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Introduction 
 
Lǘ Ƙŀǎ ōŜŜƴ нн ȅŜŀǊǎ ǎƛƴŎŜ ǿƘŀǘΩǎ ōŜŜƴ ŎŀƭƭŜŘ ǘƘŜ ŦƛǊǎǘ ƳŀƧƻǊ άǇǳōƭƛŎ-ǇǊƛǾŀǘŜ ǇŀǊǘƴŜǊǎƘƛǇέ όtоύ ǘǊŀƴǎǇƻǊǘŀǘƛƻƴ 
ǇǊƻƧŜŎǘ ƛƴ ǘƘŜ ¦ƴƛǘŜŘ {ǘŀǘŜǎ ōŜƎŀƴ ŎƻƴǎǘǊǳŎǘƛƻƴΦ Lƴ Wǳƭȅ мфуфΣ ǿƻǊƪ ōŜƎŀƴ ƻƴ ǇƘŀǎŜ ƻƴŜ ƻŦ ǘƻŘŀȅΩǎ пс-mile, 
limited-access E-птл ¢ƻƭƭǿŀȅ Ŝŀǎǘ ƻŦ 5ŜƴǾŜǊΦ ¢ƘŜ Ϸоно Ƴƛƭƭƛƻƴ άŘŜǎƛƎƴ-ōǳƛƭŘέ ŎƻƴǘǊŀŎǘ ǿŀǎ ǳƴƛǉǳŜ ƛƴ ǘƘŀǘ ƛǘ 
did not rely on funds from either the State of Colorado or the federal government and included private 
sector sponsors who assumed significant financial risk on the project. 
 
It was also in November of 1989 that the American Road & Transportation Builders Association (ARTBA) 
organized and conducted the first of its 22 consecutive annual conferences on public-private partnerships in 
transportation. This well-respected event brings together advocates and practitioners from around the 
world to network, learn and discuss policy issues in this specialized area of project finance, procurement and 
delivery. 
 
In September 1990, the ARTBA Board of Directors voted unanimously to authorize the formation of a Public-
tǊƛǾŀǘŜ tŀǊǘƴŜǊǎƘƛǇǎ 5ƛǾƛǎƛƻƴ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ ŀǎǎƻŎƛŀǘƛƻƴΩǎ ƳŜƳōŜǊǎƘƛǇ ǎǘǊǳŎǘǳǊŜΦ ¢ƘŜ ŘƛǾƛǎƛƻƴΩǎ Ƴƛǎǎƛƻƴ ǎƛƴŎŜ 
its inception has been two-fold.  
 
First, to develop and help the association move legislative and regulatory recommendations that will help 
advance P3s in the marketplace as a means to augment, or supplement, traditional public financing 
mechanisms.  !ƴŘ ǘƘŜ ǎŜŎƻƴŘΣ ǘƻ ƘŜƭǇ ŜŘǳŎŀǘŜ ǘƘŜ ŀǎǎƻŎƛŀǘƛƻƴΩǎ ƳŜƳōŜǊǎΣ ǇǳōƭƛŎ-sector officials, legislators 
and the public-at-large about the value of public-private partnerships in transportation.  
 
With the U.S. Congress now developing legislation to reauthorize the federal highway and transit programs, 
ARTBA believed it was an ideal time to take an objective look at where the P3 market stands today after 
almost two decades of active promotion and assistance at the federal level.  
 
This is particularly important as leaders from both political parties increasingly suggest that private 
investment must take on a much larger role in replacing public funding for needed transportation projects 
now and in the years ahead.  For example, for the past half-dozen years, many advocates of P3s have 
ŎƭŀƛƳŜŘ ǘƘŀǘ ŀƴȅǿƘŜǊŜ ŦǊƻƳ άϷмлл ōƛƭƭƛƻƴ ǘƻ Ϸплл ōƛƭƭƛƻƴ ƛƴ ǇǊƛǾŀǘŜ ƛƴǾŜǎǘƳŜƴǘέ ƛǎ ŀǾŀƛƭŀōƭŜ ŦƻǊ ǎǳŎƘ ǳǎŜΦ 
 
The objective of this paper is two-fold:  
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 First, to report on how transportation P3s have been utilized over the past 22 years and what impact 
P3 projects have had toward meeting U.S. transportation capital infrastructure needs; and 

 

 Second, based on nearly two-decades of promotion and experience, to realistically assess the public-
private partnership process in the U.S., including the political, procedural and financial 
constraints/opportunities for transportation investment through P3s.  

The paper was commissioned by the ARTBA Transportation Development Foundation (ARTBA-TDF) and the 
ŀǎǎƻŎƛŀǘƛƻƴΩǎ ά¢ǊŀƴǎǇƻǊǘŀǘƛƻƴ aŀƪŜǎ !ƳŜǊƛŎŀ ²ƻǊƪΗέ ǇǳōƭƛŎ ŀŦŦŀƛrs campaign as a fact-finding mission by 
journalist William Reinhardt, publisher and ŜŘƛǘƻǊ ƻŦ ǘƘŜ ǊŜǎǇŜŎǘŜŘ άtǳōƭƛŎ ²ƻǊƪǎ CƛƴŀƴŎƛƴƎέ ƴŜǿǎƭŜǘǘŜǊ 
since 1988. Many industry experts were consulted by Mr. Reinhardt for this paper, but all views and 
recommendations expressed are his, or, in the appendix, those of contributing authors. 
 
The author also thanks David P. Reinhardt for his editorial assistance. 
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Executive Summary 
 
 
 
Over the past 22 years, the Congress and the federal government have proactively supported development 
and implementation of public-private partnerships to finance and build transportation projects in many 
significant ways. These include:  

 A statutory framework that allows the use of federal funds on P3 projects; 
 

 Two pilot programs.  The first, from the 1998 federal surface transportation authorization law, the 
ά¢ǊŀƴǎǇƻǊǘŀǘƛƻƴ 9ǉǳƛǘȅ !Ŏǘ ŦƻǊ ǘƘŜ нмst /ŜƴǘǳǊȅέ ό¢9!-21), permits toll finance to reconstruct three 
existing Interstates.  The second, from the 2005 law, ǘƘŜ ά{ŀŦŜΣ !ŎŎƻǳƴǘŀōƭŜΣ CƭŜȄƛōƭŜΣ 9ŦŦƛŎƛŜƴǘ 
¢ǊŀƴǎǇƻǊǘŀǘƛƻƴ 9ǉǳƛǘȅ !ŎǘΥ  ! [ŜƎŀŎȅ ŦƻǊ ¦ǎŜǊǎέ όSAFETEA-LU), permits toll finance to pay for three 
new Interstates; 

 
 Encouraging the establishment of state infrastructure banks (SIBs); 

  

 tǊƻǾƛŘƛƴƎ ǎǳōǎǘŀƴǘƛǾŜ ŀǎǎƛǎǘŀƴŎŜ ŦǊƻƳ ǘƘŜ CŜŘŜǊŀƭ IƛƎƘǿŀȅ !ŘƳƛƴƛǎǘǊŀǘƛƻƴΩǎ όCI²!ύ hŦŦƛŎŜ ƻŦ 
 Innovative Program Delivery;  
 

 CI²!Ωǎ ά{ǇŜŎƛŀƭ 9ȄǇŜǊƛƳŜƴǘŀƭ tǊƻƧŜŎǘέόSEP-15) program to promote new P3 approaches to 
 project delivery;  
 

 Private activity bonds (PABs); and the 
 

 The άTransportation Infrastructure Finance & Innovation Actέ ό¢LCL!ύ federal credit assistance 
 program. 

 

Since 1989: 
 

Using a broad definition that includes design-build as P3 projects, the data show:  

 
 24 states and the District of Columbia have used a P3 process to help finance and build at least 96 

transportation projects worth a total $54.3 billion. The implementing states include: Alaska, 
Alabama, Arizona, California, Colorado, Florida, Illinois, Indiana, Maryland, Massachusetts, 
Minnesota, Missouri, Nevada, New Jersey, New Mexico, New York, North Carolina, Oregon, Rhode 
Island, South Carolina, Texas, Utah, Virginia and Washington. 

 

o Sixty-five percent of these projects occurred in just eight statesτFlorida (10), California (11), 
Texas (18), Colorado (9), Virginia (7), Minnesota (2), North Carolina (2), and South Carolina 
(3). 

 

o One-third of these project starts occurred in one of four yearsτ2009 (10), 2002 (8), 1998 (8) 
and 2000 (7). 

 

 26 states have not initiated a P3 transportation project. These include: Arkansas, Connecticut, 
Delaware, Georgia, Hawaii, Idaho, Iowa, Kansas, Kentucky, Louisiana, Maine, Michigan, Mississippi, 



The Role of Private Investment in Meeting U.S. Transportation Infrastructure Needs    Page 8 

 

Montana, Nebraska, New Hampshire, North Dakota, Ohio, Oklahoma, Pennsylvania, South Dakota, 
Tennessee, Vermont, West Virginia, Wisconsin and Wyoming. 

 

 Over the past 10 years, 2001 through 2010, on average, five states started a transportation P3 
project each year.  
 

 Of the $54.3 billion in transportation P3 contracts let over the past 22 years, almost 75 percent of 
the contract value is accounted for by eight statesτTexas ($9.57 billion, 17.6 percent), California 
($6.02 billion, 11.1 percent), Florida ($5.63 billion, 10.4 percent), Colorado ($4.85 billion, 9 percent), 
Indiana ($3.85 billion, 7.1 percent), Virginia ($3.88 billion, 7.1 percent), Utah ($3.66 billion, 6.7 
percent), and New Jersey ($3.35 billion, 6.2 percent).  
 

 79 of the transportation P3 projects, worth $31.5 billion, have been either  Design-Build (DB), 
Design-Build-Finance (DBF), or Design-Build-Operate-Maintain (DBOM) contracts. 

 

 11 of the transportation P3 projects, worth $12.4 billion, have included a P3 financing component, 
been Design-Build-Finance-Operate-Maintain (DBFOM) contracts, or straight concessions involving 
traffic forecasting risk. 
 

 Over the period, there have been four transportation asset privatizations with total up-front 
payments to government valued at $6.9 billion. These include the:  
 

o Indiana Toll Road (Indiana Finance Authority) in 2006τa 75-year lease for $3.85 billion;  
 

o Chicago Skyway (City of Chicago) in 2005τa 99-year lease for $1.83 billion;  
 
o Pocahontas Parkway (Virginia Department of Transportation) in 2006τa 99-year lease for 

$611 million; and the 
 
o Northwest Parkway (Colorado, Northwest Parkway Authority) in 2007τa 99-year lease for 

$603 million. 
 

 The P3 market share of total U.S. capital investment in highways by all levels of government since 
2008 is about 2 percent. 

 

 A number of large P3 contracts have been signed since 2008 and, together, these account for about 
11 percent of total national capital investment in new highway capacity in 2011. These new projects 
are mostly express lanes that can be tolled, built next to existing freeways in heavily congested 
urban areas. 

 

DƻƛƴƎ CƻǊǿŀǊŘΧ 
 

Many states have adopted alternative delivery contracting approaches that capture some of the benefits of 
P3s but do not entail private finance.  As the data show, there is room for substantial growth in the 
development of new capacity through privately financed concessions.   
 

However, gƛǾŜƴ όŀύ ǘƘŜ ƴŀǘƛƻƴΩǎ ŜƴƻǊƳƻǳǎΣ ǳƴƳŜǘ ǘǊŀƴǎǇƻǊǘŀǘƛƻƴ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜ ƴŜŜŘǎΣ (b) almost two-
decades of proactive federal policy and legislative advocacy for implementation of P3 transportation 
ǇǊƻƧŜŎǘǎΣ όŎύ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ŎƘŀƭƭŜƴƎŜǎ ŦŀŎƛƴƎ ŀƭƭ ƭŜǾŜƭǎ ƻŦ ƎƻǾŜǊƴƳŜƴǘΣ ŀƴŘ όŘύ ǘƘŜ ŎƭŀƛƳŜŘ άϷмлл ōƛƭƭƛƻƴ ǘƻ Ϸплл 
billion in private funds aǾŀƛƭŀōƭŜ ŦƻǊ tо ǇǊƻƧŜŎǘǎΣέ ǎŜǾŜǊŀƭ ǉǳŜǎǘƛƻƴǎ Ƴǳǎǘ ōŜ ŀǎƪŜŘ ŀǘ ǘƘƛǎ ƧǳƴŎǘǳǊŜΥ   
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 Why have there been so relatively few privately financed P3 transportation projects in the United 
States over the last 22 years?  ²Ƙȅ ƘŀǾŜƴΩǘ ǘƘŜǊŜ ōŜŜƴ Ƴŀƴȅ ƳƻǊŜΚ 

 

 Why have only five statesτCalifornia, Florida, Georgia, Texas and Virginiaτdeveloped the capability 
to execute complex P3 transactions involving private finance?   
 

 What is a realistic forecast for P3 projects in the future? 
 

Obviously, there are some impediments to widespread use of P3 approaches for meeting transportation 
infrastructure needs.  
 
Experience is showing, for example, that P3s are likely not feasible replacements for the 80-90 percent of 
total public capital investment each year that is directed to transportation infrastructure repair, 
rehabilitation and reconstruction.  
 
Potential investors are also not looking to participate in smaller, less expensive new construction projects or 
routine maintenance where governments and their traditional contracting partners deliver a high level of 
service.  
 
It is also true that most of the profitable toll road corridors in America have already been developed and are 
being operated by independent toll authorities or states.  
 
Tolling the Interstate system in order to pay for its reconstruction has been proposed as a major new 
business opportunity for P3 developers.  But the political barriers to tolling in general and to tolling existing 
freeways in specific are formidable, especially among states.  
 
It has become clear that the following reasons go a long way toward explaining why the P3 share of the 
overall U.S. transportation infrastructure construction market has been fairly limited over the past two 
decades and will likely remain so in the decades ahead: 

 P3s do ƴƻǘ ǇǊƻǾƛŘŜ άƴŜǿέ ƻǊ άŦǊŜŜέ ƳƻƴŜȅ ŦƻǊ ōǳƛƭŘƛƴƎ ǘǊŀƴǎǇƻǊǘŀǘƛƻƴ ǇǊƻƧŜŎǘǎΦ 

Public sector investment in transportation projects and infrastructure is made in the public interest as a 
core function of government. The investment is funded through government-levied taxes and user fees, 
or through public borrowingτdebt which must be repaid with interest with public funds generated by 
future tax or fee collections. 
 
The private sector must meet the same public interest test and also find projects that provide an 
adequate return on investmentτa profit.   
 
 P3s do not provide project funding, they provide project financingτborrowed  money that must be 
reimbursed, at a profit, to the lender. Therefore, P3 projects must include a reliable revenue stream, 
which, as has bŜŜƴ ŘŜƳƻƴǎǘǊŀǘŜŘ ƻǾŜǊ ǘƘŜ Ǉŀǎǘ ǘǿƻ ŘŜŎŀŘŜǎΩ ŜȄǇŜǊƛŜƴŎŜΣ ƛǎ ƎŜƴŜǊŀƭƭȅ ŀŎŎƻƳǇƭƛǎƘŜŘ 
through tolling. 
 
²ƘƛƭŜ ǘŜŎƘƴƻƭƻƎȅ Ƙŀǎ ƳŀŘŜ ǘƻƭƭ ŎƻƭƭŜŎǘƛƻƴ ŦŀǊ ƳƻǊŜ ŜŦŦƛŎƛŜƴǘ ŀƴŘ ƻǇŜƴŜŘ ǘƘŜ ŘƻƻǊ ǘƻ άǾŀǊƛŀōƭŜ ǇǊƛŎƛƴƎέ ƻŦ 
infrastructure use based on demand, the fact remains that the decision whether or not to allow the 
collection of tolls from the public is a decision that must be made by elected officials. And the decision 
to initiate tollsτor increase existing toll ratesτis no less a political decision than whether or not to raise 
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the motor fuels excise to pay for transportation infrastructure.  As is the case with the gas tax, many risk 
averse politicians are not interested in having to make a decision to levy tolls.  
 

Ultimately, public-purpose infrastructure must be paid for by some combination of users and taxpayers. 
Innovative financing models can access new sources of borrowing and allow leveraging of public funds. 
.ǳǘ ǘƘŜȅ ŘƻƴΩǘ ŎǊŜŀǘŜ ƴŜǿ ŦǳƴŘƛƴƎ ǎƻǳǊŎŜǎ ǇŜǊ ǎŜΦ   
 

P3s are a financing solution chasing a funding problem. 
 

 U.S. tax policy is a hurdle for P3s. 
 

The U.S. public finance industry very efficiently employs long-dated, tax-exempt debt to meet a large 
part of the capital-raising needs of governments and non-profit authorities.  When compared to 
the interest rates on the taxable debt used in P3s, there is a cost-of-capital advantage of 1% to 2% 
conferred on state and local borrowers by federal tax rules.  Some of that advantage can be offset when 
P3s access special federal financing instruments that help to level the playing field.  
 

To compete with the low cost of public borrowing, P3 projects as a class must be tightly managed to 
control expenses, meet schedules and deliver life-cycle cost savings.  Having to meet those demands in 
every project ultimately may be one of the greatest benefits of adding P3s to the American 
transportation infrastructure toolbox.  
 

 P3s are often the preferred option for delivery of large, complex projects that add new 
capacity in heavily-travelled corridors or reconstruct deteriorating existing capacity on the 
Interstate Highway System. 

With the need to generate a return on investment a prerequisite for bringing private investors into a 
transportation project, P3s are best suited for large projects with a high probability for strong revenue 
generation over many years.  
 

Unfortunately, despite the staggering cost of traffic congestion to the U.S. economy and quality of life, 
the federal government does not have a national strategic business plan for building additional 
transportation infrastructure capacity in all modesτor for even performing necessary reconstruction of 
existing capacity on the Interstate Highway System.  Nor do many of the states.   
 

A new national initiative to build multi-ƳƻŘŀƭ ά/ǊƛǘƛŎŀƭ /ƻƳƳŜǊŎŜ /ƻǊǊƛŘƻǊǎέ ǿƛǘƘ ŘŜŘƛŎŀǘŜŘ ǘǊǳŎƪ ƭŀƴŜǎ 
and connections to major airports, waterways, ports and rail hubs, for example, would lend itself quite 
well to the P3 model.  
 

To the contrary, however, much federal and state transportation, environmental and fiscal policy 
discourages investments in new transportation capacity.  ¢Ƙǳǎ ǘƘŜ άƳŀǊƪŜǘέ ŦƻǊ tо-like projects in the 
U.S. is, unfortunately, constrained. 
 
Perhaps two to four new P3 projects per year in the U.S. would be a reasonable assumption for the 
future. 
 
 

 While relatively few non-highway transportation P3s have been undertaken in the U.S. thus 
far, the P3 model Ƙŀǎ ōŜŜƴ ǳǎŜŘ ǎǳŎŎŜǎǎŦǳƭƭȅ ǘƻ ŦƛƴŀƴŎŜ 5ŜƴǾŜǊΩǎ 9ŀƎƭŜ tо Ǌŀƛƭ ǇǊƻƧŜŎǘ ŀƴŘ 
could play a larger role in the financing of other transit and rail infrastructure projects. 
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 tоǎ Ŏŀƴ ƴŜǾŜǊ ōŜ ǘƘŜ άŎŜƴǘŜǊǇƛŜŎŜέ ƻǊ ŜǾŜƴ ŀ ƳŀƧƻǊ ŜƭŜƳŜƴǘ ƻŦ federal transportation 
programs. Proactive state actions are needed. 

While the federal government can encourage private investment in transportation infrastructure 
through favorable tax treatments, supplementary loans and the easing of restrictions on tolling existing 
federally-funded assets, P3 transportation projects must be contracted with state and local governments 
or authorities.  
 
P3s are a state or local, not federal, decision.  That is why when Congress writes the next federal surface 
transportation authorization, it would be a mistake to depend on private sector investment for meeting 
Ƴƻǎǘ ƻŦ ǘƘŜ ƴŀǘƛƻƴΩǎ ǎǳǊŦŀŎŜ transportation capital needs.  

 
 

 
My recommendations for increasing private investment in needed U.S. 
transportation infrastructure: 

1. !ǳǘƘƻǊƛȊŜ ǘƘŜ ¦{5h¢ ǘƻ 5ŜǾŜƭƻǇ ŀ άbŀǘƛƻƴŀƭ {ǘǊŀǘŜƎƛŎ ¢ǊŀƴǎǇƻǊǘŀǘƛƻƴ .ǳǎƛƴŜǎǎ tƭŀƴέτ
Authorize in the next federal surface transportation law the development of a multi-ƳƻŘŀƭ άbŀǘƛƻƴŀƭ 
{ǘǊŀǘŜƎƛŎ ¢ǊŀƴǎǇƻǊǘŀǘƛƻƴ 5ŜǾŜƭƻǇƳŜƴǘ .ǳǎƛƴŜǎǎ tƭŀƴέ ŀƛƳŜŘ ŀǘ ŀŎƘƛŜǾƛƴƎ ƴŀǘƛƻƴŀƭ Ǝƻŀƭǎ ŀƴŘ ƭŜŀŘƛƴƎ ǘƻ 
necessary expansion of existing system capacity in all modes and the expensive reconstruction necessary 
to maintain existing capacity on the aging, original Interstate Highway System. 

 

2. Enhance TIFIA and PAB toolsτThere are important transportation projects being planned now that 
will be able to arrange financing and start construction with support from existing federal programs. The 
ŀƳƻǳƴǘ ƻŦ ŦǳƴŘƛƴƎ ŦƻǊ ǘƘŜ ¦Φ{Φ 5ŜǇŀǊǘƳŜƴǘ ƻŦ ¢ǊŀƴǎǇƻǊǘŀǘƛƻƴΩǎ ό¦{5h¢ύ ά¢ǊŀƴǎǇƻǊǘŀǘƛƻƴ LƴŦǊŀǎǘǊǳŎǘǳǊe 
CƛƴŀƴŎŜ ϧ LƴƴƻǾŀǘƛƻƴ !Ŏǘέ ό¢LCL!ύ ǎƘƻǳƭŘ be substantially increased and the volume cap on tax-exempt 
άtǊƛǾŀǘŜ !ŎǘƛǾƛǘȅ .ƻƴŘǎέ όt!.ύ ǎƘƻǳƭŘ ōŜ ǊŜƳƻǾŜŘΦ 5ŜŎƛǎƛƻƴǎ ŀōƻǳǘ ǿƘƛŎƘ ǇǊƻƧŜŎǘǎ ǊŜŎŜƛǾŜ ǎǳǇǇƻǊǘ 
should be made on based solely on project merits and economic benefits. Both tools serve to reduce the 
cost of capital in P3 financings and, thus, lower the tolls users must pay or the amount of availability-
based payments from legislatures. 

 

3. Attract Pension Fundsτ/ƻƴƎǊŜǎǎ ǎƘƻǳƭŘ ŜƳōǊŀŎŜ ŀ ŦƻǊƳ ƻŦ ǇǊƛǾŀǘŜ ά.ǳƛƭŘ !ƳŜǊƛŎŀ .ƻƴŘǎέ ό.!.ύΣ 
indexed bonds, or other debt instruments that would attract critically needed investment from 
insurance companies and public-employee and union pension funds. 

 

4. Educate Governors, State Legislators and the Publicτtоǎ ǎƘƻǳƭŘ ōŜ ƛƴŎƭǳŘŜŘ ƛƴ ŜǾŜǊȅ ǎǘŀǘŜΩǎ 
transportation financing toolbox for use on appropriate projects and to provide much-needed 
supplemental dollars. The first step in this process is educating legislators and encouraging them to 
enact comprehensive P3 authorization laws. (This is currently a joint project of ARTBA and the National 
Conference of State Legislatures). Once in place, state DOTs should be encouraged to thoroughly 
consider the application of P3 techniques to all appropriate projects.   Collectively, the transportation 
community must also do a much better job of educating the public on the true costs of providing and 
maintaining a safe and efficient transportation network.   
 

5. Further Ease Federal Restrictions on State Tolling of the Interstate Highway SystemτIt has 
been clearly demonstrated over the past two decades that the P3 approach can quickly deliver the high-
cost, new capacity highway projects that are needed in many parts of the nation to meet current and 
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future mobility demands.  Similarly, P3s are also well-suited to the expensive task facing all states of 
reconstructing and improving their existingτand agingτInterstate highway capacity.   

 
It is also clear, however, that P3s require a new and consistent revenue stream to retire project debt and 
provide a fair return on investment tƻ ǘƘŜ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ ǇŀǊǘƴŜǊǎ ǿƘƻ ƘŜƭǇ ŦǊƻƴǘ ǘƘŜ ǇǊƻƧŜŎǘΩǎ Ŏƻǎǘ and 
assume the costs of operation and maintenance.   Tolls imposed on a fŀŎƛƭƛǘȅΩǎ users are a proven 
mechanism for providing that revenue stream. 

 
Current federal law has four tolling and pricing άǇƛƭƻǘ ǇǊƻƎǊŀƳǎέ ǘƘŀǘ ŀƭƭƻǿ ŀ ƭƛƳƛǘŜŘ ƴǳƳōŜǊ ƻŦ ǎǘŀǘŜǎ 
the opportunity to impose tolls on their Interstate mileage for specific purposesΥ  ǘƘŜ ά9ȄǇǊŜǎǎ [ŀƴŜ 
5ŜƳƻƴǎǘǊŀǘƛƻƴ tǊƻƎǊŀƳΣέ ǘƘŜ ά±ŀƭǳŜ tǊƛŎƛƴƎ tƛƭƻǘ tǊƻƎǊŀƳΣέ ǘƘŜ άLƴǘŜǊǎǘŀǘŜ {ȅǎǘem Reconstruction & 
wŜƘŀōƛƭƛǘŀǘƛƻƴ tƛƭƻǘ tǊƻƎǊŀƳΣέ ŀƴŘ ǘƘŜ άLƴǘŜǊǎǘŀǘŜ {ȅǎǘŜƳ /ƻƴǎǘǊǳŎǘƛƻƴ ¢ƻƭƭ tƛƭƻǘ tǊƻƎǊŀƳΦέ    

 
These programs should be made permanent and available to all states with the only restriction being 
that resulting revenue raised from users be exclusively dedicated to financing the reconstruction and 
ƛƳǇǊƻǾŜƳŜƴǘ ƻŦ ǘƘŜ ǎǘŀǘŜΩǎ LƴǘŜǊǎǘŀǘŜ ƳƛƭŜŀƎŜ ŀƴŘ/or the addition of new Interstate capacity.  

 

 
Conclusions 
 
The United States has a comprehensive and relatively mature transportation infrastructure network in place. 
!ǎ ŀ ǊŜǎǳƭǘΣ ŀōƻǳǘ ур ǇŜǊŎŜƴǘ ƻŦ ǘƘŜ ǘƻǘŀƭ ǇǳōƭƛŎ ŎŀǇƛǘŀƭ ƛƴǾŜǎǘƳŜƴǘ ƛƴ ǘƘŜ ƴŀǘƛƻƴΩǎ ǘǊŀƴǎǇƻǊǘŀǘƛƻƴ ǎȅǎǘŜƳ ƛƴ 
recent years is directed toward maintaining and repairing it, not constructing new facilities or adding 
capacity to existing ones. 
  
Two decades of experience have shown that private investment is attracted to large, complex and expensive 
transportation projects that add new capacity to the U.S. system and can be supported by a new revenue 
stream, usually tolling. Thus, the overall market share for P3 projects in the overall U.S. transportation 
construction market has beenτand likely will remainτfairly small, less than five percent per year.  
 
The value of this contribution, however, should not be underestimated.  For, absent significant increases in 
public funding, P3s will likely be the primary model for building new highway capacity in heavily congested 
urban areas in the decades ahead.  
 
Given the economic and social toll caused by traffic congestion in the U.S. and the enormous unmet demand 
for new highway capacity to facilitate freight movement in an increasingly competitive international market, 
P3 projects should be aggressively encouraged and supported. 
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A Framework for Transportation  
Public-Private Partnerships in the U.S. 

 
 
 

A History of Public Funding 
 
The sustained and predictable public funding of transportation infrastructure in the U.S. for the past 50 
years created a world-class road network.  Federal and state fuel taxes and, to a lesser extent, tolls were 
dedicated to build and maintain many thousands of miles of highways.  Federal grants paid for up to 90 
percent of the cost of building the high-volume Interstates between cities.  States and toll authorities built 
the regional expressway networks that provide the labor mobility and goods transport capacity needed for 
economic growth. 
 
In some urban centers, the delivery of major infrastructure projects was corporatized through multi-state 
agencies like the Port Authority of New York and New Jersey, which was created in 1921. The concept of 
such an authority, whose balance sheet is composed of revenue-producing projects that are consolidated 
and used to finance other regionally important projects, is unique to the U.S. 
 
The result of this long dedication to public funding of transportation in America is that historically U.S. 
ƎƻǾŜǊƴƳŜƴǘǎ ƘŀǾŜƴΩǘ ŦŜƭǘ ǘƘŜ ƴŜŜŘ ǘƻ ŘŜǾŜƭƻǇ ŀƭǘŜǊƴŀǘƛǾŜǎ ǘƻ ǇǳōƭƛŎ ŘŜƭƛǾŜǊȅ ŀƴŘ ƻǇŜǊŀǘƛƻƴ ƻŦ ƛƴŦǊŀǎǘǊǳŎǘǳǊŜΦ  
That perception began to change 25 years ago as capital needs grew faster thaƴ ǎƻƳŜ ǎǘŀǘŜǎΩ ƘƛƎƘǿŀȅ 
budgets, and demands for greater efficiency grew. 
 

 
Looking for a New Approach 
 
One response from states was to experiment with alternative contracting methods such as design-build (DB) 
and design-build-operate-maintain (DBOM).  These approaches place architecture/engineering and 
construction responsibilitiesτand sometimes operations and maintenanceτunder a single contract 
between a builder and the public agency providing the funding.  ¢Ƙƛǎ άƳŀǎǘŜǊ ōǳƛƭŘŜǊέ ŀǎǎǳƳŜǎ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ 
for the quality and accuracy of the final design, the cost and quality of the construction and for timely 
completion of the project.  A key goal of these P3 contracting approaches is to avoid cost overruns and 
accelerate completion to reduce the impact of price escalation. 
 
!ƭǎƻ ƛƴ ǘƘŜ ŜŀǊƭȅ мффлǎΣ ŀ ŦŜǿ ƛŘŜƻƭƻƎƛŎŀƭƭȅ ŘǊƛǾŜƴ άǇǊƛǾŀǘƛȊŀǘƛƻƴέ ǇǊƻƧŜŎǘǎ ǿŜǊŜ ǇǊƻƳƻǘŜŘ ŀƴŘ ōǳƛƭǘ ōȅ ¦Φ{Φ 
investors in Virginia (the Dulles Greenway) and California (SR 91 Express Lanes and SR 125 South Bay 
Expressway).  In these early cases, governments assumed that private investors would be able to take over 
the entire public development process and deliver a self-supporting tollroad that the government would 
own after a 30-35 year concession period.  All three roads were financed and are operating, but the original 
investors exited their projects, either through bankruptcy, a buyout or de-privatization by government. 
 
Much experimentation with the P3 private financing model has occurred since those early projects. Besides 
P3s targeted at building new, greenfield capacity, investors before the credit crisis were willing to pay very 
high multiples for existing toll roads, most notably the Chicago Skyway and the Indiana Toll Road. Though 
market conditions have changed since those early leases were signed, many investors continue to look for 
opportunities to privatize mature assets rather than build new ones. 
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Meanwhile, Texas, Virginia, Florida and Colorado are adding new road and rail capacity to their most 
congested corridors with P3 concessions financed with public and private funds.  There are eight P3 projects 
worth $13 billion that are under construction in these states.  Each of the contracts is tailored to local needs.  
But all attempt to realistically share the considerable risks involved in planning, permitting, procuring, 
designing, building, financing, operating and maintaining P3 projects.  Most or all of the DBFOM 
responsibilities are delegated to the private partner, leaving the high-risk pre-development work to 
government. 
 
Not all P3 toll roads are financed with toll revenues.  Florida has experimented with a P3 approach on I-595 
ǿƘŜǊŜƛƴ ŀ ǇǊƛǾŀǘŜ ŘŜǾŜƭƻǇŜǊΩǎ ǇǊƻŦƛǘ ƛǎ ōŀǎŜŘ ƻƴ ǇŀȅƳŜƴǘǎ ŦƻǊ ŀŎƘƛŜǾƛƴƎ ŎƻƴǎƛǎǘŜƴǘƭȅ ƘƛƎƘ ǇŜrformance on an 
hourly basis once the contracted-for infrastructure service begins.  Rather than have the private sector set 
and collect tolls, in this case Florida DOT will make availability-based payments to its P3 partner and collect 
the tolls itself, meaning the state assumes the risk that toll revenues will be enough to pay the availability 
fees.  
 
California has taken this approach one step further on the Presidio Parkway P3 project in San Francisco, 
which the public sponsors hope to finance and start building this fall.  No tolls will be collected.  Instead, the 
legislature has agreed to annually appropriate the availability-based payments promised to the P3 developer 
for the 30-year term of the concession.  That money will be used to secure about $300 million in loans to 
build the project,  cover ǘƘŜ ŘŜǾŜƭƻǇŜǊΩǎ ǇǊƻŦƛǘ  and pay all operating expenses. 
 
A final note in this introductionτgovernments and toll authorities typically have reserved the most 
financially viable projects for public development.  That means few, if any, of the P3 projects being built now 
or are being proposed for P3 development can support themselves financially with tolls alone.  Investor 
equity and toll-revenue debt are frequently combined with public grants and federal financing support.   
 
Contributions can come from taxpayers in the region benefitting from the new capacity, from state DOTs or 
legislatures, and from federal grants, tax assistance and loans.  ¢ƻ ōǳƛƭŘ ±ƛǊƎƛƴƛŀΩǎ L-495 Capital Beltway HOT 
lanes project, for example, $409 million in public funds were combined with $350 million in developer equity 
and about $1.2 billion in project-revenue debt in the form of tax-exempt bonds and federal loans.  
 
Similarly, Texas DOT contributed about $1 billion in state funds to the financing of two toll road concession 
projects in the Dallas Metroplex in 2009 and 2010 worth $4.7 billion. In both cases, Virginia and Texas were 
able to leverage public funds to attract substantial amounts of equity and debt to make major transportation 
improvements and create jobs. 
 
The federal government plays a large role in supporting P3 projects. This includes two critically important 
project financing tools: private activity bonds (PABs), which can be issued on behalf of  private developers by 
a government agency at tax-exempt rates; and low-interest, long-ǘŜǊƳ ƭƻŀƴǎ ŦǊƻƳ ¦Φ{Φ 5h¢Ωǎ ¢ǊŀƴǎǇƻǊǘŀǘƛƻƴ 
Infrastructure Finance & Innovation Act (TIFIA) program. 
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Understanding Risk Transfer Options in  

Alternative Procurements 

 

Design-Bid-Build (DBB) 
 
Most construction contracting in the U.S. is done under a traditional design-bid-build model.  The design and 
construction of a facility are procured in separate contracts with different companies.  The public agency 
either designs the project itself, or more frequently, contracts with an engineering firm to perform the 
design work.  The completed design is made available to contractors who offer fixed-price bids in a highly 
transparent and competitive process that result in a public award to the lowest bidder. 
 
In a DBB procurement, the public agency has full control of the design and also assumes the risk in the 
construction contract that the design is accurate and complete.  The public sponsor also assumes the 
financial responsibility for the proper operation and long-term maintenance of the facility and for obtaining 
funding or financing in a timely manner. 
 
Considerations:  Under a public delivery DBB model, the states retain all project risks including construction, 
traffic, revenue, financing, operations and lifecycle risks.  Thus, DBB requires significant owner expertise and 
resources to coordinate one-piece-at-a-time delivery by multiple providers.  Features include: 
 

 No contractor input in design, planning or value engineering (VE); 
 

 Owner at risk to contractor for design errors; 
 

 Design and construction are sequential, typically resulting in longer schedules; and 
 

 The construction cost is unknown until the contract award. 

 
Design-Build (DB) 
 
Design-build (DB) delivery is often used in the U.S. for large, complex projects.  It places both 
architecture/engineering and construction responsibilities under a single contract between a public agency 
and a builder who assumes responsibility for the quality and accuracy of the final design, the cost and quality 
of the construction and for timely completion of the project.  
 
A design-build contract is one of the foundation documents of a P3.  It assures investors that potential 
construction risks have been allocated to one of the parties to the transaction.  Putting a guaranteed price 
and schedule on the table also triggers the commitment of necessary up-front spending from the other 
members of the P3 consortium.  
 
Because it comes comparatively early in the process, the price guarantee in a P3 is often based on 
insufficient subsurface information and a 30 percent design.  The P3 construction price typically includes 
many contingencies and, therefore, is higher than a conventional competitive-bid price, which is based on 
more complete information.  The guarantee is essential to moving the P3 process along, however. 
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Considerations:   This method provides price and schedule risk transfer to the private sector during the 
construction phase but does not alleviate the financing burden from the government sponsors or provide 
the public with any risk transfer during the operating phase.  DB does not produce the life-cycle cost 
efficiencies that are the primary goal of a P3.  Other DB features include:  
 

 Because it delegates some of the traditional public ownership functions, DB requires less owner 
expertise and resources; 

 

 Construction often starts before design completion, thereby reducing project schedule. The 
construction cost is known and fixed during the design, so there is price certainty; 
 

 There is a strong emphasis on cost control; and 
  

 Compressing the design and construction schedule lessens the impact of price escalation. 

 

Design-Build-Finance (DBF) 
 

Under a DBF model the private sector provides gap financing during construction, designs and builds the 
project, while the public sponsors retain responsibility for operating and maintaining it.  There are few 
examples of this in the U.S. 
 
Considerations:   This method may accelerate project delivery, reduce the impact of inflation on project 
costs and eliminate certain public financing risks.  However, it does not promote synergies between the 
construction and operational phases as government would retain the risks and costs associated with 
operations and maintenance. 

 

Design-Build-Operate-Maintain (DBOM) 
 

The DBOM model transfers responsibility to the private sector for risks related to the design, construction, 
operations and maintenance of the project for the life of the contract.  However, the responsibility and risks 
associated with financing the project are retained by the public sector.  
 
Relatively few transit projects have been developed using this model, partly because equipment vendors 
have been uncomfortable guaranteeing the long-term performance of their equipment. 
 
Considerations:  This method provides for synergies between the construction and operational phases.  It, 
however, does not relieve the financing burden on the public sector. 

Design-Build-Finance-Operate-Maintain (DBFOM) 
 
In the DBFOM model, the private sector designs, builds, finances, operates, and maintains the project for the 
contract term.  The public sponsors may retain revenue risk, depending upon the payment mechanism being 
implemented.  
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Considerations:   The public sponsors would define performance and transfer significant responsibility for 
meeting requirements to the private sector during the operating period.  This structure can result in 
significant synergies, as the private sector may take a whole-life costing approach to both the construction 
and operational phases.  

 

¢ƘŜ άConcessionέ aƻŘŜƭ 

 
This model transfers the most risk to the private sector.  In addition to DBFOM responsibilities, the private 
developer under a long-term contract is granted the right to collect and retain toll revenues, along with 
accepting the risk that revenues will be sufficient to repay debt and equity investors.  The primary role of 
equity investors in a P3 is to reduce lender exposure and take revenue risk.  9ǉǳƛǘȅΩǎ ǊŜǘǳǊƴ ƻƴ ƛƴǾŜǎǘƳŜƴǘ 
should reflect the level of uncertainty regarding potential repayment. 
 
Considerations:   The public sponsors retain some control throughout the operating period such as over 
tolling policies, possibly including limitations on maximum toll rates.  This structure may result in significant 
synergies between construction and operational periods, and is structured to provide significant life-cycle 
cost savings. 
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