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Executive Summary

On October 1st, 2005, four highway-related public corporations in Japan were
privatized and became six commercial companies. The Japan Expressway Holding and
Debt Repayment Agency (JEHDRA) was established as an independent administrative

agency.

JEHDRA plays three roles. The first one is to assure repayment within 45 years of
the outstanding debts from former public corporations as well as the debts which will be
incurred from planned and ongoing construction projects. The second role is to keep the
high levels of safety and convenience of the expressway, which is achieved by proper and
timely execution of the public power as an agent and by cooperation with the
Expressway Companies. The third role is to actively disclose the relevant information in
order to enhance transparency and accountability of expressway business. JEHDRA
will continue these strenuous efforts.

To fulfill these roles, JEHDRA has conducted a variety of research and, in April 2008,
issued its report on the highway and toll road system of France and Italy which are
leading countries in the field. The report mainly focused on the present situation of the
highway and toll road systems in these countries including research on such issues as
investment recovery schemes, competitive bidding terms, structure of financial balance,

risk sharing systems, and incentives for appropriate maintenance.
This report, as a sequel of the above one, investigates the same issues in Spain and
Portugal which are actively developing highway projects at present, and includes the

supplementary research on recent development in France and Italy.

For acknowledgements, this report is also based on research made by the

Infrastructure Development Institute for JEHDRA in FY2007.

The following three points are the highlights of this report:



First, the EU is growing from a group of countries into a politically, economically
and socially unified country, and its activities have significant influence on the economic
systems and transportation policies of member nations.

Secondly, in order to meet vigorous needs for infrastructure with limited public
funds, the concession system has become popular. In the countries where the system
has been adopted for a long time, concession contracts have helped realize appropriate
risk-allocation, profit-sharing, toll rate control and regulation of maintenance
standards.

Thirdly, major concession companies in Spain and other countries are acquiring

competitive power and aggressively promote diversification and international activities.

Regarding the first point, the influence of the EU is typically seen in three examples

as follows.

1. The Cohesion Fund and the Trans-European Networks (TENs) mainly promote
the unification of the EU, and consequently the economies and highway networks
in surrounding countries including Spain and Portugal have rapidly been
improving. As a result both countries have caught up with France and Italy in

highway lengths per square miles.

2. By introducing an international competitive bidding process which prohibits an
existing concessionaire from automatically acquiring additional new concessions,
the EU attempts to enhance international competitiveness of infrastructure
business in the European market. In this competitive bidding process, public

subsidies required for new concessions become an important factor.

3. In order to achieve sustainable growth, the EU is now considering including
additional costs for things such as effects on the environment like air quality and
congestion, when a government determines charges to roads, rails and other
transportation modes.

The second point is that advanced concession contracts have been utilized as

follows:



1. Concerning risk-allocation, the methods are elaborate, and by those methods the
risks accompanying toll road projects are precisely identified and allocated to a
government or a concession company in a most economical way. In Italy, the
pass-through clause allows toll to be adjusted to indemnify the concession
company in the event of legislative changes. In this way, the stability of the
concession company is secured. This reasonable and sophisticated approach of

risk-allocation should be taken into account in expressway business in Japan.

2. Regarding profit-sharing between a government and a concession company, the
Subordinated Public Participation Loans (SPPL) have been introduced in Spain.
In these loans, the interest rate of the loan from the Government to a concession
company is variable according to traffic volume. If the traffic volume is lower
than estimated, the interest rate become lower, and if the traffic volume is
higher, the higher interest rate functions as a means to give back excess revenue
to the government. France is also beginning to introduce a new clause in which
the Government will take back excess revenue when profits are higher than a

pre-defined level.

3. Regarding the toll adjustment formula, the consumer price index (CPI) has been
adopted all over the world in places such as in France, Italy, Spain, Portugal,
and the U.S.A. where long-term leases of some existing highways have been
recently introduced. In case of Spain, the difference between expected traffic and

actual traffic is also included in the formula..

4. TIn order to keep the proper levels of operation and maintenance (O & M), a new
clause has been added to the concession contract in Spain, which enables to the
term of concession to be extended when a concession company achieves the
pre-defined levels of safety, waiting time in tollgates, and O & M standards. In
Italy, in order to guarantee new investment which are essential for maintaining
proper levels of O & M, the toll adjustment formula has been revised to the way
linked with the progress of the investment plans from the formula based on
quality of road maintenance which is measured by smoothness of road surface

and accident rate.



Thirdly, it is noteworthy that major concession companies in France, Italy, Spain
and Portugal diversify their business areas into international markets and business
areas of other infrastructures. Competitive powers of these companies have been
enhanced through competitions in EU during the long history in toll road concession.

Among others, Abertis and Cintra, which are Spanish concession companies,
aggressively promote diversification to parking lots, airports, logistic facilities and
other sectors, and are active in the international concession markets.

In recent cases of leasing toll roads in the U. S., Cintra was awarded concessions of
the Chicago Skyway and the Indiana Toll Road, and Abertis was a winner of
international competitive bidding in the lease of the Pennsylvania Turnpike as well as

in the sale of SANEF’s shares to the private sector in France.





