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Development of Private Activity Bonds for Transportation Projects

Qualified Private Activity Bonds (“PABs”) are tax-exempt bonds issued by a state or local 
government, the proceeds of which are used to build certain qualified facilities that will be 
owned, leased or otherwise used by a private entity.

Focused mostly on new facilities

For a PAB to be tax-exempt, 95% or more of the net bond proceeds must be used for one of 
the several qualified purposes, as described in the Internal Revenue Code within 5 years of 
issuance.

As opposed to state-by-state volume cap allocations that limit the issuance of certain other 
PABs, SAFETEA-LU establishes a national limit of $15 billion to be allocated by 2009 and 
issued by 2015.  As a result of this new provision, tax-exempt financing will be made available 
to surface transportation projects with significantly more private participation than has been 
permitted in the past under the Code.

The Secretary of Transportation is responsible for allocating this amount to different projects.

Like other PABs, the issuer must be a governmental agency that acts as a conduit.
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Several projects have already applied for PABs under the Highway
Authorization Bill.

Texas State Highway 121 (TX)

Port of Miami Tunnel (FL)

MO DOT 800 Bridges (MO)

CenterPoint Railroad (IL)

Knik Arm Bridge and Toll 
Authority (AK)

Project

Toll Highway

Toll Bypass Tunnel

Renovate & Maintain 802 bridges

Railroad Distribution Facilities

Toll Bridge

Description

$1.866 Billion (approved)

$1.4 Billion

$600 Million

$505 Million

$600 Million (anticipated)

Request ($)
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Project Fund

Total Debt Service
Avg Annual Debt Service
All-In True Interest Cost

$500.0 Mn

$1,088.6 Mn
$36.3 Mn

5.99%

Assuming a representative $500 million financing with taxable versus tax-exempt bonds, the 
impact of PABs can be significant:

Impact of PABs on Public-Private Partnerships

Project Fund

Total Debt Service
Avg Annual Debt Service
All-In True Interest Cost

Taxable Summary Statistics Tax-Exempt Summary Statistics

Present Value savings of $81.8 Million over 30 
years can be obtained by using PABs.

$500.0 Mn

$940.2 Mn
$31.3 Mn

4.68%
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Public-Private Partnerships represent an evolution in the size and 
scope of the US transportation financing market.

Description Annual increases in taxes to 
fund new projects and 
maintenance

Increase and lever federal and 
state gas tax revenues

Lever future receipts of federal 
gas tax revenues

Long-term lease for use and 
maintenance of asset

Capital Structure No Leverage 100% Debt 100% Debt 80% Debt / 20% Equity

Available Funds Tax Revenues Tax-Exempt Debt Tax-Exempt Debt Public market debt
Private equity
Public equity

Strengths Retain debt capacity
Perception of fiscal 
conservatism

Transportation-based tax
Leverages future dollars for 
current projects

Useful if state gas tax 
unavailable
Accelerates Federal 
contributions

Structured to avoid taxpayer 
impact / focus on user fees
More capital available
Ability to monetize future 
growth today
Transfer of operating risk

Issues Highly conservative
No flexibility
Heavy / immediate 
taxpayer burden
Limited capacity for new 
projects

Conservative tax-exempt 
growth assumptions
Limited amortization term
Retention of operating risk
Rising fuel costs

Higher cost of debt
Limited term
Limited proceeds
Retention of operating risk

Fear of unknown 
Transfer of operational control
Concerns about rate increases
Foreign ownership

Tax Increases / 
Pay as You Go

Gas Tax Bonds

GARVEE Bonds

Public-Private
Partnerships

Time

A
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Public-private partnerships provide an opportunity to fully capture the
“growth wedge” in future revenue increases.

Municipal bond investors rely on historical revenues to determine the leverage levels which 
constrains total value for the owner

Equity investors look for future returns based on growth

Debt + Equity = Greater Proceeds for Owner of Asset

Net Toll
Revenues

Maximum Municipal Bond Leverage
Chicago Skyway = $800 – 900 Million

Concession Sale
Chicago Skyway = $1.8 Billion

Today 40 yrsPast

Debt
1.25-2.00x 
Coverage

99 yrs

Conservative Projections

Today 40 yrsPast 99 yrs

Equity 
InvestorDebt

Net Toll
Revenues

Conservative Projections
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Public-Private Partnerships provide a new source of capital for state 
and local governments.

New Option

Public-Private Partnership

Can be structured to avoid 
impact on taxpayers 

More capital for given 
project (debt and equity) 

Operating risk shifted to 
private party

Historical Option #1

Raise taxes 

Historical Option #2

Issue tax-exempt bonds
Allows conservative amount 
of debt to fund projects 

More taxpayer burden 
immediately
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Substantial pools of capital are focused on investing in infrastructure 
assets.

$300 Bn
80% Debt

$75 Bn 
20% Equity

Total Buying Power:
$375+ Billion
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Impact on ValueValue Drivers

Future Revenue Growth Rate Increases
Variable Pricing
Volume Increases
Potential for Capacity Expansion
Increased Penetration of 
Efficiencies (e.g. Electronic 
Tolling)

Structured and established rate increases provide visibility 
into future cash flows.
Focused rate increases (i.e., trucks during rush hour on a 
road) provide increased cash flow and reduce congestion.
Increased traffic drives growth without raising rates.
Increased capacity generates more volume and more 
demand.
Increases price / demand inelasticity

Longer Term of Concession Cost of Capital
Shift Tax Benefits
Extend Principal Amortization of 
Debt
Provide More Years of Cash
Flow to Private Partner

Private operator will apply leverage to the infrastructure 
asset.  Current favorable interest rate environment can 
provide attractive value of government entities.
Term of 50 years or more potentially provides buyer with 
ability to use depreciation to shield income taxes.
Longer term allows debt to be amortized over greater 
time, increasing cash flow.
Additional years of Free Cash Flow are valued and 
included in upfront payment.

Expense Reduction Create Operating Efficiencies
Reduce State-Specific Costs

Buyer can streamline construction and other 
operational costs through economies of scale.
Streamlined operations can reduce operating costs.

Private partners will consider several project parameters that help 
determine value.

Capital Expenditures Mandated Capital Expenditures
Options to Expand Road

Deduction for value received up front
Ability to expand project can enhance value 
significantly.
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Disclaimer
This material is not a product of the Fixed Income Research Department. It is not a research report and it should not be construed as such. All materials, including proposed terms and conditions, are indicative and 
for discussion purposes only. Finalized terms and conditions are subject to further discussion and negotiation and will be evidenced by a formal agreement. Opinions expressed are our present opinions only and are 
subject to change without further notice. The information contained herein is confidential. By accepting this information, the recipient agrees that it will, and it will cause its directors, partners, officers, employees and 
representatives to use the information only to evaluate its potential interest in the strategies described herein and for no other purpose and will not divulge any such information to any other party. Any reproduction 
of this information, in whole or in part, is prohibited. Except in so far as required to do so to comply with applicable law or regulation, express or implied, no warranty whatsoever, including but not limited to, 
warranties as to quality, accuracy, performance, timeliness, continued availability or completeness of any information contained herein is made. Opinions expressed herein are current opinions only as of the date 
indicated. Any historical price(s) or value(s) are also only as of the date indicated. We are under no obligation to update opinions or other information. The information contained herein has been prepared solely for 
informational purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any trading strategy. The Goldman Sachs Group, Inc. does not provide 
accounting, tax or legal advice; however, you should be aware that any proposed indicative transaction could have accounting, tax, legal or other implications that should be discussed with your advisors and or 
counsel. The materials should not be relied upon for the maintenance of your books and records or for any tax, accounting, legal or other purposes. In addition, we mutually agree that, subject to applicable law, you 
may disclose any and all aspects of any potential transaction or structure described herein that are necessary to support any U.S. federal income tax benefits, without the Goldman Sachs Group, Inc. imposing any 
limitation of any kind. The Goldman Sachs Group, Inc. and affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have "long" 
or "short" positions in, and buy or sell, the securities, derivatives (including options) or other financial products thereof, of entities mentioned herein. In addition, the Goldman Sachs Group, Inc. and/or affiliates may 
have served as manager or co-manager of a public offering of securities by any such entity. Further information regarding this material may be obtained upon request.

The Goldman Sachs Group, Inc. shall have no liability, contingent or otherwise, to the user or to third parties, or any responsibility whatsoever, for the correctness, quality, accuracy, timeliness, pricing, reliability, 
performance or completeness of the data or formulae provided herein or for any other aspect of the performance of this materials. In no event will the Goldman Sachs Group, Inc. be liable for any special, indirect, 
incidental or consequential damages which may be incurred or experienced on account of the user using the data provided herein or this materials, even if the Goldman Sachs Group, Inc. has been advised of the 
possibility of such damages. The Goldman Sachs Group, Inc. will have no responsibility to inform the user of any difficulties experienced by the Goldman Sachs Group, Inc. or third parties with respect to the use of 
the materials or to take any action in connection therewith.

The fact that the Goldman Sachs Group, Inc. has made the materials or any other materials available to you constitutes neither a recommendation that you enter into or maintain a particular transaction or position 
nor a representation that any transaction is suitable or appropriate for you. Transactions involving derivative or other products may involve significant risk and you should not enter into any transaction unless you 
fully understand all such risks and have independently determined that such transaction is appropriate for you. The Goldman Sachs Group, Inc. is acting in the capacity of an arm's-length contractual counterparty to 
the user in connection with any transaction the Goldman Sachs Group, Inc. may enter into with the user and not as a financial advisor or a fiduciary.

General Statement of Distribution Principles
Goldman Sachs is committed to managing securities offerings such that our clients are treated fairly and to conducting our business with integrity and according to proper standards. Our policy is that the pricing of 
bookbuilt securities offerings and allocations to investors should be transparent to the issuer or seller(s), consistent with our responsibilities to our investing clients. We will endeavor to make available to the issuer 
or seller(s) relevant information to make its own, independent decision with respect to the price, structure, timing and other terms of the offering.

The investors to whom we allocate securities may also be clients of Goldman Sachs or have other relationships with the firm. To the extent that actual or potential conflicts arise between the interests of such 
investors and those of the issuer or seller(s), we will endeavor in good faith to manage such conflicts fairly.

We will not make allocations as an inducement for the payment of excessive compensation in respect of unrelated services, in consideration of the past or future award of corporate finance business, or expressly or 
implicitly conditional upon the receipt of other orders for investments or the purchase of other services. Where we underwrite an offering or otherwise guarantee a price in connection with an offering, we will take 
into account our prudential responsibilities to manage our risk properly when determining allocations and their manner and timing.


