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Executive Summary

The recent Chicago Skyway and Indiana Toll Road concession sales have caught 
the attention of the domestic transportation finance community
The upfront concession payments were well beyond expectations causing 
increased focus on the underlying value of transportation assets
Innovative financing approaches utilized by the private sponsors in these two 
situations facilitated funding these concession payment levels
Financing techniques imbedded in private concession financing models can be 
utilized to increase proceeds under a variety of ownership and financing structures
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Evolution of Toll Road Financings

Increase in global liquidity
Patient international equity investors
Tax-exempt/taxable spread compression
Private sponsor appetite for transportation 
sector investments
Established long-term international 
concession financing models
Established international credit and rating 
criteria

Financial Markets Perspective

Increased willingness to shift cost to users
New focus on optimizing toll regimes
Longer-term perspective on revenue 
generation capability of toll roads

Government Perspective

Fiscal challenges
Increasing capital needs
Lack of funding sources
Resistance to tax increases
Transportation/congestion issues
Management of non-core assets
Operational cost savings
Accelerated project requirements

Catalysts

New Paradigm for US 
Toll Road Investment
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Evolution of Toll Road Financings

Toll pricing regimes – shift from cost-recovery to market-based indexed caps
Private investment replaces or supplements public debt
Asset management transfers to private sector with public oversight through 
contractual agreements
Long-term debt financing horizons considered investment grade (50 years plus)
Deferred principal amortization (can be negative amortization)
DSCR is measured as cash-on-cash while partial interest is paid
Multiple rollovers/refinancings are modeled in base finance plan similar to 
corporate finance model
Free cash distributes to equity investors as debt principal accretes to a targeted 
level

As a result of recent concession financings, the following characteristics are becoming 
accepted for domestic toll road financings
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Toll Road Financing Dynamics: Key Drivers

Long-Term
Financing
Horizon

Low Toll RegimeHigh Toll Regime

Short-Term
Financing
Horizon

Residual Cash FlowDebt Service

Toll regime and financing horizon drive value

-

100

200

300

400

500

600

700

800

900

1,000

0 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75

M
ill

io
ns

-

100

200

300

400

500

600

700

800

900

1,000

0 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90 95

M
ill

io
ns

-

100

200

300

400

500

600

700

800

900

1,000

0 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90 95

M
ill

io
ns

-

100

200

300

400

500

600

700

800

900

1,000

0 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75 80 85 90 95

M
ill

io
ns

Historical regimes and longer financing horizons create greater asset value as demonstrated by the 
areas under the curve
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Toll Road Financing Dynamics: Ownership

Public:
– Control of operations and residual interest
– Traditionally very conservative leverage with minimum A-category rating 

targets
Public/Private:
– Public control of operations and residual interest in most cases
– Opportunity to increase leverage at BBB rating category and/or with private 

investment while keeping majority interest
Private:
– Public contractual control of operations and maintenance through concession 

agreements with residual value shifting to private investors
– Maximizes leverage and upfront capitalization of value

Partial or full private ownership can attract additional capital
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Public Ownership Model (Traditional)

Key Characteristics:
Cost-based toll regime
Traditional bond covenants
35-year final maturity
Fully amortizing tax-exempt bonds
“A”-category rating target

Financing Capacity:
$350 million tax-exempt debt

Tax-Exempt Debt Service

Cost-Based Toll Regime
2.00x Coverage

N
et
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Years

Assumptions:
3.0% average annual revenue growth 
rate
2.00x debt service coverage
$27.5mm year 1 net revenues
35-yr final debt maturity

Residual Interest
Remains under Public Ownership
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Public Ownership Model (Highly Leveraged)

Key Characteristics:
“Managed” toll regime
Market standard bond covenants
50-year final maturity, tax-exempt bonds
BBB-category rating target

Financing Capacity:
$675 million tax-exempt debt

“Managed” Toll Regime
1.40x Coverage

N
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Years

Assumptions:
3.5% average annual revenue growth 
rate
1.40x debt service coverage
$27.5mm year 1 net revenues
50-yr final debt maturity

Residual Interest
Tax-Exempt Debt Service
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Key Characteristics:

Public/Private Ownership Model

Minority interest held by private investors
Market standard operating covenants
Indexed and/or market-based toll regimes
50-year final maturity, tax-exempt bonds for public interest portion
BBB-category rating target

Financing Capacity:
$390 million tax-exempt debt + 
$350 million private investment = 
$740 million “Indexed” Toll Regime

51% Majority Interest 
Remains Under Public 

Ownership

49% Residual Cash Flow to Private 

Investors
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Assumptions:
4.0% average annual revenue growth 
rate through 60 years, 2.5% after
1.40x debt service coverage
$27.5mm year 1 net revenues
50-yr final maturity
Private Investor IRR: 8-10%

Tax-Exempt Debt Service
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Private Ownership Model

Key Characteristics:
“Market-based” toll regime subject to indexed caps
Privately driven financing covenants
Highly leveraged “corporate” financing model
60-year debt horizon with taxable bonds

Financing Capacity:
$790 million taxable debt + 
$310 million equity = $1.1 billion

Taxable Debt Service

Market-based Toll Regime

100% 
Residual 

Cash Flows 
to Private 
Investors

N
et

 In
co

m
e

Years

Assumptions:
4.5% average annual revenue growth 
rate through 60yrs, 2.5% after
1.40x debt service coverage
$27.5mm year 1 net revenues
60-yr final maturity
Private Investor IRR: 7%
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Paradigm Shift Driven by Recent Market Developments

Increased private sector interest in infrastructure investments presents new 
financing opportunities for toll road assets
Market acceptance of long-term financing structures beyond traditional fully 
amortizing 30-40 year final maturity practice
– Rating agencies: revenue generation potential
– Credit enhancers: insuring embedded refinancing risk
– Private Investors: stable, long-term investment return
Financing proceeds can be increased through extended final maturities, managed 
toll regimes, and/or partial or full ownership sales
Toll regime and residual value policy is critical to the evaluation of options

Ability to unlock value in toll assets not realized under traditional toll road 
financings can be applied to public, joint and private ownership models

Recent evolution of long-term financings of toll road projects
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Toll Road Financing Decision Matrix

Public policy considerations
– Ownership
– Control
– User fees
Objectives/needs
Timing/schedule
Asset-specific characteristics
Toll regime
Residual Value
Use of proceeds

Lehman Brothers can evaluate public and private financing alternatives and 
select a tailored and optimized solution to meet specific financing objectives

11



Disclaimer
This material has been prepared by Lehman Brothers Public Finance Department and is not a product of Lehman Brothers Research 
Department. It is for informational purposes only. Lehman Brothers makes no representation that the information contained in this 
document is accurate or complete. Opinions expressed herein are subject to change without notice. All levels, prices and spreads are 
historical and do not represent current market levels, prices or spreads, some or all of which may have changed since the issuance of this 
document. Under no circumstances should this document be used or considered as an offer to sell or a solicitation of an offer to buy any 
financial instrument mentioned in it. The products mentioned in this document may not be eligible for sale in some states or countries, or 
suitable for all types of investors; their value and the income they produce may fluctuate and/or be adversely affected by exchange rates, 
interest rates or other factors. Clients are advised to make an independent review regarding the economic benefits and risks of purchasing 
or selling the financial instruments mentioned in this document and reach their own conclusions regarding the legal, tax, accounting and 
other aspects of any transaction in the financial instrument in relation to their particular circumstances. Lehman Brothers enters into 
transactions on an arm's length basis and does not act as advisor or fiduciary to its counter parties except where a law, rule or written 
agreement expressly provides otherwise.

Lehman Brothers and/or its affiliated companies may make a market or deal as principal in the financial instruments mentioned in this 
document or in related securities, options or other derivative instruments based on them. In addition, Lehman Brothers, its affiliated 
companies, shareholders, directors, officers and/or employees, may from time to time have long or short positions in the financial 
instruments, including loans, securities or in options, futures or other derivative instruments based on them. One or more directors, 
officers and/or employees of Lehman Brothers or its affiliated companies may be a director of the borrower or issuer mentioned in this 
document. Lehman Brothers or its predecessors and/or its affiliated companies may have acted as agent or arranger with respect to the 
loans of the borrowers mentioned in this report, and may have managed or co-managed a public offering of or acted as initial purchaser 
or placement agent for a private placement of any of the securities of any issuer mentioned in this document within the last three years, or 
may, from time to time perform investment banking, lending or other services for, or solicit investment banking or other business from 
any company mentioned in this document. 

No part of this document may be reproduced in any manner without the written permission of Lehman Brothers. ©2005 Lehman Brothers 
Inc. All rights reserved. Member of SIPC.
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