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INTRODUCTION 

The United States stands on the cusp of a substantial investment in transportation and energy 
infrastructure, unprecedented since Roosevelt’s New Deal. As part of the evolving federal 
energy policy, the federal government is proposing strategic investments in clean technology 
development, the electricity transmission grid, carbon capture and storage technology, and 
significant upgrading and development of transportation infrastructure. 
 
The scope of this investment needs points toward an expansion of the use of public-private 
partnerships (PPP). PPPs are contractual agreements between a public agency and a private 
sector entity that allow for greater private sector participation in the delivery and financing of 
projects. Typically these projects involve a large capital investment with a long payback 
timeframe, requiring some degree of public funding (or credit support) to make the project 
attractive for a private investor.  
 
Since the 1980s, PPP deals have been central to many large infrastructure improvement 
projects in the United States, including the Dulles Greenway in Virginia, the 91 Express Lanes 
in California and State Highway 130 in Texas. A number of advanced OECD countries now 
have well-established PPP programs. These have attracted not only strategic investors, such 
as construction firms and operators, but also financial investors, such as investment banks 
and pension funds. PPP infrastructure projects could be viewed as a safer investment today 
than many other opportunities; e.g., more complex derivative-based financial instruments. 
 

 

PPP OVERVIEW 

PPP arrangements encompass a wide range of social and economic infrastructure projects; 
however, they have mainly been employed to build and operate hospitals, schools, prisons, 
roads, bridges and tunnels, light rail networks, air traffic control systems, and water and 
sanitation plants.1 A PPP arrangement offers similar benefits to those of privatization; i.e., 
harnessing the efficiency of private enterprise and the market, while enjoying a lower project 
risk profile and cost of capital associated with government backed projects.  
 
PPPs emerged in the late 1990s in Europe and North America as privatization lost momentum 
and infrastructure needs grew. The degree to which the private sector assumes 
responsibility—including financial risk—differs from one project to another. There are many 
different PPP structures; some lend themselves to the development of new (“greenfield”) 
facilities and some to the operation or expansion of existing (“Brownfield”) assets. There are 
also hybrid approaches.  
 

  

                                                 
1
 Public Private Partnerships, International Monetary Fund, 2004 
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PPP STRUCTURES 

Greenfield projects typically center on a design-build service, with financing, operations, and 
maintenance bundled in for certain deal structures. Design-build (DB) projects combine two 
separate services with a single, fixed-fee contract for both architectural/engineering services 
and construction. The design-builder may be a single firm, a consortium, a joint venture, or an 
organization assembled for the particular project. The design-build organization assumes 
responsibility for the majority of the design work and all construction activities, and the public 
sector usually retains responsibility for financing, operating and maintaining the project.2 
 
Another type of Greenfield deal structure is the design-build-operate-maintain (DBOM) model. 
This structure adds operations and maintenance responsibilities to the design-build model in 
the form of a single contract with financing secured by the public sector. The DBOM project 
delivery approach is practiced by several governments around the world and is also referred 
to as "turnkey" procurement and “build-operate-transfer.” There are several benefits to the 
integrated DBOM model. In particular, the private partner can take advantage of a number of 
efficiencies and better cost estimates through up-front coordination of design, construction, 
and maintenance plans. There is often a significant opportunity to reduce life cycle costs by 
careful design and construction.  
 
Design-build-finance-operate (DBFO) deal structures add financing to the responsibilities of 
the private partner(s). These agreements vary widely in the degree to which financial 
responsibilities are transferred to the private sector. They are typically structured with a 
component of debt (bonds) to leverage expected project cash flows such as tolls, lease 
payments, or vehicle registration fees. Often private financing is supplemented by the public 
sector through cash or contributions in kind, such as right-of-way, or through the private 
partner receiving an equity stake in the project. 
 
For Brownfield (existing) projects, one common deal structure is an operation and 
maintenance (O&M) concession. In these agreements, responsibility for asset operation and 
management is transferred from the public sector to a private sector entity to enhance 
efficiencies and/or improve technology. The private participant may be paid on a fixed fee 
basis or on an incentive basis for meeting specified service levels or performance targets. 

Another Brownfield PPP model is that of a long-term lease; e.g., the rights to collect tolls on 
an existing publicly-financed facility. Such contracts are let on a competitive basis, with 
awards going to the qualified bidder making the most attractive offer to the sponsoring 
agency. Often the keys to winning the contract are the value of the upfront concession fee, the 
length of the concession period, and the credit worthiness and overall qualifications of the 
bidders. 

                                                 
2
 US Department of Transportation, http://www.fhwa.dot.gov/PPP/defined_db.htm 
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Firms that derive benefits from projects beyond pure financial returns may make a strategic 
investment in a project, taking an equity stake in return for some portion of the construction 
contract. These could include construction firms, A&E firms, and equipment suppliers such as 
transit vehicle providers. Other investors, such as investment banks, pension funds, and other 
private equity investment funds, are focused primarily on pure financial returns. Since the 
value of traditionally high-yield securities has fallen dramatically in recent months, financial 
investors may have less investment capacity; this could soften the market for PPP participants 
in 2009–10. Alternatively, PPPs could also be viewed as a relatively safe investment, given 
the involvement of government, the proven need for infrastructure projects, and the relatively 
straightforward nature of the development. This would attract increased investment to this 
market. 
 
An example of a typical PPP structure is provided below: 
 

 
 

 

KEY LESSONS LEARNED 

The example above highlights the criticality that deal structure plays in determining the 
success of a PPP project. Great care is needed to translate business requirements into a 
contract that will allow private parties to carry the risks but receive an appropriate return on 
their investment. At the same time, the government and public receive needed infrastructure 
that could not otherwise have been publicly financed. Such deals require good understanding 
and communication between PPP participants, the establishment of realistic up-front 
expectations based on thorough economic analysis, and the support structures and flexibility 
to react and adapt when unforeseen situations occur. 

Example Public-Private Partnership StructureExample Public-Private Partnership Structure
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CONTACT US 

ScottMadden can help governments and private enterprises come together to plan, negotiate, 
and execute mutually-beneficial PPP projects that provide valuable public services leveraging 
the efficiencies and cost savings inherent in these deal structures. We are trusted advisors to 
many government agencies and utilities, with extensive work experience in the energy 
industry, in shared services, in sustainability, and in outsourcing. 
 
For more information on this and other, please visit ScottMadden on the web at 
www.scottmadden.com, or contact us: 
 
Author: Jake Jacobi 
 
Contact: 
Stuart Pearman, Partner and Energy Practice Leader 
2626 Glenwood Avenue, Suite 480 
Raleigh, NC 27608 
919.781.4191 
 

http://www.scottmadden.com/

