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 10 Myths and Facts on 
Transportation PPPs The Reason Foundation, May 31, 2011 - By Leonard Gilroy 

1. PPPs involve the "sale" of roads to private interests 
2. Private toll road operators can charge unlimited tolls in PPP deals 
3. Government loses control of public assets in PPP deals 
4. The timing is bad for infrastructure investment, given the sluggish post-recession 

economic conditions 
5. PPP deals include "non-compete clauses" that prevent state and local officials from 

building nearby, competing roads 
6. PPPs involve selling our roads to foreign companies 
7. Governments give private companies the authority to take private property through 

eminent domain in transportation PPP deals. 
8. Government ends up holding the bag if a PPP project goes bankrupt and fails 
9. PPPs should be avoided because they commit future generations when 

policymakers today cannot predict what the needs will be 
10. A backlash after the Indiana Toll Road lease prompted Indiana policymakers to 

reject more PPPs 

Fine list, but missing the two basic and important misconceptions: 
a. Rationale for private involvement  
b. The business model of a concession 



 what is the rationale for the 
private sector involvement in the 
provision of public infrastructure 

services? 



“governments are increasingly turning to the private sector as an 
alternative additional source of funding to meet the funding gap” 
 

World Bank 
http://pppirc.worldbank.org/public-private-partnership/overview/ppp-objectives  
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 rationale of Public Private 
Partnerships   

 

EFFICIENCY: PPP delivers sooner, better, cheaper infrastructure 
 
                                                                                                                                    
  

Why? INCENTIVES  
                                                                                                                                 

To win a contract and yet be profitable private sector needs to bring all the efficiencies: 
innovation. 
“life-cycle” costing. 
synergies derived from the integration of activities: design, construction, finance, 
operation, toll revenue.   

 

PPPs bring discipline and rationality to the political decision process 
 
                                                                                                                                    
  

 

Not the way Governments usually present PPPs… 
 
                                                                                                                                    

Usually, only PPP projects solving real problems are feasible. 

An alternative source of financing infrastructure. 

A supplementary role: A necessary evil.  
 



different types of private sector 
involvement 



risk allocation alternatives for delivery of 
infrastructure 

Delivery Model Private Sector Driver Public Sector Risk 

Design, Bid, Build 

Design & Build  

Availability Payment:  
Design, Build, Finance, 

Operate 
 

Revenue Risk Transfer: 
Design, Build, Finance, 

Operate, Toll  



risk allocation alternatives for delivery of 
infrastructure 

Delivery Model Private Sector Driver Public Sector Risk 

Design, Bid, Build 
Maximize return while 
meeting construction 

standards 

Prescription adequacy, ROW, 
Quantities, Design fit for 

construction 

Design & Build  

Availability Payment:  
Design, Build, Finance, 

Operate 
 

Revenue Risk Transfer: 
Design, Build, Finance, 

Operate, Toll  



risk allocation alternatives for delivery of 
infrastructure 

Delivery Model Private Sector Driver Public Sector Risk 

Design, Bid, Build 
Maximize return while 
meeting construction 

standards 

Prescription adequacy, ROW, 
Quantities, Design fit for 

construction 

Design & Build  
Maximize return while 

optimizing initial investment 
within standards 

Adequacy of technical 
specifications for routine and  

long term maintenance 

Availability Payment:  
Design, Build, Finance, 

Operate 
 

Revenue Risk Transfer: 
Design, Build, Finance, 

Operate, Toll  



risk allocation alternatives for delivery of 
infrastructure 

Delivery Model Private Sector Driver Public Sector Risk 

Design, Bid, Build 
Maximize return while 
meeting construction 

standards 

Prescription adequacy, ROW, 
Quantities, Design fit for 

construction 

Design & Build  
Maximize return while 

optimizing initial investment 
within standards 

Adequacy of technical 
specifications for routine and  

long term maintenance 

Availability Payment:  
Design, Build, Finance, 

Operate 

Maximize return while 
optimizing life-cycle cost and 

service standards 

• Congestion relief incentive? 
• L Term effectiveness of specs  
• Traffic Risk (Toll Projects) 

Revenue Risk Transfer: 
Design, Build, Finance, 

Operate, Toll  



risk allocation alternatives for delivery of 
infrastructure 

Delivery Model Private Sector Driver Public Sector Risk 

Design, Bid, Build 
Maximize return while 
meeting construction 

standards 

Prescription adequacy, ROW, 
Quantities, Design fit for 

construction 

Design & Build  
Maximize return while 

optimizing initial investment 
within standards 

Adequacy of technical 
specifications for routine and  

long term maintenance 

Availability Payment:  
Design, Build, Finance, 

Operate 

Maximize return while 
optimizing life-cycle cost and 

service standards 

• Congestion relief incentive? 
• L Term effectiveness of specs  
• Traffic Risk (Toll Projects) 

Revenue Risk Transfer: 
Design, Build, Finance, 

Operate, Toll  

Maximize return through 
lifespan cost optimization, 

efficiently relieving congestion 
and servicing the public 

Public perception:  
• Loss of control 
• Private partner default  
• Windfall profit 



risk allocation alternatives for delivery of 
infrastructure 

Delivery Model Private Sector Driver Public Sector Risk 

Design, Bid, Build Maximize return while meeting 
construction standards 

Prescription adequacy, ROW, 
Quantities, Design fit for 

construction 

Design & Build  
Maximize return while 

optimizing initial investment 
within standards 

Adequacy of technical 
specifications for routine and  

long term maintenance 

Availability Payment:  
Design, Build, Finance, 

Operate 

Maximize return while 
optimizing life-cycle cost and 

service standards 

• Congestion relief incentive? 
• L Term effectiveness of specs  
• Traffic Risk (Toll Projects) 

Revenue Risk Transfer: 
Design, Build, Finance, 

Operate, Toll  

Maximize return through lifespan 
cost optimization, efficiently 

relieving congestion and 
servicing the public 

Public perception:  
• Loss of control 
• Private partner default 
• Windfall profit 
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P3s encourage a healthier alignment of interests resulting in a more 
efficient delivery of infrastructure. 



 Economic Efficiencies of PPPs 

1. Integrating all activities through the life of an asset under a single point of 
responsibility.  
• holistic approach to design, construction, finance, and operation and 

maintenance, to achieve their most effective combination 
• benefit of a combined expertise on each one of them which is seldom found 

when firms have a more narrow expertise or outlook.  
 

2. Developing projects with a lifespan perspective  
• taking into consideration at an early stage life-cycle and asset management 

cost optimization concerns;  
 

3. Transferring risks that can be better handled by the private sector 
• The economic value of the risks the Public Sector retains is a key element of 

any comparison between delivery options 
 

4. Better aligning private sector interests with those of the Public Owner by 
making private developer returns dependent on the successful 
achievement of the project ultimate purpose.  
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407 – Customer Service   

Would this performance be achieved with prescriptive requirements? 
Would it be achieved with performance based requirements?   
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 July 8th 2013 Floods in Toronto 

Image: Highway 427 
 

Traffic on 407ETR that same day? 

6% higher than same day previous year 



“Battles are won by slaughter and 
maneuver.  

 
The greater the general, the more he 

contributes in maneuver, the less 
he demands in slaughter“ 

 
Winston Churchill 

Competition: necessity is the mother of 
invention 
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Example: I-35W, Fort Worth 

NTE 1&2 



I-35W at Fort Worth, Friday 5.30 pm 
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Major expansion at  
SH 121 interchange 

ML connecting to 
downtown 

No improvements or expansion at IH-30 
interchange 

N   
IH

-3
5W

 

IH 30 

IH
 3

5W
 

 Segment 3A – Current Schematics 



Addition of two new Ramps from 
Southbound IH 35W to SB Spur 280 and vice 
versa 

IH 35 ML extended from North 
SH121 to North of IH-30  

Downtown ML connectors 

N   

IH 30 

IH
 3

5W
 

 Segment 3A – Improvements (southern end) 



Present Concept Proposed Improvement 
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IH 30 

NEW ML DIRECT 
CONNECTORS 

MANAGED LANE 
EXTENSION 

N   

IH
-3

5W
 

IH 30 

Project Termini Project Termini 

 Segment 3A – Current vs. Proposed 



 I-35W Connectivity Improvements 

Subsidy Opening Year 

Current Schematics + $100 millions 2018 

Connectivity Improvements - $50 millions 2017 

 This initiative increased construction investment by ca. $100 m 

    and toll revenue NPV by ca. $250 m 

 

 Necessity is the mother of Invention 

 Without this improvement, the project would not have proceed 

 Would this improvement have been achieved under another delivery method? 



Which is the business model of a 
concession? 



 
Financially, a concession can be represented as a string of cash flows that 
reflect annual monetary values of contractual rights (net of obligations). 
 
At the initial moment of the life of the concession, the Internal Rate of 
Return (IRR) of these expected cash flows is a measure of the expected 
reward of the sponsors. 

 
If the concession is tendered under perfect competition, this expected 
IRR is also the cost of capital of the project. 

 
The premium (over the Risk-Free Rate, RFR) of this IRR reflects the 
risks of the project undertaken by the sponsor. 

 

 the business model of a concession 



Common understanding: 
 
 Developers make money by getting right in expectations:  

» revenue,  
» operating expenses (opex),  
» capital expenditure (capex) 

 how do sponsors make money? 



1. The “Gun marriage” Investor - Contractors 
» Looking for the in-law’s money: collateral business 
» Investing is the price to pay to get to the party 

 
2. The “Opportunistic” Investor – Investment Funds with finance focus 

» Required complement to the “Gun marriage” investor 
» I have money, you have a need, I see business 
» Limited horizon  

 

3. The “Boring long term” Investor – Pension Funds 
» Looking for long term, predictable cash-flows with recurrent 

yields 
 

4. The “Value Creation” Investor – Infrastructure Developers 
» Investing to create value in the investment 

 
  

 PPP Investor Class 



Thanks
! NICOLAS RUBIO 

US PRESIDENT, 
CINTRA 

nrubio@cintra.us 
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