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 INTRODUCTION 

The Infrastructure Development Systems IDS-98-I-201 discusses about the expansion 

of the International Arrivals Building in New York’s JFK International Airport.  

 HISTORY OF THE JFK INTERNATIONAL AIRPORT 

The John F Kennedy International Airport, located in the southeastern section of 

Queens County, New York City, on Jamaica Bay, is fifteen miles by highway from 

midtown Manhattan. Equivalent in size to all of Manhattan Island from 42
nd

 Street 

South to the Battery, JFK consists of 4930 acres. The airport provides employment for 

approximately 35000 people. Air travel was glamorous in the 50’s and the JFK was not 

far behind with the original International Arrivals Building (IAB) adorned with 

fountains, expansive plazas and vistas. The IAB was the keystone of the eight separate 

unit terminals that composed the airport. Sophisticated modern buildings expressed the 

wonder of air travel, where those waiting could watch through a clear glass wall 

passengers proceeding through the customs.   

The IAB’s “elegant efficiency” was challenged over the decades, as the terminal was 

modified and reshaped in response to industry changes. Large 747 aircrafts bringing 

larger passenger heightened the security measures and an ever increasing annual 

passenger growth led to alterations in the basic plan, the only answer to which turned 

out to be the expansion of the JFK.  

 THE IAB EXPANSION CASE STUDY 

Due to the reasons mentioned above, the expansion process was mooted. A Public 

Private Participation for infrastructure delivery often focused on services delivered by 

(or through) that infrastructure, over the long term. As in any case of building a 

transport infrastructure, the current case also involves principal and agent. And there is 

a division of ranks allotted to the private and the public party. The public party remains 

the principal. The private party is the agent. The IAB is as encircled in the figure below. 
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 WHO IS THE PRINCIPAL?? 

The Principal normally defines the functional requirements and possibly some technical 

boundaries (or preliminary design) and defines the framework for charging on the 

delivery of the services. The principal in the IAB Expansion Case Study is the Port 

Authority of New York and New Jersey.    

The PA was established in 1921 by agreement between the states of New York and New 

Jersey, with the mission of promoting commerce in the bistate port district. The PA is a 

financially self-supporting public agency that receives no tax revenues from any state or 

local jurisdiction and has no power to tax. It relies almost entirely on revenues – tolls, 

fees and rents. In the 75 years of its existence, it has contributed mightily to the 

construction and operation of the area’s infrastructure.  

 WHO IS THE AGENT? 

The Agent takes responsibility for the design, building and Operations & Management, 

as well for attracting all financial means needed. The agent in the IAB Expansion Case 
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Study is the Schiphol USA/LCOR Incorporated – a consortium made out of the 

association of Schiphol, LCOR, Morse Diesel, Flour Daniel, Lehman Brothers and 

Citicorp Services.  

JFK International Air Terminal LLC (JFKIAT) combines the resources of LCOR 

Incorporated, an accomplished national level real estate firm; Schiphol USA, the 

American affiliate of the firm that operates the widely acclaimed Schiphol airport in 

Amsterdam; and Lehman Brothers JFK, an affiliate of Lehman Brothers Inc. In 

addition, JFKIAT includes Fluor Daniel, Inc., as construction manager; and TAMS 

Consultants, Skidmore, Owings & Merill and Ove Arup & Partners as architects of the 

new terminal, and Communications Arts as retails designer. Lehman Brothers, Inc., and 

Citicorp Securities, Inc., serve as the project’s financial advisors. Schiphol USA/LCOR 

Inc. was selected from an initial list of 7 pre-qualified consultants, out of which 3 had 

initially dropped citing concerns, leaving only 4 in the final process. 

 INTERESTS AND GOALS OF THE AGENTS 

In a principal-agent relationship, it is always customary on the part of the principal to 

enlist a set of objectives, which they think should be best fulfilled by the agent getting 

into a contract with the principal. Thus the goals and the interests of the agents are 

majorly aligned with that of the principal. The goals have been enlisted as below:  

 To develop a new facility which meets the needs of the airport, the travelling 

public, and the airlines serving the airport; 

 To keep the charges to the airlines using the terminal at reasonable levels 

which are comparable to the cost of other international facilities at the 

airport; 

 To provide a reliable “baselines” revenue stream for the PA from the facility, 

while providing the PA an opportunity to share in the “upside” potential of 

revenues generated in the terminal; 

 To minimize or, if possible, eliminate the PA’s financial risk related to the 

development and future operation of the facility, and; 

 To minimize or, if possible, eliminate the need for the PA to incur any capital 

costs for the project or issue debt obligations backed by the credit of the PA.  
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 INCENTIVES THE AGENTS STOOD TO RECEIVE FROM OTHER 

AGENTS/PRINCIPAL AND THEIR IMPACT ON THE GOALS 

  Seven teams were identified as having the qualifications to proceed with the contract 

process. All seven teams had conflicting sentiments about the project. There was strong 

interest combined with an equally strong skepticism that the deal would materialize due 

to the earlier cancelled construction plan by the PA. To deal with the skepticism, in an 

unprecedented fashion, the PA gave the agents access to all relevant design documents 

prior to the release of the Requests for Proposals (RFP). Preliminary business terms for 

the deal were released. The agents were encouraged to submit alternate designs. Two 

full days were set aside whereby the agents could query the Principal on design, 

financial, business and operational matters.  

The incentives provided for the agents would have an impact on the expectations of the 

principal from the agent. An open book approach enabled the PA to demand an equally 

comprehensive and detailed proposal, thus in a way enabling a more cohesive alliance 

between the principal and the agent as far as the goals are concerned.      

 CONSTRAINTS 

One of the major constraints that the agent stood to face was with regards to the 

expiration of the land lease with the New York City (NYC) on December 31, 2015. 

Since 1947, the PA (Principal) has been leasing all 4930 acres of airport land from New 

York City. Because of its locational proximity from midtown Manhattan, the land is 

assumed to be of very high in value. The lease required the PA (Principal) to pay rent 

equal to the net revenue generated by operations at the JFK, with a minimum 

guaranteed annual rent of $3.5 million.  

The impact of this conflict on the IAB Project will be unknown until the termination of 

the current lease with NYC in 2015. The city then has the option of renting out the land 

at a much higher price or could possibly even decide not to continue to lease the land. 

Thus to deal with this issue, the PA (Principal) asked proposers (agents) in the RFP to 

identify their assumptions as to the city’s actions at the end of the lease.  
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 DECISIONS AND ACTIONS TAKEN BY THE AGENTS AND THEIR 

ALIGNMENT WITH THE GOALS OF THE PRINCIPAL 

The major decision to which an agreement was to be reached between the agent and the 

principal was on the aspect of the financing strategy. The financing strategy proposed 

by Schiphol was a massive undertaking which is anchored by a loan of $932 million for 

construction costs. The IAB project was to be a pure project financing, with no 

recourse; to the airlines that will use it, to the three companies that signed the 25 year 

lease to build and operate it, or to the PA. Prepayment of the debt is secured solely by 

the revenue stream associated with terminal operations. The three keys to the success of 

this off- balance sheet financing lay in the following aspects: 

1. PA was willing to share control of a major profit center with a private 

developer. 

2. PA agreed to let the Bank of New York, control the selection of a new operator 

if a serious problem arose with Schiphol. Thus the Port Authority had not lost 

its control over this facility. If something went wrong, the PA would step into 

damage control mode. 

3. PA agreed to make $80 million in IAB access improvements and subordinated 

most of its share of the net profits to shareholders.  

Of the entire required costs of $1.2 billion, $932 million was provided through special 

project bonds backed solely by airport revenues. Even with financing backed solely by 

terminal revenues, the project received an investment-grade rating from three agencies, 

and qualifies for bond insurance. This meant that the financing contains only a token 

amount of parent company equity - $15 million: 40% from Schiphol; 40% from LCOR; 

and 20% from Lehman. Of the total, $10 million is to be placed in a lease contingency 

reserve during the construction period. The remaining $5 million will pay part of the 

construction cost. In handling the revenue stream, the PA accepted a 60/40 split of the 

net revenues after operation and maintenance expenses and debt services are paid. 

However the PA agreed to cap its share of the revenue stream at $60 million a year. The 

PA also slowed the operators to take their management fee up front as part of the 

operations and maintenance costs. In return, the operators pay a guaranteed base rent of 

$12 million a year to the PA during the construction period. After that time, $12 million 

is set as the minimum terminal rent to the PA.  
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With the decisions and actions taken as mentioned above, the PA’s goals from the onset 

of the search for a private sector partner (agent) had been achieved. They were: 

 Construction of a new terminal 

 Competitive rates for airlines 

 Reliable revenue base and upside sharing potential 

 Appropriate risk sharing 

 Minimal contribution of capital and no PA-backed debt  

 IN HINDSIGHT 

Looking back – almost ten years after the IAB was opened in 2002, there is a sense of 

satisfaction and pride that the PA (Principal) takes in the successful completion of the 

project. The goals laid down by the principal during the commencement of the project 

were met by the agents, the financing strategy was found to be sound and the project 

completed with only a marginal delay of 8 months from the date proposed. The PPP 

model undertaken for the IAB Expansion Case Study is the DBFO (DBOT) which will 

involve the extension of the DBO in which the private provider takes the responsibility 

of obtaining the funds needed to deliver the project and associated services, and gets his 

return (largely) user charges, thus assuming commercial risk.  

 

The infrastructure delivery model adopted in this case and the subsequent contract 

signed falls into the Quadrant 2. The delivery model is that of a “combined” one in 
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nature. The basic criterion for choice in this dimension is the level of technical 

competence of the state side for the type of the project at hand. When the state is not 

competent to oversee the deliveries, it must atleast ensure competence in clearly 

specifying what it wants (functional requirements), by which date and by which level of 

adaptability to the future circumstances.    

The client financing method is seen to be indirect as the entire financing comes from the 

private party, as is also evident by the objective of the Port Authority mentioned a few 

sections above. In Q2 projects, financial/commercial risk is associated with the 

technical risk. The main argument in favour of this is that the gains of efficient design 

and operation based on the consideration of lifecycle costs will outweigh the additional 

cost of money for the public provider. But some facets of risk are left on the state side. 

Like the user charges. They are generally politically very sensitive and almost always 

the responsibility of the state.  
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Often forgotten issues in Q2 models pertain to the Operation and Maintenance phase. 

The Operations and Maintenance may impose high financial needs, which private 

providers often try to finance through bonds or stock market investments. To get a low 

price on the bonds, they must show a good performance in their earlier periods. This is 

often achieved through under-investment in maintenance, possible leading to accidents 

or ruptures in service. In the current case, it is seen that recourse to such extremities 

were not resorted to, which was commendable on the part of the parties involved.  

Another problem arises when the contracts are signed for several decades. When 

contracts are signed for a lifespan of several decades, governments rarely think that 

there might be a change of policy that could lead to a different preferred design or a 

different business model for the infrastructure under concession. The risk should be 

assessed explicitly and shorter contracts are preferred. However, in this case, it can be 

seen that the contract was pre-signed for a period of 25 years which is relatively very 

short comparing the other transport infrastructure projects of the modern day.       

Based on the research on the real case, the following are the details of the financing 

structure: 

The sources of funds are as shown under: 

 $934 MN – Project Bonds 

 $172 MN – Sub debt 

 $125 MN – PA cash flow 

 $125 MN – Investment Earnings 

 $82 MN -  PA Landslide 

 $15 MN – Private Equity 

 $ 1453 MN – Total  
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The Cash Flow Priority is as shown under: 

 Operating Income : $ 132 MN - Airline; $ 21 MN – Non Airline 

 O & M Expenses: $ 42 MN 

 Ground Rent: $ 15 MN 

 SFB Debt Service: $ 71 MN 

 Net Cash Flow: $ 26 MN 

 Fees and Equity Returns 

 Cash flow split 

 CONCLUSION 

The leadership structure and the dynamics between the consortium, the public agencies, 

contractors, and the public provided a framework to coordinate the demands of such a 

complex project. The JFK IAT provided an institutionalized structure in which 

communication, decisions and activities were coordinated between JFK IAT’s full time 

staff, senior project managers such as executive project directors, and public officials. 

Overall the project’s efficient leadership permitted the coordination of private and 

public resources.   
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