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This report provides an overview of work accomplished, analyses performed, initial conclusions
and recommendations, and the next steps in Metro's Public-Private Partnership Program.
By definition, public-private partnerships are contractual arrangements between a
governmental agency and a private entity for the primary purpose of developing, operating
and/or maintaining public infrastructure normally in the domain of the governmental sector. A
variety of P3 models have been utilized throughout the world, having the common objective of
facilitating private sector participation in the provision of public works and thereby transferring
to or sharing with the private partners some or all of the traditional public responsibility and
risks for financing, designing, constructing, maintaining and/or operating various infrastructure
projects.
In 2007, the LACMTA (Metro) Board moved forward with an initiative to explore the prospect of
utilizing private sector participation in the funding, financing and delivery of projects specified
in the region's Long Range Transportation Plan. In response t o an initial solicitation of interest
and request for industry input on the potential role of public-private partnerships, the Board
received numerous and varied concepts and proposals from engineers, constructors, bankers
and investors throughout the United States and abroad. Once these responses were evaluated,
staff produced a comprehensive RFP soliciting a consortium to serve as Metro's advisor and
program manager for implementing a program t o explore and increase opportunities for the
private sector to partner with Metro in the delivery of projects. A highly experienced and
global team, led by InfraConsult LLC and including KPMG LLP, Nossaman LLP, Halcrow Inc.,
Sharon Greene + Associates and Englander and Associates, was selected through a rigorous
procurement process to serve as the advisory team and program management support for the
P3 Program.
In November, 2008, Measure R was passed by the voters of Los Angeles County with a twothirds affirmative vote. Since the primary objectives of P3s in transportation are t o (1)enhance
the ability t o leverage effectively existing funding;(2) generate additional sources of capital for
project delivery, often through user-fee revenues; (3) accelerate the delivery of projects during
and beyond the environmental clearance phase; and (4) transfer certain risks of capital
construction and long-term operations from the public to the private sector, Metro's PublicPrivate Partnerships Program took on a new and important dimension. With the availability of
over $35 billion in funding for capital and operations of both transit and highway programs in
the region over three decades, the opportunities for leveraging Measure R funds with financial
and delivery support of the private sector increased dramatically.
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The P3 Program is structured in several phases. The diagram below illustrates the process
which is being utilized to move selected projects through the screening and development
phases, and beyond into procurement, contracting, and delivery to the public.
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The first phases involved examining all of the more than 85 projects named specifically in the
Long Range Transportation Plan and the newly adopted Measure "R" program of projects. This
examination included a comprehensive screening process in which all projects - both transit
and highway - were evaluated with respect to their potential for utilization of private sector
participation in project delivery. Private partnership, in this context, includes financial
involvement as well as life-cycle operation and maintenance. All forms of non-traditional
project delivery, ranging from design-build (DB) to design-build-finance-operate-maintain
(DBFOM), were included in the analysis.
Through a comprehensive screening process, fourteen projects across the County were
identified initially as having strong potential to utilize delivery processes involving a greater
level of participation by private sector entities. Delivery options range from use of DB
approaches with no significant financial involvement by the private sector, to DBFOM full
concession schemes in which private sector project sponsors invest and lend money for project
development and delivery, build and operatelmaintain the projects, and ultimately realize a
suitable risk-based return on investment and debt repayment during a long-term concession
period.

aninitial six projects were selected for further analysis, with project "readiness" being a key
criterion in the selection. Three transit and three highway projects comprised this list, as
highlighted on the following pages. The six projects are Westside Subway Extension, Regional
Connector, and Crenshaw/LAX Rail Corridor (transit projects) and High Desert Corridor Project,
1-710 South Freight Corridor Project and SR-710 Extension/Gap Closure Project (highway
projects).
A comprehensive strategic analysis was undertaken to determine the optimum means by which
each of the six projects could generate maximum value to Metro deriving from private sector
paf-ticipation. The process and outcome of the strategic analysis is contained in the report
"Recommendations for Business Case Development" dated February 2011.

The next phase of work involved developing comprehensive business plans for implementation
of each of the six projects utilizing the most appropriate P3 model, the results of which are
described below.

Results and Recommendationsfrom the Business Planning Process
The primary objectives, and the Board-adopted PPP goals, utilized in developing business plan
recommendationsfor the selected projects are:
e

Achieve most cost-effective use of public funds

m

Accelerate project delivery

e

Optimize risk sharing between the public to the private sectors

e

Ensure asset quality throughout the project life cycle

e

Provide highest-quality service for the traveling public

Transit Proiect Business Plans
The business plans for all three transit projects recommend that each should be delivered
partially or fully as a design-build project. This means that while certain risks related to design
and construction completion should be transferred beneficially from Metro t o private sector
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design-build contractors, it is unlikely that significant financial participation or long-term
involvement of private contractors in the operations and maintenance of these projects, once
built, will be employed in project delivery. However, options do remain open -for a time - for
Metro to consider extending maintenance and operation activities to design-build contractors,
and/or consider selective "bridge financing" by contractors to better leverage Measure R funds
availability.
There are a number of reasons for recommending design-build project delivery rather than full
concessions, all of which are detailed explicitly in the project Business Plans. First and
foremost, all three projects are either extensions of existing transit lines, or interline with
existing services. One of the principal reasons for undertaking a transit public-private
partnership is the financial benefit resulting from the likely efficiencies of long-term private
management of transit operations and maintenance services. In order for a transit P3
arrangement t o realize its full potential, the public sector roles in system operation and
maintenance would need to be replaced by private sector contractors, so there is little or no
interdependence among various systems elements, and accountability is clear and
unambiguous among parties. Public-private partnerships require a clearly defined risk
allocation between the public and private sectors, so that performance metrics can be
established and applied appropriately.
Upon extensive evaluation and review of other transit systems around the world that have
utilized a P3 approach, it was recognized that the difficulty of coordinating public sector union
operations and maintenance services with newly organized private O&M services for extending
an existing line (e.g., Westside Subway Extension) or interconnecting existing lines (e.g.,
Regional Connector, Crenshaw/LAX) would be an undertaking unlikely to yield sufficiently
beneficial "valuefor money."
Looking at a comparable example, the Denver RTD is undertaking a public-private partnership
to deliver several new commuter rail lines in the Denver Metropolitan region. The so-called
"Eagle P3 Program" was structured to involve a private consortium in the financing, design,
construction, operations, and maintenance of these new transit lines. Through a competitive
procurement process, a consortium was selected last year t o perform these functions. Notably,
the overall cost of the capital construction and O&M during the concession period was
substantially less than RTD estimated the cost to be under traditional design-bid-build project
delivery.
The Eagle P3 Program in Denver differs significantly from Los Angeles, however, in that the new
commuter rail lines are effectively greenfield projects. These systems are totally new lines,
having no connections or extensions to any existing services currently offered by RTD. Where
such is the case, undertaking a P3 delivery approach is much more likely to assure success and
cost savings.

Westside Subway Extension Project

Despite this overarching recommendation, there are several capital elements that could be
designed, built and maintained under a long-term private contract. For example, vertical
transportation systems (i.e., elevators and escalators), could be the subject of a contract in
which a life-cycle P3 contract is utilized t o transfer construction and maintenance risk from
Metro to a supplier/maintainer. As an example, the Metropolitan Transportation Authority in
New York, as part of its $8+ billion East Side Access Project, recently entered into a multidecade contract with Shindler Corporation to design, install and maintain all elevators and
escalators throughout the system, and assure their "availability" to riders through an
availability-payment based public-private partnership
When Metro embarks on an entirely new transit corridor, which is neither an extension of an
existing line nor an interconnectedlinterlined element of the regional system, it is
recommended that a DBFOM-based public-private partnership be undertaken t o deliver such a
project. From the findings of the P3 advisory work t o date, a significant sum of money and
Measure R resources could be saved utilizing the P3 approach.
Hiahwav Project Business Plans
The evaluation of the highway projects examined during the business planning process
indicated that all have significant potential to be delivered using one of two basic approaches to
public-private partnerships, namely the availability payment model and the revenue risk
concession model. The availability payment model can be applied to all projects, regardless of
the magnitude of a toll revenue stream, while the revenue risk model is generally used most
effectively for a project with a robust toll revenue stream that can cover all or a significant
portion of the project's capital and operating cost.
An availability payment model is generally used for those projects that either do not have a
user-based revenue stream or those that &have a user-fee or tolling program, but generate
insufficient revenue from such fees or tolls to fully cover the project's capital construction costs
and/or operations and maintenance costs. A combination of public subsidy and user fee
revenue is often used t o create a financial resource pool to cover the concessionaire's
availability payments, to the extent the facility is fully "available" for use over the concession
period. The payments are t o be sufficient to permit a reasonable return on investment and
repayment of debt services on borrowed funds. This model, of course, is also the one which
applies when a project is not tolled, and a combination of public funding sources are sufficient
t o cover the concessionaire's availability payment series.
The second public-private partnership model, the revenue risk concession, can be utilized for
those projects in which revenue from tolls and other user-based fees is projected to be
sufficient to allow a concessionaire t o undertake a full DBFOM P3 without a public subsidy. The
concessionaire is willing to accept the actual toll revenue stream as sufficient to cover
repayment of principal investment with a suitable risk-based return, and to service outstanding
debt. Often, this model is applied to a toll highway project that either has a proven toll revenue

history and is in need of capacity enhancements, or a "greenfield" project that is likely to
produce a robust revenue stream from opening day onward.
The revenue risk model can also apply in those cases where a stipulated public subsidy ("public
investment") is provided to the concessionaire, and the remainder of the funding and financing
is provided by private concessionaire. The risk of revenue generation from tolls and other
sources is held by the concessionaire.
The highway project business plans reflect these two approaches. All three initial projects -the
High Desert Corridor, the 1-710 South Freight Corridor, and the SR 710 Extension Gap Closure are recommended for public-private project development and delivery using either the
availability payment model or the toll revenue concession model. The business plans report the
following:
e

The High Desert Corridor (HDC) should be developed using an availability payment
approach. This conclusion was reached as the HDC is a greenfield project for which
forecasting models indicate that toll revenues generated will be insufficient t o cover the
full capital costs of construction, presenting a significant funding gap. This public
funding gap could be closed by potential federal investment in 'Ifreight and travel
corridors of signifcant national interest," as well as revenues generated from the
development of a "renewable energy corridor" strategy in the HDC and a potential joint
development initiative with Desert Express High Speed Train program. This initiative
would involve building an extension of the proposed privately-financed high speed train
between Las Vegas NV and Victorville CA, along the High Desert Corridor, from
Victorville westward to Palmdale. The long-range vision is to have a multimodal
corridor extending eastward from Palmdale, where the Desert Express would
interconnect with California's High Speed Rail Project.

e

The 1-710 Freight Corridor is also recommended t o be undertaken as an availabilitypayment based public-private partnership. The P3 project is defined as a separate
truck-only facility, largely on an elevated structure, paralleling the existing 1-710 Long
Beach Freeway from the Ports of Los Angeles and Long Beach northward. To create
economic viability and to serve the primary purpose of reducing congestion and
improving safety, tolls would need t o be charged t o all trucks using the 1-710 corridor.
The current operating scheme, yet to be fully endorsed by all stakeholders, envisions
that tolls would be dynamic (i.e., varied by time of day and day of week, as a function of
congestion), and significantly greater for trucks opting t o use the 1-710 general purpose
lanes rather than the truck-only facility. In addition, to meet the objective of improving
air quality in the region, there is discussion about lowering or eliminating tolls for trucks
utilizing low-emission or zero-emission technology. Similar t o the High Desert Corridor,
a significant funding gap exists between available funding sources and the costs
necessary to construct and operate the goods movement facility.

High Desert Corridor Project

e

The SR 710 Gap Closure Project will be a 5 mile connection between the 1-10 and the
1-210 Freeway t o the north. While the environmental and engineering studies currently
underway by Metro will result in a final ROD and preferred alternative for the project, a
nominal tunnel project has been assumed for undertaking the P3 business planning
process. As a P3, this project would be recommended to be undertaken as a toll
concession, with the concessionaire taking toll revenue risk, owing t o the projected
financial strength of the toll revenue stream. As a "gap closure" rather than a
"greenfield" project, traffic volumes - and hence toll revenue - are projected to be
extremely high from opening day forward. The Business Plan concludes that there is a
strong likelihood the SR 710 Gap Closure Project will be successful in attracting a
DBFOM consortium to implement and operate the project at a cost t o Metro less than
that allocated in the Measure R Program.

1-710 South (Long Beach Freeway) Freight Corridor Project

In addition t o the initial six projects, a seventh project recently conceived by the consulting
team is the Sepulveda Pass Transportation Corridor, illustrated on the following page. Metro
Planning staff are currently conducting an initial feasibility study and evaluation of alternatives
that could be developed, including a multi-modal grade separated transit and express toll road
facility, for a project in this corridor. The feasibility study is expected to be completed later in
2012. An initial concept paper describing the basic P3 approach for developing a major multimodal project in the Sepulveda Pass Corridor is attached as an Appendix to this Report.
0

The Sepulveda Pass Project, although still in feasibility study mode by Metro staff, could
likely be developed as a full revenue-risk concession, owing to the long-standing
transportation needs in the Valley-Westside corridor. Providing both transit and
highway/toll road alternatives to the 1-405 through Sepulveda Pass could facilitate a
robust tolling and possibly premium transit fare approach. This project could advance
quite quickly, since it would not be a federal "New Start" project (such as the Westside
Subway Extension and the Regional Connector), and thus the extensive requirements of
the Federal Transit Administration for New Start Projects would be unnecessary.

PackagingSmaller Proiects for P3 Deliverv
In addition t o the four projects discussed above, the P3 team has also been working over the
last several months on assembling a package of several discrete highway and goods movement
projects that are essentially "shovel ready." As the environmental work for these smaller
projects has been largely completed, the concept is t o create a bundle of projects - including
HOV lane additions, soundwalls, highway extensions, etc. -that could be offered as a package
to a P31design-build contractor, thereby accelerating the project delivery and likely assuring a
scale-related reduction in construction costs. The Board will be briefed separately on this "early
start" program in the next 2-3 months once the program is readied for potential procurement
actions.
Next Stem
The Public-Private Partnership Program at Metro has accomplished a great deal in its short
tenure. Many other states and transportation authorities have taken a decade or more t o
establish an embedded process for examining projects having potential for P3 delivery. In fact,
it is anticipated that at least one, and possibly three, of the highway projects summarized above
could be ready for initial industry solicitation within calendar year 2012. As defined in the P3
Program Advisory Services Scope of Work, and pending Board authorization, the InfraConsult
team has as its next steps the development of procurement materials, potential concession
agreement documents, and the initiation of a formal process t o use P3s t o accelerate project
delivery and save substantial monies programmed in the Measure R program of projects.

