PUBLIC-PRIVATE PARTNERSHIP

P3

An innovative approach to
delivering public infrastructure
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The Public-Private Partnership — or P3 — model is an innovative approach to delivering public

infrastructure that involves the investment of private capital and the deployment of private-
sector operational expertise to design, build, finance, operate and maintain public assets via
long-term agreements.

The P3 structure has proven successful for decades in Europe and Canada and is
gaining momentum in the United States. It allows public entities to address financial
shortfalls by either:

- Or -
Monetizing existing assets, such as Partnering with private investors
airports, parking facilities, water and to develop new infrastructure, also
wastewater systems and others, called greenfield projects.

also known as brownfield projects.

Proceeds from monetizing infrastructure assets can be used to fund other
infrastructure projects (a practice known as asset recycling), as well as pension
obligations or other municipal funding needs.

Many municipalities today are operating with limited debt capacity in the wake of the
COVID-19 pandemic and years of budget shortfalls. While these public entities may
access the municipal debt market to refinance various existing issues over the next
several years, issuing new debt may remain challenging for them.

With all these factors in mind, the P3 approach has assumed an increasingly vital role
as a means of obtaining financing for municipalities and other public entities who have
seen their access to traditional funding avenues become gradually more constrained.

Oppenheimer recognizes that the P3 approach is
relatively new for many public entities. This white
paper explores many of the common questions
municipalities may have as they begin to explore

options in the P3 market. The process and nuances
of P3 transactions are covered to acquaint readers
with the P3 model and how it can be used as a tool
to meet their financing needs.




Defining P3

In general, P3 is a contractual agreement (via lease, concession, project or project-development
agreement or similar) between (A) a public-sector entity (public sponsor) and (B) a private consortium
of investors and operators (private partner) to design, build, finance, operate and maintain a public
infrastructure asset (or perform some subset of those functions).

Partnership - Private Partner
: via lease, | designs, builds,
Public Sponsor . ' Jesig
owns the asset concession, . finances, operates,
or similar and maintains
agreement the asset

The public sponsor owns the asset throughout the term of the agreement and takes control of it again at the end of the contract,
under conditions defined in the agreement. The private partner receives either:

— agreed-upon payments from the public sponsor during the periods when the asset is available for use under terms of the
agreement (availability payments), or

— user fees and other revenues generated by the asset (revenue risk)

which fund its operations and drive returns.

What P3 Is Not

It is important to understand from the outset what P3 is not:
Finally, P3 is not a contract
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that can be signed and

Private investors in P3 projects put on the shelf
need to meet their debt service
and equity return requirements, In fact, determining which risks Ongoing participation and
either through user fees or are better suited to the public or oversight by the public sponsor
availability payments. These private partner is an important part helps to ensure delivery of value
return hurdles often involve a of the P3 evaluation process. It is to the public over the entire life of
higher cost of capital than what not a universal solution — careful the deal.
is typically seen in the municipal analysis is needed to ensure
finance market. that a P3 delivers the best value

proposition for the public entity.
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5 Key Benefits of the P3 Model

P3 project delivery may offer numerous advantages to public entities which can offset the additional cost
of capital associated with private-sector involvement. These advantages include:

Increased access to capital without increasing
municipal debt burden. Private funds that seek
to deploy capital toward infrastructure investments
have raised multiple billions of dollars for equity
investment, and have access to billions more via
the debt capital markets and infrastructure-specific
government lending programs.

These dollars are chasing a limited number of viable
infrastructure projects, leading to highly competitive
bidding processes. This investor demand may
result in opportunities to deliver projects that have
been on a municipality’s “wish list” for years. Since
the equity and debt invested by private sector
partners in P3 projects have no recourse to the
public sponsor, they are not commitments of the
municipality or public entity and do not increase the
public sponsor’s debt burden.

(Note: Ratings agencies may look at availability
payments for a P3 project as future liabilities of the
public sponsor. “Revenue risk” projects, however,

in which the private sector partner is compensated
through user fees and other revenues generated by
the asset, do not create such liabilities, and have no
impact on the public sponsor’s debt levels.)

Operational know-how from leading private
sector partners at every stage of the project.
Private operators are able to deliver best practices
from their own global experience to every phase
of a P3 project. Design and construction, for
example, are typically completed more quickly and
at lower cost when compared with public sector
delivery models.

Since the private operator will typically be
responsible for ongoing maintenance of the asset
and its cost, every design choice they make will
incorporate life-cycle considerations — for example,
the developer may choose an HVAC system for a
building that is more expensive upfront, but more
reliable and less expensive to maintain over the
building’s life. Operational expertise may deliver a
better user experience over the life of the project,
and - for revenue-generating assets — helps to
optimize revenue and profitability.

Opportunity to transfer a portion of project

risk to the private-sector partner. A P3 offers

the chance to optimize risk management for a
given project and assign that risk to the party best
able to manage it. Risks typically transferred to

the private sector include construction cost and
schedule, traffic and revenue, operational cost, and
maintenance cost.

Some risks can and should remain with the public
sponsor. Under availability payment P3s, traffic
and revenue risk remains with the public sponsor.
The public sponsor also tends to keep some or
all of the permitting and environmental and other
regulatory risks.

Each of these risks has a value associated with
it, and transferring that risk to the private partner
increases the project value to the public sponsor.

Stable, professional management and
operations. The private partner in a P3 project
will have incentives to operate and maintain the
public asset in a professional manner throughout
the typical 30-50 year concession period. The
concession agreement will include operating
standards for the asset that the private partner
must adhere to over the life of the deal, as well as
hand-back requirements that define the status of
the asset that the public sponsor partner takes
back at the end of the concession.

Private operators’ economic returns are contingent
on maintaining these standards; public sponsors
should monitor the standards and enforce
compliance throughout the project term. It is
important to note that, under a P3 structure, the
concept of deferred maintenance that is prevalent
in public assets is non-existent.

Opportunity for the public sponsor to share in
the upside. Private operators want to maximize the
return on their investment through efficient design,
construction, operations and maintenance of a
project. Public sponsors can share in the upside

of these results by negotiating revenue or profit
sharing structures in the concession agreement.
Upside sharing helps to align the interests of all
parties and avoid potential criticism of unfair value
being delivered to the private partner.



All successful P3s share certain key attributes — and in a failed P3 structure, it’s a near-certainty

that one or more of these will be missing. Ensuring that these attributes are in place is critical to
attracting investors to a P3 procurement process, since they signal a greater certainty of reaching

financial close.

Political support

A successful project needs a political champion who vocally and publicly demonstrates
the importance of the project and the need to deliver it as a P3. Ideally, this champion
will be at the highest level of the executive branch such as governor, mayor, or county
executive. For best results, this public champion should be at a comfortable place in
the election cycle, to avoid the project getting tangled in election politics or terming out.

Further support from other stakeholders such as labor unions, regional planning agencies
and the general public is also helpful. The results of the scoping study discussed on
page 6 can help to provide or solidify further support for the P3 approach.

Visibility on crossing regulatory hurdles

Every project faces regulatory hurdles — environmental approvals, other permitting,
rights of way, federal agency approvals — and it is a best practice to have these issues
resolved or at least on track for resolution within a reasonable time frame before
launching a P3 process. If permitting risk is to be transferred to the private partner,
there will likely be cost and schedule implications.

The right advisors

P3 advisory is a highly specialized field, and investors recognize firms that are known
for running efficient, transparent, and successful projects. Selecting and engaging the
right financial, legal and technical advisors is a critical early step in any P3 process.

Compelling investment story

With all of the other pieces in place, a municipality needs to be able to demonstrate to
investors that there is a business case for the project. Showing a base case that meets
typical investor return hurdles with opportunities for upside via innovation is ideal.



Overview of the P3 Process

In order to help public entities game plan for a potential P3 and anticipate possible challenges, we provide
the following schematic overview of the key checkpoints involved in conducting a ‘typical’ P3 process:

There is no commitment to
proceed with the project or P3
at this point

Financial advisors to manage
the investor-facing process
(including negotiations)

and assist with economic
evaluation of the project and
proposals

Legal advisors to draft deal
documents and assist with
negotiations

Technical advisors to perform
analysis in support of the
investment story

Greenfield project scope
or financial and technical
information on existing assets

1. Assessing the
Options & Preparation

Decide on deal structuring
parameters to maximize value
(concession term, availability
payment vs. revenue risk,
alternative technical concepts,
stipend for proponents,
criteria for winning bidder)

Financial modeling and
assurance of value proposition
for investors

Risk assessment and value-
for-money analysis

May include a request for
interest (“RFI”) process or
conversations between
advisors and prospective
bidders

Based on results of the
scoping study and investor
outreach

~. Best Practice: make the
" results of the scoping study

public once you’ve made the
decision to proceed, in order
to demonstrate transparency
and build political support for
the project and P3 approach

Legal concession / lease /
contract, operating standards,
etc.

RFQ and RFP documents
defining the process and
criteria for selection

Marketing materials for
distribution to investors




2. Marketing & 3. Financial Closing
Partner Selection

%Y ]

k. Finalize any outstanding
issues and prepare for
financial close

— Investor financing,
(. Best Practice: Limit short-listed outstanding legal issues,
* teams to 3 or 4 participants and etc.

announce publicly (or at least

among short list). A smaller

group is easier to manage in I.  Financial close
the process and increases the

chances of each to win, which

raises competitive tension. m. Public-private Partnership

commences

Q Best Practice: Assign
someone in the organization
to monitor the concession and

private partner's performance
Investor due diligence over the term.

Management presentations
and site visits °

Preparation and delivery of
binding bids

Visit our website at oppenheimer.com to learn
more about Public Finance and to view our

product groups and recent transactions.

Best Practice: Include a best-
“~. and-final offer (BAFO) provision
Q‘ in the RFP that allows for a
second round of bids if two or
more initial proposals are close
to one another.



https://www.oppenheimer.com/index.aspx
https://www.oppenheimer.com/corporations-institutions/public-finance/index.aspx
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Oppenheimer & Co. Inc. has or may seek to have an investment banking, underwriting, advisory, lending or other credit relationship with the
company (or entity) that is the subject of this report., This may at times give rise to potential conflicts of interest.

This report does not take into account the investment objectives, financial situation or specific needs of any particular client of Oppenheimer
& Co. Inc. or any particular investor. The securities mentioned in this report may be thinly traded; their prices, value and/or income they
produce may be subject to extreme volatility. These debt securities are not suitable for all types of investors. Investors that are not “Qualified
Institutional Buyers” or “QIBs” (as defined in SEC 144A) should not purchase or sell any of the securities mentioned herein without contact-
ing a financial adviser in such investor’s jurisdiction to discuss the investors particular circumstances.

This report is based on public information. Oppenheimer & Co. Inc. makes every effort to use reliable, comprehensive information, but
Oppenheimer & Co. Inc. makes no representation that it is accurate or complete. All estimates, opinions and recommendations expressed
herein constitute judgments of the Oppenheimer & Co. Inc.’s research analyst as of the date of this report and are subject to change without
notice. Oppenheimer & Co. Inc. has no obligation to update this report. No statement contained in this report should be misinterpreted as a
guarantee of the future performance of any recommended securities.

This research contains the views, opinions and recommendations of Oppenheimer & Co. Inc. fixed income research analysts. Research
analysts routinely consult with Oppenheimer & Co. Inc. trading desk personnel in formulating views, opinions and recommendations in
preparing research. Trading desks may trade or have traded as principal on the basis of research analysts’ views and reports. Therefore,
this research may not be independent from the proprietary interests of Oppenheimer & Co. Inc. trading desks, which may conflict with an in-
vestor’s interests. In addition, while research analysts do not receive compensation based on any specific investment banking transactions,
specific sales and trading transactions or on revenues derived from investment banking services provided to a specific issuer or industry
sector, research analysts do receive compensation based, in part, on the quality and accuracy of their analysis, client feedback, trading
desk and firm revenues, and competitive factors..

This report is provided for informational purposes only, and does not constitute an offer or solicitation to buy or sell any securities discussed
herein in any jurisdiction where such offer or solicitation would be prohibited. 3730018.1





