vessels
are loaded and unloaded;

¢ Rail dwell times: the average amount of time cargo stays in
a terminal’s in-transit storage area while awaiting rail ship-
ment; and

e Truck “turn” times: the average amount of time a truck
spends in the port picking up or delivering a container.

VPA’s operational efficiency—while not the highest among East
Coast ports—is similar to that of other ports and exceeds that of
its major competitors. There may be opportunities for improving
the speed with which VPA is able to handle cargo, but improving
on some measures (especially crane productivity) would produce
higher operating costs. Some elements of a port’s productivity are
valued more highly by customers than others. A 2010 survey of
shippers performed for a national study of port productivity found
that shippers placed more value on rail dwell times and truck turn
times than on crane productivity. In contrast, ocean carriers inter-
viewed by JLARC staff were most concerned with crane productiv-

ty.

VPA Data Show Mixed Performance With Respect to Operational
Efficiency. VPA provided 11 quarters of data on crane productivity
and truck turn times and six quarters of data on dwell times for
rail-bound containers. A review of these metrics indicates that
VPA’s movement of cargo through its two container terminals has
not been seriously disrupted, but that the speed with which cargo
is handled by the terminals has fluctuated (Figure 9). In terms of
crane productivity, it appears that the pace at which VPA has
loaded and unloaded ships has decreased over the 11 quarters for
which data were available. However, the difference is slight and,
according to VPA, can at least partially be attributed to a corre-
sponding increase in cargo volume which strains its capital re-
sources, such as container handling equipment used in daily oper-
ations.

The other two measures—rail dwell times and truck turn times—
indicate how quickly cargo is moved through the terminals. VPA
staff target an average “rail ready” time of 24 to 36 hours, and data
show that the average dwell time at APMT has been improving
with respect to this target, but worsening at NIT. However, it ap-
pears that the trend of steady increases in rail dwell time at NIT
experienced during most of 2012 may have reversed, trending
downward in 2013.
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Figure 9: VPA’s Data on Operational Efficiency Shows Mixed Performance
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The speed with which truck-bound cargo is transferred to and from
trucks is measured by truck turn times. VPA staff target turn
times of one hour or less. Truck turn times have fluctuated over
the 11 quarters reflected in Figure 9, but since mid-2011 they have
remained below one hour. However, for NIT, turn times do not
capture the time trucks spend waiting to enter the terminals. VPA
has the capability of measuring these wait times at APMT, and
this will also be possible at NIT once its renovations are complete.
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Comparisons

While ports use similar
metrics for measuring
operational efficiency,
they capture their data
differently, limiting the
usefulness of port-to-
port comparisons.

Using data collected by
port users on port per-
formance is a more
accurate approach
because each individ-
ual port user measures
port-to-port perfor-
mance in the same
manner.

2012 Dalhousie
University-AAPA
Container Port
Survey

In 2012, Dalhousie
University conducted a
survey of companies
that use seven major
U.S. container ports,
including VPA, to de-
termine customer satis-
faction with the ports’
container-handling
services. The survey
included questions
related to the efficiency
of operations, the
quality of customer
services, and other
factors. More than 200
companies participat-
ed, including shippers,
ocean carriers, trans-
portation providers,
and third-party logistics
providers.
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Customers Expressed Satisfaction With VPA’s Productivity, and
Customer Data Reflects Average Performance. Two ocean carri-
ers shared data on their measures of East Coast ports’ efficiency.
These measures show that VPA’s operational efficiency is slightly
lower than, but generally comparable to, other East Coast contain-
er ports. Data from calendar year 2012 provided by one ocean car-
rier indicated that VPA’s efficiency, measured in number of crane
moves per hour, was slightly (0.6 moves) below the average of the
other six ports for which data were collected. In this analysis, the
Ports of Charleston and Savannah performed several moves above
the average, but ports to the north of VPA performed several
moves below average.

Yearly data provided by another ocean carrier for 2009 to 2012
showed that VPA’s 2012 efficiency had improved over 2009. How-
ever, VPA’s performance was below that of four of the other six
ports used by this ocean carrier during that time period.

Due to confidentiality concerns, most ocean carriers were not will-
ing to provide data on the efficiency of the ports that they used.
However, in interviews, ocean carriers characterized VPA’s effi-
ciency as satisfactory, in spite of being slightly below that of some
East Coast ports.

In a survey of ocean carriers, shippers, and other supply chain par-
ticipants conducted by Dalhousie University for the American As-
sociation of Port Authorities in 2012, VPA was rated highly in per-
formance categories related to its operational efficiency. Survey
participants were asked about VPA’s performance on eight differ-
ent aspects of efficiency, including incidence of delays and vessel
turnaround times, and respondents rated VPA favorably for each
aspect, relative to operations at other U.S. container ports.

VPA Actively Monitors Operations to Improve Efficiency. VPA
closely tracks the performance of its terminal operations with the
objective of operating the port in a productive and cost efficient
manner. For example, managers of the APMT and NIT terminals
produce weekly reports that detail crane productivity, dwell times
for rail-bound cargo, and turn times for trucks delivering or pick-
ing up cargo. These reports are discussed weekly with VIT’s execu-
tive management in order to identify operational weaknesses and
consider strategies for improving performance.

VPA possesses several attributes that contribute to its overall pos-
itive operational efficiency. An objective of the NIT renovations
discussed earlier is to bring some aspects of NIT’s automation to a
level that is comparable to APMT. The 2010 report Improving Ma-
rine Container Terminal Productivity identifies several best prac-
tices that port authorities could adopt, many of which are already
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Port Customer
Interviews

JLARC staff inter-
viewed 10 ocean carri-
ers, 10 shippers, and
three landside trans-
portation and third-
party logistics provid-
ers. Ocean carriers
interviewed included
major global carriers
that operate inde-
pendently or as part of
an alliance with other
companies. Shippers
interviewed included
major importers and
exporters in the retail
and manufacturing
industries. Interviews
were conducted with
extensive VPA users
as well as companies
that make limited use
of VPA.

in place at VPA. These include remote container yards for storing
empty containers so that they do not take up terminal space, a
common chassis pool for trucking companies, appointment systems
for trucks, and on-dock rail access.

VPA HAS GENERALLY MAINTAINED GOOD CUSTOMER
RELATIONS AND IMPLEMENTED ADEQUATE INCENTIVES

Other factors that influence where port customers send their dis-
cretionary container shipments are the customer’s relationship
with the port and the cost of doing business. Strong customer rela-
tionships are important to shippers and ocean carriers because it
makes it easier for them to operate. The prices that ports charge
for handling shipments are also a key consideration. Incentives
that reduce or otherwise offset these charges can improve VPA’s
ability to attract additional container shipments. The quality of
VPA’s customer services and the attractiveness of its incentives
can directly impact its ability to compete for future cargo.

VPA Has Generally Maintained Good Relationships With
Customers, But Some Ocean Carriers Reported Dissatisfaction

VPA’s customer services, including services provided by its termi-
nal operator, VIT, are important to its success. Good relationships
encourage customers to make greater use of VPA and can facilitate
cooperation on economic development projects, such as new distri-
bution centers. VPA has generally maintained good relationships
with customers, including ocean carriers, shippers, railroads, and
trucking companies. VPA also appears to maintain good relation-
ships with third-party logistics providers, such as local warehous-
ing companies. VPA’s relationships with customers appear to posi-
tively influence its ability to compete for future container
shipments, but relationships with some ocean carriers could be
improved.

Majority of VPA Users Reported Satisfaction With Customer Ser-
vice, But Three Ocean Carriers Expressed Concerns. Ocean car-
riers are the customers that have the greatest level of interaction
with VPA, and, with a few exceptions, they reported being satisfied
with the quality of their relationships. Most ocean carriers indicat-
ed that VPA effectively communicates with them about daily ter-
minal operations and is responsive to their concerns. Some ocean
carriers suggested that VPA could be more proactive in seeking
feedback or otherwise communicating with them, but others indi-
cated that this was one of its strengths. Several ocean carriers in-
dicated that they have more open lines of communication with
VPA than other ports they use.

Although most carriers reported being satisfied with VPA’s
customer service, three of the ocean carriers interviewed by
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JLARC staff reported that they were not satisfied with one or more
aspects. One ocean carrier indicated that the quality of VPA’s cus-
tomer service was unsatisfactory in most respects and that this
contributed to its limited use of the port. The carrier indicated that
VPA has been inflexible in accommodating requests related to con-
tractual and operational changes. The carrier’s main contractual
concerns were related to pricing. (These concerns are discussed in
greater detail in Chapter 3.)

The other two ocean carriers that expressed dissatisfaction indi-
cated that their concerns were minor and had not caused them to
reduce their use of VPA. One carrier was not satisfied with certain
VPA requirements, such as liability for damages. The other carrier
indicated that VPA’s sales and marketing staff provided excellent
customer service, but that operational staff were unwilling to ac-
commodate certain special requests due to cost concerns.

Shippers indicated that they are generally satisfied with the quali-
ty of customer service they receive from VPA. Shippers are not di-
rect VPA customers, but communicate with VPA about terminal
operations and special projects. Shippers generally indicated that
they have excellent communication with VPA and that it is re-
sponsive to their needs. One shipper indicated that VPA maintains
extended gate hours in order to benefit the local shipping commu-
nity, even though this increases its operating costs. Several ship-
pers indicated that they had positive experiences working with
VPA on special projects. For example, several shippers indicated
VPA had been very helpful in working with them to establish facil-
ities in Virginia.

Trucking companies also reported good relationships with VPA.
Like shippers, trucking companies are not direct port customers,
but they communicate with VPA about daily terminal operation is-
sues, such wait times for pick-up and delivery. These companies
indicated that VPA communicates with them and responds to their
concerns, for example, by holding regular “trucker summit” meet-
ings to discuss terminal operations. Summit participants develop
proposals for changes that are then taken to VPA management for
consideration.

Recent National Survey of Port Users Showed Favorable Cus-
tomer Service Performance at VPA. The 2012 Dalhousie Universi-
ty survey of port users affirms the perception that VPA generally
maintains good relationships with its customers. In the survey,
ocean carriers rated VPA as satisfactory in responding to customer
needs, but indicated that it needed to improve its customer com-
munications. Shippers and “supply chain partners,” which includ-
ed transportation and third-party logistics providers, rated VPA
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VPA's Minimum
Volume Guarantees

Some of VPA's con-
tracts with ocean carri-
ers include minimum
volume guarantees,
under which the ocean
carrier is financially
penalized if contractu-
ally agreed-upon vol-
ume requirements are
not met. Ocean cartri-
ers reported that mini-
mum volume guaran-
tees are uncommon
but not unheard of.
VPA and ocean carri-
ers indicated that these
guarantees have
caused some friction in
the past and may not
be included in future
contracts.

highly in all customer service categories relative to other U.S. con-
tainer ports.

VPA and the State of Virginia Have Implemented Incentive
Programs Comparable to Those Offered in Other States

VPA offers contractual price discounts to ocean carriers to attract
additional container shipments. These incentives are aimed at at-
tracting discretionary cargo that could be handled by VPA’s com-
petitors. Ocean carriers indicated that VPA’s incentives are similar
to those offered by other ports. These incentives therefore improve
VPA’s ability to compete for future shipments. However, as dis-
cussed in Chapter 3, VPA’s incentives offset prices that are viewed
as being among the highest on the East Coast.

The State offers tax credits and grant incentives intended to en-
courage businesses to send cargo through VPA or to establish and
expand facilities in Virginia. Virginia’s tax credits, which are tar-
geted at increasing port use or attracting port-related jobs and in-
vestment, are comparable or more generous than those offered by
other states (Appendix C). Five of the East Coast states with major
container ports do not appear to offer a port-related tax credit:
Delaware, Maryland, New York, New Jersey, and Pennsylvania.

Virginia and other state governments offer economic development
grants aimed at attracting businesses, but Virginia appears to be
the only East Coast state with a grant program that is specifically
targeted at attracting port-related facilities. The Port of Virginia
Economic and Infrastructure Development Zone Grant Program,
which was codified in 2013, provides grants of up to $500,000 to
port customers that locate or expand facilities in regions near
VPA’s sea terminals and inland rail yards.
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Chapter

Plans for Competing Successfully in the
Future Are Reasonable, But Cost and
Price Management Should Be Priorities

In Summary

The volume of container shipments through East Coast ports is projected to double
over the next 30 years. As they compete for future shipments, the Virginia Port Au-
thority (VPA) and other East Coast ports are planning major infrastructure im-
provement projects. VPA’s planned projects will almost triple its current capacity by
2039 at a projected cost of $3.7 billion. VPA plans to increase the volume of container
shipments it handles by attracting additional rail cargo, which will likely help it
maintain its competitive position. However, VPA’s relatively high prices, which are
reportedly the highest or second highest among East Coast ports, could harm its abil-
ity to compete for future cargo. VPA’s prices are higher than other ports in part due
to its emphasis on costly rail cargo and its higher-cost labor force. VPA has recently
reduced costs in several areas, and managing costs and charging competitive prices
should be priorities going forward. VPA also plans to increase the volume of container
shipments it handles through economic development initiatives, and has directly con-
tributed to the location and expansion of manufacturing and distribution centers
throughout Virginia. Although VPA is well positioned to contribute to the State’s
economic development efforts, it should not be expected to play a lead role in attract-
ing businesses or developing properties such as industrial parks. State and local
agencies are vested with these responsibilities, and expecting VPA to carry them out
could create conflicts with these agencies and compete with its ability to effectively
oversee and manage port operations.

Although the Virginia Port Authority (VPA) has historically been
successful in competing against other ports, it will need to take
additional actions to remain competitive in the future. Growth in
international trade is expected to increase the volume of ship-
ments destined for East Coast ports. VPA has little control over
some of the factors that affect its ability to compete for these fu-
ture shipments, such as demand for retail goods in its regional
market or the proximity of the other ports it competes against.
However, VPA can improve its competitiveness by making infra-
structure investments that allow it to handle higher volumes of
container shipments. Additionally, VPA can build its customer
base through economic development initiatives and by capturing
additional shares of inland markets.

VPA will have to offer competitive prices for handling cargo if it is
to compete for future discretionary shipments. Currently, VPA’s
prices are higher than those charged by most East Coast ports.
VPA’s prices are driven by its operating expenses, and it needs to
continue managing these expenses in order for its prices to remain
competitive.
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VOLUME OF CONTAINER SHIPMENTS THROUGH EAST COAST
PORTS IS PROJECTED TO INCREASE

Container shipments to and from U.S. ports are projected to in-
crease over the long term. Historically, the volume of container
shipments moving through U.S. ports has grown at the same rate
as the national gross domestic product. Shippers, ocean carriers,
and other industry stakeholders indicated that container volumes
are expected to continue to grow at a similar pace in the coming
years, especially at East Coast ports. The primary factor driving
the anticipated increase in container shipments is growing con-
sumer demand.

Based on historical trends in container growth and forecasts pub-
lished by VPA and the Army Corps of Engineers, JLARC staff con-
servatively estimate that the volume of containers passing through
East Coast ports will increase from 18 million Twenty-foot Equiva-
lent Units (TEUs) in 2012 to approximately 33 million TEUs in
2032 (Figure 10). Assuming VPA maintains its current 11.5 per-
cent share of East Coast container shipments, the volume of con-
tainers it handles annually would nearly double from 2.1 million
TEUs to 3.8 million TEUs over this 20-year time span.

Figure 10: Container Shipments Through VPA and Other East
Coast Ports Are Projected to Nearly Double in 20 Years

TEUs
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Note: Projections assume a conservative 3% average annual growth rate, which is below the
5% average growth rate that East Coast ports experienced over the last 20 years. Estimated
growth in container shipments presented here is also more conservative than container volume
forecasts published by VPA and the Army Corps of Engineers, but is more in line with growth
forecasts for growth in the U.S. national gross domestic product.

Source: JLARC staff analysis of AAPA container trade data (1993-2012).

The 2015 completion of the Panama Canal expansion will facilitate
growth in container trade by allowing larger ships to carry more
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cargo between Asia and the East Coast. The Panama Canal will be
widened and deepened to accommodate the “post-Panamax” ves-
sels that are currently too large to pass through the canal (Figure
11). Major ocean carriers are increasing their use of larger post-
Panamax container vessels because of improved economies of scale
and profitability. According to a recent Army Corps of Engineers
report, post-Panamax vessels are expected to grow from 45 percent
of the total capacity of the worldwide container fleet to 62 percent
by 2030. Future container shipments to and from the East Coast
are likely to be carried by these larger vessels.

Figure 11: Post-Panamax Container Ships Are Substantially
Larger Than the Ships That Regularly Serve the East Coast

Sea Level
10 Panamax Post-Panamax
20’ 39.5' Draft 50’ Draft

30’
40’

50’

4= 106 ft. mmp G 160 ft. ——)

Note: The East Coast has historically been served mostly by Panamax ships. Panamax ships
include any vessel that is small enough to pass through the Panama Canal, and the ship de-
picted here is the largest that can currently pass. Post-Panamax ships include any vessel that
is larger than a Panamax ship. The Post-Panamax ship depicted here is the largest that will be
able to pass through the Panama Canal after it has been expanded in 2015. There are larger
ships, but ocean carriers and industry experts indicate that they will not be used to serve East
Coast ports because they will not fit through the Panama Canal.

Source: JLARC staff analysis of shipping industry literature, 2013.

Another key factor affecting the East Coast container trade is the
emergence of the Suez Canal as a viable route for Asia-U.S. con-
tainer shipments. Several Asian markets are closer to the East
Coast via the Suez Canal than the Panama Canal, and the Suez
Canal is already capable of accommodating the largest container
vessels in operation. The Suez route therefore provides a shorter or
more cost effective alternative for Asia-East Coast trade. In fact,
the largest ocean carrier in the world recently announced it would
begin using the Suez route for all of its Asia-East Coast shipments.
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VPA AND OTHER PORT AUTHORITIES ARE INVESTING IN
FACILITIES AND INFRASTRUCTURE NEEDED TO COMPETE
FOR INCREASED VOLUME

East Coast ports are investing in infrastructure improvements to
accommodate anticipated increases in container shipments. First,
ports are investing in the equipment and waterway modifications
needed to accommodate post-Panamax container vessels. VPA has
already completed the necessary improvements to accommodate
these vessels, but most other East Coast ports have not. Second,
VPA and other East Coast ports are planning to expand their ex-
isting container terminals and to build new terminals in order to
meet future demand.

VPA and the Port of Baltimore Capable of Receiving Post-
Panamax Ships, But Other Ports Expected to Soon Have
Same Capability

VPA has made the improvements necessary to accommodate ocean
carriers’ shift to larger container vessels, which positions it to
compete for future shipments. The port has the necessary water
depth and dockside capabilities in place to handle post-Panamax
vessels (Table 3). VPA’s shipping channels and vessel berths were
deepened to their current 50-foot depth in a series of projects from
the 1980s through the 2000s. Over the past decade, VPA recon-
structed and extended the concrete wharves at Norfolk Interna-
tional Terminal (NIT) and purchased cranes capable of servicing

Table 3: VPA Is the Largest East Coast Port Currently Capable of
Receiving Post-Panamax Vessels

Post-Panamax Vessel Requirements

Shipping Vessel Berths Container Post-

Channel (1200-ft wharf, Cranes (128- to Panamax
Port (50-ft water depth) 50-ft water depth) 160-ft reach) Ready
VPA v v v v
Baltimore v v v v
NY/NJ x v v xa
Savannah x x v xb
Charleston x x v xc

a Ready by 2015, pending completion of projects to deepen the harbor and raise Bayonne
Bridge

b Ready by 2016 for smaller post-Panamax vessels and larger post-Panamax vessels that are
not fully loaded, pending completion of projects to deepen the harbor

¢ Ready no sooner than 2020, pending approval and completion of a project to deepen the harbor

Source: JLARC staff analysis of port websites (including facility maps and descriptions), port
documents and press releases, and media reports, 2013.
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VPA’s planned
projects are expected
to almost triple its
container handling
capacity to 9.65 mil-
lion TEUs by 2039.

the largest container vessels on order. VPA also leased the recently
constructed APM Terminal (APMT) at Portsmouth from the ter-
minal’s private owner. The APMT facility was specifically designed
to accommodate post-Panamax vessels.

Most East Coast ports are currently limited in their ability to han-
dle post-Panamax vessels and face significant challenges in devel-
oping this capability. Baltimore is capable of accommodating post-
Panamax vessels, but only at one of its container vessel berths.
The Ports of New York/New dJersey (NY/NJ), Savannah, and
Charleston all need to undertake multi-million dollar projects to
have their shipping channels dredged to accommodate post-
Panamax vessels. The Port of NY/NJ must also raise the Bayonne
Bridge several feet so that it will be high enough for post-Panamax
vessels to pass into the harbor where most of its terminals are lo-
cated. The Port of Savannah will only be dredged to 47 feet, which
1s not deep enough to accommodate the largest, fully-loaded post-
Panamax vessels. The Ports of Charleston and Savannah must
have all of their vessel berths dredged, and several of the termi-
nals at the Port of NY/NJ also require dredging.

VPA’s ability to accommodate post-Panamax vessels ahead of most
other East Coast ports is only likely to provide a short-term ad-
vantage. The Ports of NY/NJ and Savannah are expected to be
ready for post-Panamax vessels around the time that the expan-
sion of the Panama Canal is completed in 2015 (Table 3). Post-
Panamax vessels vary in size and do not draw their maximum
depth unless they are fully loaded, meaning that vessels on the
smaller end of the scale will be able to call on East Coast ports
with shallow waterways. Ocean carriers indicated that they are
not likely to send the largest post-Panamax vessels to the East
Coast unless these ships are able to call on multiple ports serving
several different regional markets.

VPA and Other Ports Are Expanding to Accommodate
Anticipated Growth in Container Shipments

In order to accommodate higher volumes of container shipments,
VPA and other ports are planning to make major capital invest-
ments in new and expanded terminals. VPA anticipates that fu-
ture volume increases will strain its existing facilities and that it
will need to expand beyond its current 3.5 million TEU capacity
sometime between 2020 and 2024. In order to meet future demand,
VPA is planning to (1) double the capacity of APMT and (2) con-
struct a new marine terminal at Craney Island. VPA’s planned
projects are expected to almost triple its container handling capac-
ity to 9.65 million TEUs by 2039. The three other largest East
Coast ports are planning similarly large projects that would keep
pace with or possibly exceed VPA’s capacity.
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State Investment in
Transportation Infra-
structure

States can help ports
meet future demand by
investing in transporta-
tion infrastructure. The
Virginia Department of
Transportation has
planned or is carrying
out several projects
that will improve ac-
cess to VPA terminals,
as well as projects to
improve one of the
major highways serv-
ing the port (US-460)
and to add a third
crossing in the Hamp-
ton Roads area with
direct access to VPA
facilities (Patriot’s
Crossing).
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VPA Plans to Increase Capacity by Expanding APMT and Con-
structing a New Terminal on Craney Island. VPA plans to invest
$275 million over five years to nearly double the capacity of the
APMT facility at Portsmouth from 1.2 million to 2.35 million TEUs.
The first projects, which are expected to begin in FY 2014, will ex-
pand APMT’s capacity to handle rail cargo, and later projects will
expand the container yard and truck gates. These projects require
the approval of APM Terminals Inc., the facility’s private owner. If
the company rejects one or more projects, VPA will have to increase
capacity elsewhere. This would require renovating other facilities or
accelerating construction of the Craney Island terminal.

The new Craney Island terminal is the most substantial invest-
ment planned by VPA. The proposed facility is planned to be a
technologically advanced container terminal with a capacity of 5
million TEUs, which is more than the current capacity of all VPA
terminals. The first phase of Craney Island development requires
filling in the Elizabeth River with dredge material. This phase is
currently underway but is not expected to be completed until 2026.
The second phase is construction of the actual Craney Island facili-
ty and its supporting road and rail connections. Construction is
expected to be carried out in stages, completed from 2028 to 2039.
VPA estimates that the total cost of constructing the Craney Is-
land terminal will be $3.4 billion.

Other East Coast Ports Are Planning to Expand or Construct
Container Terminals in Order to Increase Their Capacity. VPA’s
investments in new and expanded terminals appear necessary if it
1s to continue to grow and compete for future container shipments.
Other major East Coast ports are planning their own facility in-
vestments to maintain or increase their share of future container
trade. These investments could position these ports to keep pace
with projected growth in container volumes and could help them at-
tract discretionary container shipments that currently pass through
VPA. In interviews, staff of several ocean carriers indicated that
discretionary shipments will flow to those ports that are best able to
handle them. Discretionary cargo that currently passes through
VPA could move to other ports if VPA becomes congested.

VPA’s planned investments are similar to those proposed by other
major East Coast ports. The Ports of NY/NJ, Savannah, and
Charleston are all planning major projects to increase their capacity
by expanding existing facilities or constructing new terminals (Ta-
ble 4). Investments planned at VPA and the three other largest East
Coast ports will increase their collective container-handling capacity
from approximately 21 million TEU to 39 million.

Chapter 3: Plans for Competing Successfully in the Future Are Reasonable,
but Cost and Price Management Should Be Priorities



Table 4: VPA and Other Major East Coast Ports Plan Major Projects to Increase

Container Handling Capacity

Project Current Port Port Capacity
Planned Project Cost Completion Capacity After Project(s)
Port Project Date (TEUs, Millions) (TEUs, Millions)
APMT expansion 2019
VPA Craney Island 2028-2039 3.5 9.65
Terminal construction (phased in)
Global Tgrmlnal 2014
expansion
NY/NJ Port Newark 2030 8.75 115
Terminal expansion
New Yprk . Not set
Terminal expansion
Garden City _ 2022
Terminal expansion
Savannah 5.5 13.5
Jasper Ocean
. . b Not set
Terminal construction
Charleston 2\ Base . 2019 2.8 4.2
Terminal construction
Total Capacity 20.55 38.85

a Georgia Port Authority staff indicated that the authority plans $1.2 billion in capital additions and improvements at GPA terminals,
not including harbor dredging projects. It appears that a portion of these investments have already been made, and that most in-
vestments will occur at the main Garden City terminal.

b The proposed Jasper Ocean Terminal, a joint endeavor between the Georgia and the South Carolina port authorities, would be
located on the South Carolina side of the Savannah River, across from current Port of Savannah terminals.

© South Carolina State Port Authority indicated that it plans $1.3 billion in investments over the next decade, including $702 million
for new terminal construction and $598 million for dredging and other projects.

Source: JLARC staff analysis of port websites (including facility maps and descriptions), port documents and press releases, and

media reports, 2013.

VPA STRATEGY OF PROMOTING RAIL CARGO HELPS
MAINTAIN ITS COMPETITIVE POSITION BUT INCREASES
OPERATING EXPENSES

VPA has historically pursued a strategy of promoting rail cargo to
and from its terminals in order to increase its overall container
volumes. This strategy appears reasonable because it allows VPA
to grow beyond its small regional market. VPA’s rail connections
give it access to inland markets in the Midwest that are collective-
ly 2.5 times larger than its regional market.

VPA’s rail connections to the Midwest were recently improved by
Norfolk Southern’s Heartland Corridor project, and terminal reno-
vations and acquisitions have improved its rail cargo handling ca-
pabilities (Chapter 2). VPA also leased APMT, which has superior
rail handling capabilities when compared to the Portsmouth Ma-
rine Terminal that it replaced. The percentage of VPA cargo trans-
ported to and from the port by rail has increased in recent years as
these improvements were implemented (Figure 12).
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VPA Is Served by
Most Major Ocean
Carriers

VPA is served by 19 of
the 20 largest ocean
carriers in the world (as
measured by the carri-
er’s fleet capacity). The
only top-20 ocean car-
rier that is not a VPA
customer does not
serve East Coast ports.
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Figure 12: Rail Cargo Makes Up an Increasingly Large Proportion
of Containers Handled by VPA
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Source: JLARC staff analysis of data provided by VPA, 2013.

VPA handles a relatively high volume of rail cargo when compared
to other East Coast ports. VPA reports that 32 percent of the con-
tainers it handled in FY 2012 were transported to or from the port
by rail. By comparison, rail cargo made up only 13.5 percent of
containers handled by the Port of NY/NdJ, which is a major rail
handling port and Virginia’s primary competitor for these types of
shipments. VPA estimates that rail cargo accounted for only five to
20 percent of total container volumes handled at other major East
Coast ports.

VPA'’s success in the rail market benefits its ability to compete for
shipments in its regional market and economic development op-
portunities. By attracting rail cargo to and from the Midwest,
VPA increases the total container volume that passes through the
port, which attracts a larger selection of ocean carriers with con-
nections to more international markets. In interviews, shippers
in VPA’s regional market identified ocean carrier and service se-
lection as the most important factors they consider when deciding
which port to use. For example, one shipper in VPA’s regional
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On average, it costs
45 percent more for
VPA to handle a rail
container than a
container carried by
truck.

market indicated that even though its manufacturing facility is
closer to another port, it uses VPA because of the wide selection
of competing ocean carriers. Similarly, several shippers indicated
that one of the main reasons they had established facilities near
VPA was because it is a large port served by most major ocean
carriers.

One downside of VPA’s success in attracting rail cargo is that this
cargo is more costly to handle. Moving rail containers through its
terminals requires more labor than moving truck containers, so
the labor costs associated with rail cargo are higher (Figure 13).
VPA staff indicated that, on average, it costs 45 percent more for it
to handle a rail container than a container carried by truck. Based
on this cost, JLARC staff estimate that the added cost of handling
rail containers accounted for approximately seven percent of VPA’s
operating expenses in FY 2012. Additionally, because the rail car-
go market is more competitive, VPA offers discounted rates to at-
tract this business. The combination of higher costs and lower
rates reduces the profit margin on cargo transported to or from the
port by rail.

VPA'’S HIGH PRICES COULD IMPAIR FUTURE
COMPETITIVENESS

VPA’s fees are one of several expenses incurred by port customers
in the course of completing a shipment. The major expense that af-
fects where port customers send their shipments is the cost of rail
or truck transportation to and from the port (Chapter 2). Port han-
dling costs are not a deciding factor for many shipments because
they are smaller than those landside transportation costs. Addi-
tionally, shippers are generally unaware of port fees and so fees
may not affect shippers’ port choices. However, ocean carriers are
aware of fees charged by competing ports, and these differences
can affect which port they choose to use.

Comparing port prices for container-handling services is chal-
lenging for several reasons. First, the contractual prices negotiat-
ed between ports and ocean carriers are not publically disclosed.
Second, prices negotiated with a port by two different ocean car-
riers for the same service may differ. Third, different ports em-
ploy their own unique rate structures. Some ports charge an in-
dividual fee for each service they provide whereas others, like
VPA, charge a single unit-rate fee that covers most services. De-
spite these differences, ocean carriers indicated that they know
which ports are more or less expensive. According to carriers,
VPA charges higher prices overall than several other East Coast
ports, but rail cargo is priced competitively when incentives are
factored in.
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Figure 13: Container Shi

pments That Are Carried By Rail Require Additional Handling
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Source: JLARC staff analysis of VPA terminal operations, 2013.
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Customers Report VPA Prices Are Among Highest on East Coast

In interviews, ocean carriers consistently identified VPA as having
the highest or second-highest prices on the East Coast. Only the
Ports of NY/NdJ and Boston were identified as having higher prices.
Further, VPA’s prices were identified as equal to or above those
charged by its closest competitor, the Port of Baltimore, and sub-
stantially higher than those charged by the Ports of Charleston
and Savannah. One carrier estimated that VPA costs 50 percent
more to use than the Ports of Charleston or Savannah. Similarly,
another estimated that VPA was “close to being twice as expen-
sive” as the two southern ports.

VPA’s relatively high prices may affect its ability to compete for
some shipments to its regional market. Most carriers interviewed
by JLARC staff indicated that VPA’s high prices did not affect the
volume of regional market shipments they send though the port.
However, one carrier indicated that the prices charged by VPA are
not competitive with nearby ports, and this has resulted in the
company sending more shipments through VPA’s competitors. An-
other carrier indicated that it tries to direct discretionary cargo
through lower-cost ports in order to minimize expenses. The carri-
er indicated that this strategy had not yet resulted in fewer ship-
ments passing through VPA, but could in the future. One carrier
indicated that VPA’s reputation for high prices could affect if and
where ocean carriers place it in future vessel rotations.
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According to VPA
staff, some traffic at
the edge of VPA’s
regional market has
been lost to southern
ports, due in part to
price differences.
These losses were
not large enough to
raise concerns.

VPA staff acknowledged that its prices are higher than the major
East Coast ports to the south and said that higher prices are ne-
cessitated by higher operating expenses. VPA staff noted that
some traffic at the edge of their regional market has been lost to
southern ports due in part to price differences, but that these loss-
es were not large enough to raise concerns. VPA staff indicated
that they use incentives to lower the actual prices paid by ocean
carriers for discretionary container shipments, which helps offset
higher prices for those ocean carriers that take advantage of them.

Although VPA currently appears to be out-competing nearby ports
in its regional market, it will need to maintain competitive prices
to contend for future shipments. Recent history illustrates that un-
competitive pricing can result in a port experiencing a gradual loss
of its regional market share. The Port of Charleston was the lead-
ing port serving the Southeast market until its prices were report-
edly undercut by the Port of Savannah. This was one of the rea-
sons that Charleston went from drawing twice the volume of
Savannah to handling half as many shipments in the span of 13
years. In order to ensure it is not pricing itself out of the market,
VPA should evaluate the competitiveness of its prices as it negoti-
ates new contracts with ocean carriers.

Recommendation (1). The Virginia Port Authority should evaluate
the competitiveness of its prices as it negotiates new contracts
with ocean carriers to ensure that it is not pricing itself out of the
regional and inland markets for which it competes.

VPA'’s Prices Are Competitive for Rail Cargo To and From
Midwest

VPA’s rate structure and price incentives are designed to improve
its competitiveness for discretionary rail cargo. VPA charges cus-
tomers the same price for handling a rail container that it charges
for containers shipped to and from its regional market. Other ports
charge an additional fee for rail cargo because it requires extra
handling. VPA’s single “unit rate” structure spreads the added cost
of handling rail cargo across all containers, reducing prices for rail
cargo and increasing prices for other shipments. VPA also offers
ocean carriers incentives to further reduce the price it charges for
handling rail containers.

VPA’s prices for rail cargo appear to compare favorably to the Port
of NY/NJ, which is its main competitor for inland markets. Ocean
carriers indicated that, once incentives are accounted for, the pric-
es charged by VPA for handling rail cargo are generally below
what is charged by the Port of NY/NJ. Several carriers indicated
that VPA’s lower rail prices had prompted them to increase the
volume of rail cargo they send through the port. One ocean carrier
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Several carriers
indicated that VPA’s
lower rail prices had
prompted them to
increase the volume
of rail cargo they
send through the
port.

VPA’s Unionized
Workforce

When VPA acquired its
terminal facilities from
the localities in the
Hampton Roads area,
it inherited a unionized
workforce. Other
southern ports have
traditionally had a more
limited union presence
at their ports. Without
exception, port authori-
ties and customers
indicated that if VPA
attempted to stop using
union labor it would
likely result in a “disas-
trous” strike that would
shut down the port
indefinitely and prompt
ocean carriers to
switch to ports viewed
as having stable labor
relations.
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observed that if VPA changed its incentive structure or ceased
subsidizing its rail rates, it would lose the rail volumes that it has
gained in recent years.

VPA’S RELATIVELY HIGH PRICES ARE ATTRIBUTABLE TO
HIGHER LABOR AND OTHER OPERATING COSTS

VPA’s relatively high prices are apparently due to higher operating
expenses. A comparison of VPA’s operating expenses to the Ports
of Charleston and Savannah suggests that VPA’s costs are sub-
stantially higher on a per-container basis. VPA staff confirmed
that its operating expenses are higher than operating expenses at
the two other ports, and that this likely accounts for price differ-
ences.

Several factors could account for the differences in operating ex-
penses. VPA appears to have higher labor costs than its southern
counterparts. Additionally, VPA handles more rail cargo and has
had relatively high maintenance and administrative costs. VPA
indicated that it has taken steps to better monitor and control its
operating expenses, and recently VPA operations appear to have
become more cost efficient.

VPA Has Higher Labor Costs Than Major Southern Ports and Is
Limited in Its Ability to Reduce Them

VPA and northern ports reportedly have higher labor costs than
southern ports. Customers and officials with several port authori-
ties attributed the difference in labor costs at northern and south-
ern ports to differences in their workforces. VPA and northern
ports rely on union labor for most terminal operations, whereas
southern ports mostly rely on state employees.

Customers, VPA, and other port authorities identified two reasons
why union labor used by VPA is generally more expensive than
state labor used by southern ports. First, union labor generally re-
ceives higher compensation than other groups because of its collec-
tive bargaining. For example, VPA staff indicated that the last
contract negotiated between the U.S. Maritime Alliance and the
port’s labor union resulted in a mandatory 16 percent wage and
benefit increase for VPA’s workforce. Although VPA is a party to
this contract, VPA staff indicated that negotiations are controlled
by the large ocean carriers and the national labor union. In con-
trast, the Ports of Charleston and Savannah do not enter into col-
lective bargaining agreements and therefore have more direct con-
trol over wages and benefits.

Union labor is also reportedly more expensive because union con-
tracts include work rules that can increase labor costs. Union em-
ployees at VPA are paid time-and-a-half for hours worked before
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8:00 am, after 5:00 pm, and on weekends and holidays. Because
VPA terminal operations routinely extend beyond the 8:00 to 5:00
workday and through the weekend, the work rules increase labor
costs. VPA officials estimated that 63 percent of the union wages it
paid in FY 2013 were overtime wages. VPA attributed much of the
overtime to the high number of weekend vessel calls that the port
receives.

VPA is limited in its ability to address labor costs because changes
to union contracts must be negotiated with the union, ocean carri-
ers, and other ports. Compensation for union members is negotiat-
ed under a master agreement with the national union, and VPA
indicated that these negotiations are controlled by the largest
ocean carriers. Consequently, VPA and other ports have little in-
fluence over changes to wages and benefits that impact their oper-
ating costs, such as the aforementioned 16 percent wage and bene-
fit increase. VPA has more influence over work rules, which are
negotiated under agreements with the local union organizations.
However, union members must vote to accept the terms that are
proposed and may be unwilling to agree to changes. The local un-
ion rejected two contract proposals before reaching a new agree-
ment with VPA and other parties in September 2013.

High Maintenance and General Administrative Costs Have
Contributed to VPA’s Operating Expenses, but VPA Has
Taken Steps to Become More Cost Efficient

VPA appears to have had relatively high maintenance and general
administrative costs in recent years. From 2011 to 2012, three in-
dependent consultants conducted reviews of VPA and concluded
that its maintenance and general administrative costs were high.
The 2013 JLARC Review of Recent Reports on the Virginia Port
Authority’s Operations reviewed the consultants’ findings and con-
firmed that there were opportunities for reducing general adminis-
trative costs. Although the report did not confirm opportunities for
lowering maintenance costs, VPA has since confirmed that such
opportunities exist.

VPA has taken several steps to reduce its maintenance costs. Most
notably, VPA laid off or reached separation agreements with 64
maintenance employees in August of 2009. Additionally, VPA staff
indicated that they began a “holistic review” of their maintenance
department when they took over operations at APMT in Ports-
mouth in 2010. As a result of this review, VPA eliminated several
non-essential functions, ended contracts for activities that could be

performed in-house, and adjusted maintenance schedules to make
better use of resources. VPA also stopped replacing outgoing
maintenance staff in order to further reduce staffing levels. Ac-
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cording to VPA, these changes have reduced maintenance costs by
$8 million over the last four years.

VPA has recently taken steps to reduce its general administrative
costs as well. Most notably, VPA is restructuring its relationship
with Virginia International Terminals (VIT), its wholly-owned
subsidiary. The restructuring is expected to reduce operating costs
by a minimum of $3.3 million, with much of the savings coming
from reorganization of administrative functions and changes to
administrative processes, such as procurement. Moreover, VPA
staff indicated that from FY 2010 through FY 2012 the number of
general administrative staff at VIT was reduced by 29 employees,
which reduced cost in this area. VPA also switched from having all
sworn security officers to a mix of sworn and non-sworn officers,
saving $1.8 million per year.

VPA’s operating expenses have declined since FY 2009 on a per-
container basis (Figure 14). Maintenance expenses declined 37
percent from FY 2009 to FY 2012, and general administrative ex-
penses declined 39 percent over the same time period. The third
major operating expense, terminal operations, declined only 10
percent over this time. Terminal operations expenses increased
slightly in FY 2012 and caused an overall increase in total operat-
ing costs that year. The increase appears attributable to a $10 mil-
lion increase in base payments made to APM Terminals, Inc.,

Figure 14: VPA Operating Expenses Have Declined Since
FY 2009 on a Per-Container Basis

$314 total
operating expense $313
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Note: VPA financial statements classify lease payments for the APMT facility as general ex-
penses. For the purpose of this analysis, JLARC staff reclassified these payments as terminal
operations expenses. VPA reported its actual lease payments as $32.5 million in FY 2011 and
$42.3 million in FY 2012. No lease payments were made in prior years. VPA classifies depreci-
ation and amortization as operating expenses, but these are not shown. The trend in these ex-
penses was similar to trends in general and terminal maintenance expenses.

Source: JLARC staff analysis of financial and container volume data provided by VPA, 2013.
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under the APMT lease agreement. Growth in the volume of rail
cargo handled at VPA terminals may also have contributed to the
increase. VPA’s ability to manage expenses and become even more
cost efficient will likely impact its future competitiveness. VPA’s
high labor costs and emphasis on rail cargo give it a higher base-
line operating cost than many other East Coast ports. As discussed
in the previous section, these higher costs appear to contribute to
the relatively high prices it charges, which could lead to the loss of
some discretionary cargo that currently flows through the port.

The VPA Board of Commissioners (VPA board) should prioritize
the management of operating costs by establishing a cost man-
agement policy that includes clear and achievable goals to guide
VPA staff. Goals should be sufficiently broad to give VPA staff flex-
ibility in attaining them. Additionally, the board’s objectives
should balance the need for cost management with VPA’s ability to
carry out its statutory mission to stimulate commerce and serve as
a gateway for international trade. For example, the policy adopted
by the board should not compromise VPA’s ability to pursue
growth strategies that enable or enhance its competitive position.

Recommendation (2). The Virginia Port Authority (VPA) Board of
Commissioners should (1) establish a formal cost management pol-
icy and (2) develop reasonable cost management goals to guide
VPA and Virginia International Terminals staff. In developing this
policy, the board and staff should balance the need to minimize
VPA’s operating expenses with its statutory mission of stimulating
maritime commerce through Virginia’s ports.

VPA’S STRATEGY OF GROWTH THROUGH ECONOMIC
DEVELOPMENT IS REASONABLE

VPA’s mission, as defined under the Code of Virginia, is to “foster
and stimulate the commerce of the ports of the Commonwealth
and related facilities” (§ 62.1-132.3). The primary way in which
VPA stimulates commerce is by facilitating the economic activity of
port customers, such as shippers with facilities in Virginia, which
benefits the Virginia economy. For example, several Virginia man-
ufacturers export their products through VPA, and VPA’s presence
directly contributes to the success of these businesses, which cre-
ate local jobs and investment.

In addition to stimulating commerce through its regular opera-
tions, VPA has assumed an active role in economic development.
VPA has made economic development one of its core strategies for
future growth because encouraging businesses to locate or expand
in Virginia can generate additional cargo shipments. This strategy
appears reasonable. However, economic development priorities are
established by the Governor, General Assembly, and elected offi-
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cials in local communities. VPA’s efforts should therefore be di-
rected at supporting State and local economic development agen-
cies in achieving goals set by policymakers. VPA’s primary mission
is to facilitate economic activity by carrying out port operations,
and its economic development activities should be secondary to
these efforts.

VPA'’s Strategy of Increasing Its Regional Market Through
Economic Development Is Reasonable

VPA has historically pursued a strategy of using economic devel-
opment to increase the volume of container shipments that it han-
dles. Under the strategy, VPA works with State and local partners
to attract port-dependent businesses to Virginia or to encourage ex-
isting businesses to expand their operations. VPA benefits from the
added container trade that these businesses generate, and the State
and localities benefit from increased employment and tax revenues.

VPA indicated that economic development is a long-term strategy
that is intended to gradually build its customer base over several
years. This strategy is targeted at competing for new, future ship-
ments, as opposed to trying to divert shipments that currently
pass through other ports.

Economic Development Is a Reasonable Strategy for Increasing
VPA’s Regional Market. VPA’s economic development strategy ap-
pears reasonable because it helps increase VPA’s relatively small
regional market base. The regional market that VPA serves is one
of the smallest on the East Coast (Figure 15). VPA relies on this
market to provide 68 percent of its container business. Shipments
to and from the regional market are also important because they
produce higher net revenues for VPA than the rail shipments it
handles for inland markets.

VPA is limited in its ability to expand the boundaries of its region-
al market because they are largely determined by trucking costs.
For example, Atlanta is outside of the regional market served by
VPA because a shipment can be trucked there from the Port of Sa-
vannah for half the cost. However, VPA can increase the amount of
container cargo generated in the regional market by encouraging
businesses to locate or expand facilities near the port, especially in
the captive areas that only VPA can cost-effectively serve.
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Virginia has as many
top-10 retailers with
distribution centers
as three of its neigh-
boring states com-
bined.

Figure 15: VPA Serves One of the Smallest Regional Markets on
the East Coast, Based on Gross Domestic Product (GDP)
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Note: The Ports of Charleston and Savannah serve the same regional market.

Source: JLARC staff analysis of Bureau of Economic Analysis data, 1997-2012.

Virginia’s Attraction of Distribution Centers Has Benefited VPA.
According to the Virginia Economic Development Partnership
(VEDP), 141 new distribution centers have been constructed in
Virginia since 2000, at least half of which are known to be frequent
users of VPA. Virginia’s success in attracting these facilities com-
pares favorably to other states. Six of the 10 largest U.S. retailers
have one or more distribution centers located in Virginia (Table 5).
By comparison, Virginia has as many top-10 retailers with distri-
bution centers as three of its neighboring states combined (Mary-
land, North Carolina, West Virginia). The only East Coast states
that had more top-10 retailers present were those with substan-
tially larger consumer markets.

VPA and VIT Have Committed Staff Resources to Economic De-
velopment Efforts. VPA has committed several staff resources to
carrying out economic development activities. VPA sales and mar-
keting staff are primarily concerned with increasing cargo vol-
umes, promoting the port, and identifying potential economic de-
velopment projects. VPA also employs three core economic
development staff to assist with these duties as well as coordinate
with government and private partners on land development and
potential business propositions.

VPA indicated that its employee groups assist each other in carry-
ing out their responsibilities. For example, in FY 2013 VIT staff
had a goal of providing VPA’s economic development staff with 35
economic development referrals.

Chapter 3: Plans for Competing Successfully in the Future Are Reasonable, 51
but Cost and Price Management Should Be Priorities



52

Table 5: Six of the Nation’s Top 10 Retailers Have Distribution
Centers Located in Virginia

Top 10 U.S. Retailers Retail & Wholesale

State with Distribution Centers® GDP (2012)
Georgia 8 $59 billion
Florida 7 111
Virginia 6 40

New York 6 126
Pennsylvania 6 70

New Jersey 5 71

South Carolina 4 22
Maryland 4 32

North Carolina 2 48

West Virginia 0 8
Delaware 0 5

¥ The top 10 U.S. retailers in 2012 were Walmart, Kroger, Target, Walgreen, Costco, Home
Depot, CVS Caremark, Lowe’s, Best Buy, and Safeway. In cases where a company has desig-
nated import distribution centers, only these distribution centers were counted. Distribution cen-
ters that exclusively serve company subsidiaries were not included. Distribution centers were
not included if they were for goods that are domestically produced, such as bulk lumber, or
specialty items, such as flowers and pharmaceuticals.

Source: JLARC staff analysis of National Retail Federation data (2012) and company websites
and documents (2013).

VEDP and VPA Staff Report a Strong Working Relationship.
VEDP is the State’s lead economic development agency. Both
VEDP and VPA officials indicate that the two entities have a
strong working relationship and continually look for opportunities
to work together to promote economic development that will bene-
fit the State and the port. VEDP staff indicated that VPA routinely
shares leads on development opportunities and has helped success-
fully attract new businesses to the State.

VEDP indicated that the one way in which the two parties could
improve their cooperation is by better coordinating their market-
ing activities. To address this performance gap, in June 2012 VPA
and VEDP signed a Memorandum of Understanding to launch a
joint marketing campaign. As part of this initiative, in September
2013 VPA and VEDP held a “Familiarization Tour” event for 14
national site selection consultants, which highlighted opportuni-
ties for businesses to locate or expand in Virginia.

Cooperation between VPA and VEDP has also been promoted by
their respective governing boards. The VPA and VEDP boards
formed a joint committee to increase cooperation starting in 2013,
and legislation enacted in 2013 added the Chief Executive Officer
of VEDP to the VPA board.
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VPA Is Best Suited to Supplement Efforts of State and Local
Economic Development Agencies

VPA’s role in economic development has not been specifically de-
fined by the General Assembly or the Governor. VPA’s statutory
responsibilities for economic development are to foster and stimu-
late port commerce by promoting freight shipments and “in gen-
eral to perform any act or function that may be useful in develop-
ing, improving, or increasing the commerce, both foreign and
domestic, of all maritime and inland ports of the Commonwealth.”
The Governor and the Secretary of Transportation have issued
statements indicating that the port should play a more proactive
role in economic development, but its exact duties have not been
defined. Similarly, the VPA board has not formally established
economic development responsibilities for the organization.

There does not appear to be consensus on the role that VPA should
play in economic development. One perspective is that VPA should
continue to perform the economic development duties that it has
traditionally carried out. Another perspective is that VPA’s role
should be expanded, and it should assume a more primary role.
Under this approach, VPA would be expected to take the lead in
land development and convincing businesses to locate or expand in
Virginia, instead of letting VEDP and local governments lead these
efforts.

Expecting VPA to take on a greater economic development role
could distract it from effectively overseeing and managing port op-
erations. This approach could make broader economic development
objectives, such as job creation and capital investment, a higher
priority than increasing port volumes.

VEDP Sets Economic Development Priorities and Is Best
Equipped to Attract Business Activity. VEDP and local economic
development agencies have traditionally led efforts to attract busi-
nesses to Virginia, with VPA providing support and expertise
when a port-related business is targeted. VEDP staff, VPA staff,
local development agencies, and port customers indicated that this
division of roles and responsibilities should remain in place.

Expanding VPA’s role in economic development could duplicate
current VEDP efforts, lead to conflicts, and result in less focus on
overseeing and managing port operations. VEDP is the lead eco-
nomic development entity for the State, tasked by the General As-
sembly to stimulate and support the development and expansion of
the overall Virginia economy. The specific duties assigned to VEDP
under the Code of Virginia include working with local governments
and private businesses to locate or expand facilities in Virginia.
VPA has only been tasked by the legislature with stimulating port-
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related commerce. VPA has historically interpreted this to include
assisting VEDP in its efforts to attract port-related businesses but
not assuming the lead role, which remains the responsibility of
VEDP.

VEDP and local governments appear to be better positioned than
VPA to negotiate with businesses to locate facilities in Virginia.
VEDP has authority over several economic development grant pro-
grams, maintains extensive data on potential facility sites
throughout the State, and is knowledgeable about tax policies and
incentives. Local governments have authority over local tax policy,
grant programs, zoning, permitting, utilities, and other key factors
that can affect site selection decisions. By contrast, VPA has fewer
resources and less authority, making it less suitable for a leading
role in economic development.

VEDP and local governments are better suited to lead economic
development efforts in general because many prospective busi-
nesses do not use the port or are concerned with other State at-
tributes. For example, information technology businesses and de-
fense contractors do not rely on commercial port operations and
are more concerned with other factors, such as the technical skills
of the State’s workforce. Many manufacturers rely on ports, but
factors such as the skills of the available workforce, labor costs,
proximity to clients or vendors, transportation infrastructure and
tax laws may be just as important when they select where to build
a facility.

VPA’s Supportive Role Is Enhanced by Its Business Relation-
ships and New Grant Program. Although VPA should not be ex-
pected to take the lead in attracting new businesses to Virginia, it
should continue to play a supporting role. VEDP and other stake-
holders indicated that VPA provides valuable insight, expertise,
and familiarity with port-related businesses. VPA is uniquely situ-
ated to assist in attracting these types of businesses to the State
because it is in routine contact with a multitude of businesses.

VPA has recently been given authority over a grant program that
could be used to help attract businesses to Virginia: the Port of
Virginia Economic and Infrastructure Development Zone Grant
Program. Enabled through statute in 2013, this program provides
grants of up to $500,000 to qualifying businesses. To qualify, a
company must locate a new facility, or expand an existing facility,
in one of the localities situated near Virginia’s port terminals or in-
termodal rail yards.

Impact of Economic Development Strategy May Be Limited. Eco-
nomic development as a strategy for VPA growth may achieve only
limited success in the future. Foremost, Virginia will have limited
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opportunities to compete for future distribution centers because
the decision to establish new centers is driven by demand in the
regional retail market. As previously noted, Virginia’s regional
market is relatively small compared to other major East Coast
ports. Additionally, future growth in distribution centers is likely
to be slow because retailer’s logistics networks are now well-
established. Virginia and other East Coast states experienced a
boom in distribution center development over the past decade
when retail companies redesigned their networks to make greater
use of East Coast ports. Now that these centers are established, a
new boom is unlikely.

VPA could benefit from the expansion or location of manufacturing
companies in Virginia. However, VPA and VEDP indicated that
the State has not recently been as successful as other southern
states in attracting major manufacturing facilities, such as auto-
mobile plants.

VPA Is Not Well Positioned to Lead Land Development Initiatives
in the Near Future

Legislation passed by the General Assembly in 2013 granted VPA
the authority to become directly involved in developing land
around the port in order to better attract manufacturing and dis-
tribution centers. For example, VPA is authorized to buy and de-
velop property that could be used to attract port customers. How-
ever, VPA should not immediately pursue a greater role in land
development.

The Port of Savannah’s Retail Distribution Center Success Can-
not Be Replicated in Virginia. The Port of Savannah has been cited
as a model for land development, but comparing current land de-
velopment opportunities at VPA and the past success of the Port of
Savannah is of limited value due to different circumstances. In the
early 2000s, the Port of Savannah had large undeveloped land
tracts that were available to be developed cheaply just outside its
port terminal. Local economic development agencies and private
developers established industrial parks on this land, which were
occupied by retailers looking to serve Atlanta and other major
Southeast markets. In contrast, the area surrounding VPA’s ter-
minals 1s highly urbanized. Land is available in nearby rural are-
as, but as discussed above, Virginia has already experienced its
own distribution center boom in these areas, and this growth is not
likely to be repeated in the near future. VPA also serves a smaller
market than the Port of Savannah, which means there is less de-
mand for locating distribution centers in Virginia.

Further, it appears that the Georgia Port Authority, which governs
the Port of Savannah, did not play a significant role in developing
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land around the port. Georgia Port Authority officials indicated
that the rapid land development that has taken place surrounding
the port over the past decade was performed by local authorities
and private companies. Port officials indicated that although it
helped encourage this development, neither it nor the state of
Georgia directly purchased or developed properties.

VPA Does Not Have Financial Resources to Exercise Its New In-
dustrial Development Powers. VPA is not currently in a financial
position to pursue land development. In 2013 VPA was granted
Industrial Development Authority (IDA) powers to (a) purchase
and sell land and (b) make and forgive loans. However, VPA does
not currently have the financial resources to make land invest-
ments or loans to third-party developers. As discussed in JLARC’s
2013 Review of Recent Reports on the Virginia Port Authority’s Op-
erations, VPA is not expected to become profitable until FY 2014-
15.

VPA may be able to make use of its IDA powers once it becomes
profitable. However, IDA investments would compete for funding
with the many capital projects VPA has planned, such as expan-
sion of the APMT facility and construction of the Craney Island
terminal. Capital projects are intended to improve VPA operations
and fulfill its primary mission of facilitating economic activity. Di-
verting funds from operational improvements to economic devel-
opment may therefore not be the most strategic or prudent use of
future revenues.
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Chapter

Capital Needs at VPA and Other
East Coast Ports Have Been Partially
Financed With State Funds

In Summary

Since 1970, the State has contributed over $1 billion to the Virginia Port Authority
(VPA). The majority of this funding has come from the Commonwealth Port Fund
(CPF), which was created in 1986 to support VPA’s capital needs. While VPA has
used some CPF funds for the outright purchase of capital assets, it has mostly used
the CPF to issue bonds, which offer the most cost-effective approach to financing
capital investments. All East Coast ports examined for this study have received
state financial support for capital needs over the past 10 years, but ongoing dedicat-
ed state funding is unique to VPA. The Georgia Port Authority and the South Caro-
lina State Ports Authority are the only East Coast ports that finance all on-terminal
capital needs with terminal revenue. On-terminal capital needs, such as new equip-
ment, terminal improvements, and maintenance of capital assets, are necessary to
support core terminal operations. All the other East Coast ports examined in this
study have required state assistance for on-terminal capital needs. Both Georgia and
South Carolina have recently directed state funds to off-terminal needs, including
harbor deepening and port access roads, although they have spent less than Virgin-
ia. VPA plans to use most of the CPF funds projected through 2040 on debt service
for CPF bonds and construction of the Craney Island Marine Terminal. Revenue
from VPA’s terminal operations could be used to finance most of VPA’s other capital
needs, which would allow a portion of future CPF funds to be allocated to more stra-
tegic off-terminal projects designed to facilitate the flow of cargo to and from VPA.

The study mandate directs JLARC to evaluate “the history and
purpose of the Commonwealth Port Fund” (CPF) and to identify
and evaluate “state and local funding sources for capital improve-
ments and operations at competitor ports.” The Virginia Port Au-
thority (VPA) continues to receive State funding, while several
other state-owned ports on the East Coast operate successfully
with less public funding.

All East Coast ports examined in this study have received state
funding to support capital needs, but Virginia is the only state that
provides ongoing dedicated funding. VPA expects to use most of
the CPF allocations between FY 2014 and FY 2040 on capital im-
provements to expand VPA’s capacity to handle projected volume
growth, but a portion of CPF funds could be allocated to off-
terminal infrastructure, such as roads and rail connections. This is
consistent with the approach taken by Georgia and South Caroli-
na, as well as other East Coast states, to provide financial assis-
tance to their ports. As noted in Chapter 3, these capital invest-
ments will be necessary to enhance VPA’s future competitiveness.
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Financial Data

Revenue and expense
data included in this
chapter are presented
in actual dollars for the
relevant time period.
Dollar amounts have
not been adjusted for
inflation.

Commission on
Transportation for
the 21st Century

This Commission was
created in 1986 to
identify transportation
needs in Virginia, as
well as alternative
means of financing for
these needs. The
Transportation Trust
Fund, which is com-
posed mostly of trans-
portation-related taxes
and fees, was created
as a result of this
Commission’s findings

and recommendations.
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STATE FUNDS HAVE BEEN A DECREASING PROPORTION OF
VPA REVENUE AND PRIMARILY USED FOR CAPITAL NEEDS

The use of public funds to support port capital needs is common
practice. It can be difficult to find private investors willing to fi-
nance port infrastructure because underused capacity during the
initial phases of capital improvements may create operating losses
and a delayed return on investment. Governments are more likely
to finance port capital needs because they benefit from the econom-
ic activity generated from port commerce, including port-related
jobs and taxes.

Since 1970, VPA has received over $1 billion in State funds. Annu-
al general fund appropriations were the primary source of State
funding for VPA until the General Assembly created the CPF in
1986, using a portion of the State’s Transportation Trust Fund
(TTF). General funds are no longer allocated to VPA each year, but
the CPF continues to be a dedicated, ongoing source of State fund-
ing for VPA. CPF funds, which have been used primarily to finance
VPA’s capital needs, are a small proportion of VPA’s funding and
are likely to continue to decline relative to VPA’s terminal revenue.

State Funded VPA With General Fund Appropriations Prior to
Establishment of CPF

Between 1970 and 1986, the General Assembly subsidized port op-
erations and some of VPA’s capital needs on an as-needed basis
with general funds. A more stable source of funding for port capital
needs was created in 1986, when the CPF was established “to sup-
port port capital needs and the preservation of existing capital
needs of all ocean, river, or tributary ports within the Common-
wealth” and “to foster and stimulate the flow of maritime com-
merce through the ports of Virginia, including but not limited to
the ports of Richmond, Hopewell, and Alexandria” (Code of Virgin-
ia § 58.1-638). The State funded VPA with a combination of CPF
funds and general funds from 1987 until 1997, when VIT began
generating sufficient terminal revenue to fund all port operations.
Since then, VPA has received occasional general fund appropria-
tions for capital needs, but the CPF has been the primary source of
State funding.

VPA’s annual CPF appropriation is determined by a funding for-
mula in the Code of Virginia that sets aside 4.2 percent of the TTF
funds for VPA. This formula was developed by the Commission on
Transportation for the 21st Century as part of a broader transpor-
tation initiative to prioritize and fund transportation needs
throughout the Commonwealth. Although there have been some
changes to the taxes and fees that comprise the TTF since it was
initially created, the proportion of the TTF dedicated to the CPF
has not changed. VPA has received a total of $690 million from the
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for about 10 percent
of VPA's total reve-
nuein FY 2012.

CPF since FY 1987. The CPF appropriation to VPA is projected to
be about $39 million in FY 2014.

Because the CPF is a codified, dedicated source of funding, these
annual allocations are considered a permanent source of revenue
for budgeting and strategic planning purposes at VPA. Projected
CPF allocations are based on six-year forecasts of CPF funds pro-
vided by the Virginia Department of Transportation (VDOT) twice
per year. CPF allocations are included in the State budget bill
along with all other State appropriations. Once the budget bill has
been passed by the General Assembly and signed into law by the
Governor, CPF funds are automatically transferred from the TTF
to VPA’s account each month. The use of these funds is guided by
the enabling legislation and by a Capital Improvement Plan that
was created by VPA as part of a long-term strategic plan.

State Funding Has Been a Modest and Decreasing Proportion of
VPA’s Revenue

State funding has been a modest portion of VPA revenue for the
past 31 years and has grown smaller over time (Figure 16). VPA
terminal revenue grew 12 times larger between FY 1981 and
FY 2012 from $24 to $298 million. During that same period, State
funding grew only about 2.5 times larger, from about $14 million
in FY 1981 to $36 million in FY 2012. CPF funds accounted for
about 10 percent of VPA’s total revenue in FY 2012.

Projections indicate that CPF allocations will remain modest in
comparison to terminal revenue for at least the next five years.
VPA expects container volume to grow five percent or more annual-
ly, which would result in over $400 million from terminal revenue
by FY 2017. Forecasted CPF revenue in FY 2017 is about $44 mil-
lion, or about 11 percent of that year’s projected terminal revenue.
As noted in the previous JLARC report, Review of Recent Reports on
the Virginia Port Authority’s Operations (January 2013), these reve-
nue projections appear to be based on reasonable assumptions.

Of the $1 billion the State contributed to VPA since its inception in
1970, about 68 percent was allocated from the CPF between
FY 1987 and FY 2012 and used for capital needs (Figure 17).
About 31 percent of all State funding was from general funds. Most
of these general funds were appropriated between FY 1970 and
FY 1997, and were used primarily for operating expenses at VPA,
but some general funds were appropriated in FY 2007 and
FY 2008 for land development at Craney Island and a rail project.
An additional $17.5 million, which accounted for about two percent
of total State funding to VPA, was appropriated from the Priority
Transportation Trust Fund, which is part of the TTF, for channel
dredging in FY 2003.
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Figure 16: State Funding Has Been Relatively Modest Source of Revenue at VPA
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Note: In 2008, VPA received general funds for the median rail project and land development at Craney Island. This graphic does not

include $17.5 million allocated from the State Priority Transportation Trust Fund in FY 2003.

Source: JLARC staff analysis of financial data provided by VPA, 2013.
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Figure 17: CPF Provided Majority of State Funding to VPA (FY 1970-FY 2012)
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Priority Transportation
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General Funds $1 Billion 68%
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Note: Information on State funding in FY 1973 could not be located, but it probably included some general funds.

Source: JLARC staff analysis of financial data provided by VPA, 2013.
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Master Equipment
Lease Program

A Master Equipment
Lease Program pro-
vides financing for
most equipment pur-
chases at VPA at
terms ranging from
seven to 10 years.

CPF Has Been Used to Fund Port Capital Needs, as Intended by
the Enabling Legislation

As previously noted, the CPF was created “to support port capital
needs and the preservation of existing capital needs” of all ports
within the State and “to foster and stimulate the flow of maritime
commerce through the ports of Virginia” (Code of Virginia § 58.1-
638). Consistent with the stated purpose of the CPF, all of the
$320 million VPA received from the CPF between FY 2004 and
FY 2012 was spent on capital needs. (Data on CPF expenditures
prior to FY 2004 were not readily available.) About 64 percent of
this amount was spent on debt service for capital needs funded by
CPF bonds and equipment purchased through Master Equipment
Lease Programs (Figure 18). Direct capital expenditures accounted
for an additional 15 percent of all CPF expenditures.

Figure 18: CPF Funded VPA Capital Needs (FY 2004-FY 2012)

3%
Financial Assistance
for Capital Needs at
15% Local Ports?

Direct Capital
Expenses

18% ; $320 Million
Maintenance of | Total

Capital Assets

64%
Debt Service for
Capital Needs

Note: VPA expense data prior to FY 2004 was not readily available.

@ This also includes Payment In Lieu of Taxes (PILOT) to localities that house terminal facilities,
which was funded from the CPF from 2004 to 2006.

Source: JLARC staff analysis of financial data provided by VPA, 2013.

About 18 percent of all CPF expenditures between FY 2004 and
FY 2012 was for maintenance of capital assets, which is consistent
with the CPF’s stated purpose of preserving existing capital. These
expenses include maintenance of equipment necessary to keep the
port in working order and do not include any expenses related to
staff.

Over the past nine years, VPA used about three percent of the CPF
funds to provide financial assistance for capital needs at local ports
that are not VPA-owned or operated. This is consistent with statu-
tory language stating that the CPF was created “to support [the
capital needs] of all ocean, river, or tributary ports within the
Commonwealth.” VPA has awarded up to $2.2 million annually to
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CPF funds have paid
for about 11 percent of
VPA'’s total expenses
since FY 2004, which
were nearly $3 billion.

these ports. Recipients of these funds have included ports in
Wachapreague, Cape Charles, Onancock, and Saxis.

CPF funds have paid for about 11 percent of VPA’s total expenses
since FY 2004, which were nearly $3 billion (Figure 19). CPF funds
financed over half of all expenses related to debt service for capital
needs and financial assistance for capital needs at local ports. CPF
funds financed less than 10 percent of all remaining expenses, in-
cluding direct capital expenses and operating expenses, which in-
clude the cost to maintain capital assets.

VPA plans to use a majority of CPF funds for debt service on capi-
tal needs and direct capital expenses in FY 2014 (Figure 20). In
addition, VPA will begin contributing at least 12 percent of CPF
funds annually to the Route 460 Corridor Improvement Project,
which is intended to facilitate the flow of traffic to and from VPA.

Figure 19: CPF Funds Paid for 11 Percent of VPA’s Total Expenses (FY 2004-FY 2012)

11%
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Debt Service for
Capital Needs

Direct Capltal All Other Total Expenditures
Expenses Operating Expenses® at VPA
$3B

Note: Expenses related to financial assistance to local ports and economic development totaled less than $70 million each, and there-
fore were not included in this graphic.

& CPF funds were used only for the capital maintenance portion of operating expenses.

Source: JLARC staff analysis of financial data provided by VPA, 2013.

62

Chapter 4: Capital Needs at VPA and Other East Coast Ports
Have Been Partially Financed With State Funds



Figure 20: CPF Funds Will Be Used to Finance Capital Needs at VPA in FY 2014
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$39 Million
Total CPF
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Maintenance of

Capital Assets

Note: According to a Memorandum of Understanding between VPA and the Virginia Department of Transportation (VDOT), 0.5 percent
of the CPF will be used to fund a portion of the Route 460 Corridor Improvement Project. This allocation of CPF funds to VDOT will
continue for 90 years. Alternatively, if VPA pays VDOT a total of $250 million for this project by June 2022, there will be no further obli-
gation of CPF funds to the Route 460 project. Also, this graphic does not include $75,412 from the CPF, which was transferred to the
State General Fund to defray costs associated with activities of central service agencies, such as the Department of Accounts.

Source: JLARC staff analysis of financial data provided by VPA, 2013.

VPA Bond Authority

The Code of Virginia
authorizes VPA to is-
sue bonds for capital
projects (§ 62.140).
Proposed bond issues
are typically included in
the State budget bill
and authorized by the
Governor and General
Assembly in the State
Appropriation Act. For
Commonwealth Port
Fund bonds, the State
Treasury Board re-
views the final debt
structure to ensure it is
financially prudent.

CPF FUNDS HAVE ALLOWED VPA TO FINANCE CAPITAL
NEEDS WITH LOW INTEREST RATES

The $690 million in CPF funding received by VPA since FY 1987
has been used more often for issuing debt to finance capital needs
than for making outright purchases of capital assets. VPA’s total
outstanding debt is $561 million, including debt from CPF bonds,
port facility revenue bonds, and Master Equipment Lease Pro-
grams, but there appears to be sufficient revenue to cover debt
service on all outstanding loans. As discussed later in this chapter,
a comparison of VPA’s capital assets to those of other East Coast
ports indicates that VPA has not over-invested in capital im-
provements, despite its level of debt.

VPA Has Used State Funds to Issue Over $400 Million in CPF
Bonds

CPF bonds are the most cost-effective loans available to fund capi-
tal needs. CPF bonds are secured by State funding from the CPF,
as well as a sum sufficient appropriation from the State if VPA
cannot meet debt service obligations. As a result of this State
guarantee, these bonds have consistently maintained a high credit
rating, and offered the lowest interest rates of all loans available to
VPA. VPA’s outstanding debt through CPF bonds is included in
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the State’s debt capacity and represented one percent of the State’s
total debt in FY 2012.

Since 1988, VPA has leveraged the CPF to issue over $400 million
in bonds to fund capital needs (Table 6). Most of the CPF bond pro-
ceeds have funded terminal improvements, such as wharf, berth
and pier construction at VPA terminals. Other capital investments
financed with CPF bonds have included channel dredging and
equipment purchases, including eight new Suez Class container
cranes in FY 2002, at a cost of $5.9 million each.

Table 6: VPA Has Issued Over $400 Million in Debt From CPF Bonds Since 1988

Year of Amount of Bond
Bond Issue Issue (Millions)  Description of Projects Funded by Bonds
Acquire land and equipment for NIT; berth, storage, and equipment
1988 106.1 at PMT; extension of pier and other improvements at NNMT,
construction of berths and dredging at the Port of Richmond
Construction of berth at NIT, dredging, improvement of 61 acres of
1996 38.3 land for use as handling, staging, and storage backup at other
facilities; replacing and improving equipment
Renovation and extension of existing wharf; purchase of eight new
2002 135.0 . : o
Suez Class container cranes, dredging, other site improvements
2005 60.0 Land acquisition, improvements at NIT, PMT, NNMT, and VIP, and
' land improvements at Town Point Park in Norfolk
2006 217 Purchase land at NIT, cranes, and improvements to cruise terminal
: operated by the city of Norfolk
2011 57.4 Craney Island Eastward Expansion and pay off of treasury loan
Total $418.5

Note: Total does not include refunding bonds issued in 1998 and 2012. Also, about $2.2 million from the total amount of bond proceeds
was spent on costs of issuance, including financial advisors, lawyers, underwriters, expenses for printing the document, and rating
agency fees to issue the bonds.

Source: JLARC staff analysis of data supplied by VPA, 2013.
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VPA'’s Total Debt Exceeds $500 Million, But There Appears to Be
Sufficient Revenue to Cover Debt Service

VPA’s total outstanding debt was $561 million as of June 30, 2012
(Figure 21). Nearly half of VPA’s debt originated from port facility
revenue bonds, which are secured by terminal revenue and will
mature in 2040. These bonds have received strong ratings from
bond ratings agencies, but they are rated slightly lower than CPF
bonds, and therefore have higher interest rates. Both Moody’s In-
vestor Service and Standard & Poor’s (S&P) reaffirmed bond rat-
ings on outstanding port facilities revenue bonds in July 2013. Ac-
cording to a recent press release, S&P offered several explanations
for this decision:

The rating reflects our view of the authority’s historically
good financial performance, despite fluctuating container
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There appears to be
sufficient revenue to
cover all of VPA’s debt
service payments.

volumes due to the recession. The rating further reflects our
view of the port’s strong historical debt service coverage by
pledged net revenue; and good competitive position as a
deep channel port with a central location on the East Coast,
improved rail connections to the Midwest and a history or
performance.

The Moody’s report likewise indicated that VPA’s competitive posi-
tion among East Coast container ports was a reason for affirming
the Aa3 bond rating for the port facility revenue bonds and chang-
ing the outlook from negative to stable. The Moody’s report cited
two additional reasons for affirming the current rating: projected
growth in container volume and the expectation that VPA man-
agement will prudently handle the VIT governance transition.

CPF bonds represent about 42 percent of VPA’s total debt and will
reach maturity in 2036. The remaining nine percent of VPA debt
originated from Master Equipment Lease Programs. As noted ear-
lier, Master Equipment Lease Programs are the primary funding
mechanism for cranes and other major equipment purchases not
funded with bond proceeds. Terminal revenue and CPF allocations
will be used to pay debt service on outstanding Master Equipment
Lease Program debt until 2022. (A schedule of outstanding bond
debt and debt service requirements can be found in Appendix E.)

Figure 21: VPA’s Debt Primarily Consists of Port Facility
Revenue and CPF Bonds (FY 2012)

$53 M (9%)
Master Equipment
Lease Program

$561 Million

Total $274 M (49%)
Port Facilities
Revenue Bonds

$234 M (42%)
CPF Bonds

Source: JLARC staff analysis of financial data provided by VPA, 2013.

There appears to be sufficient revenue to cover all of VPA’s debt
service payments. For the port facility revenue bonds, debt service
coverage ratios have exceeded the minimum ratio for at least the
past five years. In 2013, this ratio is expected to be 2.0 or higher,
which is preferred by bond rating agencies. The debt service cover-
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Debt Service
Coverage Ratios

Bond holders and bond
rating agencies require
bond issuers to main-
tain minimum debt
service coverage ratios
until bonds reach ma-
turity. These ratios
compare revenue
available to pay debt
service on bonds to
actual debt service
payments. Ratios are
based on pledged rev-
enue sources, as stat-
ed in bond agree-
ments.

Port Authority of New
York and New Jersey
Excluded From
Analysis

The Port Authority of
New York and New
Jersey (PANYNJ) does
not appear to receive
state funds, but does
receive revenue from
other entities that
comprise PANYNJ,
such as the airports
and mass transit sys-
tem. It appears that
revenue from these
entities is used to fund
on- and off-terminal
capital needs, and so
the port itself is not
financially self-
sustaining. Because of
the unique funding
structure for PANYNJ,
it has been excluded
from this analysis.

An ongoing, dedicat-
ed source of funding,
like the CPF, is
unique to Virginia,
but several other
states also use
transportation related
taxes and fees to
support capital needs
at state-owned ports.
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age ratios for the CPF bonds, which are based on CPF revenue,
have also met or exceeded the minimum ratio for at least the past
five years.

LIKE VPA, OTHER MAJOR EAST COAST PORTS HAVE
BENEFITED FROM STATE FUNDS IN RECENT YEARS

Because ports are capital-intensive enterprises they often require
financial support from public funds. Port capital needs include on-
terminal infrastructure, such as terminal maintenance, capacity
expansion projects, and equipment, as well as off-terminal infra-
structure, such as roads and rail connections, to support the
movement of cargo to and from the port. Port authorities in some
states have set the goal of funding all on-terminal capital needs
with terminal revenue, but state and federal funding is almost al-
ways necessary for off-terminal projects, which typically occur on
public property.

Over the past 10 years, state funds have been directed to all East
Coast ports examined in this study for on-terminal capital needs,
off-terminal capital needs, or both. Georgia and South Carolina
have provided state funds for off-terminal capital needs only. The
Georgia Port Authority (GPA) and the South Carolina State Ports
Authority (SCSPA) have both recently made significant capital in-
vestments in on-terminal infrastructure using terminal revenue.
The total amount of state funds directed to off-terminal port relat-
ed projects at GPA and SCSPA has been less than the total
amount of State funding received by VPA for on- or off-terminal
projects.

Two Major East Coast Ports Do Not Receive State Financial
Support for On-Terminal Capital Needs

All East Coast ports examined in this study have received state fi-
nancial support for capital infrastructure needs over the past 10
years (Table 7). Most receive state financial support for on-
terminal capital needs and off-terminal capital needs. An ongoing,
dedicated source of funding, like the CPF, is unique to Virginia,
but several other states also use transportation-related taxes and
fees to support capital needs at state-owned ports. For example,
the Maryland Port Administration is part of the Maryland De-
partment of Transportation and appears to be cross-subsidized by
revenue from other entities within the agency.

The North Carolina State Ports Authority and the Jacksonville
Port Authority both receive funding on an ad-hoc basis from state
transportation funds or state general funds. The Jacksonville port
also receives support from a state infrastructure bank, which sub-
sidizes interest on loans, and a portion of local taxes from the City
of Jacksonville.
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It appears that GPA and SCSPA have received state funds over
the past 10 years for off-terminal projects only, such as roads and
harbor dredging. These ports have reportedly relied on terminal
revenue to fund all on-terminal projects since at least 2004.
SCSPA specifically includes “financial self-sufficiency” as part of
its mission statement. Financial self-sufficiency is not part of
GPA’s official mission statement, but according to port officials the
state of Georgia expects GPA to be financially self-sufficient.

Table 7: State Funds Have Been Directed to Capital Needs at
East Coast Ports (FY 2004—FY 2013)

State Funding for State Funding State Funding
Port Capital Needs  for On-Terminal for Off-Terminal

East Coast Port in Past 10 Years? Projects? Projects?
Georgia Port Authority v None v
Jacksonville

Port Authority v v v
Maryland Port

Administration v v v
North Carolina State

Ports Authority v v v
South Carolina State v None v

Ports Authority
Virginia Port Authority v v v

Note: Port Authorities in Massachusetts, Pennsylvania, Delaware, and Palm Beach (FL) are ex-
cluded from this analysis because they are not major ports of call for containerized cargo. Port au-
thorities in Miami (FL) and Fort Lauderdale (FL) were excluded from this analysis because they
primarily derive revenue from cruise ship operations instead of cargo operations. Additionally, as
noted previously, the Port Authority of New York and New Jersey is excluded because it is cross-
subsidized by fees collected by other entities it operates.

Source: JLARC staff analysis of financial documents of VPA and other East Coast ports and
JLARC staff interviews with port staff. Port staff in MD and NC declined to be interviewed.

Georgia and South Carolina Port Authorities Have Both Made
Significant On-Terminal Capital Investments Without State
Financial Assistance

For at least the past 10 years, GPA and SCSPA have reportedly
used terminal revenue to make outright purchases for on-terminal
capital needs or to pay debt service on bonds issued to finance on-
terminal capital needs. Investments over the past two years have
included $140 million by GPA for equipment and renovations at
the Garden City and Jasper Ocean terminals and about $100 mil-
lion by SCSPA for development of a new container port at the Old
Charleston Navy Base. Future on-terminal capital investments at
these ports will also be financed with terminal revenue. These in-
vestments will reportedly include $702 million at SCSPA for a new
terminal at the Old Charleston Navy Base and about 1.2 billion at
GPA for expansion of the Garden City terminal and other capital
improvements.
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Georgia and South Carolina Port Authorities Both Have Higher
Net Operating Income and Lower Outstanding Debt Than VPA.
Stronger financial performance at GPA and SCSPA, compared to
VPA, has likely contributed to more revenue being available to pay
for on-terminal capital needs. Both GPA and SCSPA have reported
operating income (including depreciation) for at least the past five
years, while VPA has reported operating losses four of the last five
years (Table 8). However, operating income excluding depreciation
expenses has been positive at VPA, which indicates positive cash
flow since at least 2008. As noted in Chapter 3, VPA’s operating
costs are higher than those at GPA and SCSPA due to factors such
as labor mix and VPA’s reliance on rail business to compensate for
a small captive market. Higher costs have resulted in less operat-
ing income at VPA, relative to GPA and SCSPA. Higher container
volume at GPA, compared to VPA and SCSPA, has also contribut-
ed to greater financial success at that port for the past five years.

As noted in the previous JLARC report, operating losses at VPA
during the past four fiscal years can be attributed to the impact of
the recession in 2009 and 2010, and to the financial impact of

Table 8: Georgia and South Carolina Ports Have More Operating
Income and Less Outstanding Debt Than VPA

Operating Income  Total Amount of

Operating Income (Loss) Excluding Outstanding
(Loss) Including Depreciation Debt in 2012
Fiscal Year Depreciation (millions) (millions) (millions)
Georgia Port Authority
2012 $78.2 $121.4 $252
2011 71.9 112.3
2010 62.4 99.5
2009 59.3 91.6
2008 65.4 92.7
South Carolina State Ports Authority
2012 $7.3 $38.2 $175
2011 16.6 45.5
2010 8.4 37.9
2009 25.7 554
2008 54.7 83.2
Virginia Port Authority
2012 ($11.2) $38.0 $561
2011 (20.0) 30.6
2010 (18.5) 29.7
2009 (20.5) 23.5
2008 4.6 45.2

Source: JLARC staff analysis of CAFRs from VPA, GPA, and SCSPA, 2013.
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VPA is expected to
generate positive
operating income in
FY 2014.

leasing APMT in 2010 and 2011. However, operating losses at VPA
were considerably lower in FY 2012 than the previous three years.
VPA is expected to generate positive operating income in FY 2014.

It appears that GPA and SCSPA have been less reliant than VPA
on debt to finance capital needs. In FY 2012, outstanding debt at
each of these ports was less than half VPA’s outstanding debt of
$561 million.

Georgia and South Carolina Have Allocated Funds to Off-
Terminal Capital Infrastructure to Benefit Ports. GPA and SCSPA
have not received state funding for on-terminal capital infrastruc-
ture over the past 10 years, but state funds have recently been al-
located to off-terminal capital infrastructure at these ports. Geor-
gia has allocated nearly $350 million for harbor deepening and
highway expansion projects (Table 9). South Carolina has spent
$176 million on land for a BMW plant and an access road for the
new Navy Base terminal, and will spend between $120 million and
$300 million for harbor deepening, depending on the amount of
federal funds allocated to this project.

The total amount of State funding allocated to VPA for both on-
and off-terminal capital infrastructure over the past 10 years has
exceeded the amount of state funding directed to off-terminal

Table 9: Georgia and South Carolina Have Allocated Substantial State Funding to Off-
Terminal Projects (FY 2004—-FY 2013)

Amount of State
Investment or

Project Description Total Cost Commitment Federal Funding
and Date Funding Authorized ($, Millions) ($, Millions) ($, Millions)
Georgia
Harbor Deepening Project (2010) —
deepens Savannah River to 47 feet $652 $231 $1
La§t Mile Project (_2011) - exp_ands 119 119 None
highway to alleviate congestion
Total $771 $350 $1
South Carolina
Land for BMW plant in Greer, SC (2003) $8 $8 None

Harbor Deepening Project

(2013) —

deepens Charleston Harbor to 45 feet 300 120 180
Navy Base Terminal Road (2007) —
provides access to new Navy Base 200 $168 None
Terminal
Total $508 $296 $180

Source: JLARC staff analysis of financial information provided by GPA and SCSPA, 2013.
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capital infrastructure at GPA and SCSPA. State funding for off-
terminal infrastructure at VPA over the past 10 years has included
about $53 million for a median rail project and Craney Island land
development. When combined with the $347 million received from
the CPF over the past 10 years, the total amount of State funding
to VPA was about $400 million.

Historical Differences in State Funding at Ports in Georgia and
South Carolina May Partially Explain Differences in Financial
Conditions and Funding Needs

GPA and SCSPA have not received direct state financial assistance
for on-terminal projects in recent years, but both of these ports
have historically benefited from state assistance with their termi-
nals. The initial acquisition and construction of the original con-
tainer terminals at both GPA and SCSPA appears to have been
fully funded by their respective states.

VPA received State funding for the acquisition and renovation of
its original container ports but also issued debt to finance these
capital needs. VPA continued to invest heavily in capital infra-
structure, resulting in an even larger debt load, and therefore
higher debt service payments, relative to GPA and SCSPA. As not-
ed earlier, VPA’s total outstanding debt in FY 2012 was twice the
outstanding debt at GPA and SCSPA. Still, it does not appear that
VPA has over-invested in capital assets.

Construction of Main Container Terminals at Both GPA and
SCSPA Appears to Have Been Fully Funded by Their Respective
States. According to port officials at SCSPA, $141 million in capi-
tal contributions was received from state and local sources be-
tween 1943 and 1990 to acquire the original port facilities and con-
struct Wando Welch Terminal Phase 1, which is the main
container port still in use today. SCSPA reportedly did not pay
debt service on bonds issued by the state to finance initial con-
struction expenses for the Wando Welch terminal facility. SCSPA
did use terminal revenue and debt backed by terminal revenue in
the decade following construction of this facility to fund terminal
expansions and equipment purchases.

Port officials at GPA reported full state funding for its original
container port, Garden City, which is still in use today, through
general obligation bonds issued by the state. JLARC staff have re-
quested but not received information on the total amount of money
contributed by the state of Georgia to build the Garden City termi-
nal and the timeframe of these capital contributions. However,
port officials confirmed that GPA was not responsible for paying
debt service on the state-issued general obligation bonds used to
fund initial construction of the Garden City terminal. GPA entered
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into an agreement with the state in 2007 to pay back the debt ser-
vice on those general obligation bonds, but all terminal revenue
that would have been used to pay debt service on those bonds was
presumably available for operating expenses and additional capital
needs before that agreement was made, reducing the need for ad-
ditional loans.

VPA Received Some State Assistance With Purchase of Original
Container Terminals, But Also Issued Debt to Acquire and Reno-
vate Facilities. Between FY 1970 and FY 1990, VPA received $248
million in State funding, but a large portion of those funds were
reportedly used for operating expenses. Only about $60 million of
that amount had been allocated from the CPF and was therefore
fully dedicated to capital expenditures. These expenditures totaled
$271 million for the purchase of and capital improvements to
VPA’s major container terminals, as well as harbor dredging (Ta-
ble 10). By FY 1990, after financing most of its capital needs
through CPF bonds and other loans, VPA’s total outstanding debt
was $137 million, nearly four times SCSPA’s total debt of $35 mil-
lion and eight times GPA’s total debt of $17 million at that time.

Table 10: Capital Asset Acquisitions at VPA Totaled $271 Million
(FY 1970-FY 1990)

Location of Asset Acquisition Cost

(millions)
Norfolk International Terminal 150
Newport News Marine Terminal 54
Portsmouth Marine Terminal 45
Virginia Inland Port 12
Dredging 10
Total $271 Million

Source: JLARC staff analysis of financial data provided by VPA, 2013.

Value of VPA Capital Assets Similar to Those of Georgia and
South Carolina Port Authorities. Despite higher levels of debt than
GPA and SCSPA, VPA does not appear to have over-invested in
capital assets, such as land, wharves, piers, railroad tracks,
equipment, buildings, structures and capital improvements. The
amount of capital assets in which VPA has invested appears to be
in line with two other ports, based on number of containers each
port handled in 2012 (Table 11). SCSPA had $775 in capital assets
per container, which was the most of all three ports. GPA had $534
in capital assets per container, which was the least of these three
ports. It should be noted that capital assets were examined as a
broad measure of capital infrastructure investments only, and
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Table 11: Value of VPA Capital Assets Is Similar to Value of GPA and SCSPA Capital
Assets (FY 2012)

East Coast Number of Dollars Spent on
Rank Containers Capital Assets® Capital Assets
Port by Volume (FY 2012) (Millions) Per Container
GPA Second 1,665,590 $888.7 $534
VPA Third 1,130,999 806.9° 713
SCSPA Fourth 822,989 637.6 775

& Capital assets are those used in operations with an initial useful life extending beyond one year. The value of capital assets may in-
clude some non-revenue producing assets, such as those under construction, as well as some assets that are used in operations, but
have a net book value of $0 due to depreciation. This caveat is expected to apply to all ports and should not skew results for any par-

ticular port.

bCapital assets at VPA include APM equipment, but not APM property, because VPA leases those terminals. About $76 million, or eight
percent, of VPA's capital assets are non-revenue producing assets, such as equipment and property at PMT and Craney Island, which
are not currently operational. The acquisition cost of assets currently being used for operations at VPA, but with a net book value of $0
due to depreciation, was $103 million.

Source: JLARC staff analysis of financial data provided by VPA and CAFRs from VPA, GPA, and SCSPA, 2013.
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JLARC staff did not make any judgments regarding the cost or ne-
cessity of specific purchases at any of these ports.

A PORTION OF CPF COULD BE USED FOR OFF-TERMINAL
PROJECTS

VPA’s use of the CPF has conformed to statutory intent, and the
capital improvements it has allowed VPA to make have been a key
factor in VPA’s ability to compete against other East Coast ports
for container shipments. Going forward, terminal revenue could
pay for more of VPA’s on-terminal capital needs. The CPF will still
be needed to fund VPA’s most significant capital project, terminal
capacity expansion at Craney Island. The use of debt issued
through CPF bonds provides the most cost-effective source of fi-
nancing for the Craney Island project.

In future years, the full amount of CPF funds will not be needed to
finance the Craney Island Project and pay existing debt service.
However, according to officials at the State Department of the
Treasury, a reduction of the CPF prior to maturity of the CPF
bonds would likely be viewed unfavorably by bond holders, as well
as bond rating agencies. This could result in a downgrade of the
bonds backed by the CPF, which would increase the cost of future
debt. CPF funds could be reduced prior to when the last bonds ma-
ture in 2036, but waiting until then would avoid the possibility of
such an impact.

While reducing the amount of CPF funds transferred to VPA may
not be a viable option in the near future, there may be opportuni-
ties to direct a portion of the funds to other more strategic and
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necessary projects. This will be made possible by growth in termi-
nal revenue, which could finance some capital needs currently be-
ing funded through the CPF. For example, CPF funds currently
used for maintenance costs could instead be invested in off-
terminal capital infrastructure to facilitate the flow of cargo into
and out of VPA’s terminals.

CPF Revenue Is Expected to Fund About 20 Percent of Craney
Island Project

According to VPA, terminal revenue will not fully fund terminal
facilities at Craney Island, and CPF funds will be necessary to fi-
nance about 20 percent of the total cost. VPA projects that a major-
ity of CPF funds between FY 2014 and FY 2040 will be necessary
for the Craney Island project, existing debt service obligations, and
the Route 460 project. In addition to using $358.9 million from
CPF allocations during this time period for outright purchases,
approximately $378 million from CPF bond issues are expected to
fund the Craney Island project. Other sources of revenue for that
project include federal funds, terminal revenue, and port facilities
revenue bonds (Figure 22). Non-CPF revenue from the State for
off-terminal infrastructure, which will reportedly come from State
general funds, is also included in this funding plan.

Figure 22: CPF Will Fund About One-Fifth of Craney Island
Terminal

$21,929 (1%)
$358 M (10%)  Existing CPF Bonds
CPF Funds

$378 M (10%)
New CPF Bonds

$2.1 B (55%)
Terminal Revenue
and Port Facilities

Revenue Bonds

$3.7 Billion
Total Cost
of CIMT

$445 M (12%)
State General
Funds

$480 M (13%)
Federal Funds
Source: Financial analysis of Craney Island project funding sources provided by VPA, 2013.

According to VPA’s projections, construction at Craney Island will
be necessary to accommodate future volume growth. Analyses pro-
vided by a VPA consultant indicate container volume demand at
VPA will exceed its existing capacity of 3.5 million TEUs by 2023.
While expansions of APMT are projected to increase capacity to
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4.65 million TEUs by 2018, VPA’s long-range strategic plan pro-
jects that additional capacity at Craney Island will also be needed.

In addition to providing expanded capacity to accommodate the
projected volume of new business at VPA, additional capacity at
Craney Island may be necessary for retaining current business.
There is general consensus among port experts that terminals
should expand when they reach 80 percent capacity, and that cus-
tomers will take their business elsewhere if a port cannot handle
both existing and future capacity needs. A representative from one
ocean carrier expressly stated that it is important to confirm that a
port can handle additional cargo, if necessary, before signing a
contract.

CPF Funds Not Dedicated to Craney Island Project Could Be
Used for Off-Terminal Capital Needs

If terminal revenue continues to grow as projected, it will be an in-
creasingly viable revenue source for equipment needs, terminal
improvements, and financial assistance to smaller ports. This
would allow VPA to allocate a portion of CPF funds to other stra-
tegically important needs, such as road and rail improvements,
that improve access to and from VPA. Shifting debt for on-terminal
capital needs to port facilities revenue bonds will be more costly for
VPA because interest rates on these bonds will likely be higher.
However, the use of State support for off-terminal capital infra-
structure is similar to the approach taken by some other states,
most notably Georgia and South Carolina, and would make addi-
tional resources available for infrastructure projects that would
benefit VPA and possibly the local communities.

VPA staff reportedly developed a strategy several years ago to fi-
nance on-terminal capital needs with terminal revenue and termi-
nal revenue-backed debt. This strategy was not fully implemented
because of the unexpected decrease in terminal revenue experi-
enced as a result of the recent recession. However, with more posi-
tive terminal revenue projections, VPA could resume this strategy
so that all CPF revenue not used for the Craney Island project or
existing debt service is reserved for its most strategic capital
needs. For example, under VPA’s current long range plan, as much
as $225 million in CPF funds will be allocated to maintenance and
assistance to non-VPA owned ports over the next 26 years, but
these funds could be directed instead to other more essential capi-
tal needs.

Sustained growth in VPA’s cargo volumes will depend, in part, on
VPA’s ability to move cargo to and from the port efficiently. In-
vestment in off-terminal infrastructure improvements, such as rail
and highway access to the port, will reportedly be critical. Traffic
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and congestion negatively impact VPA’s efficiency and competi-
tiveness, so it 1s important to ensure that these off-terminal capital
needs are addressed as container volume grows. Shifting the use of
CPF funds from on-terminal capital needs to road and rail infra-
structure has already been identified by VPA staff as a potential
strategy to improve the efficiency and reliability of cargo ship-
ments through Virginia and to encourage economic development
outside the terminals. In interviews, ocean carriers observed that
investments in off-terminal infrastructure would be necessary to
ensure that cargo moving through Virginia is handled just as effi-
ciently and reliably outside of VPA’s terminals as it is within them.

The VPA Board of Commissioners should examine the feasibility of
dedicating CPF funds to existing debt service, terminal construc-
tion at Craney Island, and off-terminal infrastructure. VPA should
partner with the Department of Rail and Public Transportation,
the Virginia Department of Transportation, and Virginia Economic
Development Partnership on off-terminal capital projects to ensure
interagency coordination and maximize its ability to leverage fed-
eral and State resources.

Recommendation (3). The Virginia Port Authority (VPA) Board of
Commissioners should examine the feasibility of reserving the
Commonwealth Port Fund (CPF) for existing CPF bond debt ser-
vice, the construction of Craney Island Marine Terminal, and stra-
tegic off-terminal investments, such as road and rail improvements
that will improve access to and from VPA, and use terminal reve-
nue for all other projects or revenue needs.
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Chapter

Efforts to Streamline Port Operations
Will Likely Produce Benefits, But Im-
provements to Governance Are Needed

In Summary

Until recently, the Virginia Port Authority (VPA) and Virginia International Termi-
nals (VIT) operated under their own administrative and governance structures.
While the two entities remain legally separate, in 2013 VPA’s and VIT’s respective
boards implemented several changes, which created a more unified governance and
administrative structure. Staffing efficiencies, administrative savings, and improved
coordination will likely result from these changes, but the incoming VPA executive
director should review the new structure to identify opportunities for achieving addi-
tional efficiencies and further clarifying roles and responsibilities. Recent board in-
stability highlights the need to amend the Code of Virginia to ensure greater continu-
ity and stability on the VPA Board of Commissioners and ensure that members have
the most relevant expertise to perform their responsibilities. Additionally, the VPA
board should take steps to clarify that the direct administration of Virginia’s port op-
erations is to be carried out by the VPA executive director. In conjunction, the board
should develop specific policies, goals, and objectives to guide and hold ac-countable
the executive director and the VPA and VIT staff.

The study mandate requires JLARC staff to examine the govern-
ance model of the State’s port operations and identify necessary
changes or improvements. The relationship between the Virginia
Port Authority (VPA) and Virginia International Terminals (VIT)
and their respective roles and responsibilities have been evaluated
and modified over time. The recent focus by the current Admin-
istration and the General Assembly on VPA’s performance has
generated renewed interest in the efficiency and effectiveness of
this relationship, which was manifest in several legislative chang-
es proposed and/or made in 2013 as well as the request for this
JLARC study.

The VPA Board of Commissioners and the VIT Board of Directors
implemented several changes to the governance and administra-
tive structure of the State’s port operations during the past year.
These changes will produce administrative efficiencies and give
the VPA board more direct influence over the day-to-day opera-
tions of the terminals.

Port users reported that stability in leadership and operations pos-
itively contributes to port performance. Given the recent uncer-
tainty surrounding Virginia’s port operations, the General Assem-
bly and the VPA board should consider actions to ensure that, in
the future, VPA’s governance and administration are characterized
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by stability and not unduly influenced by political and administra-
tive shifts in State government.

PREVIOUS EVALUATIONS FOUND STRUCTURE WORKED WELL
BUT IDENTIFIED DUPLICATION

Virginia’s port facilities are administered jointly by VPA and VIT.
This arrangement is unique among port operations worldwide.
While other government-owned ports are operated by private com-
panies, like VIT, most of these companies are for-profit businesses
that operate multiple enterprises worldwide. By contrast, VIT was
created as a not-for-profit corporation whose exclusive purpose is
to operate Virginia’s port facilities.

VPA and VIT have worked together to manage and expand the
State’s port operations via a formal service agreement that out-
lines their respective roles and responsibilities. As described in
Chapter 1, according to the service agreement VIT is responsible
for managing, operating, and maintaining VPA’s terminals, includ-
ing setting the conditions for use of the terminals, performing sales
and marketing functions, and taking responsibility for customer
relations. VPA retains responsibility for terminal security and
safety, improvements to facilities and infrastructure, advertising
and public relations, and economic and business development.

Because both entities have direct involvement in the State’s port
operations, there is the potential for their roles and responsibilities
to become duplicative. Previous reviews determined that the over-
all structure of the VPA and VIT relationship is appropriate, but
that there is some duplication. For example, both organizations
have maintained their own executive leadership structures and
human resources and finance divisions.

Efficacy and Efficiency of Dual Organization Structure Were
Evaluated Prior to 2013

The study mandate directs JLARC staff to evaluate the division of
management and operational responsibilities between VPA and
VIT. Additionally, the mandate directs staff to identify areas of
unnecessary duplication as well as improvements that can be
made to the current model.

The relationship between VPA and VIT has been reviewed several
times since 2005 when VPA created a “Port of Virginia Structural
Review Committee.” This body, which consisted of then-current
and former members of the VPA and VIT boards, was asked to
evaluate the division of roles and responsibilities between the two
entities and “determine if the VPA receives adequate information
to fulfill its statutory and fiduciary responsibilities with regard to
VIT.” The committee concluded that the “current structure has
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served and continues to serve Virginia well” and found “no compel-
ling reason to recommend any significant changes.” It recommend-
ed that the VPA establish a committee to review the efficacy of the
VPA and VIT relationship and propose necessary changes to VPA
on a recurring basis.

In 2008 the General Assembly formed the Joint Subcommittee
Studying Public-Private Partnerships Regarding Seaports in Vir-
ginia. One of the objectives of this group was to examine the oper-
ating and management structure of the State’s port facilities.
Among the joint subcommittee’s findings was that “the business
relationship between VPA and VIT is working well” and the joint
subcommittee “could not identify a business imperative that would
dictate changing the business relationship between VPA and VIT.”

Some Duplication in Staff Roles Has Evolved Over Time

While the basic structure was found to be appropriate through
previous reviews, there were still opportunities to create staffing
efficiencies. According to members of the former VIT board of di-
rectors, both VPA and VIT boards recognized that there was dupli-
cation between the two organizations that needed to be eliminated.
Preliminary examinations of this duplication reportedly occurred
between 2010 and 2011, but the 2013 restructuring plan, described
below, was the first formal action taken.

The JLARC report presented in January 2013 observed that there
were likely opportunities to reduce the degree of overlap and du-
plication between the two entities, noting that “along with duplica-
tion of executive staff, both VPA and VIT have other categories of
administrative staff with similar functional responsibilities, such
as human resources and finance ... [and] there likely are opportu-
nities to reduce the overall number of administrative staff and
lower administrative expenses.” Members of both the VPA and VIT
boards and the staff of both organizations acknowledge that there
has been overlap in some of the functions, particularly in adminis-
trative functions, including finance and human resources. Because
VPA and VIT are two separate organizations, however, some over-
lap or duplication in these particular administrative functions is
natural, or even necessary.

2013 RESTRUCTURING WILL LIKELY PRODUCE BENEFITS, BUT
ELIMINATION OF VIT BOARD REMOVED A POTENTIALLY
USEFUL RESOURCE

In 2012, the VPA board directed VPA staff to develop a plan to
streamline operations and identify potential areas for improved
communication, efficiency, and savings. In response to the board’s
directive, the executive staffs of VPA and VIT drafted a plan to re-
structure the roles and responsibilities of the two entities. In
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March 2013, the VPA board voted in favor of the restructuring
plan, and in May 2013 it approved a new VPA/VIT administrative
structure. The elements of the new plan are scheduled to be
phased in through fiscal year 2014. The plan produces a combined
organization that will include divisions composed of both VPA and
VIT employees.

The new structure, which organizes staff with similar roles and re-
sponsibilities into common divisions, is expected to achieve ongo-
ing administrative savings. VPA and VIT staff, VPA and VIT
board members, and port users generally expressed support for the
goals of the restructuring plan. One particular aspect, the elimina-
tion of the VIT Board of Directors, was not viewed favorably by
some VIT staff, who had regarded the VIT board as a useful re-
source. The board met regularly and was composed of long-serving
members who lived in the Hampton Roads community and who
were well informed about VPA operations and its impacts on sur-
rounding localities. Moreover, the board had provided continuity of
leadership during a recent period of instability.

New Structure Is Projected to Achieve Administrative Savings
and Operational Improvements

The restructuring plan identifies potential ongoing administrative
savings of at least $3.3 million, which is one percent of VPA’s and
VIT’s combined operating expenses in fiscal year 2012. Most of
these savings will be achieved by the elimination of between 20
and 50 staff positions through an early retirement incentive pack-
age. These positions will be identified by organizing staff who per-
form similar functions under a single administrative structure.
VPA will then conduct a “zero base organizational needs” analysis
to identify duplicative duties.

Staffing reductions are planned in each of VPA’s and VIT’s areas of
responsibility. The bulk of these reductions ($2.1 million to $2.5
million) are expected to materialize in the operations and mainte-
nance functions (a minimum of 10 positions accounting for approx-
imately $1.7 million in savings) and administrative functions (five
to 10 positions, accounting for $430,000 and $840,000 in savings),
and savings will accrue to both organizations.

The plan will not eliminate all duplication. As separate entities,
VPA and VIT require separate administrative structures, particu-
larly in the areas of human resources and finance. Still, the plan is
projected to produce a minimum of $3.3 million in savings over
time, and it does not appear that eliminating remaining overlap or
duplication would add further meaningful savings.
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New Structure Will Facilitate Coordination. Once fully implement-
ed, the restructuring plan will produce a structure that can poten-
tially facilitate greater coordination among key VPA and VIT func-
tions. The restructuring plan maintains the division of roles and
responsibilities of VPA and VIT outlined in the service agreement,
but attempts to better coordinate these roles and responsibilities.

The plan produces a combined organization that will include divi-
sions composed of both VPA and VIT employees. For example, a
combined sales and marketing division was created that is led by a
Chief Commercial Officer who is a VIT employee. Within that divi-
sion, there are both VPA and VIT personnel whose roles and re-
sponsibilities prior to the restructuring were related to sales and
marketing. Similarly, within the new operations, engineering, and
maintenance division there will be a combination of VPA and VIT
employees.

Restructuring Plan Emphasizes Importance of Internal Oversight
and Customer Service. The restructuring plan elevates the prom-
inence of VIT’s internal audit function, which has not been staffed
in recent years. The internal auditor will be a VPA employee who
reports directly to the VPA Board of Commissioners. The internal
auditor’s areas of responsibility will include the effectiveness and
efficiency of operations, reliability of financial and management
reporting, and compliance with required procedures, laws, and
regulations.

The restructuring plan will also create a customer service section
within the sales and marketing division to be a designated point of
contact for port users. Currently, port users do not have such a
contact at VPA or VIT, and they typically direct inquiries to the
staff with whom they are most familiar. The restructuring plan de-
scribes this section as “a dedicated personnel group focused solely
on the satisfaction of [VPA’s] customers.”

New Structure May Not Fully Clarify Roles and Responsibilities
and Should Be Reviewed for Further Improvements

An important characteristic of the restructuring plan is that it does
not result in moving any individual staff from one organization to
the other. It appears that avoiding such reassignments was a plan
objective due to the inherent complexity involved and the com-
pressed implementation timeframe established by the VPA board.
As noted above, this will mean that the five new divisions of the
consolidated organization consist of both VIT and VPA employees.

VPA and VIT staff considered several different approaches to
achieving the restructuring’s goals of streamlining operations, im-
proving communication and coordination between the two entities,
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and clarifying the different roles and responsibilities of VPA and
VIT. According to VPA staff, the aspect of VPA’s and VIT’s rela-
tionship that required the greatest improvement was staff coordi-
nation and communication. Combining the two organizations into
the five divisions mentioned previously was identified as the best
solution to address problems with coordination and communica-
tion. It also allowed VPA and VIT to identify and eliminate unnec-
essary or overlapping staff responsibilities.

While this structure will facilitate greater coordination, it remains
to be seen whether it will sufficiently clarify the roles and respon-
sibilities of the two organizations. According to port users as well
as VPA and VIT staff, overlap between the two organizations has
made it difficult to identify which entity is responsible for key port
functions. Clarification could have been achieved by assigning VIT
and VPA exclusive responsibility for specific functions. This action
would likely have resulted in moving staff from one organization to
the other. However, because it may have been be most logical for
VIT to assume greater responsibility for the key functions of oper-
ations and maintenance (because VIT operates the terminals) and
sales and marketing (because VIT has more direct contact with
port users), this could have decreased VPA’s overall degree of re-
sponsibility for the State’s port operations.

In May 2013, in addition to approving the restructuring plan, the
VPA board initiated a search for a permanent executive director
for the VPA, which has been led by an interim director since 2012.
The incoming executive director, once hired, should review and
evaluate the administrative structures of VPA and VIT and pro-
vide recommendations to the VPA board regarding necessary mod-
ifications. Specifically, the executive director should identify ways
to more clearly delineate the respective roles and responsibilities
of VPA and VIT which is a key goal of the restructuring effort.

Recommendation (4). The newly appointed executive director of
the Virginia Port Authority (VPA) should review the administra-
tive structures of VPA and Virginia International Terminals and
provide recommendations to the Board of Commissioners for
achieving staffing efficiencies, simplifying the organizational
structure, and clarifying the roles and responsibilities of the two
entities.

Changes to VIT's Corporate Status Ensure Greater
Accountability, But Eliminating the VIT Board of Directors
Removes a Potential Resource for VPA

One of the chief elements of the approved restructuring plan was
the conversion of VIT from a non-stock, not-for-profit corporation
to a limited liability corporation (LLC) owned by VPA. Two prima-
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ry reasons have been given for modifying VIT’s corporate status.
The first is that it more clearly establishes for staff, port users,
and external stakeholders that VPA is the entity responsible for
overseeing and operating the ports. According to port users, the
dual organization structure created some confusion regarding
which entity was in charge. The second reason for converting VIT
to an LLC was the elimination of the VIT board, which was re-
quired for a not-for-profit corporation but not for an LLC. The VIT
board was viewed by some members of the VPA board as an obsta-
cle to controlling the port’s operations and implementing necessary
changes to the organization.

The conversion of VIT to an LLC does not appear to have been
necessary to achieve the broader goals of the restructuring effort.
The objectives of redefining roles and responsibilities and reducing
overlap and duplication could have been achieved without the con-
version of VIT to an LLC. However, converting VIT to an LLC did
result in a structure that better facilitates the VPA board’s pre-
ferred approach of consolidating VPA and VIT staff into common
divisions of responsibility. As stated previously, this approach was
chosen over moving staff between the two organizations.

VPA Already Exercised Significant Control Over VIT, But Con-
version Provides More Direct Control. VPA already exercised sig-
nificant control over VIT, despite concerns by VPA board members
that VIT had been too independent and that its staff and board
had made decisions that were not in the best interest of Virginia’s
port operations. VPA appointed all nine VIT board members,
which included the VPA executive director, and these members
served at the pleasure of the VPA board. In 2011, the VIT board
amended VIT’s Articles of Incorporation to require that two VPA
board members serve as VIT board members, giving VPA three VIT
board votes out of nine. Moreover, the VPA board had review and
approval authority over the VIT budget, the employment conditions
of the VIT president, and compensation of its executive staff. These
measures of accountability allowed the VPA board to exercise its de-
sired level of control over VIT’s operations, but the VPA board re-
portedly did not always choose to exercise its full authority.

The conversion of VIT to an LLC appears to provide VPA with an
additional element of direct influence over VIT’s operations. The
VPA executive director will be able to hire and fire the manager of
VIT, who serves as the chief operations officer for the combined or-
ganization. Previously, this was the duty of the VIT board, subject
to the approval of the VPA board. The VPA board hires the VPA
executive director, and the VIT president will be hired by and re-
port to the VPA director. Therefore, the VPA board will have more
direct influence on the leadership structure and key business deci-
sions of VIT.
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VIT Board Was Viewed as a Useful Resource. The VIT board,
which met more frequently than the VPA board, was viewed by
some VPA board members, as well as the VPA and VIT staff, as a
useful resource regarding the complexities of the port’s operations
and the impact of its operations on the Hampton Roads communi-
ty. In interviews, most VPA board members expressed a desire for
the VIT board to be reconstituted as an advisory board to VPA, but
no specific plans have been developed regarding the composition of
this advisory board or its role.

An advisory board could provide some of the knowledge and per-
spective regarding port operations and community impact formerly
provided by the VIT board. The VPA statute appears to anticipate
the need for such an advisory board because it provides for a Mari-
time Advisory Council to “provide advice and counsel to the Board
of Commissioners on all matters associated with the authority
with the exception of the annual budget and personnel matters.”

VPA BOARD NEEDS STABLE LEADERSHIP WITH
SUBSTANTIVE EXPERTISE

There was consensus among port users interviewed by JLARC
staff that stability in port governance and leadership is vital be-
cause it provides some certainty to a port’s current and prospective
customers regarding their business decisions to use the port. There
was also consensus that Virginia’s port operations should be led by
a group of professionals who share an abundance of relevant ex-
pertise. The General Assembly may wish to consider amending the
statutory governance structure for VPA to ensure greater stability
in its leadership and to ensure that the majority of VPA board
members possess the requisite expertise.

VPA and VIT Have Experienced Instability Over Last Two Years

Beginning in 2011, the governance and administration of VPA and
VIT transitioned from a period of reportedly steady leadership to a
period characterized by uncertain and unstable leadership. This
began with the Governor’s removal and replacement of 10 out of 11
gubernatorially appointed VPA board members in 2011. This ac-
tion precipitated turnover in executive-level management at both
VPA and VIT. These actions were viewed negatively by many port
users.

Ten of the Eleven Gubernatorial Appointees to the VPA Board of
Commissioners Were Removed and Replaced. The VPA statute
provides that the 11 VPA board members appointed by the Gover-
nor serve at the Governor’s pleasure. No provision of the VPA
statute prevents the Governor from replacing any of these appoin-
tees at will, which is comparable to most governing boards in the
State.
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Of the 11 current gubernatorial appointees to the VPA board, 10
are replacements for board members who were removed by the
Governor in 2011. The justification for the Governor’s removal and
replacement of 10 board members in 2011 was that the port had
not performed as well as other East Coast ports through the 2007-
2009 recession and that it was not demonstrating that it would re-
cover from the recession in a satisfactory manner. While the VPA
statute gives the Governor this authority, and concerns about the
port’s performance may have been a justifiable reason for exercis-
ing it, replacing all but one of the gubernatorial appointees was an
unusual and extreme course of action.

Staff Departures and Privatization Proposals Contributed to In-
stability. The replacement of 10 of the 11 gubernatorial appointees
was followed by additional disruptions to VPA’s stability. Specifi-
cally, both the VPA director and the VIT president left their re-
spective organizations and one year later, the VPA board had not
hired a permanent replacement for the VPA executive director.
During this period, three proposals to privatize the port were re-
ceived and the Administration chose to fully consider them. The
VPA board also directed staff to develop a plan for restructuring
the two organizations, which resulted in the removal of the VIT
board of directors.

Disruptions Were Viewed Unfavorably By Port Users. The en
masse removal of the board was unsettling to VPA users. VPA us-
ers began to question who was in control and reported being hesi-
tant to expand their business relationships with VPA. One of
VPA’s largest customers stated that the replacement of the board
members in 2011 led many businesses in the shipping industry to
begin “second guessing” VPA’s reputation. This user described the
transition to the new board as having created significant distrac-
tions for the VPA and VIT staff over the past two years.

Board Continuity and Stability Could Be Further Ensured

VPA operates in a highly complex and competitive industry, and
stability and continuity of leadership provide certainty to current
and potential port users. Instability will reportedly have negative
consequences for VPA’s competitiveness because of the uncertainty
with which current and prospective port customers view its future.
As described in Chapters 2 and 3, shippers and ocean carriers have
the option of using other ports, and unpredictable or unstable gov-
ernance could negatively impact their reliance on VPA. Therefore,
prescribing the circumstances under which a Governor can remove
members of the VPA board appears warranted. This would create
a safeguard against VPA being governed according to political
preference.
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Several of the VPA
and VIT board mem-
bers interviewed by
JLARC staff reported
that they would be in
favor of limiting the
Governor's ability to
remove board mem-
bers.

Several of the VPA and VIT board members interviewed by JLARC
staff reported that they would be in favor of limiting the Gover-
nor’s ability to remove board members. They observed that signifi-
cant turnover could happen with each new gubernatorial admin-
istration, given recent precedent.

While gubernatorial appointees to most of the State’s governing
boards can be removed by the Governor at will, there is precedent
for limiting this authority. Members of the Board of Trustees of the
Virginia Retirement System can only be removed for cause. The
Code of Virginia provides that a member of the VRS board is re-
movable from office only if he or she is convicted of a crime or
found to be “mentally incompetent” (§ 51.1-124.20).

Other states appear to limit the circumstances under which mem-
bers of their port authorities’ boards can be removed. For example,
members of the North Carolina State Ports Authority’s governing
commission can only be removed for misfeasance or malfeasance.
Members of the South Carolina State Ports Authority can only be
removed by the governor for a breach of duty or for entering into a
conflict of interest transaction. Until 2009, the governor of South
Carolina had the discretion to remove board members at will, but
the South Carolina legislature viewed this as a risk to the port’s
stability and therefore its performance, and changed the terms.

The 2013 General Assembly passed legislation that would have
limited the Governor’s ability to replace VPA board members at
will. These bills (House Bill 2276 and Senate Bill 1305) provided
that VPA board members would be “removable from office during
their respective terms by the Governor for malfeasance, misfea-
sance, incompetence, or gross neglect of duty.” This specific provi-
sion of the legislation was stricken upon the Governor’s recom-
mendation. The General Assembly may wish to again consider
legislation that would enable the Governor to remove board mem-
bers only in such instances.

The General Assembly may wish to amend the Code of Virginia to
ensure that board members serve staggered terms. Currently, the
terms of the existing board members are staggered as a result of
the new appointees serving unexpired terms of former members.
Creating a statutory requirement for staggered terms would fur-
ther ensure that that there is some continuity in board leadership
across gubernatorial administrations. The Code provides for stag-
gered terms in other agencies of the Commonwealth, including the
Virginia Retirement System Board of Trustees, the Common-
wealth Transportation Board, the Virginia Economic Development
Partnership Authority Board of Directors, and the Metropolitan
Washington Airports Authority, which operates Ronald Reagan
Washington National Airport and Dulles International Airport.
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Recommendation (5). The General Assembly may wish to consider
amending the Code of Virginia to limit the Governor’s authority to
remove members of the Virginia Port Authority Board of Commis-
sioners to instances of malfeasance, misfeasance, or gross neglect
of duty.

Recommendation (6). The General Assembly may wish to consider
amending the Code of Virginia to establish staggered terms for
members of the Virginia Port Authority Board of Commissioners.

VPA Board Member Qualifications Should Be Strengthened

The complexity of the maritime shipping industry and seaport oper-
ations requires board members with experience and expertise nec-
essary to effectively set goals, policies, and objectives and oversee
port operations. The VPA statute establishes qualifications for
board members. With the exception of the State Treasurer and the
President and CEO of the Virginia Economic Development Partner-
ship, “all members shall have executive level experience and repre-
sent one of the following industries: agriculture, distribution and
warehousing, manufacturing, logistics and transportation, mining,
marketing, legal, financial, or transportation infrastructure.”

The statute does not, however, specify maritime shipping or sea-
port operations as necessary qualifications. Currently, of the 13
members of the VPA board, four have experience with the mari-
time industry or port operations. Other members have experience
in occupations that are highly relevant, including business admin-
istration and finance. The state of South Carolina, by contrast, re-
quires expertise in maritime shipping.

While the Code of Virginia requires that each board member have
executive experience in one of eight industries, it does not require
any board members to have experience in any one industry. Under
the current requirements, the Governor could appoint 11 members
with a background in agriculture. South Carolina statute requires
that a minimum number of board members possess certain types
of expertise, specifying that “the Governor shall ensure that the
membership of the board includes a certified public accountant; a
member representing port users such as manufacturers, shippers,
and importers; a member representing the state’s economic devel-
opment interests; and a member who has served as a corporate
chief executive officer.”

To ensure that the VPA board consists of individuals with the most
relevant experience, the General Assembly could consider two
changes. First, the Code of Virginia could be amended to include
expertise in maritime shipping or seaport operations as one of the
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qualifications for board membership. Second, the Code could be
amended to require that most of the board members (eight) have
experience in the areas of maritime shipping or seaport operations;
business administration or finance; distribution, warehousing, or
manufacturing; transportation; and agriculture, all of which are
most applicable to port operations. Table 12 illustrates the recom-
mended qualifications of the 11 appointed VPA board members.

Table 12: Recommended Qualifications for VPA Commissioners
Appointed by the Governor

Area of Expertise Number of Members

Maritime shipping or port operations
Business administration or finance
Distribution, warehousing, or manufacturing
Transportation

Agriculture

W Rk, RPN NN

Law, marketing, or mining

Total 11

Note: Two board members, the State Treasurer and the CEO of the Virginia Economic Devel-
opment Partnership, are not appointed but are required by statute to serve as voting members.

Source: JLARC staff analysis of interviews with VPA board members, VPA and VIT staff, and a
review of other port authorities’ board member qualifications.

Recommendation (7). The General Assembly may wish to amend
the Code of Virginia to require that eight of the gubernatorial ap-
pointees to the Virginia Port Authority Board of Commissioners
possess experience in the areas of maritime shipping or seaport
operations (two members), business administration or finance (two
members), distribution warehousing, or manufacturing (two mem-
bers), transportation (one member), and agriculture (one member).
The remaining three gubernatorial appointees should possess ex-
perience in the fields of law, marketing, or mining.

Individual VPA Board Members Should Not Have Direct
Involvement in Staff Activities

The Code of Virginia establishes that boards and commissions for
State agencies can be classified into one of three categories: advi-
sory, policy, and supervisory. Supervisory boards have the greatest
degree of responsibility for agency operations. VPA is not a State
agency, but a political subdivision of the Commonwealth, so its
board is not subject to these classifications. However, according to
officials in the Office of the Attorney General, because the Code
confers on the VPA board the ability to hire the executive director
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edged having taken a
managerial role,
communicating di-
rectly with individual
staff members rather
than directing ques-
tions or requests to
the VPA Executive
Director.

of the VPA, it would be considered a supervisory board. The Code
specifically states that

A board, commission, or council shall be classified as su-
pervisory if it is responsible for agency operations includ-
ing approval of requests for appropriations. A supervisory
board, commission, or council appoints the agency director
and ensures that the agency director complies with all
board and statutory directives. The agency director is sub-
ordinate to the board. (§ 2.2-2100)

The statute establishing the VPA board (§ 62.1-129) does not clear-
ly enumerate or limit the powers or authority of the board and
therefore does not provide sufficient guidance regarding the extent
to which the VPA board carries out its supervisory role.

Some VPA Board Members Have Assumed a Managerial Role
and Repeatedly Communicated With Non-Executive Staff. Some
current members of the VPA board view the board’s role as extend-
ing beyond that of even a supervisory board. Several members de-
scribe the board as a “managing board,” although no such classifi-
cation 1s made in statute, and there does not appear to be a
precedent among other State entities. Several VPA board members
acknowledged having taken a managerial role, communicating di-
rectly with individual staff members rather than directing ques-
tions or requests to the VPA executive director. While such actions
are not commonplace among all—or even most—board members,
staff members have characterized these actions as being part of
board culture and reported that the instances in which they have
occurred are not isolated to just one board member or to anoma-
lous incidents. Board members have justified these actions as be-
ing necessary given their perceptions of VPA’s negative financial
performance.

Several VPA board members expressed concerns about the mana-
gerial approach of other board members and reported a desire for
all board members to follow chain of command protocols that
would limit board member management of staff to just the VPA
executive director. However, other members interviewed by
JLARC staff believed that more direct management from the board
1s justified.

This approach has reportedly led to VPA and VIT operating in a
manner that is reactive to the VPA board rather than its estab-
lished mission. One of VPA’s largest customers described the
board’s degree of involvement in day-to-day operations as “exces-
sive” and hampering the staff’s ability to effectively manage op-
erations.
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Code of Virginia and VPA Bylaws Establish an Executive Director
to Administer VPA’s Operations. While the statute provides that
the VPA board has “all powers, rights and duties conferred by this
chapter, or other provisions of law,” it also requires the board to
appoint the executive director and to delegate powers and duties to
the executive director. Consistent with the statute, the bylaws
adopted by the VPA board state that the executive director shall
“be in administrative charge of all the activities of the Authority.”
Therefore, the VPA statute and the board’s bylaws establish an or-
ganization governed by a supervisory board that appoints an exec-
utive director with responsibility for control over the administra-
tive aspects of the agency.

Clarifying the roles and responsibilities of the VPA board in rela-
tion to the VPA and VIT staff should be a component of the VPA
board’s efforts to restructure the governance and administration of
VPA and VIT. As an example, the bylaws developed by the VRS
Board of Trustees clearly delineate the respective roles of the
board, the VRS executive director, and VRS staff below the direc-
tor. The bylaws establish that it is the board’s responsibility to set
policies necessary to carry out its fiduciary responsibilities for the
retirement system, but that the director and the chief investment
officer (both hired by the board) have responsibility for “direct op-
erational decision making and administration of the policies and
guidelines established by the board.”

The VPA board should review its existing bylaws and make neces-
sary amendments to clarify the limits of the board’s management
of VPA and VIT operations. Board members should discontinue the
practice of directly communicating with members of VPA and VIT
staff outside of VPA board meetings. Board member information
requests of staff outside of board meetings should only be commu-
nicated through the board chair, representing the board as a
whole, and the VPA executive director.

Recommendation (8). The Board of Commissioners of the Virginia
Port Authority (VPA) should amend its bylaws to clarify the roles
and responsibilities of the board in relation to staff of VPA and
Virginia International Terminals. Specifically, the board should
establish protocols for its members to follow regarding communica-
tions with staff other than the VPA executive director. At a mini-
mum, these protocols should require that board member requests
for information from staff, board member suggestions regarding
the execution of staff functions, and other matters related to the
day-to-day operations of the terminals be expressed by board
members during official board meetings and that, outside of board
meetings, requests to staff for information only be communicated
through the VPA executive director.
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VPA WOULD BENEFIT FROM A CLEAR AND CONSISTENT
STATEMENT OF MISSION, GOALS, AND OBJECTIVES

The study mandate directs JLARC staff to evaluate the purpose
and mission of VPA and identify the missions of competitor ports.
Modifications to VPA’s mission statement and the absence of clear-
ly articulated long-term goals and objectives have led to confusion
among stakeholders regarding VPA’s purpose and how its termi-
nals should be operated.

Through Numerous Modifications, VPA Mission Statement Has
Adhered to Mission Established by Code

The original mission of VPA was established in 1981. During the
2013 General Assembly legislative session, the Code of Virginia
was amended to reflect VPA’s development of the inland port in
1989 and its growing involvement in the global market, as follows:

It shall be the duty of the Authority, on behalf of the Com-
monwealth, to foster and stimulate the commerce of the
ports of the Commonwealth and related facilities by serving
as the United States eastern seaboard gateway for the
global import and export of freight throughout the world, to
promote the shipment of freight through the maritime and
inland ports, to seek to secure necessary improvements of
navigable tidal waters within the Commonwealth, and in
general to perform any act or function which may be useful
in developing, improving, or increasing the commerce, both
foreign and domestic, of all maritime and inland ports of
the Commonwealth and related facilities (§ 62.1-132.3).

The VPA board has at times expanded upon the statutory lan-
guage and added additional language to its mission statement.
One version of the mission, used between 2007 and 2013, included
a reference to VPA being the leading ocean container terminal
complex on the East Coast as well as a critical economic engine for
the State. Another version, which includes a reference to VPA’s
environmental activities, was found on the Department of Plan-
ning and Budget website in 2013. Even with these variations, the
mission of VPA has generally remained focused on stimulating
commerce for the Commonwealth, which is consistent with the
mission as written in the Code of Virginia.

Absence of Specific Goals and Objectives Has Led to Confusion
Among Port Stakeholders

VPA employees, customers, and board members expressed confu-
sion about how its terminals should be operated. Staff at both VPA
and VIT observed that there has been some ambiguity about the
mission and what is expected of employees. This lack of clarity
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stems from both the fluctuations in the mission statement as well
as the fact that only informal goals have been suggested by board
members and no board-approved, written goals or objectives have
been developed.

Staff noted that some members of the current VPA board expected
VPA and VIT to focus on profitability in addition to stimulating
commerce for the Commonwealth. This reportedly created confu-
sion among staff because the board had not formally communicat-
ed its expectations with regard to profitability, and not all mem-
bers share the view that this is an appropriate goal for VPA.

Staff also reported confusion regarding the board’s expectations for
VPA’s role in economic development. In an earlier version of the
mission statement, VPA was tasked with acting as a “critical eco-
nomic engine”’ for the Commonwealth. Some staff inferred from
this that perhaps VPA was expected to play a lead role in the
State’s economic development activities, which traditionally has
been the role of the Virginia Economic Development Partnership.

VPA Should Focus on Developing Goals and Objectives That
Further Its Statutory Mission

According to VPA staff, the VPA board has discussed developing a
new mission in light of the restructuring of VPA and VIT. In Sep-
tember 2013, the board held a formal discussion regarding several
potential specific goals and objectives. While the board has not
identified or formalized long-term goals or objectives to which VPA
or VIT staff would be held accountable, it appears that it is making
progress on this issue.

The VPA board should continue its recent focus on developing spe-
cific, measurable goals and objectives for VPA and VIT. These
goals and objectives should be consistent with and supportive of
the statutory mission. Long-term, measurable goals and objectives
could emphasize the importance of operating the terminals in a
cost-efficient manner and providing superior cargo handling capa-
bilities and customer service.

Recommendation (9). The Virginia Port Authority (VPA) Board of
Commissioners should establish board-approved, written goals and
objectives in the areas of operational and cost efficiency, cargo
handling capabilities, and customer relations. These goals and ob-
jectives should support VPA’s statutory mission and clarify for the
VPA and Virginia International Terminals staff the board’s per-
formance expectations.
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JLARC Recommendations:

Review of the Virginia Port Authority’s
Competitiveness, Funding, and Governance

1. The Virginia Port Authority should evaluate the competitive-
ness of its prices as it negotiates new contracts with ocean car-
riers to ensure that it is not pricing itself out of the regional
and inland markets for which it competes (Chapter 3).

2. The Virginia Port Authority (VPA) Board of Commissioners
should (1) establish a formal cost management policy and (2)
develop reasonable cost management goals to guide VPA and
Virginia International Terminals staff. In developing this poli-
cy, the board and staff should balance the need to minimize
VPA’s operating expenses with its statutory mission of stimu-
lating maritime commerce through Virginia’s ports (Chapter 3).

3. The Virginia Port Authority (VPA) Board of Commissioners
should examine the feasibility of reserving the Commonwealth
Port Fund (CPF) for existing CPF bond debt service, the con-
struction of Craney Island Marine Terminal, and strategic off-
terminal investments, such as road and rail improvements that
will improve access to and from VPA, and use terminal revenue
for all other projects or revenue needs (Chapter 4).

4. The newly appointed Executive Director of the Virginia Port
Authority (VPA) should review the administrative structures of
VPA and Virginia International Terminals and provide recom-
mendations to the Board of Commissioners for achieving staff-
ing efficiencies, simplifying the organizational structure, and
clarifying the roles and responsibilities of the two entities
(Chapter 5).

5. The General Assembly may wish to consider amending the
Code of Virginia to limit the Governor’s authority to remove
members of the Virginia Port Authority Board of Commission-
ers to instances of malfeasance, misfeasance, or gross neglect of
duty (Chapter 5).

6. The General Assembly may wish to consider amending the Code
of Virginia to establish staggered terms for members of the
Virginia Port Authority Board of Commissioners (Chapter 5).

7. The General Assembly may wish to amend the Code of Virginia
to require that eight of the gubernatorial appointees to the Vir-
ginia Port Authority Board of Commissioners possess previous
experience in the areas of maritime shipping or seaport opera-
tions (two members), business administration or finance (two
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members), distribution or manufacturing (two members), trans-
portation (one member), and agriculture (one member). The
remaining three gubernatorial appointees should possess expe-
rience in the fields of law, marketing, or mining (Chapter 5).

The Board of Commissioners of the Virginia Port Authority
(VPA) should amend its bylaws to clarify the roles and respon-
sibilities of the board in relation to staff of VPA and Virginia
International Terminals. Specifically, the Board should estab-
lish protocols for its members to follow regarding communica-
tions with staff other than the VPA Executive Director. At a
minimum, these protocols should require that board member
requests for information from staff, board member suggestions
regarding the execution of staff functions, and other matters
related to the day-to-day operations of the terminals be ex-
pressed by board members during official board meetings and
that, outside of board meetings, requests to staff for infor-
mation only be communicated through the VPA Executive Di-
rector (Chapter 5).

The Virginia Port Authority (VPA) Board of Commissioners
should establish board-approved, written goals and objectives
in the areas of operational and cost efficiency, cargo handling
capabilities, and customer relations. These goals and objectives
should support VPA’s statutory mission and clarify for the VPA
and Virginia International Terminals staff the board’s perfor-
mance expectations (Chapter 5).
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Study Mandate

Appendix

HOUSE JOINT RESOLUTION NO. 621

Directing the Joint Legislative Audit and Review Commission to study the competitiveness,
efficiency, and governance structure of the Port of Virginia. Report.

Agreed to by the House of Delegates, February 4, 2013
Agreed to by the Senate, February 19, 2013

WHEREAS, the Port of Virginia is a cornerstone of the Virginia economy and one of the
Commonwealth’s most valuable and important state assets; and

WHEREAS, the Port of Virginia is responsible for 343,000 port and port-related jobs, $41
billion in annual economic impact, $13.5 billion in annual employee compensation, and $1.2
billion in annual state and local taxes; and

WHEREAS, the Port of Virginia is governed by the Virginia Port Authority and is operated
by Virginia International Terminals, an operating arm of the Virginia Port Authority creat-
ed in 1982; and

WHEREAS, the Port of Virginia receives nongeneral funds through the Commonwealth
Port Fund to fund capital improvements; and

WHEREAS, the Commonwealth of Virginia has a substantial investment in the Port of Vir-
ginia and is dependent on its continued economic success; therefore, an independent review
of the Port of Virginia is in the best interests of the Commonwealth and the citizens of Vir-
ginia; now, therefore, be it

RESOLVED by the House of Delegates, the Senate concurring, That the Joint Legislative
Audit and Review Commission (JLARC) be directed to study the competitiveness, efficiency,
and governance structure of the Port of Virginia.

In conducting its study, JLARC shall evaluate (i) the current competitive position of the
Port of Virginia to include: identification of competitor ports comparative analysis of these
ports with the Port of Virginia, including incentive structures, port economic development
strategies and programs, unique regional market conditions, analysis of the competitive
strengths and weaknesses of the Port of Virginia, and identification of ways to improve the
Port of Virginia’s competitive position; (ii) the efficiency of the Port of Virginia to include:
evaluation of the Port of Virginia’s operational efficiency using industry metrics, determin-
ing port customer opinions on operational efficiency, and identification of areas for potential
improvement; and (iii) the governance model of the Port of Virginia to include: the history
and purpose of the Virginia Port Authority and Virginia International Terminals, the histo-
ry and purpose of the Commonwealth Port Fund, identification of other governance models
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used domestically and globally in port management, identification and evaluation of the
missions and governance models used at competitor ports, identification and evaluation of
state and local funding sources for capital improvements and operations at competitor
ports, evaluation of the division of management and operational responsibilities between
the Virginia Port Authority and Virginia International Terminals and identification of are-
as of unnecessary duplication, and identification of changes or improvements to the current
governing model.

Technical assistance shall be provided to JLARC by the Secretary of Transportation, the
Office of Transportation Public-Private Partnerships, the Virginia Port Authority, Virginia
International Terminals, and the Virginia Maritime Association. All agencies of the Com-
monwealth shall provide assistance to JLARC for this study, upon request.

JLARC shall complete the study by November 30, 2013, and shall submit to the Division of
Legislative Automated Systems an executive summary of its findings and recommendations
no later than the first day of the 2014 Regular Session of the General Assembly. The execu-
tive summary shall state whether JLARC intends to submit to the General Assembly and
the Governor a report of its findings and recommendations for publication as a House or
Senate document. The executive summary and report shall be submitted as provided in the
procedures of the Division of Legislative Automated Systems for the processing of legisla-
tive documents and reports and shall be posted on the General Assembly’s website.
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Appendix

Research Activities
and Methods

JLARC staff conducted the following primary research activities
for this review:

o structured interviews with Virginia Port Authority (VPA)
and Virginia International Terminal (VIT) staff, members
of the VPA Board of Commissioners and the former VIT
Board of Directors, personnel from major ocean carriers,
personnel from major retailers and manufacturers, experts
on the maritime shipping industry and port operations, port
staff in other states, personnel in the local governments
that host VPA’s terminals, staff at the Virginia Economic
Development Partnership, staff at the American Associa-
tion of Port Authorities (AAPA), staff in the Office of the At-
torney General, and faculty at the College of William and
Mary, Old Dominion University, and the University of Vir-
ginia;

e site visits to Norfolk International Terminal and APM
Terminal,

e analysis of data on VPA’s and VIT’s financial history and
operational efficiency and data on container shipments to
and from the East Coast and major East Coast container
ports;

e a review of documents pertaining to VPA’s and VIT’s gov-
ernance and administrative structure and documents per-
taining to the performance and financial history of other
East Coast ports, and

e a review of research literature on port governance and op-
erations.

STRUCTURED INTERVIEWS AND SITE VISITS

JLARC staff conducted interviews with a variety of individuals in-
volved in or knowledgeable about the State’s port operations. Par-
ticularly extensive interviews were held with VPA and VIT staff,
members of the VPA Board of Commissioners and the former VIT
Board of Directors, staff from major ocean carrier companies, staff
from major retailers and manufacturers, and staff from port au-
thorities in other states. These interviews informed each of the re-
search issues that were the focus of this study.
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Port Users

JLARC staff conducted structured interviews with VPA’s main
customers (cargo shippers and ocean carrier companies) to gain
their perspective on the port’s competitiveness and operational ef-
ficiency. Gaining the perspective of these customers was essential
because they typically decide which ports to send shipments
through. Ten companies representing a broad range of shippers
were interviewed, including retailers, manufacturers, importers
and exporters. Ten ocean carriers were also interviewed, including
most of the world’s largest ocean carriers and members of all major
shipping alliances. The shippers and carriers selected included
companies that send substantial container volumes through VPA
as well as companies that rely more on other East Coast ports.

JLARC staff also interviewed other parties involved in handling
container shipments. Representatives of the trucking industry
were interviewed to gain insight into the port’s daily operations
and efficiency. A third-party logistic provider, which is a company
that helps coordinate shipments or store goods, was also inter-
viewed. The two major railroads serving the East Coast were con-
tacted by JLARC staff multiple times, but were unable to partici-
pate in the study.

Academic and Industry Experts

JLARC staff conducted background interviews with sources
knowledgeable about the shipping industry and East Coast ports.
A representative from the American Association of Port Authori-
ties (AAPA) was interviewed to provide information on the current
state of East Coast ports and trends in port growth and invest-
ment. Dr. James Koch, Board of Visitors Professor of Economics
and President Emeritus at Old Dominion University, was inter-
viewed to provide additional context on these areas and general in-
sight into issues affecting VPA. Dr. Koch recently performed a re-
view of VPA and Virginia International Terminals (VIT) for the
Governor and legislative leaders.

Other East Coast States

JLARC staff requested phone interviews with executive directors
and chief financial officers at all six East Coast ports examined in
this study to obtain information on port operations and finances.
Port officials at the Georgia Port Authority, South Carolina State
Ports Authority and Jacksonville Port Authority participated in
these interviews and provided information on the following topics:

e sources of state funding;
e competitive advantages and disadvantages;

e actions to improve port facilities;
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e economic development initiatives;
e cost efficiency;
e operational efficiency; and

e mission statements and governance.

None of the port officials at the Maryland Port Authority, Port Au-
thority of New York and New dJersey, or North Carolina State
Ports Authority (NCSPA) agreed to participate in a phone inter-
view, but NCSPA’s executive director provided some limited in-
formation on state funding by email.

Local Government Personnel

JLARC staff interviewed personnel from local government de-
partments related to economic and business development to de-
termine the impact of the VPA on those localities that house ter-
minal operations. Those contacted included city managers,
assistant city managers, directors of economic development, direc-
tors of public works, and business development managers in Nor-
folk City, Newport News City, Portsmouth City, and Warren
County. JLARC staff also interviewed staff with the Hampton
Roads Economic Development Alliance.

VPA and VIT Staff and Board Members

JLARC staff held many extensive interviews with personnel at
VPA and VIT to gain a better understanding of port operations, ac-
tivities that had been undertaken or are being planned to improve
VPA’s efficiency and competitiveness, historical and planned uses
of State funding, and the two organizations’ administrative and
governance structures. Interviews were held with executive level
and non-executive staff in both organizations.

JLARC staff also requested interviews with all existing VPA Board
of Commissioners members, with the exception of the Chairman
and CEO of VEDP who is a newly appointed member beginning
July 1, 2013. Of the 12 members who were sent an interview re-
quest, nine agreed to participate in the study. JLARC staff also in-
terviewed four members of the former VIT Board of Directors. In-
terviews focused on VPA’s and VIT’s administrative structure and
the restructuring plan developed by the VPA and VIT staff, VPA’s
and VIT’s financial and operational performance, and the role of
the VPA board.

Other Interviews

In order to gain insight into the economic impact of VPA on the
State and localities, JLARC staff interviewed staff at the Virginia
Economic Development Partnership (VEDP), the State agency re-
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sponsible for fostering increased expansion of Virginia’s economy.
JLARC staff spoke with both executives and research staff at
VEDP.

JLARC staff also interviewed attorneys representing both VPA
and VIT, as well as attorneys in the Office of the Attorney General.
The purpose of these interviews was to determine to what extent
the legal implications or risks of converting VIT from a non-stock
not-for-profit entity to a limited liability corporation owned by VPA
had been considered.

Additionally, JLARC staff interviewed the lead author of the Eco-
nomic Impact Study: Port of Virginia compiled by the Mason
School of Business at the College of William and Mary. JLARC
staff also spoke with an economist at the University of Virginia.

Site Visits

JLARC staff conducted site visits to VPA’s primary container han-
dling terminals—Norfolk International Terminal and APM Termi-
nal. The purpose of these site visits was to observe terminal opera-
tions and equipment and to better understand the terminals’
layout.

DATA ANALYSIS

JLARC staff analyzed data obtained from VPA and VIT as well as
the AAPA. VPA and VIT provided data on VPA’s position on major
ocean carriers’ East Coast routes to inform the analysis of VPA’s
competitiveness. VPA and VIT also provided data on their respec-
tive financial histories to enable JLARC staff to determine how
State funds have been used to support port operations, planned
uses of CPF funds, contributors to VPA’s outstanding total debt,
and recent trends in its operating costs. JLARC staff analyzed con-
tainer shipment data obtained from the AAPA to inform its analy-
sis of VPA’s competitive position. Finally, JLARC staff analyzed
data provided by VPA and VIT staff on measures of the port’s op-
erational efficiency to determine recent trends the performance of
its terminals.

Analysis of VPA and VIT Financial Data

JLARC staff requested historical data from VPA and VIT on their
sources of revenue, the use of State funds, outstanding bond debt
and capital purchases made using bond proceeds, and operating
costs.

Sources of Revenue at VPA. JLARC staff analyzed VPA data on
State, federal, and terminal revenue from 1970 to 2012, based on
information obtained from CAFRs for each of those years. This da-
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ta was used to examine the total amount of State funding to VPA
over time, as well as trends in the proportion of State funding rela-
tive to terminal revenue.

Uses of CPF Funds at VPA. JLARC staff analyzed Commonwealth
Accounting and Reporting System (CARS) data from 2004 to 2012
to determine the proportion of CPF funding allocated to each ex-
pense category at VPA. JLARC staff also examined the proportion
of each expense category funded by the CPF to determine the rela-
tive contribution of CPF funds to various types of VPA expendi-
tures during those nine years. In addition, information on VPA’s
prospective budget for CPF funds in FY 2014 was analyzed to show
how the use of CPF funds is expected to change that year.

JLARC staff also examined VPA’s prospective budget for all pro-
jected CPF allocations from FY 2014 to FY 2040 to determine how
much of these funds are required for debt service on existing CPF
bonds and construction of CIMT. This information was used to de-
termine whether any remaining CPF funds might be available for
future off-terminal capital infrastructure needs if VPA’s Board of
Commissioners decides to adopt this funding strategy in the fu-
ture.

Outstanding Debt at VPA. JLARC staff extracted information from
VPA’s 2012 CAFR to determine VPA’s current debt load, as well as
the debt service ratios and the debt service payment schedule for
all outstanding bond debt. VPA provided additional data on pro-
jected debt service ratios through 2017, based on expected termi-
nal revenue during that time period, as well as detailed infor-
mation on the amount and purpose of CPF bonds issued in 1988,
1996, 2002, 2005, 2006, and 2011.

VPA’s and VIT’s Operating Costs. JLARC staff analyzed VPA and
VIT financial data to determine whether their operations were be-
coming more or less cost efficient. However, because a large por-
tion of VPA/VIT’s operating expenses are directly connected to the
volume of container shipments it handles, changes in expenses can
be more representative of changes in business activity than opera-
tional efficiency. For example, when the volume of container ship-
ments handled by VPA/VIT go up, the hours worked by its wage
labor force also go up, resulting in higher operating expenses. To
account for the effect of business activity on VPA/VIT’s operating
expenses, JLARC staff standardized its past expenses by the num-
ber of containers it handled each fiscal year. By standardizing op-
erating expenses on a per-container basis, JLARC staff were able
to more accurately determine year-to-year trends.
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Analysis of VPA and VIT Operations Data

To evaluate VPA’s and VIT’s operational efficiency, JLARC staff
requested historical data from VIT on three metrics commonly
used by ports to measure the speed and efficiency of their opera-
tions: net crane moves per hour, truck turn times, and intermodal
“rail-ready” dwell times. VIT provided 33 months of data on crane
moves per hour and truck turn times and 18 months of data on in-
termodal dwell times. JLARC staff calculated average performance
on these measures over time on a quarterly basis by aggregating
the monthly data.

Analysis of Container Shipment Data

JLARC staff performed several analyses of historical trends in con-
tainer shipments through VPA and other East Coast ports using
data provided by AAPA for 1980 to 2012. These included analysis
of changes in container volumes handled by ports over time (as
measured in twenty-foot equivalent units), changes in market
share among VPA and its closest competitors, and the rate of con-
tainer volume growth experienced by East Coast ports. AAPA data
was also used to identify and rank the 13 major East Coast con-
tainer ports.

AAPA data was also used for container shipment trend analyses
instead of alternative data sources, such as Port Import Export
Reporting Service (PIERS) data, because it is just as reliable for
high-level analysis and was available at no cost. PIERS is an ex-
pensive, subscription only service that is only needed to perform
in-depth evaluations of specific trends, such as the types of com-
modities shipped through different ports. Even though PIERS can
be used to perform many in-depth analyses, some data entries are
incomplete or unreliable, which restrict its usefulness.

In order to assess trends in rail shipments, JLARC staff collected
data on the rail and overall container shipments handled by VPA
and the Port of New York/New Jersey (Port of NY/NdJ). VPA data
was provided upon request, and Port of NY/NJ data was available
on its website. Data on the amount of rail traffic carried by other
major East Coast ports was not readily available, so JLARC staff
asked VPA to develop an estimate using their PIERS data sub-
scription.

Analysis Related to Local Port Impacts

JLARC staff collected and analyzed data from the VPA and locali-
ties that house terminal operations to determine the “payment in
lieu of taxes” amounts for which the localities are eligible. JLARC
staff also examined University of Virginia’s Weldon Cooper Cen-
ter’s publications on local tax rates in Virginia to determine the
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potential real property tax revenue for the localities that house
terminals if terminal properties were not tax-exempt.

LITERATURE AND DOCUMENT REVIEWS

JLARC staff conducted an extensive review of international, na-
tional, and Virginia-based academic and port industry literature
on maritime shipping and port operations. JLARC staff also re-
viewed numerous documents pertaining to VPA’s operations, ad-
ministration, and governance as well as the operations, admin-
istration, and governance of other states’ port authorities.

General Literature Review

JLARC staff reviewed available literature on port operations and
maritime shipping, some of which was specific to Virginia. Topics
covered by the literature included factors contributing to ports’ op-
erational efficiency and ports’ competitiveness and port governance
structures.

Reviews of Documents Regarding Other States’ Port Characteris-
tics and Operations

JLARC staff reviewed CAFRS, press releases, and other data pub-
lished on state port websites to obtain information on funding
sources for capital needs at each of the East Coast ports examined
in this study. These resources were also used to collect additional
financial information on recent capital expenditures, assets and li-
abilities, operating income, and outstanding debt at the Georgia
Port Authority and South Carolina State Ports Authority.

In addition to reviewing port-specific financial documents, JLARC
staff reviewed several documents summarizing funding sources at
other U.S. ports, including Report on State Financial Assistance
For Capital Improvements At Public Ports in the United States,
which was prepared by consultants for The Ports Association of
Louisiana in November 2009, and numerous summary reports of
funding at other East Coast ports developed by staff at VPA and
VIT.

JLARC staff reviewed legislation in other states regarding port au-
thority governance and structure. Specifically, JLARC staff exam-
ined the qualifications and terms of port authority board members
as well as the gubernatorial authority to remove board members in
other states. JLARC staff also reviewed other states’ port authori-
ties’ missions and goals which informed the section on develop-
ment of goals and objectives to support a statutory mission.

JLARC staff collected information on the infrastructure in place at
other East Coast ports, and the improvement projects they have
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planned, in order to compare them to VPA. The primary sources
used determine the current infrastructure in place at each port
were facility descriptions provided on port authority or terminal
operator websites. In cases where this information was not availa-
ble, JLARC staff examined reports and studies issued by the port
authority or its parent state. For information on planned projects,
JLARC staff examined information presented in port authority
and terminal operator websites, planning documents, and press re-
leases. For some information, JLARC staff relied on media reports
quoting port officials or information posted by contractors working
on port projects. Additional information on waterway projects was
collected from U.S. Army Corps of Engineers project plans and de-
scriptions.

Reviews of VPA and VIT Documents

JLARC staff collected and reviewed numerous documents pertain-
ing to VPA’s and VIT’s operations and governance. These included

e VPA’s 2012 Comprehensive Annual Financial Report;

e VPA’s 2008 and 2013 long range strategic and capital im-
provement plans and marketing strategy;

e VPA’s proposed plan for restructuring the VPA and VIT ad-
ministrative structure;

e VPA Board of Commissioners and VIT Board of Directors
meeting materials, which included staff-produced reports re-
lated to operational and financial performance;

e Internal VPA and VIT staff summaries and analyses of other
states’ completed or planned actions to improve terminal ca-
pabilities;

e the VPA/VIT service agreement;

e the bylaws of the VPA and VIT boards;

¢ “payment in lieu of taxes” requests by localities;

e economic impact studies performed at the request of VPA;

e the bond agreements for the two types of bonds issued by
VPA and VIT; and

e recent reports on VPA and VIT produced by Drewry, KPMG,
Moffatt and Nichol, Norbridge, and RK Johns and Associates.
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Port Tax Credits Offered By
Other East Coast States

Appendix

Virginia and Several Other East Coast States Offer Port-Related Tax Credits

Credit Minimal Benefit
State® Name Qualifications Limitations
& Port Volume Increase shipments 5% over prior $250,000/year per taxpayer,
.g Increase Credit year $3.2M/year total credits
k=)
§ International Trade Increase shipments 10% over prior $250,000/year per taxpayer,
Facility Credit year & create new jobs or investment  no cap on total credits
© -
5ol Qualified Target Increase shipments 10% over $5M/lifetime, no cap on total
o Industry Tax Refund prior year & create new jobs credits
L
m 7,
is)) Port Tax Credit Bonus Increase shipments 10% over prior 50%/year of taxpayer’s
o) year & create new jobs or investment  liability, no cap on total
(] credits
U]
(%]
%
5 Harbor Maintenance Pay federal harbor Maintenance No cap on taxpayer or
o Tax Credit tax for using state port facilities total credits
g
(%]
S
=
<&
= . Increase shipments by any 50%/year of taxpayer’s liability
+— =
o9 Ports Tax Credit amount over the average of up to $2M/lifetime, no cap on
= the prior 3 years total credits
©
g Port Volume Increase shipments 5% $1M/year per taxpayer,
8 o Increase Credit over prior year $8M/year total credits
wv) ©
)

? Eleven East Coast states have a major container port within their borders. Of these, five do not appear to offer a port-related state
tax credit: Delaware, Maryland, New York, New Jersey, and Pennsylvania.

® Virginia also offers a barge and rail usage credit that is unique among East Coast states. This credit allows qualifying shippers that
elect to transport their goods via rail or barge instead of truck to claim a credit against their corporate income taxes.

Source: JLARC staff analysis of information provided by VPA and port and state government websites, including program descrip-
tions, statutory language, and application documentation, 2013.
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Comparison of Container
Terminals at East Coast Ports

Appendix

Key Features and Capabilities of Major East Coast Container Ports, 2012

Container Total Est.

Volume Capacity Terminal Total On-Dock Post-
Terminal (TEUs, (TEUs, Property Size® Container Rail at All Panamax

Port Operator millions) millions) (Acres) Cranes Terminals Ready
NY/NY® Private 515 8.8 1,340 59 x x
Savannah® Public 3.0 55 1,200 23 4 x
Virginia® Hybrid 2.1 3.5 1,143 22 v v
Charleston® Public 1.5 2.8 1,045 21 x x
Jacksonville' Public 0.9 n/a 1,085 18 v x
Everglades® Private 0.9 n/a 324 9 x x
Miami" Private 0.9 n/a 268 9 x x
Baltimore' Private 0.7 0.8 284 11 x 4
Wilmington, DE'  Public 0.3 n/a 308 3 v x
Philadelphia Private 0.3 0.5 112 7 v x
Wilmington, NC'  Public 0.3 0.5 85 7 4 x
Palm Beach™ Private 0.2 0.3 156 5 v x
Boston" Public 0.2 n/a 188 6 x x

Note: Information presented in this table is for all terminals at each port that have significant container operations.
This may include dedicated container terminals and terminals that handle containers as well as other types of cargo.
The Ports of NJ/NJ, Virginia, Charleston, Jacksonville, Miami, and Everglades have two or more container-handling
terminals. The Ports of Savannah, Baltimore, Wilmington (DE), Philadelphia, Wilmington (NC), Palm Beach, and Bos-
ton have only one terminal that handles container cargo.

¥ For some ports, terminal property may include acreage that is used to handle non-containerized cargo.

® Three of the Port of NY/NJ’s six container terminals have on-dock rail facilities providing equal access to CSX and
Norfolk Southern. The port is expected to be post-Panamax ready in 2015, after projects to dredge its harbor to 50
feet and raise the Bayonne Bridge are complete.

° The Port of Savannah has on-dock rail facilities at its single container terminal that provide equal access to CSX
and Norfolk Southern. The port’s shipping channel is planned to be deepened to 47 feet by 2016, which is deep
enough to accommodate post-Panamax vessels that are smaller or not fully loaded.

4 The Virginia Port Authority’s terminal operator, Virginia International Terminals, is a private limited liability corpora-
tion but is wholly-owned by the authority, giving the port a hybrid public-private operator model. The port has on-dock
facility at both of its terminals, but only one terminal provides equal access to both CSX and Norfolk Southern.

® The Port of Charleston has on-dock rail facilities at two of its three container terminals, but not its main container
terminal. The Army Corps of Engineers is studying the feasibility of deepening Charleston Harbor up to 50 feet to
make it post-Panamax ready. If approved, the project would be completed no sooner than 2020.
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" The Port of Jacksonville has on-dock rail facilities at all three of its container terminals, but only CSX has access to
these facilities. The Army Corps of Engineers is studying the feasibility of deepening the port's shipping channel up to
47 feet to make it partially post-Panamax ready. If approved, the project would be completed no sooner than 2021.

9 Port Everglades is constructing an on-dock rail facility that is due to be completed in 2014. The new facility will be
served by the Florida East Coast Railway, a Class-Il railroad that provides exclusive service to south Florida ports.
The Army Corps of Engineers is studying the feasibility of deepening the port’s shipping channel to 50 feet to make it
post-Panamax ready. If approved, the project would be completed no sooner than 2017.

" The Port of Miami will be post-Panamax ready in 2015, after a project to deepen its harbor to 50-52 feet is com-
plete. The port is also constructing an on-dock rail yard and limited operations are expected to begin by October 2013
with full implementation by 2014. The port is served by the Florida East Coast Railway, a Class-Il railroad that pro-
vides exclusive service to south Florida ports.

' The Port of Baltimore’s container operations are concentrated at the Seagirt Terminal, which is a privately-operated
facility located adjacent to the larger, publically operated Dundalk terminal. Information provided in this table is only
for the Seagirt Terminal, which handles most, but not all, of the port’s container shipments. Other port terminals are
operated by the public port authority.

I The Port of Wilmington (DE) has on-dock rail facilities but they are only accessible by Norfolk Southern. A project to
deepen the Delaware River to 45 is expected to be completed by 2017 and will make the port partially post-Panamax
ready.

KA project to deepen the Delaware River to 45 is expected to be completed by 2017 and will make the Port of Phila-
delphia partially post-Panamax ready.

' The Port of Wilmington (NC) has on-dock rail facilities but they are only accessible by CSX. North Carolina’s 2012
Maritime Strategy identified a need for deeper waterways to be post-Panamax ready but the Army Corps of Engi-
neers does not yet appear to be studying the possibility of deepening the Cape Fear River.

™ The Port of Palm Beach is served by the Florida East Coast Railway, a Class-Il railroad that provides exclusive
service to south Florida ports. The Army Corps of Engineers recently studied the possibility of deepening the port’s
shipping channel from 33 to 39 feet, but this would not make the port post-Panamax ready.

" The Port of Boston relies on an off-dock CSX rail facility for all rail cargo and does not appear to be planning devel-
opment of an on-dock facility. Norfolk Southern service is not available because the railroad does not have connec-
tions serving the Boston area. The port’s shipping channel is planned to be deepened to 47 feet by 2017, which is
deep enough to accommodate post-Panamax vessels that are smaller or not fully loaded.

Source: JLARC staff analysis of port authority websites, private operator websites, and third-party sources, including
construction firm websites and news articles.
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Virginia Port Authority
Debt Service Requirements

Appendix

VPA will pay over $819 million for debt service on outstanding CPF bonds and port facility
revenue bonds between 2013 and 2040. Total debt service payments on these bonds de-
creases over time from about $36.9 million per year in 2013 to about $4.8 million per year
by 2037. Debt service on CPF bonds will be eliminated in 2036, but debt service on port fa-

cility revenue bonds will continue until 2040.

Period Commonwealth Port Facilities
Ending Port Fund Bonds Revenue Bonds Total Bonds
June 30 Debt Service Debt Service Debt Service
2013 19,324,794 17,619,788 36,944,582
2014 19,327,972 17,621,288 36,949,260
2015 19,323,823 17,617,488 36,941,311
2016 17,639,409 19,137,151 36,776,560
2017 16,207,477 19,131,788 35,339,265
2018 16,210,064 19,135,326 35,345,390
2019 16,208,527 19,137,726 35,346,253
2020 16,207,181 19,130,701 35,337,882
2021 16,206,183 19,132,401 35,338,584
2022 16,208,685 19,138,457 35,347,142
2023 16,201,714 19,134,332 35,336,046
2024 16,208,939 19,129,995 35,338,934
2025 16,208,163 19,131,194 35,339,357
2026 16,204,905 19,130,619 35,335,524
2027 16,205,632 19,130,113 35,335,745
2028 9,713,544 19,643,126 29,356,670
2029 9,709,676 19,645,413 29,355,089
2030 9,709,750 19,644,700 29,354,450
2031 9,709,750 19,640,688 29,350,438
2032 9,712,500 19,647,125 29,359,625
2033 9,712,000 19,645,325 29,357,325
2034 9,712,500 19,643,250 29,355,750
2035 9,713,000 19,646,750 29,359,750
2036 9,712,500 19,644,500 29,357,000
2037 4,819,750 4,819,750
2038 4,821,500 4,821,500
2039 4,823,250 4,823,250
2040 4,819,500 4,819,500
Total $ 341,298,688 $ 478,543,239 $ 819,841,927

Source: VPA 2012 Comprehensive Annual Financial Report.
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Appendix

Agency Responses

As part of an extensive validation process, State agencies and oth-
er entities involved in a JLARC assessment are given the oppor-
tunity to comment on an exposure draft of the report. JLARC staff
provided an exposure draft of this report to the Virginia Port Au-
thority and the Secretary of Transportation.

Appropriate corrections resulting from technical and substantive
comments have been made in this version of the report.

This appendix includes a written response letter provided by the
Virginia Port Authority and Virginia International Terminals.
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THE PORT OF

X VIRGINIA

Virginia Port Authority
. 600 World Trade Center
S Norfolk, Virginia 23510-1679

Jennifer D. Aument Telephone (757) 683-8000
e Fax (757) 683-8500

Martin J. Briley

BOARD OF COMMISSIONERS

Juliann J. Clemente

Craig P. Coy

Frank E. Laughon, Jr.

John N. Pullen

Robert M. Stanton October 4’ 2013
Ting Xu

Manju S. Ganeriwala, State Treasurer

Rodney W. Oliver
Interim Executive Director

1SO Cerlified: 9001
Quality Management System -
14001 Environmental
Management Syslem

Mr. Hal E. Greer

Director

Joint Legislative Audit and Review Commission
201 North 9" Street, General Assembly Building
Suite 1100

Richmond, Virginia 23219

Dear Mr. Greer:

Please allow this letter to serve as acknowledgement that the draft of the JLARC report: Review of the
Virginia Port Authority’s Competiveness, Funding and Governance was received on September 23, 2013.
We have reviewed the report and provided comments to Tracey Smith via e-mail on October 2, 2013.

One additional comment we would like to provide is the following:

* A unique aspect at the Port of Virginia that is not specifically mentioned in the report is the impact of
the privately owned APM Terminal in Portsmouth, Virginia. The land acquisition, construction, and
opening of the facility in 2007 created pure competition amongst a public owner/operator
(VPA/VIT) and private operator (APMT). The private ownership of the APM Terminal is a dynamic
that does not exist in any other major East Coast port.

We appreciate the time and effort that the JLARC staff spent gathering data in order to gain an understanding
of the Port’s competitive challenges and your staff’s professionalism and cooperation.

Thank you for the opportunity to review and comment on the draft and we look forward to receiving the final
report.

Kind regards,
T N, >
Rodney W. MNiver Joseph PJRuddy
Interim Executive Director Chief Opgrations Officer
Virginia Port Authority Virginia International Terminals, LL.C
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Staff of the Joint Legislative Audit and Review Commission

Hal Greer, Director Borna Kazerooni
Lauren W. Axselle Liana M. Kleeman
Erik Beecroft Paula C. Lambert
Jamie S. Bitz Joseph M. McMahon
Justin C. Brown Ellen J. Miller
Andrew B. Dickinson Nathalie Molliet-Ribet
Christopher J. Duncombe Gregory J. Rest
Kathleen DuVall David A. Reynolds
Bridget E. Farmer Kimberly A. Sarte
Katie A. Francis Anna H. Seymour
Nicole K. Gaffen Elizabeth H. Singer
Mark R. Gribbin Tracey R. Smith

Nia N. Harrison Christine D. Wolfe
Betsy M. Jackson Sandra S. Wright

Recent Studies

2013

Non-Academic Services and Costs at Virginia’s Public Four-Year
Higher Education Institutions

Trends in Higher Education Funding, Enrollment, and Student Costs

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

2012

Cost of Competing Adjustment for School Divisions
in Northern Virginia

Encouraging Local Collaboration Through State Incentives
Review of State Economic Development Incentive Grants
Review of Year-Round Schools

Dedicated Revenue Sources for Land Conservation in Virginia

Review of Employee Misclassification in Virginia

Reports are available on the JLARC website.
http://jlarc.virginia.gov
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