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True partnership

Florida's $1.68bn 1-595 corridor improvement is
probably the most celebrated toll road deal in the US
since the Chicago Skyway. Yet by all accounts, it's
the deal that almost wasn't Cezary Podkul examines
how the project happened.

ON 24 AUGUST, 1992, Hurricane Andrew
tore into Florida’s populous Miami-Dade
County, killing 15, leaving 250,000 homeless
and a bill of $30 billion for property damage.
Displaced and determined to never again fall
victim to another hurricane, many Florid-
ians moved north to neighbouring Broward
County, ballooning its population by about
200,000 in the two years after the storm.

“None of the planning models for growth
had projected that kind of influx and that
kind of change,” says Joe Borello, I-595 project
manager for the Florida Department of Trans-
portation (FDOT).

Not surprisingly, the county’s 1-595 ex-
pressway, which had opened for traffic just
three years earlier, became congested way
ahead of FDOT’s forecasts. So in 1994, the
state’s transportation department began ana-
lysing the expansion of the busy 10.5-mile cor-
ridor linking Broward’s other crucial traffic
arteries, I-75 in the West and 1-95 in the East.

Fast-forward 14 years. In September 2008,
as FDOT was getting ready to evaluate final

20

“We were looking for a pay-
ment structure that would
really align both interests:

maximize throughput and at

the same time bring private
innovation.”
Joe Borello, Florida Depart-
ment of Transportation

bids on a long-awaited contract for the cor-
ridor’s improvements, another catastrophic
storm struck the US — this time, of the finan-
cial kind. Investment bank Lehman Broth-
ers collapsed into bankruptcy, disrupting all
commercial lending across all sectors of the
economy, including infrastructure. Suddenly,
the widening of the corridor, a $1.68 billion
undertaking, looked set to be stuck on the
drawing board.

INFRASTRUCTURE INVESTOR

And yet, some four months later, against
all odds, the project had gone live. FDOT
closed on the deal, handing the corridor’s
improvements over to Spanish developer ACS
Infrastructure. The successful close on such a
large transaction, achieved during the most
difficult economic environment since the
Great Depression, was a coup for all parties in-
volved. In the US, infrastructure professionals
are citing it as the most celebrated toll road
deal since the $1.8 billion Chicago Skyway
project five years earlier.

How it happened is, essentially, a tale of
two storms. The rapid, postAndrew popula-
tion explosion heavily influenced FDOT’s pol-
icy goals for the corridor improvementand led
the state to use a European financing scheme,
known as availability payments, for the project.
In the risk-averse post-Lehman financing en-
vironment, these availability payments, along
with hefty credit from the US government’s
infrastructure lending programme that un-
derpins the Transport Infrastructure Finance
and Innovation Act (TIFIA), made the deal
bankable at a time when the bond market was
shut. And, as in any crisis situation, weather-
related or not, flexibility and quick thinking
saved the day.

ROADBLOCK

With the I-595 congested and the county’s
population only getting larger due to the
post-Andrew influx, FDOT knew right away
what any expansion project had to accom-
plish: “Our main goal was to maximize
throughput through the corridor”, says
Borello.

Time was also of the essence. At an av-
erage throughput of 180,000 vehicles per
day, I-595 is probably already one of the
most congested corridors in Florida, says
FDOT construction project manager Paul
Lampley. However, FDOT uses a pay-as-
you-go system for funding projects, so the
entire corridor improvement was original-
ly broken up into 15 individual projects to
facilitate its construction as funds became
available. This piecemeal approach, com-
bined with a funding shortfall, meant that,
after 14 years of planning, it would take
the state another 20 years to complete the
corridor improvement, Lampley estimates.

A faster way was needed, so FDOT
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What the I-595 will look like. Source: FDOT

looked to the private sector. “We knew
with the funding shortfall that [by] bring-
ing in a concessionaire, we could see some
efficiencies in the project, all the way from
innovation to just an economy of scale,”
Lampley explains.

But combining all the projects into
one mega-project for the private sector,
while efficient, created a roadblock. To
maximise throughput, FDOT proposed
adding three reversible managed toll
lanes to the corridor, or lanes whose tolls
rise and fall with traffic levels. The toll

lanes would be constructed alongside the
existing toll-free lanes, which would be
expanded. The private sector would of
course be fine with building toll lanes and
collecting tolls later on. But asking it to fix
up free lanes as well meant either building
the toll lanes first and raising the tolls pre-
cipitously to pay for the freeway improve-
ments or just leaving the freeway portion
to the public sector all together. A middle
ground was needed.

“We didn’t want to have a perverse
incentive there to maximize toll revenue

I-595:. SOURCES AND USES OF FUNDS

Sources of Funds

TIFIA* 678,323
Senior Debt-Tranche A 525,537
Senior Debt-Tranche B 255,630
MAP * * 10,374
Equity 207,703
Subtotal 1,677,567

FDOT qualifying funds 232,000

Total 1,909,567

Uses of Funds

36%  Construction
28%  Operating expenses
13% Transaction costs
1% Financing costs
11%  TIFIAIDC
Non-TIFIAIDC
Accounts funding
12%  FDOT qualifying expenses
100% Total

* TIFIA base loan amount without IDC is 603,441, which amounts to 33% of eligible project costs as required

** Revenue occurring during last three months of construction period. MAP stands for Maximum Acceptance Payment

Source: Taylor-DeJongh
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at the expense of the toll-free general

purpose lanes. So we were looking for a
payment structure that would really align
both interests: maximize throughput and
at the same time bring private innova-
tion”, says Borello.

“The availability payment seemed to
be the best match,” he concludes.

SOLUTION

To any infrastructure investor based in Eu-
rope, availability payments are of course

1,197,000 63%
123,143 6%
22,166 1%
47,089 2%
74,881 4%
178,385 9%
34,902 2%
1,677,567

232,000 1 2%
1,909,567 100%
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nothing new. They're simply an alterna-
tive way of compensating a private sector
concessionaire. In the case of the I-595,
rather than collecting tolls, I-595 Express,
the ACS-backed concession companywill
instead receive annual payments of an in-
flation-adjusted $65.9 million from FDOT
in return for meeting specified levels of
service operation and maintenance for
the road, while FDOT will handle toll col-
lection. It’s money that ACS is getting for
making the infrastructure “available” to the
public — hence the name.

The structure fit 1-595 perfectly be-
cause it transferred the revenue risk to
the state of Florida and allowed the con-
cessionaire to focus instead on delivering
the requested services for both the toll and
non-toll lanes in exchange for IOUs from
the state. And this could be done while the
concessionaire still made good money on
the deal: ACS will realise an internal rate of
return of about 11 percent on the project,
says Alvaro Muelas, chief executive officer
of I-695 Express, the concession company
formed by ACS to manage the deal.
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“No one owes you any
money unless they drive on
the road. And if they don’t

drive on the road, you'’re
out of luck.”
George Miller, Mayer Brown

Importantly, availability payments also
lowered the risk to the concessionaire.
With traffic risk, “no one owes you any
money unless they drive on the road. And
if they don’t drive on the road, you’'re out
of luck”, explains George Miller, a partner
at law firm Mayer Brown who represented
the club of 12 banks on the transaction.
With availability payments, at least the
state has an obligation to pay. The only
wild card is that “there’s no legal obliga-
tion unless and until the legislature ap-
propriates the payments that are due that
year”, or what’s called appropriation risk.
But given Florida’s solid track record of
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honoring payments, the appropriation
risk was perceived by the banks to be lower
than traffic risk, Miller says.

As events turned out, this could not
have been more crucial to getting the deal
done.

EXECUTION

On 24 October 2008, as FDOT unveiled
ACS as its preferred bidder for the 35-year
concession, credit markets were frozen.
With the markets in free-fall after the Leh-
man collapse, no one was willing to buy,
much less underwrite debt without steep
premiums. So ACS’ original plan to raise
debt for the project by issuing private activ-
ity bonds — municipal bonds used to fund
privately-backed projects — “just didn’t make
commercial sense in comparison with what
was available in the bank market in terms of
pricing”, explains Miller. In December, ACS
went looking for bank debt instead.

Banks, of course, were more wary than
ever about taking on risk. So not having to
price debt against several decades of traffic
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risk was a big plus. “Market perception of rev-
enue risk changed at end of 2008, and I don’t
know if we could have achieved close without
the revenue stream being based ultimately
on the Department’s AA rating,” says Jeffrey
Parker of Jeffrey Parker & Associates, FDOT’s
financial advisor on the project.

But capital was scarce, so just because the
project had lower risk associated with it didn’t
gurantee that banks were going to step up.
For the numbers to work, the project needed
to raise approximately $1.68 billion of financ-
ing, of which only about $200 million would
be equity. That left $1.4 billion of debt. Pre-
credit crisis, sure — that was possible. But not
post-Lehman. Someone needed to fill the
gap.

Luckily, FDOT had applied and was ap-
proved for a federal loan for the project from
the US government’s TIFIA programme. Au-
thorized by the Transportation Infrastructure
Finance and Innovation Act in 1998, this pro-

“Market perception of rev-
enue risk changed at end of
2008, and I don’t know if we

could have achieved close

without the revenue stream
being based ultimately on
the Department’s AA rating,”
Jeffrey Parker,
Jeffrey A. Parker & Associates

gramme makes super-cheap, super long-lived
debt available to qualifying infrastructure
projects, both publicly and privately-financed.
With TIFIA, FDOT was able to garner $678
million of the $1.4 billion required.

“If TIFIA was not in the picture and, as-
suming that there was enough money avail-
able from senior loans, it would have resulted

in an availability payment that would have
been much, much higher,” says Paolo Curiel,
vice president at Taylor-DeJongh, financial
advisor to the TIFIA credit programme of-
fice. For Florida, that would make the project
unaffordable, says Curiel. But if Flordia didn’t
pay up, it “would have killed the returns of
ACS”, he says. In short: the deal would have
fallen apart.

Then came another lucky break: TIFIA
credit rates moved counter-cyclically while
ACS and its financial advisor, Macquarie
Capital, were negotiating the terms of the
senior debt. So as senior debt became more
expensive, TIFIA became less expensive, sta-
bilizing the overall cost of capital enough to
get 12 banks to lend about $780 million to
the deal.

Among the banks were a host of Euro-
pean lenders, including Spain’s Santander,
Belgium’s Dexia and France’s SG and Calyon.

“If you look at the banks that participated

THE FUTURE OF AVAILABILITY

There are reasons to be bullish on the future of other availability deals in the US,
but the payment mechanism is not a magic bullet for US infrastructure woes.

The I-595 transaction is the most celebrated
toll road deal in the US since the Chicago
Skyway precisely because, like the Skyway, it
was a first-of-its kind in the US market, thanks
to its use of the availability payment structure.

In the wake of the blockbuster long-term
lease of the Skyway deal in 2004, industry
practitioners rightfully asked whether more
was to follow. One gung-ho conference pres-
entation even declared that 25 toll roads
worth $250 billion would be privatised in the
next 3 years in the US.

That was, perhaps, a bit over-optimistic.
So what are the real prospects for availability
paymentbased deals taking off in the US?

One important consideration is that,
while in theory any piece of infrastructure
can be leased or privatised, availability pay-
ments are relevant to a much narrower set
of potential transactions. That’s because they
do not work in all circumstances. Where a ro-
bust stream of revenue is available from the
development of a new infrastructure asset,
officials in the US have tended to award con-
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Duvall: revenue generation difficult

“We have a fundamental
problem in the US related to
revenue stream generation
and an availability payment
structure doesn’t solve that.”
Tyler Duvall

INFRASTRUCTURE INVESTOR

cessionaires with a share of those revenues, as
in many of Texas’ projects. In the case of the
1-595, although a forward revenue stream was
available, the presence of co-existing freeways
made a similar model being applied unfeasi-
ble. Transferring the revenue risk to the gov-
ernment and collecting availability payments
instead made much more sense — as it does
on another project, the Port of Miami Tun-
nel, also in Florida. At the time of this issue of
Infrastructure Investor going to press, it seemed
plausible that the Port of Miami could be-
come the second deal in the US to utilise this
payment structure.

But even when they do make sense, the
economics of the projects must be such that
the public sector counterparty can actually
afford the payments. Prior to I-595, officials
in California had pondered a similar pay-
ment mechanism for the Oakland Airport
Connector project. It didn’t work in that
instance, say sources familiar with the deal,
because the required payments would have
been too great.
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in deal, there are a number that are not household names in the
US,” says Mike Parker, Managing Director of Jeffery Parker & Asso-
ciates. “ACS was able to call on its deep relationships to ensure the

financing package was complete.”
CELEBRATION

No matter what their role, though, all parties involved in the trans-
action agree that flexibility and quick thinking helped save the day.
FDOT was flexible on sharing some credit risk with ACS; TIFIA was
willing to make some exceptions to its lending policies; ACS was
able to switch from the bond market to the bank market.

Now, thanks to their quick thinking and flexibility, Broward
County’s 1.7 million residents are on their way toward a less con-
gested future. About 800 jobs have been created, FDOT estimates,
and many more are to come. Pre-construction preparation has al-
ready begun and sound barriers are being erected, says I1-595’s Mu-
elas. Most importantly: rather than being completed in 20 years or
so, the new corridor is scheduled for completion in 2014.

“Financial close was a challenge. In the end, it could be done
because of the interest of the parties, all working together and de-
veloping a true partnership,” says Muelas. &

Affordability will be an even bigger issue going forward. According
to a recent webinar conducted by law firm Allen & Overy, states are
experiencing collective budget shortfalls of at least $230 billion for fis-
cal years 2009-2011. In other words, they need money and have no idea
where it is going to come from.

“We have a fundamental problem in the US related to revenue
stream generation and an availability payment structure doesn’t solve
that,” says Tyler Duvall, the top policymaker at the US Department of
Transportation during the Bush Administration, now a senior advisor
at consultancy McKinsey & Company.

Duvall nonetheless says that he is “relatively bullish” on the future
relevance of availability payments in the US. But “unless governments
are willing to either come up with those [revenue] streams on their
own or come up with projects that have revenue streams dedicated
to them ... just transferring risks without necessarily dealing with the
revenue side is not going to be a long-term solution,” he adds.

In February, a federally-mandated infrastructure finance com-
mission recommended that the US “fundamentally shift” its revenue
sources for infrastructure by moving from the vehicle fuel tax to charg-
es based on vehicle miles traveled - an option so far rejected by the
Obama administration.

Duvall thinks vehicle miles travelled charges make economic sense
in the long term if they are implemented correctly. He also sees poten-
tial in electronic tolling technologies.

No matter what solution they implement, though, it’s clear that to
see more availability paymentbased deals, there will need to be more
revenues available for public transportation budgets.

To bring a new generation of availability payment projects to the
market is going to really require governments to be more creative in
how they finance [them],” says Duvall. o
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