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Port of Miami Tunnel: Case Study on A DBFOM Contract with Availability Payments
Background
More than two years after the project was awarded to a private sector concessionaire, the Port of Miami Tunnel (POMT) reached close of finance in October 2009.  The POMT represents the second design-build-finance-operate-maintain (DBFOM) contract with availability payments that has reached close of finance in the United States. The delay in reaching close of finance was due to a number of factors, including: (i) difficult economic and financial conditions, which diminished access to credit, especially for large transportation projects; (ii) the near bankruptcy of Babcock & Brown, the largest equity participant in the concessionaire, resulting in its backing out of the project; and (iii) difficulties in finalizing financing commitments from local public agencies. The estimated total cost of the POMT is approximately $903 million; most of this cost is associated with the development of two large tunnels that will provide access to the Port of Miami. The project is being delivered through a DBFOM contract in which availability payments are provided to the concessionaire, MAT Concessionaire LLC, over 35 years. Table 1 provides a  description and summary of the main elements of the project. 

Table 1: Project Description

	Lead Public Agency:
	Florida Department of Transportation (FDOT)

	Existing Conditions
	The Port of Miami is situated on Dodge Island, which has a single road connection (Port Road) with 3 traffic lanes in each direction. 

	Description
	The Port of Miami Tunnel (POMT) involves boring 120 feet below the water from Watson Island to Dodge Island and the installation of two 3,900′-long, 41′ diameter tubes. Each tunnel will have 2 lanes of traffic for large cargo trucks and passenger buses going to and from the port, bypassing downtown Miami. The project will also involve the widening of the MacArthur Causeway bridge from 3 to 4 lanes in each direction. 

	Goals
	The main goals associated with this project include: (i) developing the project; (ii) improving access between the Port of Miami and the Miami Central Business District (CBD), I-395 and I-95; (iii) improving the economic competitiveness of the Port of Miami, which is a large generator of economic output and employment in the region; (iv) relieving congestion on downtown streets, especially along routes that provide direct connections to the Port of Miami; (v) improving safety; and (vi) supporting  future development in and around the Miami Central Business District (CBD). 

	Estimated Cost
	$903 million

	Contract Type
	Design-Build-Finance-Operate- Maintain (DBFOM) with availability payments

	Contract Duration
	35 Years

	Revenue Sharing
	N/A

	Non-Compete Clause
	N/A

	Construction Begins
	2010

	Operation Begins
	2014

	Facility Ownership
	FDOT

	Fare Setting Authority
	FDOT is not planning to toll the POMT at the present time. If this facility is tolled at a later date, then FDOT would retain the authority to set and increase toll rates. 

	Availability and Acceptance Payments
	The concessionaire can receive a maximum availability payment of $32.5 million per annum and acceptance payments totaling up to $450 million.

	Public Sector Benefits
	The project will improve road connections to the Port of Miami, which is directly and indirectly responsible for $17.0 billion in economic activity and 176,000 jobs. The Port of Miami is the largest cruise ship terminal in the world, handling 4.1 million passengers in 2008.  The project delivery mechanism was critical to providing funding for a project, which had been in the planning stages since the early 1980s. 

	Value-for-Money Analysis
	A Value-for-Money analysis does not appear to have been conducted for this project

	Impact on Debt Limits 
	FDOT is not responsible for the debt obligations incurred by the concessionaire. Availability payments from FDOT will be paid from its annual budget. As a result, there is no direct impact on the State’s debt limits. Dade County is also responsible for availability payments to the concessionaire, which will be financed tax-exempt bonds, local transportation fees, and a Letter of Credit. The City of Miami has also taken on a Letter of Credit to finance its contribution to the project. Additionally, the public agencies have incurred a contingent liability associated with the availability and acceptance payments to the concessionaire. 


The physical limits of the proposed project run from I-395 at the western termini of the MacArthur Causeway Bridges to the entry to Port of Miami, which is located on Dodge Island.  Projects improvements include widening the MacArthur Causeway bridges, roadway improvements on Watson Island, the construction of the tunnel connection between Watson Island and the Port of  Miami, and roadway and bridge improvements on Dodge Island. Figure 1 depicts the location of the Port of Miami Tunnel project.  
Figure 1: Project Map
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Source: Port of Miami Tunnel Public Affairs Program Office
Enabling Legislation 

Amended in 2004, the State Transportation Code (§334.30) allows private sector funding to advance projects programmed in the State’s 5-year plan. These projects can be financed directly by the private sector or private entities can be reimbursed by FDOT. The amended version of §334.30 also established the following guidelines for PPP contracts: (i) permitted the receipt of solicited and unsolicited proposals; (ii) allowed reimbursements to the private sector through the Toll Facilities Revolving Trust Fund; (iii) refined the guidelines for toll rate setting; (iv) encouraged revenue sharing between the private sector and FDOT; (v) allowed FDOT to use a combination of funding sources for project development, including federal funds; and (vi) limited PPP contracts to 50-years.
 With respect to non-compete clauses, §334.30 specifically requires that proposed projects must have adequate safeguards in place to ensure that FDOT (or a private entity) has the opportunity to add capacity for transportation corridors serving similar origins and destinations. 
Project Financing
The project has an estimated cost of $903 million. MAT Concessionaire LLC is providing $80.3 million in equity. MAT Concessionaire is led by Meridiam Infrastructure Finance SARL (Luxembourg), which is providing 89.8 percent of project equity through Meridiam Infrastructure Miami, LLC. The other equity participant is Bouygues Travaux Public S.A.,  which is providing its 10.2 percent equity contribution through Dragages Concession Florida, Inc. The project is being financed by $341.5 million in bank debt that is provided by BNP Paribas, Banco Bilbao Bizcaya Argentina, RBS Citizens, Banco Santander, Bayerische Hypo, Calyon, Dexia, ING Capital, Societe Generale, and WestLB. Interest rates on the bank loan were an estimated to be 3 percent over the London Interbank Offered Rate (LIBOR), a daily reference rate at which banks borrow unsecured funds from other banks. The bank loans have 5 to 7 year maturities. 
The concessionaire was also able to obtain a $341 million TIFIA loan, which is estimated to have an interest rate of approximately 4.40 percent and a maturity of 35 years. Federal Highway Administration’s (FHWA) approval of the TIFIA loan was contingent on the provision and approval of financing from the City of Miami and Miami-Dade County. Additional sources of funding include interest revenues and FDOT milestone payments during construction. In this manner, the project has a roughly 80/20 debt to equity ratio. Table 2 summarizes the sources and uses of funds for the POMT project. 

Table 2: Uses and Sources of Funds for the Port of Miami Tunnel Project
	Uses of Funds
	Sources of Funds

	Uses
	Amount (US$ M)
	Sources
	Amount (US$ M)

	Construction Cost
	$607.0
	Senior Bank Debt
	$341.5

	Reserves
	$41.2
	TIFIA Loan
	$341.0

	SPV Costs, Insurance, and O&M During Construction
	$59.6
	TIFIA Interest During Construction
	$40.1

	Financing and Other Capital Costs
	$195.1
	Equity
	$80.3

	
	
	FDOT Payments During Construction 
	$100.0

	Total
	$902.9
	Total
	$902.9


Source: Port of Miami Tunnel Public Affairs Program Office 
The debt obligations are being financed by an annual Maximum Availability Payment (MAP) of up to $32.479 million. Payments to the concessionaire are contingent upon meeting service, quality and availability standards that have been specified in the concession contract. Additionally, the concessionaire is eligible to receive up to $450 million in acceptance payments. Of this amount, FDOT will provide $100 million in milestone payments during project construction. 
Acceptance and annual availability payments to the concessionaire will be repaid by FDOT, Miami-Dade County, and the City of Miami. Responsibility for covering these payments is based on a roughly 50/50 distribution between FDOT and the local public agencies. FDOT will provide an estimated $457 million, which will be paid from its annual budget. Miami-Dade County is providing an estimated $402 million. This amount is being financed from the following sources: (i) $100 million from general-obligation bonds which were approved by voters in 2004. These bonds had an interest rate of 4.75 percent to 5 percent and with a final maturity in 2038; (ii) $114 million from local transportation fees; (iii) $75 million from a Letter of Credit that will be used to cover a geotechnical reserve; (iv) $47 million in right of way contributions by the Port of Miami, which is a department within the Miami-Dade County government; and (v) $66 million from other sources of funds. To complete the funding for the project, the City of Miami has agreed to contribute $50.0 million, which is being financed through a Letter of Credit. 

Project Planning and Delivery Method
The POMT project has been in development for roughly 30 years. Project need was identified in a 1979 planning study, which concluded that the growth in freight traffic and cruise passengers would require a widening of the bridge to the port. Later studies examined bridge and tunnel alternatives and a bridge replacement and tunnel concept was adopted in the Port of Miami Transportation Improvement Plan (TIP) that was approved in 1984. Project feasibility studies determined that a tunnel was the least environmentally harmful way to divert port traffic. To assist in the development and evaluation of project alternatives, a Technical Advisory Committee (TAC) and a Community Advisory Committee (CAC) were formed in 1989.
 
The Draft Environmental Impact Statement (EIS) was submitted in 1994, which was signed by the Federal Highway Administration in 1996. Due to comments received from the Florida Department of Environmental Protection concerning potential impacts to Biscayne Bay due to blasting and dredging, the proposed tunnel construction method for the main channel portion was reevaluated to include the use of a tunnel boring machine. In May 1997, FHWA downgraded the project environmental determination from an EIS to an Environmental Assessment (EA)/Finding of No Significant Impact (FONSI). As a result, the project documents were revised to reflect the tunnel boring machine construction method. The EA/FONSI was approved by FHWA on November 29, 2000. 

Major milestones in the project procurement process include the publication of a Request for Qualifications (RFQ) to develop, design, construct, finance, operate and maintain the Port of Miami Tunnel Project in February 2006. Three consortia were shortlisted and submitted proposals in response to the Request for Proposal (RFP) that was issued in November 2006. These three teams included:

· The Miami Access Tunnel (MAT) Concessionaire LLC, which was comprised of Bouygues Travaux Publics (France), S.A. Babcock & Brown Infrastructure Group (Australia), and Canadian financing partners;

· The Miami Mobility Group made up of ACS Infrastructure/Dragados (Spain), Odebrecht Construction (Brazil), and Parsons Transportation Group (U.S); and 

· FCC Construction team which is comprised of FCC Construction (Spain) and Morgan Stanley (U.S.).
Project procurement was relatively unique in that it represented a multi-agency effort. In addition to FDOT, Florida’s Turnpike Enterprise (FTE), the Port of Miami, and Miami-Dade County were on the project selection and scoring committees. The selection and award of the contract to the MAT Concessionaire LLC. was made on April 10, 2007. Once it was awarded the contract, MAT began to seek financing from a variety of sources, including Private Activity Bonds (PAB), bank loans, TIFIA loans, and equity contributions from the MAT partners. However, before close of finance could be reached, Babcock and Brown, which had committed to providing 90 percent of the equity, left the project due to severe financial difficulties. In mid-2009, Meridiam Infrastructure Finance replaced Babcock & Brown as the 90 percent equity partner in the MAT consortium. 
Concessionaire Responsibilities
The concessionaire will finance project design and construction as well as assume operations and maintenance responsibilities. The tunnels are expected to be completed and operational in 2014. The length of the concession contract is 35 years, running from October 15, 2009 to October 15, 2044. Construction is anticipated to take 55-months. At the end of the concession contract, MAT Concessionaire LLC., will handback the POMT to FDOT. 
FDOT’s Responsibilities 

FDOT is responsible for the oversight of construction, operations, and maintenance activities. Under the terms of the contract, FDOT is required to provide acceptance payments based on facility completion and availability payments based on facility operations, service, quality, and availability. At the present time, FDOT is not planning to toll the POMT. If the POMT is tolled at a later date, then FDOT and Florida’s Turnpike Enterprise (FTE) can index toll rates to the annual CPI or a similar inflation indexation method. 
Project Challenges 
After the project was awarded but before close of finance could be reached, Babcock and Brown, which had committed to providing 90 percent of the equity, left the project due to severe financial difficulties. As a result, it could not meet its cash obligations nor obtain financing.
 Initially, FDOT sought to either reprocure or cancel the project altogether. To prevent the project from being reprocured and limit additional delays, local and state elected officials lobbied FDOT to allow another firm to replace Babcock & Brown as the 90 percent equity partner in the MAT consortium. In 2009, FDOT approved Meridiam Infrastructure Finance as the major equity participant in the MAT consortium. 
Another challenge facing the project was achieving close of finance despite the extremely difficult environment for obtaining debt finance. Although the concessionaire was able to obtain an authorization from the U.S. Department of Transportation (USDOT) for $980 million, it decided against the issuance of PABs. As of October 2009, the market for PABs remained weak, especially since a number monoline bond issuers have been unable to provide support for these issuances. As a result, the concessionaire opted to obtain bank financing from European banks in order to reach close of finance.
An additional challenge involved obtaining financial commitments from the City of Miami and Miami-Dade County, especially during a recessionary period. The Miami metropolitan area has been particularly hard hit as a result of the rapid decline in real estate values and economic activity, resulting in the subsequent decline in property and sales tax revenues. At the time of financial closure, the City of Miami was attempting to close a $118 million deficit, which delayed its approval of a $50 million Letter of Credit that will fund its contribution for the project. Although the City’s financial  commitment had been previously approved in December 2007, a second approval was required  prior to September 25, 2009. In particular, the approval of the City’s and County’s financial commitment was a condition of the TIFIA loan. An extension of the financing deadline permitted the project to go forward and the City of Miami approved the Letter of Credit for the project on October 8, 2009. Close of finance was achieved on October 15, 2009. 
Miami-Dade County was initially required to provide $600 million for the project. This amount was based on an estimated project cost of $1.2 billion and a 50/50 split with FDOT. In 2006, the County was able to develop a financing plan for approximately $489 million. As part of this financing plan, the County explored the possibility of tolling the tunnel crossings. However, the tolling approach was opposed by the cruise industry at the Port of Miami, which would have increased out-of-pocket costs for its employees and per-ticket surcharges for its customers. The County’s financial contribution was reduced to $402 million after estimates for total project costs decreased to $900 million. In addition to issuing tax exempt bonds, Miami-Dade County Commissioners also approved a $75 million Letter of Credit with Wachovia Bank on September 15, 2009. 

Impact on the Public Debt Limits
FDOT has agreed to cover the acceptance and annual availability payments to the concessionaire from its annual budget. As a result, FDOT will not be directly incurring debt obligations for the project. FDOT is not responsible for the debt obligations taken on by the concessionaire. Notwithstanding, these payments represent a contingent liability to FDOT. Miami-Dade County has approved the issuance of tax-exempt bonds and a Letter of Credit to cover part of its financial obligations for the project. This debt is counted against the County’s debt limits.  Similarly, the city of Miami has approved a Letter of Credit to cover its contribution. 
Stakeholder Outreach
The stakeholder outreach process has been an important element in defining and selecting the potential alternatives for the project. In particular, the tunnel alternative was first introduced by the Port of Miami Access Task Force in 1982. Subsequent analyses have evaluated three potential tunnel crossings as well as five bridge alternatives. The selected tunnel alignment was considered to provide the best combination of costs and travel times. During the environmental review process, the following alternatives were considered and rejected:

· The turning basin and bridge crossing of Biscayne Bay was not viable for large cruise ships requiring vertical clearance of at least 150′. This alternative would also have potential visual impacts on the nearby Bicentennial Park as well as mobility impacts on the Performing Arts Center. 

· The elevated bridge alternative near Bicentennial Park had negative visual impacts and ROW requirements in the Central Business District. 
· The elevated bridge alternative had negative visual and operational impacts near Bicentennial Park and the American Airlines Arena as well as mobility impacts on the Performing Arts Center;

· The downtown interchange would have significant ROW and construction impacts between I-95 and Biscayne Boulevard; and 

· The Rickenbacker Causeway was rejected due to longer corridor lengths, higher construction costs, and travel times; and 

· The Miami Beach bridge access was rejected to longer corridor lengths, higher construction costs, and travel times. 
Another important result of the stakeholder process was ensuring that the project provided access to the adjacent interstate highways. In addition, the public outreach process resulted in the development of a noise mitigation plan that was adopted in 2008. Under this plan, the concessionaire would incur penalties for not meeting noise requirements during construction. 
Complexity

Acceptance and Availability Payment Structure.  Maximum availability payments (MAP) are based on traffic levels, service quality, and facility availability. MAP formulas are relatively complex with quarterly adjustments. 
Technical Complexity. The project has a number of technically complex elements including the development of 3900′ tunnels that are over 100′ underwater at the deepest point. The tunnels will be constructed using a 41′ wide tunnel boring machine, which has an estimated cost of $40 million. (Figure 2). However, the tunnel boring machine will not be delivered for at least 22 months after it has been tested, disassembled, shipped across the Atlantic, and reassembled at the project site.
Figure 2: Tunnel Boring Equipment
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Source: Port of Miami Tunnel Public Affairs Program Office 

Tunnel width will accommodate acceleration and deceleration lanes for trucks and buses, allowing these vehicles to avoid contact with automobiles as they enter and exit the tunnels.  The estimated time of excavation is just over one year—six months in each direction. The scope and size of the POMT is comparable to other large tunnel projects around the world, such as the Groene Hart Tunnel in the Netherland (5.3 miles, 48′ diameter, and € 380 million) and tunnels that are being constructed on the M-30 Ring Road in Madrid, Spain. 

Value for Money 
A Value for Money (VfM) analysis does not appear to have been conducted for this project. However, the environmental and technical reviews combined with the procurement process has led to the reduction of approximately $300 million in project costs.  Additionally, the experience on other projects is that a DBFOM contract with availability payments can potentially reduce cost overruns, change orders, and completion delays. The United Kingdom, which has used this delivery mechanism on a number of transportation projects, has found that projects delivered using this approach have tended to come in on time and within budget. Moreover, the use of DBFOM contract with availability payments on other projects has generally resulted in a positive public reaction. 
Overall Value to the Public Agency
The Port of Miami is officially a department within the Miami-Dade County government. In 2008, it was estimated that the Port of Miami directly and indirectly generated $17.0 billion in annual economic output to the region and was responsible for 176,000 jobs. The movement of freight goods accounts for approximately 80 percent of economic activity generated by the port. Moreover, the Port of Miami is the ninth largest port in the United States, handling 7.4 million tons and 828,000 Twenty-foot Equivalent Units (TEUs) in 2008. Approximately 1,624 cargo ship docked at the port during that same year. 
Additionally, the Port of Miami is the world's busiest cruise-ship hub last year accommodating 789 cruise ships and nearly 4.1 million passengers in 2008.  An economic analysis that was conducted for the project estimated that the POMT project would have the following impacts: 
· Increase employment and income;
· Increase property tax and sales tax revenues; 

· Increase productivity; 
· Support regional economic growth; and 
· Support the region’s ability to attract high-wage industries. 
Due to the importance of the Port of Miami on the regional economy, it was estimated that the POMT project will generate $1.3 billion in economic output as well as create or preserve 14,000 jobs. Moreover, the facility is expected to relieve congestion by diverting an estimated 5,500 trucks per day from city streets in downtown Miami. 
�   The FDOT Secretary can authorize a concession contract of up to 75 years, but must demonstrate, in writing, that the PPP agreement requires a term of more than 50 years. The Florida Legislature must approve a contract longer than 75 years.


�     The Technical Advisory Committee consisted of FDOT, the Port of Miami, FHWA, MDTA, MCPWD, DERM, the Florida Department of Environmental Regulation, MOP, the Miami-Dade County Planning Department, the City of Miami, and the U.S. Corp. of Engineers. SFRPC, U.S. Coast Guard and FEC. The Community Advisory Committee was comprised of several environmental and local business groups. 


�   The creditors of Babcock & Brown Limited voted to place BBL into liquidation on August 24th, 2009.
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