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at. | am happy to be your host today. This
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Alternative financing is a key component March 3, 2016
to our infrastructure strategy and Civil
Works Transformation. We’ve got a very -

fiscally constrained federal climate right
now, so we’re exploring some alternative financing approaches.

Mr. Edward Belk is a member of the Senior Executive Service. He is serving the Corps as the
Chief of the Operations and Regulatory Division in the Civil Works Directorate at Headquarters.

We are very pleased to have you with us today to talk about the USACE infrastructure strategy,
UIS overview and P3 review. So do you want me to advance the slides for you, sir?

Edward Belk: Okay, so good afternoon - Edward Belk here from headquarters. I've got a team
here with me. | would mention Ms. Pauline Thorndike, she’s my program manager for
Alternative Financing and so if | misspeak, she will clean up at some point in this presentation. |
really appreciate your time this afternoon - | appreciate Beverly [Hayes] and Jodie [Creswell]
giving me time to visit with you. What I’'m going to do is talk about infrastructure.

That's really what this presentation is about - infrastructure investment and in the Planning
Community you all are about shaping investment decisions that go to that. So I'll try to weave
in a little bit of a planning thread as | walk through this. But it really is about investment and
infrastructure and how to do so.
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So if you look at our challenges and
opportunities, our investment
challenges and infrastructure are
not unique - obviously to the Corps
or even to this country - they're

international. It’s a global challenge.

The world economic forum
estimates that by the year 2030,
some $60 trillion in additional
investment are going to be required
internationally.

Not to build out third world

+ CW Infrastructure Systems Aging, Experiencing

Challenges and Opportunities

Infrastructure Investment = Global Challenge

Corps Civil Works Portfolio: 3,000+ Operational
Projects, with Replacement Value of Approx $268B

Corps Civil Works Asset Classes are Diverse

- Flood & Coastal Storm Damage - Dam & Levee Safety Programs
- Coastaland Inland Harbors - Water Storage e
- Inland Waterways - Aquatic Ecosystems g
- Hydropower - Water-BasedRecreation

Demands for CW Infrastructure Maintenance,
Operations, and Capital Investment are Expanding

— Civil Works New Construction Backlog - $ 60B
— ASCE: Dams, Levees, IWW's = ‘D" - $140B

Negative Performance Trends Across Portfolio )
(Serviced by ~$4.6B Annual Budget Nationally....)
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countries, not to make everything perfect around the world in the way of infrastructure. The

S60 trillion is just maintaining current levels of economic activity at current levels of quality of

life.

And so that’s a big bill. If you look just in the United States, the United States’ share of that -
S60 trillion by 2030 is about $7 trillion, and, you know, that’s a pretty significant investment.

And they also estimated that probably half or less than half of that $6 to $7 trillion bill for US
infrastructure will be fueled and financed with traditional public sector - public infrastructure

approaches. And so, we’re left with the obvious question - how are we going to close the gap?

And again, that’s just the United States. We're just a part of that discussion. If you look at the

Corps itself, we currently own just over 3,000 operational assets around the nation. And when |
say asset, I'm talking a dam, hydropower project, a lock, large pieces of civil works
infrastructure.

And so the replacement value of that Corps infrastructure is about a quarter-trillion dollars and
if you look at that infrastructure it was built out primarily - the center mass of that was built out
from the 30s to about the late 60s or early 70s. So the vast majority of infrastructure is like me
- it’s aging infrastructure, and so it takes it a little more investment to continue to sustain
performance as that portfolio ages. And you can see the various asset classes that we've got.

And by the way a lot of those investments were the product of the planning process. We went
through and identified federal interest - Congress agreed and funded them and so there we’ve
got this - the various types of assets at play around the country.
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But if you look at, nationally, at the Corps construction backlog, what that really is, is all of the
projects that have been processed via reports to the Congress and they have authorized for
construction, but have not been funded yet. There’s really it’s a little over $60 billion in
infrastructure that’s kind of sitting, waiting construction. If you look at ASCE, the American
Society of Civil Engineers, last year in their infrastructure report card, they assigned a grade of D
to dams, levees and inland waterways around the nation.

You know D is not where you want to be - | wouldn’t think. If my kids came home with a D, it
would not be happy news. And so they’ve described some $140 billion in investment required
by the year 2020 just to get up toa Cor aB.

So | try not to do math in public but that looks to me to be about $200 billion worth of
requirements without even breaking a sweat. That doesn’t include hydropower, doesn’t include
recreation - doesn’t include a lot of other mission sets and mission areas that we have. | say all
that to describe to you this giant math problem that we have as an agency. Because we’ve got
to service that requirement plus new investments that we make in construction, plus our
investigation program.

All of that has to be serviced with a $4.6 billion annual budget - so of that $4.6 billion, maybe in
any given year only a couple of billion is available to get after that problem - that gap | just
described to you. So that’s a hundred years and that’s if nothing gets worse. So what do we do
about it?

The approach we’re taking as an agency is Civil Works Transtormation

to try to bridge that gap is our Infrastructure Strategy Components

infrastructure strategy.

+ Asset Management: Assets identification,
assessment of conditions/reliability,
categorization

There’s three elements here that we're

Life Cycle Portfolio Management (LCM):
Ensure future systems' viability through risk
assessmentand management, funding
prioritization in a systems decision making
process

focused on - one is asset management
and that’s really just a matter of looking
across the enterprise and making sure

+ Alternative Financing: |dentify alternative
that we kI'IOW What we have on the bOOkS financing mechanism and options to leverage

and the condition of that asset and the funding to increase infrastructure investments

reliability of that asset - whether it be a ,
lock, adam, a hydropower plant’ a ) BUILDING STRONG,,

recreation site or what have you. It is visibility and understanding the conditions.

The next thing we are looking at is life cycle portfolio management. | use a lock and dam system
to describe the intent, and as planners as you look at, for a watershed type approach, you'll

3
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understand this. Life cycle portfolio management is really looking at the lock system. One lock
is interesting - it’s fun but it’s really useless. What matters is the system of locks that will move
commerce. And so we have to do a better job of looking at systems rather than fixating on the
eaches. And that’s hard not to because we’re funded on the eaches - we’re authorized on the
eaches, but we perform at a system level. So we’re looking at not just assets by individual
projects and individual assets, but those systems and how they work and how priority is shifted
when you start looking at a system.

And the final thing is Alternative Financing - how do we look at alternative ways to finance and
fuel the requirements that we’ve got across the portfolio and this presentation will deal a lot
with that third piece.

Okay | could drag you through this slide and make your head explode - | will not do that to
anybody today. This is a maturity model that we use in the asset management world to
understand how we're doing and how we’re maturing in our approach to categorizing the
condition of our assets and proper management and investment in those assets. There are only
three or so things | want you to take away from this impressive slide.

To the left you can see the various

Life Cycle Portfolio Management Approach asset types that we have as an agency

Asset Visibility = Asset Condition + Consequences of Failure = Risk =* Investment Priorities

from lock and dams, recreation, the

Hgael Vislding

channels, what have you. So the first

thing you got to do - know what you’ve

got on hand.

If you go up to the top just where it

says Asset Visibility - that’s really the

next thing | want you to focus on

APy - byt Impaving MMIE. a1 B2 a3 and prepping Phase 3

LCM = Different Thinking = Culture Change =  becauseyou can’t have any kind of
4 suomestrone,  portfolio management or asset

management program if you don’t have visibility on all your assets - all your locks, your dams,
what have you.

And once you do that then you can start assigning and we do - we’re assigning asset conditions
to all those assets - understand what shape they’re in. Once you understand that then you can
look at that asset and look at what the consequences of failure of that might be. What will
happen if that asset fails or is no longer there? So when you combine the condition with the
consequences, those two things together provide a risk quotient for that asset. And that is the
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secret sauce, because that’s how we’re now making investment priorities for at least existing

assets.

Where do we need to invest precious O & M dollars to sustain - not just individual assets, but
systems of assets? So that’s an important piece that we’re using across the Corps to help us
shape investments in a tight fiscal climate. Next slide.

Integrated Investment Strategy

So one of the outputs or outcomes of using Inland Eﬁﬂgg}_ion Portfolio
this kind of approach is kind of reflected on
this slide. This reflects the risk profile of our 84 %
inland navigation portfolio. All the Locks in [ rr— 3t: @
our inland navigation system. < —— 2, g
i
There are some 207 of them - it may be a - j§
little hard to see but there are 207 little red EE g
lines on this chart and they represent the i
& BUILDING STRONG,,

risk exposure at each of those based on

conditions, times, consequences of failure, economic consequences, life-safety consequences.

And so what that does is very quickly you see that those locks in the upper 10% of this slide are

where most of our risk currently resides across the system.

And so what we’re doing is looking at that. Congress directed in WRRDA ‘14 that we develop a
20-year capital investment strategy to get after and buy down that risk across the system in
coordination with industry, and we’ve developed that report. It is currently under review at
OMB, and it will be looking to invest about
S5 billion over the next 20 years - to again
surgically, and appropriately, buy-down risks

Hydropower System Risk Profile
Hydropower Modernization Initiative Outputs

v e

where those dollars will have the most Moo Renes? | B
impact. S
And this is a similar look at our hydropower = B ———
portfolio again. We focus our investments =

both on O&M and rehab on those items that
are of the highest risk - we’re at the top of
the slide - again buy-down portfolio and

Nurtanarcs
Life-Cycle Assel Managomaont Strategy

system risk.
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National Research Council Findings Next slide. And so the National Research

Council, a few years ago, established an
= NRC Suggests Appropriate Maintenance Investment Range of 2-4% PRV

appropriate maintenance investment range
= FY 15 USACE Infrastructure Plant Replacement Value' (PRV) = $268B

EStFYISPRV =  $268,000,000,000  %PRV

for large transportation and capital

NRCHE (4% - s10720000000  acow = elvimessbe - inyestment or capital infrastructure.
Exceads Corps
NRC "Low™ (2%) = $5,360,000,000 2.00% € TOTAL Budget
TOTAL FY1508M Budget = $2,600,000,000  0.97% 4= ' s

wanresnns — They said that you really need to invest

O&M Allocated for Just Maintenance = $618,500,000 0.23% "

about two to four percent of the

replacement value of those assets in
Ike Other ies, C I Cl RC Recomme: lons... EVE . . .
i men?%?ﬁfomm;gsxzigialﬁs;né?‘; mfra:xffcmre";:é:?ys s _ maintenance in any given year. So, you
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know, | told you on the first slide that our -

we have just over a quarter trillion dollars in assets around the Corps.

If you look at the total volume of those, and using the National Research Council findings, if we
were investing in maintenance, 4% of the value of that portfolio, we would be required to
invest $10.7 billion dollars a year. If you go down to the low side of the NRC recommendations,
two percent, that’s $5.4 billion. We had the highest appropriations history this year - $6 billion.
And so it would almost consume all of that if we went to the low end.

So go down to the bottom at the little red box where we actually are - at least in FY15. We're
investing about 0.23% of the replacement value each year across our national portfolio. That's
sort of like having a $30,000 car and spending about $69 a year on maintenance. My kids might
try to get by with that because you got dad taking care of them, but infrastructure won’t last
long that way. And so it might work a year, but it won’t work very long...

So that’s a long-term challenge. I’'m not describing a challenge that is anybody’s fault. Its - our
fiscal realities are not going to change - that investment level was not going to increase in the
current fiscal world that we’re in nationally. As a nation we grapple with what are our priorities.

I’'m describing this to you because it means we’re going to have to look to ourselves to figure
out how to bridge that gap in investments. | mentioned something earlier | want to highlight:
Congress afforded S6 billion in investment in the Omnibus this year for the Corps - the highest
in history. Anytime any of you interact with partners, stakeholders and members of Congress,
say thank you. Make sure that you go out of your way to say thank you. Because Congress did
that - not because they love us, although | hope they do. They did that because they see value
in our services and in the infrastructure and in the things we provide.
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The President’s budget for FY16 was $4.7 billion, and so we got almost a 28% bump up to get to
S6 billion this year and they provided those additional funds at the expense of something else.
They valued our stuff more than the stuff of other agencies, and so that should not be lost on
us and we should never forget to say thank you because of that choice they made to invest in
what we do and what you do. Next slide.
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highlight a couple of things. We’ll spend most of the rest of the time talking about the yellow
line, the P3 - P4.

But starting at the top - Contributed Funds. We issued guidance under Mr. Stockton’s signature
a year ago that established a standard MOU or MOA that we could accept money from partners
who wanted to contribute funds for maintenance dredging. Prior to last year, when a sponsor
came to us with money and said here’s $10 million, please dredge my channel, it was taking us
on an average about 330 days to go through the process to take and receive and apply those
dollars. So what we’ve done with a national team, is look at that and now we’ve mapped out a
process and if you use the standard MOA with a dredging partner, we'll turn that around and
get to a decision within 120 days.

So we’ve streamlined it. We've already been applying that policy - | think our average right now
is around 135 days. We’ve still got a little room to improve but the point is much better than
330. So if you have sponsors or partners who are looking for maintenance dredging and have
funding, please test us out on this.
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WIFIA — the Water Infrastructure Finance and Innovation Act - this was authorized in WRRDA
‘14, and is modeled after similar programs and other agencies, particularly the Water Program
in EPA. This authority has not been funded for the Corps, it came with $10 million in
appropriation authority but it was not funded in the appropriations bill and so right now our
implementation guidance is fairly simple. Once we get funding we will issue more guidance on
how to and how we will implement this. | don’t want to pump a lot of sunshine here because
this is basically a grant program and we fundamentally are project financed. We don’t really do
grants and so it will take some institutional work to be able to implement a program like this.
We are working with EPA on the possibility of leveraging their capacity in this regard because
they have a very mature institutional capacity, but will see where Congress goes, if they choose
to fund it.

The next area is divestiture, so not only are we looking at how to service an existing
infrastructure, how to bring on new infrastructure, but we’ve got a lot of infrastructure that’s in
place now that’s either exceeded its service life, or is no longer serving an intended purpose.
And a lot of that may be - we may be having to invest money in it every year for whatever
reason. So we’re looking how to take stuff off the books to either transfer it out, or be
authorized or do other things to avoid - to lower our exposure financially.

And even if we're not spending money to lower our liability exposure, there could be liabilities
attached to that infrastructure, so we have a national team lead by Mr. Bill White out of LRD
that’s looked at that and we laid some options down and established a process to streamline it.
We got questions yesterday in the Approps hearing on requesting what Congress can do to help
speed up divestiture or do we need authority - more authority to do divestiture.

So a lot of work going on and the final area is Energy Saving Performance Contracts and - won’t
spend a lot of time here because we got a whole cottage industry attached to this. There are
quarterly briefings and Ms. Darcy and in every one of your districts and regions you have folks
who are dealing with this - mainly on the operations side, where we’re looking at performance
contracts to improve a lot of our assets. Next slide.
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So transitioning and pivoting a little

bit now to P3 and P4. By the way, P3 Key P3/P4 Principles
is public-private partnerships, P4 is = P3/P4 Background and Operating Context
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» P3/P4 Application in Water Resources Context is Presenting Challenges

= P3/P4 Can Help the Corps/Sponsors Address Two

to. But | would submit that most of

the USACE opportunities will be more Critical National CW Infrastructure Challenges

in the P4 arena, because most Of » Existing Infrastructure: Sustain Performance, Extend Service Life, and/or Buy Down
Risk for the Nation

what we do is with the COSt'Sharing » New Infrastructure: Accelerate Delivery, Reduce Life Cycle Costs and Achieve
Earlier Accrual of Project Benefits to the Natien

’
partners, so we’ll have generally two = Three Primary P3 Revenue Generation Mechanisms
B sat . » User Payments
public secretary entities involved, the e SR e ey .
Corps, and |t$ partner, and then Of » CommercialAncillary Revenues -m "
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course the private sector - that’s the
other P.

A little bit of background that we’ve learned in our journey over the last 18 months or so, and
that’s that the P3 market in the US is not as mature as in other countries. And there’s a lot of
reasons but there’s two big reasons for that. One is the municipal bond market in the US has
been the weapon of choice to build out infrastructure in this nation since the 70s or there
about. And so it’s by far the most mature in the world, very robust. That has precluded the
need for - or precluded sort of a demand signal for P3s, P4s up to now.

| think what’s changed though if you look now, that infrastructure portfolio | described to you is
getting older and we’re looking at recapitalization decisions. That means that additional
investment above - maybe and beyond what the municipal market can support.

The other is the unique US risk profile. And what that really means is if you look at a P3
transaction, that really is a long term contract - 20 to 30 years. And so you have a transaction
that would, for us and a sponsor and a private consortium would enter in to do something,
either to build something and operate and maintain it, or build it and maintain it, or build it and
operate it - it could be anything we want and finance it. But in order to cover that investment,
it’s going to be a 20 or 30-year timeframe and guess what - our election cycle isn’t that long. So
over that lifetime that transaction is going to be at risk as new people are elected, new policies
are put in place that may frustrate, undermine, or challenge that 20 or 30-year transaction.

We present more risk in that regard, political risk frankly, than maybe in other countries. That
doesn’t mean it’s impossible, it just means another risk that has to be quantified as we look at
what a good transaction looks like.
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Another point is that P3 - P4 transactions really are just another acquisition tool. We do
acquisitions all day, every day in the Corps of Engineers. Very complex acquisitions from design
build to early contract involvement in some cases, in my old command in MVD. So this is really
another acquisition vehicle but it is very complex and as I've pointed out, very long term. So
your crystal ball has to be a little bit better. You have to do due diligence in allocating and
understanding risk between both us and the private sector. And it’s more difficult, but it’s a
difference in degree, and not a difference in kind.

So the other is the whole bill, the cost of money. When we first started working this stuff here
on the Hill and with OMB a year ago - they were saying you know, Belk, you must be insane.
You want to do this deal with a private sector and have to cover the cost to capital, whereas the
Corps and the government can borrow money at practically zero percent interest. So how can
that be a good business model?

Well the statement by itself is true - the cost to capital has to be covered and it will be higher
when you go to private sector under a P3 transaction. But here’s the deal, if you look at our
delivery model right now, and the way we’re funded, a large project - a $2 billion plus project
could go on for 15 or 20 years. Every year that construction drags out, that imposes additional
risk - and it comes in a lot of varieties.

It can be materials risk, as material costs increase, it could be weather risk, it could be financial -
all kind of different things come into play. A P3 transaction - you come in and fully fund that
upfront with a private sector funding, execute, but only over five or six years, rather than 15 or
20 years. And the value proposition is that you reduce the risk and the cost growth so much
until the cost of capital is not a big driver in the overall context.

The other thing that you do is reallocate risk. Because in a P3 transaction if we’re having a
partner build and maintain something over the lifetime of that asset, and they’re not going to
get paid if that asset doesn’t function, and they know they’re going to have to pay to maintain
it, they’re going to do things on the front end to lower the cost of maintenance and operation
of that infrastructure.

So it reallocates risk and causes different thinking over the life cycle of the asset. So while yes,
the cost of money is higher under a P3 because you’re dealing with private sector, the value
proposition more than offsets that.

And finally, you know, there are P3s in play and around the nation - a lot of them are in the
transportation sector. The Commonwealth of Virginia, has used P3 as a tool for highways. But if
you look in the transportation sector, it’s very cleanly vertically aligned. You have the
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Department of Transportation in Washington, D.C. and a transportation department in every
state. You’ve got a transportation department in most, if not all counties and most big cities. So
it’s all very vertically aligned and on top of that you’ve got a funding mechanism through gas tax
that’s very well understood and the risk - the financial risk is very, very modest because it’'s well
understood.

Contrast that to the water sector. You’ve got the Corps at the federal level, you have EPA, you
have other agencies that do water nationally. At the state level, some states don’t have any
water resources agency or interest. And those that do are uneven, and so it’s not consistent.
And at the local and county level, it’s almost nothing. So that vertical alignment is not there, nor
is the financing engine for water resources, because the Corps is project-funded, other agencies
may be more programmatically funded. It just creates another layer of complexity that has to
be managed.

But if you look at P3, P4 - this is not a solution in search of a problem - | can’t overstate that.
What we’re looking to do is solve one of two problems. For existing infrastructure - we want to
sustain performance, to extend service life and buy down risk for that infrastructure. That’s the
existing stuff now because at the end of the day it is really about performance and meeting the
needs of the nation in a fiscally constrained environment. For new infrastructure, it’s about
accelerating delivery, reducing life cycle costs as a result of accelerating delivery and then
achieve earlier accrual of benefits.

So that’s the value proposition and the example | give is for my experience in New Orleans, the
hurricane system there - post Katrina - we were given $14.6 billion to deliver that system. It was
delivered in six years - at least a 100-year level of risk reduction in six years.

If you look at that system prior to that, from 1965 up to Katrina in 2005, 40 years, that system
was less than half finished. And so that's a sharp contrast to describe the delivery model and
the value of full funding up front.

So I’'m not suggesting everything is a Katrina or a hurricane system - what | am suggesting is
that if you fully fund new infrastructure up front, it opens the door on innovation, opens the
door on innovative acquisition, it opens the door on a lot of possibilities that just aren’t present
if you're funding something a little dab at a time each year over many years.

This is where | think we could use the planning community’s thinking and your expertise and
the brilliance of the capacity nationally to help think about the question: Is the P3 tool another
option to start delivering those benefits that are the basis of our investment decision earlier?
So you really have to peel back some of the mystique away from P3.
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There’s really only three ways to fuel and finance a P3 transaction.

The first is user payments, where you have a fee or toll or tax. Quite frankly the Corps does not
have authority for user payments and any time we do, those monies go back to the Treasury.
They are not reinvested in the asset which generated them. This is something that requires
some consideration by the Administration and Congress on whether or not they want to give
the Corps more authority in that regard. But guess what, our sponsors can impose payments -
user payments and taxes that we can’t - so there’s opportunity there.

The other is availability payments. What this means simply is - and I'll use a state example in
Virginia. They are using a P3 transaction to build, or rebuild some interstates and what the
state is saying is that in lieu of what we would ordinarily pay for maintenance, we’re going to
simply take that and turn that over to this private consortium. And in exchange, they will
upgrade the interstate, maintain it at a higher level over a long period of time and return it back
to the state in that same condition. So the value proposition works for both agencies, so in lieu
of the state spending that money on their own, they’re making it available to the private sector.

Now | will tell you both OMB and appropriators have said, forget availability payments for the
Corps. | tell you that so you have a dose of reality. The reason that they said that is the
administration does not want to encumber future presidents with an ongoing obligation, and
clearly the appropriators on the Hill don’t want to encumber future Congresses with that same
issue. The classic availability payments are really not a good option in the current fiscal
environment but there may be other variations that we could work with sponsors that could.

And finally commercial revenues and the easy answer | give them on this is kind of a cheesy one
but, you know, if we’ve got our recreation site, we could sell air rights for billboards, you won’t
solve the world’s problems with those kind of revenues. So here’s where the private sector
come in - they’re genius at extracting asset value and cash flow out of assets. We just don’t
think that way, at least | don’t, but there are ways to generate cash flows from assets that we
typically don’t think too much about.

Next slide. So we’ve been on this journey and here’s the good news - we actually had a new
start for the first P3 project, a Flood Risk Management Project, Fargo Moorhead on the Red
River on the North, in Minnesota, North Dakota.

Frankly, that P3 transaction is going to be closed because we’ve got a sponsor who had a
burning platform that Fargo has had major floods in almost year since 1993. And so they’re one
crisis away from billions of dollars in damage and so they have worked with us and with the
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private sector to develop a P3 transaction

Corps’ P3/P4 Journey

that they will close in the coming months + Ongoing P3/P4 Demonstration Program (w/i Existing Auth/Policy)

’ . » Most Mature: Fargo-Moorhead Metro (FRM Construction)
and we “ have a new start thIS year fOf' » Most Sophisticated: lllinois Waterway (Inland Navigation O&M)

that.
* Administration Interest
» OMB
. .. . + Exploring Revenue Generation Options (Ring Fencing) F¥ '
These are done within eX|st|ng authorlty - « Exploring Alternative Budget Scoring Approaches (i.e. FROI)
) . .. + Discussing Policy Framework for P3 Investment
we’re not looking or waiting on new + Clariying P3/P4 vs Privatization/Divestiture

» White House Build America Initiative - Water Infrastructure
» April 2015 Treasury Report 2 “...years of underinvestment £

in our public Infrastructure have imposed massive costs on our economy."
» FY 17 Budget Proposal

authority, although it would be helpful
and nice. We do have the existing

aUthorlty to work these. » Congressional, Sponsorand Stakeholder Interest _
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The most sophisticated is the Illinois

Waterway, where the lllinois Soybean Growers have looked at the eight locks on the lllinois
system. Their perception is there is enough risk there because of the age and condition of
those assets that they are willing to invest S600 million to buy down risk and improve the
liability. When they have a harvest - record harvest of corn or soybeans in that state, they got
very tight windows and contracts in place where they have to get that grain to world markets.
And so reliability is important, so they’re willing to pay to buy down risk and improve the
liability of that system.

We've got a lot of work to do - first off to get authority - both for us and a sponsor - also a lot of
issues about who pays and how they pay, so a lot of work to be done. The point is there is a
problem and on that waterway, at least there’s perception of a problem, and they see P3 as a
potential avenue to address it.

If you look at the Administration, we’ve been working extensively with OMB on this whole issue
trying to help shape and understood the value proposition. You know, | told you we generate a
lot of revenue already across the Corps. We talked about the possibility of retaining some of
that revenue to invest back in the asset. Frankly there’s not much interest in that at this point
because right now those revenues go to offset the budget deficits. So it’s hard to make the case
right now. But | think as we as a nation come to grips with our infrastructure deficit, overtime
that may become a conversation that people are more willing to consider.

Looking at alternatives - scoring approaches for P3-like federal return on investment - rather
than just Benefit Cost Ratio (BCR) because it can be - could be that private sector and the
sponsor can come in and buy down federal exposure by building stuff faster and provide a
federal return on investment rather than just straight up BCR. We’ve discussed that with OMB,
but | don’t think they’re ready to go down that road at this point.
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One of the things that we learned early on when we were talking about P3 - P4 with others.
What they were saying was “P3/P4”, but was in their head was privatization and divestiture, so
we’ve had to spend a lot of time helping people see the difference.

The example that I’'ve been giving is P3, P4 is simply a way to amplify existing federal
investments. This is sort of like a marriage. If you look at privatization and divestures, it’s kind
of like a divorce - you’re cutting the cord and going different ways - you may still have some
alimony payments - you may have some things you have to do but you’re essentially going in
different directions. In P3, P4 federal ownership is sustained throughout. The Corps owns that
asset on the first day, it owns it on the last day and we can specify the condition that we’ll get
the asset back.

And the White House is very interested in P3s - they’ve got a water infrastructure piece to the
Build America initiatives that they added last summer and then the Treasury said something
very important in a report published last spring. And it was that years of under-investment in
our public infrastructure have imposed massive costs on our economy. That is a policy
statement. Now that policy statement is not yet translated into a different investment
paradigm - it may not. The point I’'m making is that as a nation our policymakers are beginning
to look at and understand and grapple with the infrastructure investment gap.

We've also been working heavily with the Congress and sponsors. That’s one thing | want to
highlight - anything we do in the P3 world has to be with a sponsor. There are a lot sponsors
that have been very nervous frankly, they thought the Corps is kind of on a crusade to do a P3
at all costs with them standing on the sideline wondering what happened to them.

That’s not it at all - they have to be with us
Current Organization

- and in fact | would tell you they can say .
and P3 PMO Function

. 7
and do things that we the Corps can’t do HausAcE Psrole:. Current PMO uapa ol
because of limited authorities and so just S ey [T Eroiect o riDwery
lik diti | . h Design; Washington & SR PPA/Agreements; Local
ike a traditional project, the sponsor can Mar el i icion —— 0
. . . . Pauline Thomdiki 5
really bring some value to this discussion e e el
Divestiture ESPCs P3 Contributed Funds WIFIA
Of P3, P4S and What We dO. NeXt Sllde Bl White {John Coho) Ed Hecker Pauline Thomdike Paul Scodari
i i ""KZZZ?E?;’&E‘L?L““
.. . . . Christina Baysinger ISZ:L’:
This is sort of the obligatory organizational
. . Recommendation: Decisio iteria for fut PMO model:
slide but this shows our program Caiiia SRTAPEPUO modi T il e B vetod o el
. . . . [M§ed on a review of RCI, Energy + Stakeholders in agreement
management organization, if you will, for  svesmsreco s T cusees wpcense noee [
P3. The important part is not the top of i i o STRONGE

the chart - the important part is the lower right that you see - the private sector expertise. We
at Headquarters have retained three different experts in this arena that have international
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experience, they’ve closed billions of dollars in P3 deals, and they’re helping shape a lot of what
I’'ve told you so far.

A lot of what | have learned came from interacting with them and came from their work to
assist us. They also have very close connections with the markets, they can help us think how
we need to approach the market and what a viable P3 would look like.

| show you this because this is at the national level, the technical expertise that we’ve got to
support districts. But we’re using PMBP [project management business process] here for P3 -
we’re saying that districts - you own the relationships, you own the projects. You own the
problems and challenges and can identify where there are gaps, where there are needs and
once you identify them, you can work that within your district to your region to the
headquarters, and if it’s a good fit for P3, we can help you screen and whether or not it makes
sense, and if it is, you know how to approach it, and so again, PMBP - we would love to have a
private sector expertise in every district but we can’t afford it - you can’t afford it.

But until that time we do have some expertise here and please take advantage of it and you can
see the role of headquarters again, we’re at the policy level - programmatic level, screening,
enterprise at the Washington level with the Hill and the administration and the market. But
your roles are very important and it’s just the same as any other project - that’s sponsor
engagement, identification of projects, working the agreements and interfacing locally. Next
slide.

The challenges we’ve discovered and I've
P3/P4 Challenges talked most of these - | won’t spend much

= Payment Mechanisms, Availability Payments time here. First is payment mechanisms,
» Inability to Make Commitments on Future Appropriations

how to cash flow a P3 transaction.

= Budget Scoring . -
» Scores Full Federal Project Cost Up Frontin First Year Avallablllty payments are rea”y ot a gOOd
option right now, at least in the current

= Revenue Generation and Ring-Fencing

. fiscal environment. So how do you get
» Ability to Collect, Retain and Reinvest Fees/Charges

around that - there are ways to do so.

Budgetability
» Prioritization of Projects Within Current Budget Policy (Benefit-Cost

Ratio)
=
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Budget scoring for P3 transactions. Even

though we get full funding up front from

the private sector, in order to have the
federal piece of that made available, be amplified - it has to be fully scored. So if you got a $2
billion project, even its most of it’s going to be funded by the private sector, it still scored as a
S2 billion offset in the budget. So it’s very hard - it crushes the ability to squeeze large projects
in as a result.
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| talked about revenue generation, ring fencing, “budgetability” - simply the BCR challenge. If

you’re not at two and a half BCR at a 7% interest rate, it’s just not budget-able and so, | would

add one other challenge that’s not on the slide, and that’s the whole business of economic

equity.

There’s concern that only the smart and the rich and the famous have the expertise and

capacity to dabble in P3 and then there’s the rest of us and I’'m not sure that’s a true statement,

but it’s a real concern that we have to make sure that we don’t miss. Next slide.

So WRRDA did afford authority. Section 5014 in WRRDA was issued and it basically set forth a
process for implementing a P3 pilot program and how those pilots, if funded, would be

reimbursed once the project was complete.

But this provision of WRRDA was
authorized only to the extent it was
funded in appropriation. It has not been
funded, so our implementation guidance
for this is very simple - it’'s more to come
after we get funding.

But what I really want to convey to our
Planning Community is that this is not
really something that’s necessary to do
P3. We have enough existing authorities -

Section 5014 of WRRDA 14

= Section 5014 of WRRDA 14
» Implementation Guidance Issued 30 Sep 15

» No Implementation or Further Action on Pilot Projects Unless/Until
Appropriations Provided

= Section 5014....
» Sets Forth a Process for Implementing a P3 Pilot Program
» Allows for Design/Build/Finance P3 Structure
» Focus on Authorized Backlog (Construction)

» Encourages Greater Non-Federal Investment in Infrastructure

&
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it’s really just another acquisition vehicle that we use already.

And so 5014 didn’t add any new organic authorities that we needed. On the other hand, it’s a

good thing because it telegraphs the
policy intent of Congress and it has sort
of established a baseline for having
dialogue on how and if this tool can be
applied and the water resources. Next
slide.

How you can help continue to educate
and inform, learn more about this.
Consider this as you look at interacting
with sponsors. | go back to the day when

AF: How You Can Help

Communication and Engagement. Educate and Inform
Internally and Externally

Contributed Funds. Work with vertical team to meet goal of
120-day processing timeframe (team effort). Ensure sponsors
aware of contributed funds policy and new model MOAs

Divestiture. Consider Divestiture Opportunities Across Your
Region Where No Major Rehab Work is Required

ESPCs. Build on Successes to Date

P3/P4 Program. Continue to Mature Existing Demonstration
Portfolio; Consider Further Opportunities within Budgeted
Project Portfolio (>2.5 BCR) and During Feasibility Phase;
Leverage HQs Team/Private Sector Expertise

BUILDING STRONG,,
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in Memphis district, we had WRDA ’86 for a new harbor in Helena, Arkansas. | was a young,
ignorant engineer on that and we had the first - at the time it was called the Project
Cooperation Agreement, a PCA that we had to sign with that sponsor. We didn’t know what
one looked like - we had to do a financing plan. But we sort of had discovery learning and
figured it out. Fast forward to today, all that’s routinized, all that is very well codified in our
processes and our approaches. And I’'m submitting that P3 is the same way. We don’t know
everything today, but will figure it out with our sponsors as we learn.

Contributed Funds - I've talked about that, please use that vehicle if you have a sponsor. And by
the way, | said that about PCAs because Planning owns that. You can start thinking - right now
what we’re looking at in P3 is existing projects and coming out on the back end trying to figure
out if it makes sense to apply a P3 transaction.

P3s are not for everything - they’re good for maybe 10 or 15% of a portfolio. But they are good
for some things, and the real value, | think, will become, as we look and think about this, with
the planning process on the front end. Because Canada has a requirement - or at least had one
up until two months ago that every investment above 50 million at the provincial level, and
above 100 million at the national level had to be screened for whether or not a P3 might be
appropriate tool for that. So I’'m not suggesting we do that on everything but | am suggesting
that in Planning, maybe we can think about whether or not that can be thought through on the
front end rather than on the back end, which is where we are right now. Next slide.

So some closing thoughts and then I’ll take some questions. You know, this is really a shared
responsibility between us and our partners. | tell you that infrastructure investment is not just a
financial challenge; it is a generational challenge.

Because, as | indicated to you, the vast majority of our infrastructure was built out from the 30s
through the late 60s, early 70s. Seventy-five percent of this nation was born after 1960.

And so to vast majority of the people in .
_ J, _ y P ? Closing Thoughts
this country, all this infrastructure is an
Lo . i * Addressing the Nation’s Infrastructure Investment Needs and
existing condition. They, you know, it Challenges is a Shared Responsibility...Not Just About Currentand
Future Corps “Portfolio”

= |nfrastructure Investment: Financial (and Generational...)

there and it doesn’t cost anything. Ghalignge
= P3: Another Toolin Toolbox...NotMagic (and Not Entirely New)

* P3is Not Just About Money...It's About Transferring Risk that
will Accelerate Project Delivery and Accrual of Benefits to Achieve
a Lower Lifecycle Cost

sprouted up out of the earth and it’s

So the only appreciation you have for

infrastructure, typically, is the absence = The Corps Doesn’t Deliver Anything by Itself... Critical that We
. . . not Lose Focus on Traditional Resourcing Engines and Our Local
of it. The example | give is when | was a Sponsors as We Leverage Alternative Financing

= Need Some Creative “Game Changers”to Develop New Ways to
Address Infrastructure Needs (Both Existing and New
Systems)...What are YOUR Ideas?
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Northwest Mississippi, we get on a highway, then we get on a gravel road, then we get on a dirt
road, then we get on a pig trail and finally we get to grandma’s house - an hour and a half or
whatever later. By the time | had kids, we’d get in a car - you’re on the interstate - we’re there
in 30 minutes and my kids never conceived that you don’t just get on the interstate and go to
grandma’s house.

It’s even harder in the water sector, because you’re driving down a road, you can see when
there’s a pothole. The water sector you see nothing —it’s a silent service. So we have got a
challenge to explain and convey why investments are necessary both to recapitalize, but also on
the front end for new infrastructure. P3 is just another tool - nothing magic here.

And | say it’s not new because back when | was doing that - trying to work with the City of
Helena to figure out what a cost share agreement and a financing plan look like, they were all
mysteries then. I'd say that that’s about where we are with P3s now. So we have the ability to
figure this out. It’s not about the money, it’s about transfer - now that’s really important. | can’t
over-emphasize this. There is no free chicken first off, and it’s not just a chase after money.
This is about amplifying federal investments, transferring risks to the private sector in a way
that makes sense, and then accelerating delivery, lowering the life cycle costs and getting those
benefits sooner. There’s a value in that - a value proposition. So we’re trying to find where that
sweet spot is to realize those benefits.

I've already said we don’t do anything by our self - we’ve got a carry our partners with us. We
also, by the way, can’t forget our traditional resourcing engines - that’s why we need to say
thank you when Congress makes investments like they made this year. We’ve got $6 billion
reasons to be thankful right now for what Congress chose to do this year.

And then finally just need your help to look at how to apply this tool in a proper way - where to
apply it and Headquarters stands ready to assist. | really am excited about talking to the
Planning Community because frankly you’re going to help us think through this and figure out
from a policy and a practical perspective where P3 makes sense - how to consider it on the
front end, rather than on trying to craft it on the back end, which is where we are now, which is
so hard. How to think about it on the front end and the proper role it may play if any - as we
develop investment recommendations for the Administration and the Congress.

Camie Knollenberg: Okay, we do have some questions. The first question that we have was -

the O&M budget is less than one percent of infrastructure value, what is the depreciation rate
for Corps maintained infrastructure?
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Edward Belk: Oh you’re killing me. That's a great question - | don’t know - I'll find out and get
back to you. It’s significant because | do have a chart that shows the value of our assets peaked
about the 80s. And over time we’ve been living, drawing down into depreciating the value of
those assets faster than we’ve been investing. So we are eating our seed corn, if you will, as we
depreciate those out. So it is a percentage, | just don’t know what it is. But it might be helpful to
get that slide that shows our capital stock value is decreasing and it has been since the 80s as a
result of lack of investments. So it’s a good question and | know that it’s going down, | just don’t
know the percentage.

Camie Knollenberg: Okay, fair enough. We will look forward to that answer. The next question
we have is: “Not sure but | believe the San Antonio River Authority is an example of P3 from our
FRM mission. How can we help create new FRM P3s, generate interest and momentum in a
community to pursue such possible future success stories?”

Edward Belk: Well | think it begins with a burning platform and the only reason that Fargo
Moorhead -- the only P3 in captivity by the way -- the only reason that it got started is because
that community - that region was one Spring away from total devastation. And the cost to
rebuild after they lose the flood fight, and they would have lost it eventually, is billions of
dollars. And so they simply couldn’t wait.

Their BCR was not competitive. There was federal interest and this is a very important -
sometimes people get confused on the difference. We have a lot of projects where there is
federal interest; the BCR is above one at the market rate, but the secret sauce for budget-ability
is above two and a half at seven percent.

So we’ve got a lot of projects where there is federal interest, but not as many that are able to
be included in the budget, and so if the project you describe is in that sweet spot, | think P3
offers an opportunity to move that along, given that you are not likely going to be in the
budget.

| think the other sweet spot is going to be those projects that are in the budget and this is

where we really are now starting to think a little more about it. If you’re already budgeted and
authorized, P3 can be a way to rather than build that billion-dollar project, a dollar a year for a
billion years, instead, fully fund it upfront, build it in five or six years rather than 15 or 20 years.

There’s a value proposition there that maybe a sponsor would want to consider even though
they are already in the budget, and so it’s really looking at solving a problem. And not every
project will be amenable and not every sponsor will be supportive, but | think having the
discussion and talking about the art of the possible is very helpful.
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| kind of blew through the last slide, | didn’t know | had the last slide but what they told me is
that | blew through it but we do have a Share Point site, we’ve got a lot of products to help you
with screening, to help you learn how to spell P3 - P4. [The SharePoint site can be viewed at:
https://team.usace.army.mil/sites/IWR/PDT/altfin/default.aspx There’s also an intranet site

with relevant information: https://intranet.usace.army.mil/lrd/CWT/Pages/default.aspx ]

And so | would commend that to you as you have discussions with partners on whether or not a
P3 tool is worth considering. Good question.

Camie Knollenberg: Okay, thank you. “What return do private partners need to want to
participate in PPP - what assurances to reduce uncertainty on that return?”

Edward Belk: Yes, that’s a great question. So, first off, there is literally billions of dollars sitting
on the sidelines waiting for investment - nationally, internationally in infrastructure.

What we’re seeing in the few transactions that I've been involved with - they’re big hedge
funds, big retirement funds, that have a lot of money that are looking at long term returns,
fairly low to moderate risk. And so the interest rates - and there are no single interest rates, but
they’re very competitive | would say. And so those are the kinds of investors that are looking at
P3s and to do infrastructure.

There is a risk profile and that’s one of the due diligence that’s required when you look at a P3
transaction - to quantify risk for everything - for market risk, for weather, for political risk. All of
that stuff is monetized through a Monte Carlo type simulation.

And so the risk register and the risk analysis is very exhaustive and very robust, but that’s
important because that’s how those investors get comfortable in making that investment over
the long term.

There are funds that specialize in infrastructure and they offer very competitive rates.

Camie Knollenberg: Thank you. We have an idea from the audience: “has it been considered to
develop a marketplace for interested private partners to meet public sector reps and learn

about potential PPP projects?”

Edward Belk: | think so - | haven’t - somebody has. There are a lot of P3 forums that occur
literally every day. We get more requests to come to those things than we can service right
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now. So there are tons of existing forums that are out there, that probably precludes the
necessity of us convening those kinds of things.

But look around in your communities. | would tell you that there are some states that have P3
legislation that are more aggressive and more focused on this than others. So you need to
understand kind of where the state that you’re thinking about might be with regard to P3, but
there are lots of opportunities and lots of forums to interact to learn more and to match market
capability against infrastructure needs.

Camie Knollenberg: Thank you. “How does private financing fit in with SMART Planning? It
seems that USACE is moving towards single purpose projects. These may be less efficient in the
end which would tend not to draw private investment. For example, FRM and ecosystem
restoration projects may need more sustainable long term with less O&M, a more desirable
investment. Will the private investor get a say in what is built?”

Edward Belk: Well | think that’s a part of the negotiations process? | don’t know that the private
sector will have a say in what’s built. We and the sponsor will determine what that is. What the
private sector will do is decide whether or not the investment is worthy, whether the risk and
the returns are properly balanced. But we and the sponsor own the requirements and what the
outcome will be. | would submit that multipurpose is a good thing, because the more purposes
you have, the more ways you have to cash flow something, and the more diversity you have in
your ability to cover risk.

And so | see the P3 as a tool to amplify the importance of diversity rather than go the other
way. | tell you the intent is not to do that - the intent is to do more multipurpose, more diverse
projects that we recommend because quite frankly, if you look at what’s getting authorized
now, it’s projects that have more than one little single output associated with them.

So multipurpose is a good thing from where | sit. Now we have an imperfect way to value
multipurpose projects in terms of formulation and in terms of investment decisions. | won’t
sugar coat that but there is still value in multipurpose project formulation.

Camie Knollenberg: Very good, thank you. “What has been the most surprising and unlikely
private entity to emerge as a viable partner and under what circumstance did they contribute

to solve the problem?”

Edward Belk: Well | didn’t do a good job of describing this - we’ve got about seven or eight P3
demonstration projects around the country that we’ve working with existing authorities.
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We’ve only got one that’s now ready to close - that’s the one | already told you about, but |
would just say that when you’re talking of private sector partner, you’re not talking a thing -
you’re talking a consortium.

You're going to be dealing with financiers, you’re going to be dealing with engineers, you're
going to be dealing with attorneys, you’re going to be dealing with a large suite of interests that
are looking at delivering that piece of infrastructure.

And so, you know, the one in Fargo - that group of investors - or that group - that conglomerate
did due diligence, working closely with the sponsor in particular, and the Corps.

And so | can’t say that | have a big pool of private sector sponsors or private sector partners
that | could draw from. I’'ve got a pool of exactly one right now and that’s Fargo. But thatis a
very sophisticated consortium and they do have a lot of interest that represent the private
sector piece of this. And by the way, it’s new to us - it’s not to them, it’s routine, they do this all
the time and lots of parts of the world and in some parts of this country. It's new to the water
sector, and particularly new to the Corps, but it’s not new to industry - it’s not new to the
marketplace.

Camie Knollenberg: Thank you. “Mr. Belk, do you think the Corps can be sustainable without a
consistent reinvestment revenue stream to maintain our infrastructure and ecological assets?”

Edward Belk: Well you know what - that’s a great question and | think that’s the conundrum
that we’re working with. Frankly, it’s not just us. Every federal agency and most federal and
private sector folks who do infrastructure are all struggling with the reinvestment challenges
we’ve got. Because, you know, the Corps | grew up in we were worried about maintain -
maintain - maintain and now 60 years in and 70 years in - or pick a number, we’re looking at
recapitalization. So that introduces another large requirement in a very fiscally constrained
time. And so how do we get past that and | don’t know that we have any perfect clean answers,
but I think our approach to the infrastructure strategy is one way to get at it. That’s not the only
way but that’s kind of how we’re looking at it with divestiture of all those things I've showed
you. Divestiture, trying to streamline our ability to take funds from partners, public-private
partnerships - all those things together collectively are our response.

And there are probably others out there that may exist, that all you smart people on the ground
can help us see and leverage and take advantage of.

Camie Knollenberg: Okay, thank you. We have one last question; we’ve got one minute left so
that’s about perfect. “What will be the role of USACE Engineering and P3 projects?”
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Edward Belk: Yes, so it will be wherever we want to be | suppose. One thing | want to point out
- P3is notin lieu of federal investment — it is in addition to government investments. So any P3
transaction is not sort of unplugging the Corps from project delivery.

We're still going to be doing, or can do, engineering and design, and construction, and
operation and maintenance but we could not do those in some areas. And Engineering - you're
still going to have a role, because federal equities have got to be protected and assured as the
private sector does their thing.

So it’s going to be a different role - may not be design, maybe its design oversight, maybe its
QA, maybe it’s some other things, so there’s going to be a role, but the other thing | want to
emphasize is not everything is going to be P3.

In fact - the minority of things will be P3 - this is not like everything we do is going to suddenly
flip to a P3 model because that is just not going to happen and it shouldn’t happen, because it’s
not appropriate for everything. But it is for some things and our role may be different, but it
may not, it really depends on the transaction, it depends on the project, and it depends on the
needs of that sponsor at that point in time.

Once you’ve seen one P3, you've seen one P3. So it really will be very tailored to the needs of
the project in question, but there’s going to be a role for Engineering. There's going to be a role
for Operations, there's going to be a role for Planning, for biologists, for the whole PDT are
going to be involved in this P3 business - just maybe in a different way than traditionally, but
they’re still going to be involved.

Camie Knollenberg: Okay, we’ve reached the top of the hour and on behalf of the Planning
Community of Practice, | want to thank you for your presentation and your time. | wanted to let
everybody know that the slides and the question and answers will be posted on the Planning
Toolbox if you need to refer to them later or you have somebody that was not able to attend.

So thank you very much Mr. Belk.

Edward Belk: Thank you Camie, | appreciate it - thanks everyone for your time this afternoon.
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