
By Richard J. Lobron

Financing t ransi t :
ls "Dottie Fae" the answer?

ould private capital pluy a bigger role in financing needed investment
the nation's transportation infrastructure, including public transit?
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could, through the medium of a new Government Sponsored Enterprise
along the lines of "Fannie Mae" or "Freddie Mac" that might be called something
like the "Domestic Transportation Infrastructure Financing Association" or "Dot-

tieFae," as the concept was informally known at the U.S. DOT.
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A Government Sponsored Enterprise such as a Domestic Transportation Inrastructure Financ-
ing Association (DTIFA) could be chartered and capitalized to establish sector-wide credit and
documentation standards and formation of a secondary market for debt related to all trans-
portation infrastructure related activities.

In recent years, the U.S. govern-
ment has begun to encourage pri-
vate sector participation in infra-
structure investment. This new fed-
eral policy direction was demon-
strated with passage of the land-
mark  1991  In te rmoda l  Su r face
Transportat ion Ef f ic iency Act
( ISTEA),  which cal led for  the
development of innovative financ-
ing measures in support of both the
highway and mass transit compo-
nents of the transportation infra-
structure.

Federal directions in
private investment
The ISTEA provisions called for
both the identification of innova-
tive intermodal financing mecha-
nisms and the development  of
greater  levels  of  in f rast ructure
awareness wi th in the f inancia l
markets. Through ISTEA, govern-
ment has expanded its efforts to
encourage greater participation in
the transportation sector by invit-
ing direct investment in such activ-
ities as highway and transit development, operation and
support.

More recently Executive Order No. 12893, issued by
President Clinton in January 1994, encouraged private sec-
tor participation in infrastructure investment and manage-
ment through the use of ". . . innovative public-private ini-
tiatives in the ownership, financing construction and oper-
ation of infrastructure projects. . ."

An earlier executive order (No. 12803) issued by Presi-
dent Bush in 7992 advocated the transfer of investment
from the public to the private sector through an easing of
regulatory interference in the privatization cf infrastruc-
ture assets.

Unfortunately, private investor interest in infrastructure
opportunities is still limited, owing largely to a lack of sup-
port and encouragement from the financial community.
For despite its directives and policy initiatives, the federal
government has still not resolved a basic ingredient of the
economics of any infrastructure activity: Where does the

money come from, if not from a loan or grant program
from Uncle Sam?

Capitalizing private sector participation
The ability of the private sector to participate or invest in
historically public sector activit ies, such as transit and
highways, is hampered by an inability to obtain sufficient
capital for such investment, regardless of the participant's
credit-worthiness. New entrants into the field, who have
little credit history, experience great difficulty in obtaining
funds through existing capital sources. Likewise, many
midsize participants have similar difficulty due to a lack of
sufficient size, structure or financial acumen to approach
caoital markets with ease.

Lending inst i tu t ions a lso have a general  avers ion
towards exposure to risk in the infrastructure arena, which
impedes the flow of capital to private ventures. This lender
caution is largely due to the perceived levels of risk. The
absence of reliable standards for determining an acceptable



level of credit quality limits a lender's ability to review a
potential loan transaction in the context of the entire trans-
portation industry. In addition, the lack of standard trans-
action documentation creates a situation in which issuance
costs and lending conditions are disincentives to pursuing
such loans.

The risks associated with private infrastructure debt
which must be faced by a lending institution are usually
greater than those experienced in other lines of business
because of the relatively small number of such enterprises
existing within the geographical service area of the indi-
vidual lender. Accordingly, the capacity to minimize over-
all loan portfolio risk through diversification across a large
number of borrowers is difficult for most banks to achieve.

A standard investment mechanism
These conditions are aggravated by the absence of a viable,
widely accepted investment mechanism. The current use
of funding methods unique to each project serves to under-
cut the success of federal government efforts to expand
private investment in physical plant. A standardized
method of obtaining funds would provide infrastructure
project participants with access to new sources of capital
from the general capital marketplace.

The easing of these limitations on capital movement
into infrastructure investments was recognized by the
ISTEA legislation, which noted a need to ". . . examine the
existing impediments to efficient financing of intermodal
transportation improvements."

A process is required through which the perception of
risk associated with infrastructure activity can be clearly

and objectively assessed. This effort would entail a design
of standard loan documents, terms and conditions, as well
as standard definition of acceptable credit quality levels.
Such mechanisms would help to reduce the effort which
must now be taken by lending institutions and borrowers
to understand a transaction.

Standardization of lending activity can be used to pro-
vide a free flow of capital from a diversif ied group of
investors to a diverse array of borrowers. A high quality
investment instrument must be developed to meet the
highest standards of investment prudence. Such an instru-
ment would be sought eagerly by pension plans, mutual
funds and other investors with high standards of quality.

ISTEA called for such an investment vehicle when it
directed the creation of ". . . a type of infrastructure securi-
ty to permit the investment of pension funds in funds used
to design, plan and construct infrastructure facilities in the
U.S."

These needs can be met through the use of securitiza-
tion and secondary markets, implemented through the
establishment of a Government Sponsored Enterprise
(GSE).

Securitization described
Individual loans or leases generally use equipment, prop-
erty, facilities or various expected receivables as collateral.
"securit ization" represents the creation of marketable
securit ies backed by receipts from a group, or pool, of
these individual asset-backed loan or lease transactions.
New capital for the origination of additional individual
Ioan or lease transactions is provided by selling the pools

of asset-backed securities to a broad
range of investors with an extended
geographic d ispers ion and a wide
spectrum of portfolio risk diversifica-
tion. Through this structured financ-
ing technique, the risks of late pay-
ments or repayment failures on the
original individual loans and leases
can be transferred from the original
lender to the much larger  secur i ty
marketplace.

The single party which packages
and "pools" the individual loans in
this environment provides standard-
ized risk analysis and documentation,
and diversification of risk through the
national scope of transactions. This
issuing entity is the only guarantor of
the debt visible to the investing com-
munity. Therefore, if the issuer holds
a " AAA" rating, the debt instruments
will also bear a " AAA." The credit
oua l i t v  o f  t he  i nd i v i dua l  l oans  i s
defined by their adherence to the stan-
dards established by the pooler.

The packaging and standardization
of home mortgage loans by the Feder-
a l  Nat ional  Mortgage Associat ion
(FNMA or  "Fannie Mae")  and the
Federal Home Loan Mortgage Corpo-
ra t i on  (FHLMC o r  "F redd ie  Mac" )
were early uses of this mechanism.
Historically, the availability of money
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) Innovative Finance

) Financial Operations

I Financial Planning

) Revenue Collection and Control

) Banking Relationships

) Public-Private Partnerships

) Internal Control Analysis

I Organizational Analysis

) Project Evaluation

) Market Representation
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For more information,
please contact us at:

209 West Lancaster Avenue

Paoli, Pennsylvania 19301

Telephone: 610-889-2005
Telefax: 610-889-2006



plnom qJIqM'Surpun; tuerSord uo lJaJJa ,,rar1dr11nru,,
e alpar) plnor sdellno qseJ IEJapaJ Ienuue uI uollJnpal
e r{JnS 'srapual aql dq pazlllrnJas uaq} ar€ TIJIIIM saseal
JO sueol uo aJrAJas lqap lPnuuu ra^oJ ol AJessa)au sla^al
aql ol sd€llno r{seJ Ierapal l€nuue llu4l ol ayqrs_sod lI a>leru
deur 'utn1 ur 'saqrnrlle aJnl)n4seryur uorlelrodsueJl ol I€l
-rdeo ale,rrrd;o dlpqepe,te pu€ asn papuedxa uV 'asear)ul

plnoqs rolras ar{l o}ul lelrdec luaururazroS-uou Jo rntolJ
ar{} 'sramorroq a,uloadsord pue srapual qloq ol lqap pa
-lplar-arnlrnrlseJJur Jo ssaua^llJerlle pasear)ut ue r{llM

'sarlrJnras la>lJeru drepuoras aql Jo ranssl aql sp ESD
aql Jo lrpalr pue qIIEJ IInJ aql uo AIar plnoJ srolsa^ul asaql
/pealsul 'sJaMoJJoq pup suollJesueJl Ienpr^rpur yo derre

lsen e azdleue ol paau ar{l }noqllm Iemauar arnlJnJlseJJul
ol iloddns IeI)ueuIJ apraord plnoJ 'spunJ 

I€nlnru ro spunJ
uorsuad se qJns 's,toqsaaut asJale->lsl5 'dlrunruuoc luatu
-lsalul aql ol alJIgaA luarulsaAur dlqenb q8lq e Surpr,rord
dq dlrnrlce aJnlJnJlseJJuI Jo ssaual€.tt€ pue luaurallolul
JolJas ale,trrd asealJul osl€ plnoLIS uollezlllrnJas

'aseaJJap

plnorls '.rolcas uorlelJodsu€rl aql Surpnlcur 'ssalo.rd

arnlrnrlserJur ar{} uI s}uedrlrl.red aql o1 plrder Jo lso) aql
'palearJ sr dlrprnbq pup sarnl€ru la>lJ€tu drepuoras aql sV
'slualunrlsul la>lrEru pauroJ-AlMau aql Jo ̂lllqels aql rIIIM
alqelroJruo) auroJaq
sJolsa^ur se pue's;apua1
d.reurrrd f,q paurea
aJe suJnlar Surlerado
>IsrJ-Mol se 'spuedxa

uorleJrJrsraAlp >lsIJ
se's1aryetu aql dq paqsl
-q€lsa aJ€ luarussasse lI
-palf, JoJ eIralIJJ urroJlun
s€ paJuequa aq IIIM sall
-r^r+)e aJnlf,nJlsEJJuI JO
lroddns pue uorlerado
'luarudolarrap ar{l ol pa
-l€Iar tqap rolcas ale,rrrd

Jo ssaua^llrPrlle aqJ
'saIl

-rrn)as :ISD Jo aseq;rnd
rraql q8noJql la>lJeru
aq1 o1 sdauor.u.tr,au Surrq
plno.tr 'saIlIrn)as pa

' fiTtuntanaoJ lua w+s a aut

a+a aLLd asaatJut

uo!+a z ?+unra s

lrparr arll uodn Alalos AIar sJolsa^ur 'p€alsul 'etueqelv ro
uo8ar6 ur sarurouoJa leuor8ar aql;o qfuarls aLI+ Jo ra{ueq

Ienpr^rpur aql 'ueol 
Ienpr^rpur LIJPa Jo ,,{1r1enb lIparJ aql

ale8qsa,rul ol paau aql lnotlllm sa8e8uou aLuoLI JoJ spunJ
aprrrord laarls IIeM uo sJolsa^ur 'uorl€zllun)as q8norql

'uorlEu ar{l ssoJJe
sJolsalur II€ ssorJe ssol Jo >lsu aln Surpeards snql 'lsaJalul

pue yedrrurrd ;o slarral urelrar srolsalul aq1 ded o1 aal
-ueren8 INIHC ro VIAtrNC 

'predar lou ar€ sueol lua^a aql
uI 'supol aJour aleaJf, ol spunJ ar{l asn uJnl uI LIJIqM '$lu€q

I€Jol urorJ sueol arour aseqrrnd ol )ntr-IHC ro VI trNC
dq pasn ar€ srolsalur ruoJJ pallaroJ spunJ aLIJ 'srolsalul

aql ol lsaralul alqex€l ded pue sla>lreur rrlqnd aql
uo plos uaql ar€':)ntr-IHc ro vl\trNc LIIIM palel)osse;ullEr
yyv ar{l ploq qrrqm'sarlun)as pa>lceq-a8e8uou asaql

'Iood aql ur sueol Jaqlo urorJ
s€ IIaM se 'erueqely pue uo8arg ur sJamoJroq aql uroJJ
palraJar lsaralur pue lednurrd aq1-dq predar are qf,IqM
sarlrrnJas alearJ pue sueol aql Iood'AJlunoJ aql punore
$lu€q uorJ sueol a8eSl"rour r€llurls Jo suoIIIIru aseqrrnd
q)Iq,vr'sarlua8e asaql 'f,IN-lH{ ro VIAINC ol parraJsuerl
sr >IsrJ aq] 'pea1su1 'preda"r lou sI ueol aLIl Jr ssol ou saJua
-rradxa raTueq le)ol ar{l 'ueo1 a8eSlrow aq} plos 3urzte11

eweqelv pu€
uo8ar6 uI sJaMorroq
raqlo ol dauoru pual ol
sa8e8uor.u aql t_o ales aLIl
ruoJJ SpAaJOJd ar{l asn
uaql uer pue'3y11119 ro

V6INC ol ueol a8e8l-rour
ar{l IIas llqeqo.rd 11r.'vr
$Iueq IeJol tlloq /sprep

-u€ls aql laaur sueol
qloq a)uIS 'lru.]Hc

ro VhtrNg dq paqsrl
-qPlsa spJepuels aql
laaru ol padola^ap uaaq
aAer{ qrIq.t\ 'sluarun

-rop ueol atues aql d1ell
-uassa alIJ pue spr€puels
lrparJ atues aq1 d11er1
-uassa laaru ol parrnbar
sr r{J€g 'ewPqelv uI ra
-MorJoq e se uorlerrldde

^{a
'tu

( ,,:
-o{

aq
uo
-la

uo

-u1
sl
IIT
slr
sp
-ul

Io
slr
aq
'u(
-p
UI

SA

ir
IPI
sa
aq

-fl

-P:

aF
p;
pE
sl(

IPI
'sl

Jo
al,
'lE

.J

as
a!
-P

aq

tr-U

l!

IPI
-n

at
,ir
Jo
-o

sl,

q:
'sl

IIi
ui

-l€lar lsoru Jo arnl€u lduaxa-xe1 aql Jo asnef,aq luaulsa^ul
alnlJnJlse{ur ruoJJ papnpa,rd llluarrno are qcrq.r,r. 'sue1d

uorsuad se qJns 'sJolsalul .traN 'salqetlrut luarudola,rap
rolJas alertrrd pue sarSolouqlal Surdola^ap roJ Surpun;
aleralarre plnoJ uorlezrlrrnJas arnpnJlserJul sltll'sall$lpe
palelal aJnl)nJlsp{ur ;o srolerado puP sJaJnlf,eJnuelu 'sJo}

-)erJuoJ rolJas alpAIJd o1 sarrnos plrdea Surd;rsranrp dg
'aJueur

-.ropad dlrnrpnpord pue I€luauuorlnua o1 sluauranordrur
Surrq pue uollpaJJ qof ro; snlmulls e aprnord 'luarudolazrap

JrurouoJa alrpadxa plnoJ luarulsalul Jo IaAaI pas€aJ)ul ue
q8norql aruoJ plnom leql uopezluraporu arnlJn4s€rJul Jo
uo4erala)J€ Il€ra^o ar{l alrqM'uol}eu arn Jo spaau arnl)nr}s
-prtul aql llJauaq ppoc rue.rSord uorlezrlrrnJas rEIIruIs V

uorlpzrlrrnJes Io sllJeua g

'14)r€ur aql roJ paqsrl
-qelsa spr€puels dlqenb llparJ aq] laaur rIrIrIM sueol asoql
dyuo ,,azrlrrnJas,, pue a8eped 'aseqotnd ol-f,I tr-IHC ro

Vl4trNc-asrrdralug pa.rosuodg luaruuranoD eq1 yo dl11enb

a8e8uoru aru€s aql dllerluassa salalduror uo8arg ur uos"rad
e 'urerSord uorl€zrlrJnJas aql Jo ssaJJns aql ol enq 'lrua8e

qrea dq passarord suorlerrldde ueol Jo uolluzlprepuels
aql ol paMo dla8rel sr sru€rSo;d asaql Jo ssarrns aql

'pazlllrnJas aq IIIM
'S'n aqr ur sueol ,r,tau IIe p %0g ra,to'ggg7 read aql ,(q leql
paledrorlue q lI '086I uI sanssl .trau Jo uoITIItu 00gg dluo

Jo IaAaI p ol lspJluoJ dreqs ur'panssl aJaM sa4rJnJas asar{l

Jo uoqlrq 08I$ 
'066I u1 '1eqo13 dlSursearcur aruo)aq seq

pue 'sread luaJal ,rano llsnopuaruaq ur*ol8 seq sarllJn)as
pa>lreq-lasse roJ pu€ruap pue acueldaJ)e la>Ireur drepuo
-cas 'sa8eSlroru roJ a;r1ce.rd aql ;o uoqdaJur aql aJuIS 'sa

-ssau{eaM )IurouoJa leuor8ar ol salllllllsuas JrJolsILI asaql
Surprone 'suor8ar 

IIe uI spunJ a8e8l.rour ;o dlrpqeyezre
aql pasearf,ur uorleu aql lnoq8norql sJolsalul uroq plrdec

Jo uorsnJur ue 'Jtr 
tr-lHJ pue vI trNc Jo lua^pe aql qlIM

'Sursnoq roJ pual o1 dauour ssal peq aro;araql pue paraJ
-Jns osle dlruntuluor Suopeq IEJoI aql ';ood se,r,r druouooa

leuor8ar aql JI 
'ramorroq ar{l ;o uor8al alelpaulur aql Jo

{lpaq Jrurouora aq} dq popaJJp se.tr sa8eSlroru aruoLl roJ

aql o1 alJtllaa luawlsaaut fip1anb

q&ru a Surytaotd frq fipa?Fa atnl
-Jn.L+sarl"l to ssaua.Lama pua +uau
-aaloaut.tolJas

o sla plno4s



eventually allow additional program initiations within the to securitize many forms of consumer debt, such as auto
same level of budgetary authority. loans, credit card debt and home equity loans.

The standardization of transaction formats and credit
analysis protocols would provide the same benefits of ex- A prOpOSed meChaniSm fOr CapitaliZatiOn
panded, cost-effective market access to related public sector To achieve the benefits of the suggested program, the gov-
entities. Furthermore, through special pass-throughs of tax ernment should charter a new Government Sponsored En-
exemptions on pools of tax-free debt instruments, public terprise with a mandate to develop and manage an Infra-
sector participants could be provided with levels of capital shucture Financing Securitization Program. This new en-
access equivalent to that available to private sector entities tity might be called something like the Domestic Trans-
in the market.

Historic vehicles for securitization
Securitization dedicated to infrastructure-related activities
can be achieved though the establishment of a GSE, in the

same fashion successfully applied to other domestic eco-

nomic sectors when the need for private capital infusion

was recognized.
The government initiated the practice of securitization in

the mortgage loan arena through the formation of three
GSE's, FNMA, FHLMC and the Government National
Mortgage Association (GNMA). Approximately $1.3 trillion
in mortgage-backed securities are currently outstanding
through these GSE pooling programs. Through these pro-
grams some 83% of home mortgages now have some form

of explicit or implicit federal suPPort, and mortgage rates

are approximately L/4% to 1./2% lower than might other-

wise be available.
The success of mortgage securitization has encouraged

wider federal government use of the process. Currently,
government securitization programs include multi-family
home loans, school loans and farm loans. In addition, pri-
vate financial institutions have also used these techniques

portation Infrastructure Financing Association (DTIFA, or
"Dottie Fae"), as the concept was informally known during
1992 discussions at the U.S. Department of Transportation.
A DTIFA could be chartered and capitalized to establish
sector-wide credit and documentation standards and for-
mation of a secondary market for debt related to all trans-
portation infrastructure related activities.
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