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Alternative Delivery and 
Public-Private Partnerships – a Primer
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What is a “P3”?

• A “P3” is defined by the World Bank as “a long-term 

contract between a private party and a government 

agency, for providing a public asset or service, in which 

the private party bears significant risk and management 

responsibility”

• The term P3 is used broadly to describe a variety of 

contractual arrangements, ranging from an outsourcing of 

an aspect of a municipal operation to the sale of a 

municipal asset to a private entity.

• P3s vary widely in their financial and governance 

structures, investor base, technical complexity and impact 

to the host institutions
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U.S. AD/P3 Market and Background

• P3s are not new in the U.S. – federal, state, local governments and non-profits often rely 

on private sector skills, organizations, and finance to enhance or deliver public services 

and projects

o Outsourced administrative services

o Building management and maintenance

o Solid waste disposal

o Social services

o Design-Build construction

o Design-Build-Finance – Turnkey project delivery

• P3s in the U.S. have become an effective tool to provide essential public services and 

infrastructure projects that otherwise may have been delayed or abandoned due to 

issues such as cost, complexity, and desire to avoid using balance sheet and credit

• More and more states are enacting P3 authorizing legislation and initiatives 

• Private sector interest in U.S. infrastructure investment continues to grow  

o Steady, predictable returns and moderate risk 
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When is AD/P3 a Value-Add Alternative?

• New or “greenfield” projects 

o Large capital initiatives 

o Complex projects with higher risk due to design and construction elements and accelerated 

delivery timeline

o Opportunity for “whole-life costing”

o Redevelopment and economic development 

• Existing capital assets or “brownfield” projects 

o Underfunded lifecycle costs and maintenance

o Improvements or expansion to existing facilities or projects

o Changing demographics and market demand allow for redevelopment and potential repricing 

• Financial considerations 

o Debt constraints and “off balance sheet” or “off credit” objectives 

o Monetization 

o Value capture (unlocking pricing power, expense reductions or other benefits) 

• Service delivery

o Contractual arrangements for service enhancements and cost savings
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P3s are Applicable Across All Sectors of Municipal Services

Transportation

• Roads, bridges, tunnels

• Transit

• Airports 

• Ports

Utilities

• Municipally owned water 

treatment, distribution and 

wastewater systems

• Generation, distribution, 

district energy, streetlights, 

CNG, and solar

Education

• Student housing

• Parking

• Energy

• Athletics

• Academic facilities

Municipal Operations

• Judicial buildings

• Corrections facilities

• Government office 

buildings

Economic Development

• Convention centers and 

hotels

• Recreation and 

entertainment facilities

• Commercial developments

Health Care

• Medical office buildings, 

specialized facilities, 

parking and energy assets

• Service delivery contracts

7



Misconceptions About AD/P3s

• Despite increasing visibility in the U.S., many misconceptions remain about P3s 

Misconception Realities

• P3s can provide “free money” to close 
funding gaps for projects

• Private financing partners require some 
mechanism for repayment and return on 
investment 

• Cost of borrowing is always most 
significant value driver 

• Cost of capital is one consideration in 
project’s total value, along with lifecycle 
costs, risk-sharing, value engineering 
opportunities, etc. 

• P3s give away government oversight and 
allow private sector free reign to raise 
rates

• Detailed project agreements preserve 
government oversight or define 
limitations on rate increases 

• P3s are hostile to public-sector unions 
• Successful P3s have been structured both 

with and without continuing union labor 
contracts

• Profit motives for the private sector make 
P3 delivery more expensive

• Private sector already profits through 
construction contracts.  AD/P3s provide 
for design innovation to lower overall 
costs
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Keys to AD/P3 Implementation

• Best practices can create the conditions for successful 

outcomes (whether a transaction is executed or not) 

• Understanding goals and objectives up front provides yardstick 

to measure value 

o Avoids “fishing expeditions” with ill-defined 

procurement instructions to private sector 

• Maintaining a disciplined procurement schedule and 

competitive tension among potential bidders is critical to 

driving greatest value 

Define the public purpose and 
potential benefit of the P3 

Identify and engage stakeholders

Objectively review alternative delivery 
and finance models

Gauge private sector interest and 
capability

Execute disciplined, transparent and 
competitive procurement

9



PFM’s Project Management Approach

• Define project / 
transaction 
objectives

• Determine public 
interest to be 
served

• Establish financial 
framework
– Enterprise 

(user fee 
based)

– Availability 
(tax or 
appropriation 
supported)

– Hybrid (user 
fee and tax 
supported

• Build financial 
model

• Develop and 
evaluate alternative 
solutions

• Identify legal or 
legislative hurdles

• Identify stakeholder 
and constituent 
considerations

• Retain expert 
technical advisors 
as required

• Model best 
practices

• Confirm transaction 
structure 
– Lease
– Concession
– Design-Build
– Operate-

Maintain
– Other

• Compare to tax 
exempt options

• Determine 
procurement process 
requirements

• Retain balance of 
transaction team

• Develop 
procurement 
schedule

• Draft and distribute 
RFQ

• Develop shortlist of 
qualified bidders

• Initiate due diligence
– Confidentiality 

agreements
– Data room
– Meetings with 

bidders
• Determine 

requirements for 
final proposals or 
offers

• Draft transaction 
documents
– Concession / 

lease
– Operating 

standards
– Design 

specifications
– Other

• One on one meeting 
with finalists

• Finalize transaction 
documents

• Release RFP or final 
bid submittal form

• Select finalist
• Close and transition 

• Solicit input from 
investors and 
operators

• Gauge level of 
interest

• Identify risks
• Communications and 

education with 
stakeholders and 
constituents

Program development Feasibility and 
valuation

Procurement 
design RFQ process RFP and selection

Market outreach 
and
communication

Analysis and valuation Transaction development and execution
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• Construction cost 
• Operating and maintenance expense
• Financing and transactional costs
• Schedule benefits
• Whole life costing

Cost-Benefit Analysis is Used to Select Optimal Delivery Models

Cost-benefit analysis

Critical factors to consider

• Project size and capital expense
• Private sector capability for design and operations
• Risk identification and ability to transfer
• Complexity of specifications / output
• Ability to estimate long term asset cost
• Use risk associated with changing technology
• Public sector capability and capacity

Public sector

Public-private 
partnerships

Private

• Management contracts
• Leases
• Concessions
• BOT, DBM, DBFOM

• Regulated privatization
• Sales and divestitures

• DBB, DB
• Service contracts
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Project Company

Project Contract
(DBFO, DBFM,
Concession etc.)

Users

Tolls or user charges
if applicable

Availability or 
Shadow Toll
Payments 
if applicable

Lenders

Investors

Senior Debt,
Security and 
Hedging

Equity and/or
Junior Debt

Construction
Contractor

Operator

Construction
Contract

Operation Contract

Direct
Agreement

Granting 
Authority Services

• Each project will involve some variation of this contractual structure depending on its particular elements

P3 Parties and Contractual Structure
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Project Revenue: Availability Payments vs. User Fees
• Private investors recoup their initial investment in a P3 project via rights to the income produced over a defined period of time 

• There are two high-level ways for a project to generate income:

o User fees: Money paid directly by the consumers of a service, such as highway tolls, utility bills, transit fares or student housing 

rent

o Availability payments: Periodic money that the government commits to pay to support an asset that does not generate fee 

revenue, such as a courthouse, academic building or non-tolled highway; payment is based on a specified performance level

• Hybrid models with a mix of both approaches also exist

Government Entity

Project

Availability Payments

Investors

User Fees

Consumers

Investors

Project
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Infrastructure Funds have Significant Capital to Deploy

• Started with global pension funds looking to invest in stable, 

long life assets

• $67 billion of equity focused on North America 
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Investor Commentary

• Ample capital available for investment 

• Reliability and essentiality of public services are attractive to infrastructure investors

• Underlying demographics of AD/P3 location is a DC market is attractive for investment in 

parking/commutation

• Due Diligence  - thorough and realistic projection of capital and operating finances is 

critical 

• Comprehensive data on financial and operational condition of  current operating facility 

is important

• Contractual terms – assigning risk and responsibility between public and private partners 

is important 

INFRASTRUCTURE INVESTMENT 
CRITERIA

• Monopolistic structures that offer 
protection from competition due 
to high barriers to entry

• Consistent and relatively inelastic 
demand for the assets’ services

• Stable and predictable inflation-
linked cash flows

• Low-risk and long economic lives

• Stable and transparent regulatory 
frameworks

Source: Northleaf Capital
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Examples of Alternative Delivery Projects in Higher Education

• Most common
• Financing typically secured by project 

revenue through lease or concession

Student 
Housing

Parking

Academic 
Buildings

Energy

Innovation/ 
Real Estate

• Potential efficiencies in project 
delivery and operations

• Balance sheet considerations

• Financing secured project revenue 
through lease or concession

• Monetization of future projected cash 
flows for existing assets

• Disposition of non-core asset

• Financing secured by fixed lease 
obligations made by institution

• On balance sheet and credit

• Manage public procurement, 
statutory authorization or 
internal debt policies

• Financing often secured by fixed lease 
obligations made by institution

• Potential for upfront payment

• Projects vary – energy savings 
contracts, utility system 
concessions, micro-grid 
projects

• Potential ability to monetize real estate 
assets and promote economic 
development

• Potential ability partner with 
corporate partners that have 
synergies with program 
offerings

Higher education institutions have leveraged the private sector to deliver projects for a wide variety of asset classes
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Examples of Alternative Delivery Projects in Transportation

• Long term lease of operating asset
• Proceeds used to fund other 

governmental purposes
Concession

Availability

Managed 
Lanes

Airports and 
Seaports

Transit

• Concessionaire takes revenue 
risk and is obligated to fund 
operations, maintenance and 
hand-back

• Private party obligated to design and 
construct asset and maintain the asset 
over a specified period.

• Compensated for project “availability”

• Government controlled through 
deduction regimes

• Newest toll road structures
• Tolled lanes alongside freeway
• Users pay for free-flowing traffic

• Concessionaire developments 
as well as publicly managed 
projects

• Car rental facilities, hotels, parking
• Terminal facilities for single or multiple 

airlines / shipping lines

• Project financing or P3

• Outsourcing operations and 
maintenance

• Design-Build of major investments

• Fare collection systems

• Transit oriented development
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Examples of Alternative Delivery Projects in Other Sectors

• Government development and/or ownership 
of stadia and arenas

• Sports team primary tenant
Sports 

Facilities

Convention 
Centers and 

Hotels

Utilities

K-12

Real Estate

• Projects may need subsidies to be 
viable

• Project revenues from sponsorship

• Generators of tourism to import tax dollars
• Support through hotel and other transient 

taxes

• Project financings
• Security may include partial 

government guaranty

• Development of new facilities
• Long-term O&M contracts for existing 

facilities

• Address deferred maintenance
• Achieve economies of scale with 

consolidation

• Contracts for maintenance of buildings, 
including utility plants

• Construction of new school and 
administrative facilities

• Development of sports and other 
ancillary facilities

• Availability based payments

• Redevelopment of government owned land
• Master development agreements

• Tax increment financing

• Government provisions of 
infrastructure for greenfields
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The Michigan I-75 Project
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Oakland Corridor Partners

$610,300,000
Michigan Strategic Fund
Limited Obligation Revenue Bonds
(I-75 Improvement Project)
Series 2018
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Project Overview
• MDOT has entered into the Design-Build-Finance-Maintain Agreement with OCP for

the I-75 Improvement Project (Segment 3) (“Project Agreement”, “PA”, or “DBFM
Agreement”), which reached commercial close on October 12, 2018

o 1.5 miles of rural freeway and four miles of urban freeway

o One new lane in each direction

o Retaining walls, sound walls and 25 bridges

o Four-mile storage and drainage tunnel with 14-foot diameter and new pump station

• OCP is comprised of John Laing, ACAP, Jay Dee, Ajax, and Dan’s Excavating

• Design will be led by AECOM

• Construction (budgeted at approximately $629 million) will be carried out by MI 75
Constructors, LLC (“DB LLC”), comprised of Jay Dee, Ajax, Dan’s Excavating and C.A.
Hull, all Michigan-based

• Long-term maintenance will be self-performed by OCP

• All payments from MDOT are subject to appropriation

• Project is funded with Limited Obligation Revenue Bond proceeds (~$632 million),
milestone payments (~$101 million), equity contribution (~$48 million) and interest
income on bond proceeds (~$45 million)

Project Map 
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• Payments from MDOT under the PA include: 
o Four Milestone Payments totaling $101 million 

Milestone 1 2 3 4 

Payment $20 million $40 million $40 million $1 million 
Following Delivery and Acceptance of 

Tunnel Boring Machine 
Storage and Drainage Tunnel and 

Pump Station being in service 
Substantial Completion Final Acceptance 

o Quarterly Availability Payments throughout Maintenance Term (with a portion fixed and a portion escalated) 

o Scheduled Renewal Work Payments received 90 days before OCP scheduled requirements (no renewal reserve to be funded) 

• Handback inspections and mechanics begin approximately three years ahead of concession end, which allow sufficient lead time for any
supplemental Renewal Work

Financial 
Close (1) 

20 Nov 2018

M1, Jul ’20 
($20mm) 

D&C                      
(4.8yrs) 

Substantial 
Completion (1) 

31 Aug 2023 

M2, Aug ’23 
($40mm) 

Maintenance 
(25yrs) 

End of 
Maintenance

Term
Aug ‘48

M3, Oct ’23 
($40mm) 

M4, Apr ’24 
($1mm) 

Final
Acceptance (1) 

29 Apr 2024 

.

Handback
(~3yrs) 

Project Term & Payments Overview

22



Credit Highlights
Essential Project for MDOT • Necessary repairs to key commercial, commuter and tourist route 

• Accelerates Project completion by as much as twelve years over MDOT’s original plan for modernization 

Experienced Sponsors 

• John Laing and ACAP are experienced international developers with relevant experience on large availability payment projects 
• Sponsors also include experienced Michigan-based construction companies 
• The LTA opines that the Project is well within the capabilities of the members of OCP 

Experienced Local Contractors 

• DB LLC comprised of four Michigan-based contractors who will be responsible for construction 
• Contractors have significant experience with tunneling and similar corridor and underground conditions 
• Leading builders of roads and tunnels in the State of Michigan with decades of experience in the region, working with MDOT and local 

jurisdictions, including the completion of Segment 1 of I-75 

Manageable 
Maintenance Period Risks 

• The LTA considers the requirements to be suitably defined and believes that they should not pose undue risk to an appropriately managed team 
• Certain scope elements will be performed by MDOT or its contractors, including snow removal, ITS, lighting, and operations of the pump station 
• Approximately 90% of the payments during the Maintenance Term are for debt service and are fixed 
• The Project is resilient to maintenance cost increases as demonstrated by the fact that maintenance expense can approximately double without 

impairing the ability to make debt service payments

Strong Public Sector 
Counterparty 

• MDOT is an agency of the State of Michigan 
• Availability and milestone payments come from budget appropriation to MDOT 
• Availability payments represent at a maximum approximately 5.6% of MDOT funding available for the Project 
• 2015 transportation funding package significantly increased available MDOT funding sources 

Legal Provisions and Protections 

• Market standard contractual provisions in the DBFM Agreement for an availability based P3 project 
• Standard performance security supporting DB LLC contract obligations 
• Limitations on additional indebtedness 
• Reserve for debt service and maintenance work 
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Michigan Department of Transportation

Segment 3, I-75 Improvement Project Need 

• Responsible for 9,669 mile state highway system and administers transportation programs 
for aviation, intercity passenger rail and freight, and local public transit services 

• The Project’s procurement as a DBFM will accelerate the Project by up to 12 years relative to 
MDOT’s original improvement plan for I-75 

• MDOT has completed other P3 projects in the past, including the Metro Region Freeway 
Lighting DBFOM in 2015 

Segment 3, I-75 Improvement Project Need

• The Project corridor is a key commercial, commuter, and tourist route handling a daily
traffic volume of 103,000 to 174,000, which is projected to increase by 10% by 2035

• The corridor’s aging freeway infrastructure has not received comprehensive improvements
since being built in the 1960s
o The Project adds much-needed capacity to relieve traffic congestion along with critical 

improvements to driving surface conditions and safety 

• In the past, heavy rains have overwhelmed the freeway’s drainage system 
o The Project adds a storage and drainage tunnel and a pump station to mitigate future flood 

events 

Large pothole on I-75 seen in August 2015 

I-75 that was flooded in August 2014 flood 
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MDOT Approach to Transportation Funding
MDOT Budget and Available Transportation Funding

• MDOT’s budget appropriation is funded primarily by dedicated tax revenues, fees, and revenues from federal agencies 
• MDOT’s funding for the Project is expected to come portions of funding available through the State Trunk Line Fund and Title 23 Federal Aid 
o State Trunk Line 

 The State Trunk Line Fund (STF) provides for construction and maintenance of highways in the State 
 The revenues of the State Trunk Line Fund include a portion of the motor vehicle fuel taxes, vehicle registration taxes, and interest and miscellaneous 

fees deposited into the Michigan Transportation Fund 
 In November 2015, the State signed into law the Road Funding Package, which provided for additional funding for state transportation programs through 

increases in state motor fuel taxes and vehicle registration taxes and a redirection of income tax revenue for transportation purposes 
 As a result, aggregate transportation funding into the Michigan Transportation Fund have grown by $715 million from FY16-FY18 

o Federal Aid
 MDOT also receives grant proceeds, federal highway reimbursements and other federal highway assistance from the federal government under the 

Federal  Aid Highway Program established under Chapter 1 of Title 23, United States Code (“Title  23”)
 In federal fiscal year 2017, MDOT’s receipts of Federal Highway Administration (“FHWA”) funding were $850.2 million 

Budgetary and Appropriation Process Overview

• The Milestone Payments and Availability Payments due pursuant to the Project Agreement are subject to annual appropriation by the State Legislature 
o The commitment of future funds is contingent upon annual legislative appropriation 
o MDOT intends to include Milestone and Availability Payments in its overall capital budget 
o Each allocation of funds will be included in the five-year capital plan 
o The State has no continuing legal or moral obligation to appropriate money for payments to be made or other obligations to be performed under the PA 
o Contractual obligations can be enforced against MDOT for breach of contract as long as the suit is brought in Michigan Court of Claims 
o MDOT obligations under the DBFM are enforceable against MDOT in accordance with its term (DBFM Sections 5.2.3 and 19.8) 
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Milestone Payment Requirements Availability Payment Requirements 

Timing Maximum Payment 
1 

2 

3 

4 

Payable upon acceptance of the 
Tunnel Boring Machine $20 million 

Payable once the storage and 
drainage tunnel and pump station 
are in service 

$40 million 

Payable upon Substantial 
Completion $40 million 

Payable upon Final Acceptance $1 million 

Milestone Payments will be made to OCP during the D&C Term. 
Payments are subject to deductions. 

• Availability Payments shall be paid quarterly, starting at the later of
Substantial Completion and the Substantial Completion Deadline and
throughout the Maintenance Term, calculated as:
o Maximum Availability Payment
o Less: Unavailability Adjustment
o Less: Noncompliance Adjustment

• The scheduled renewal work payments are sculpted to match the
lifecycle costs to be incurred

• Noncompliance Events may result from a D&C Failure or a
Maintenance Failure, which represent a material failure to comply
with the standards or specifications of the Project Agreement

• Unavailability Events are triggered when OCP (a) fully or partially closes
a lane for any purpose and such closure is not a Permitted Lane Closure
or (b) fully or partially blocks ingress to or egress from a Lane for any
purpose and such blockage is not a Permitted Lane Closure

Quarterly Availability Payments 

Acceptance 

Acceptance of 
Tunnel Boring 

Machine 
Tunnel and Pump
Station in Service 

2048
Scheduled Expiration Date 

May 2020 
Milestone 

Payment 1(3)

June 2023 
Milestone 

Payment 2(3)

August 2023 
Milestone 

Payment 3(3)

February 2024 
Milestone 

Payment 4(3)

D&C Term(2) Maintenance Term 

“WT considers the payments shown here are within the range of what has typically been seen in the U.S. for similar P3 projects.” – WT Partnership 

Financial 
Close

Substantial
Completion(1)

Overview of Milestone and Availability Payments Under the Project Agreement
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Scaling Issues in Michigan
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Scaling Issues in Michigan

Legal

• Governmental power and authority

• No uniform legislation

Financial

• Economies of scale and interesting private sector partners

• Higher transaction costs

• Higher cost of capital

• Cash flow and project permitting uncertainties 

Operational

• Loss of governmental control

• Historic resistance in some sectors to use fee model



Why Consider P-3 Structures at All?
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Why Consider P-3 Structures at All?

• Value engineering
• Global ExperiencePrivate 

Expertise

Whole Life 
Costing

Budget 
Certainty

Private Capital

Risk Transfer

• Alternate Technical Concepts
• Maximize commercial value for 

revenue risk transactions

• Cost evaluated over the life of the asset
• Estimate long term costs to generate overall 

best value

• Transfer long term costs to private 
sector

• O&M incorporated into compensation
• Fixed payments reduce lumpiness of 

traditional O&M costs

• Eliminates deferred maintenance 
and its associated costs

• Contract enforcement to avoid loss of equity
• Encourages innovation

• Can effect lower cost debt to 
reduce weighted average cost of 
capital

• Coordination of design and construction
• Long-term O&M estimating

• Financing

• Revenue setting and collection
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Other Cooperative Finance Arrangements 
Available in Michigan?
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Other Cooperative Finance Arrangements 

• Traditional municipal bonds

• Traditional PABS [DWSD Biosolids]

• Taxable Bonds

• Pooled MFA/MDOT Transactions

• Intergovernmental Interlocal Agreements

• Shared Services Agreements

• Management Contracts [DUWA]
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Questions?
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Thank You!

34


	Slide Number 1
	Expanding Public-Private Partnerships for Michigan Infrastructure
	Slide Number 3
	What is a “P3”?
	U.S. AD/P3 Market and Background
	When is AD/P3 a Value-Add Alternative?
	P3s are Applicable Across All Sectors of Municipal Services
	Misconceptions About AD/P3s
	Keys to AD/P3 Implementation
	PFM’s Project Management Approach
	Cost-Benefit Analysis is Used to Select Optimal Delivery Models
	P3 Parties and Contractual Structure
	Project Revenue: Availability Payments vs. User Fees
	Infrastructure Funds have Significant Capital to Deploy
	Investor Commentary
	Examples of Alternative Delivery Projects in Higher Education
	Examples of Alternative Delivery Projects in Transportation
	Examples of Alternative Delivery Projects in Other Sectors
	Slide Number 19
	Slide Number 20
	Project Overview
	Slide Number 22
	Credit Highlights
	Michigan Department of Transportation
	MDOT Approach to Transportation Funding
	Slide Number 26
	Slide Number 27
	Scaling Issues in Michigan
	Slide Number 29
	Why Consider P-3 Structures at All?
	Slide Number 31
	Other Cooperative Finance Arrangements 
	Slide Number 33
	Slide Number 34

