15

Los Angeles County One Gateway Plaza 213.022.2000 1|
Metropolitan Transportation Authority Los Angeles, CA gooiz-2952 metro.net

PLANNING AND PROGRAMMING COMMITTEE
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SUBJECT: PUBLIC-PRIVATE PARTNERSHIP PROGRAM

ACTION: RECEIVE AND FILE
PROGRAM STATUS AND ANALYSIS

RECOMMENDATION

Receive and file a report on status, results and interim recommendations of the
Public-Private Partnership Program (PPP)} as detailed in the attached Summary
of Progress and Accomplishments (Attachment A}.

ISSUE

The Board has adopted the PPP Framework and requested exploration and
evaluation of the potential use of PPP as a project delivery model. The PPP
Workplan was subsequently adopted, setting the stage for identifying PPP
candidates from among the projects included in our 2009 Long Range
Transportation Plan and Measure R program. Our PPP program has placed
particular emphasis on identifying projects that could attract private investment
capital and thus allow for accelerated and less expensive project delivery. We
have now completed screening, evaluation and significant work on the business
case models for the selected projects and are preparing to move forward with
recommendations for implementation and procurement of certain of those
projects.

BACKGROUND

Following a rigorous procurement process, a PPP consulting team led by
InfraConsult LLC of Los Angeles, and including as subcontractors KPMG LLP,
Nossaman LLP, Halcrow inc., Sharon Greene + Associates and Englander and
Associates was selected in 2009 to serve as an advisory team and program



management support for the PPP Program. The Scope of Work for this team
consists of initial project screening and subsequent tasks to advance strategic
assessments, business plan development, PPP procurement processes and an
option for PPP project delivery and project management.

The initial comprehensive screening process identified fourteen transit and
highway projects as the most promising candidates for private sector
participation, with an initial list of six projects recommended for further
consideration. These six were selected based on various factors, including
modal equity, geographic distribution, PPP delivery model, public funding
availability, financing options, and project readiness. The projects selected are
the |-710 South Freight Corridor including the Early Action Projects, SR-710
Gap, High Desert Corridor, Crenshaw/LAX Transit Corridor, Regional Connector,
and the Westside Subway Extension.

The subsequent phase of work involved comprehensive strategic assessments
and the preparation of business plans for implementation of the six projects,
utilizing the most appropriate project delivery model for each. Undertaking the
strategic assessment of each project was essential to determine preliminary
“value for money” of the P3 delivery approach, as well as life cycle cost factors
and project attributes most promising for attracting private investment and/or risk
sharing, as well as to recommend potential procurement strategies.

As of this date, the Strategic Assessment for each of the selected projects, and
Business Plans for all three of the transit projects have been completed, with the
exception of additional required analysis of project financing structure
assumptions and cash flow of sources and uses of funds, which is needed to
understand Metro’s net funding requirements for the transit and highway
projects. The Business Plans for the three highway projects are nearing
completion and should be available in late May.

Included for reference as Attachments B through F are the following documents:

e Attachment B - Public-Private Parthership Delivery Options: Initial Six
Measure R Projects

Attachment C - Recommendations for Business Case Development
Attachment D - Crenshaw/LAX Light Rail Project Business Plan
Attachment E - Regional Connector Business Plan

Attachment F - Westside Subway Extension Business Plan

Although the final Business Plans for the highway projects are in preparation,
interim recommendations for proceeding with PPP approaches for the High
Desert Corridor, SR 710 North Gap, and 1-710 South Freight Corridor projects
are contained in Attachment C, pages 45, 52, and 58, respectively.
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Completion of the Business Plans correlates to the environmental clearance
process for each of the six projects. That is the primary reason that the transit
projects were completed first, while the highway project business plans are still in
final development. Metro’s environmental clearance work for the highway
projects is about two years behind the environmental work for the transit
projects. The Draft EIR/S for the I-710 South and Early Action Projects is due to
be completed in early summer 2012, but the environmental work for the High
Desert Corridor and the SR-710 Gap projects has only gotten underway in the
last 6-8 months.

BUSINESS PLAN RECOMMENDATIONS

Transit Projects

The results of our analysis indicate that the recommendation for alt three transit
projects should be for partial or full design/build project delivery rather than a full
PPP structure with private financial participation. While certain risks related to
design and construction completion should be allocated to design/build
contractors, it is unlikely that the project delivery structure would benefit from
significant financial participation or transference of long-term operations and
maintenance obligations. The primary reason for this is the fact that all three
projects interconnect with existing service, making it difficult to establish
responsibility for appropriate operations and maintenance practices, which is
essential in order to establish clear and unambiguous accountability.

There are several discrete capital components of all the projects which could be
designed, built and maintained by the private contractor, such as elevator,
escalator and other station facilities. Additionally, there is also the opportunity o
consider bridge financing by contractors to better leverage Measure R funds
availability and capture the opportunity to have contractors’ “skin in the game”.

The recommendations are more fully detailed in the attached Business Plans.

Highway Projects

The evaluation of the highway projects 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 costs.
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An availability payment model is generally used for those projects that either do
not have a user-based revenue stream (i.e., tolls), or those that do have a user-
fee or tolling program, but generate insufficient revenue from such fees or tolis 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 to 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 to be sufficient to permit a reasconable
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 to cover the
concessionaire’s availability payment series.

The revenue risk concession model 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 to undertake a full DBFOM PPP without a public subsidy. In
such cases, the concessionaire or the project sponsor accepts the actual toll
revenue stream as sufficient to cover repayment of a private equity 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 highway project Business Plans refiect these two approaches. All three
initial projects — the High Desert Corridor, the I-710 South Freight Corridor, and
the SR-710 Gap — are recommended for public-private partnership project
development and delivery using either the availability payment model or the toll
revenue concession model. The Business Plans, currently nearing compietion,
reflect the following respective directions:

The High Desert Corridor (HDC) should be developed using an availability
payment approach. The HDC is a “greenfield” project for which forecasting
models indicate that toll revenues generated will be insufficient to cover the full
capital costs of construction, presenting a significant funding gap. This public
funding gap could be closed by potential federal investment in “freight and travel
corridors of significant 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,
from Victorville westward to Palmdale along HDC. The long-range vision is to
have a multimodal corridor interconnecting the Desert Express with California’s
High Speed Rail Project.

The I-710 Freight Corridor is also recommended to be undertaken as an
availability-payment based public-private partnership. The PPP project is defined
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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 to be charged to
all trucks using the |-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 to use the I-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 to the HDC, a significant
funding gap exists between available funding sources and the costs necessary to
construct and operate this facility.

The SR-710 Gap Project will be a five mile connection between the 1-10 and the
I-210 Freeway. 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 modeled for undertaking the PPP
business planning process. As a PPP, this project would be recommended to be
undertaken as a toll concession, with the concessionaire taking toll revenue risk,
owing to 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 Project
will be successful in attracting a DBFOM consortium to implement and operate
the project at a cost to Metro less than that allocated in the Measure R Program.

Additional Projects

In addition to the projects discussed above, we have applied the PPP model and
analysis to several other potential highway and multimodal projects. The
Sepulveda Pass Transportation Corridor was conceived by the consulting team
as an opportunity for a full revenue-risk concession (DBFOM) providing both
transit and highway/toll road alternatives to the 1-405 through the Sepulveda
Pass between the north San Fernando Valley and the Westside/LAX. An initial
feasibility study and evaluation of alternatives is currently underway by Metro’s
Planning Department, and if the Board determines to pursue a PPP alternative, it
is anticipated the project could be greatly accelerated as it is likely to attract
significant private risk investment that could provide all the current funding “gap”
in Measure R funds allocated to the project.

The PPP consultant team and internal PPP staff have also been working with
Metro's highway staff to assemble a package of several discrete highway and
goods movement projects that are nearly fully funded and environmentally
cleared. The concept is to bundle five or more projects that could be offered as
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a package to a PPP contractor, accelerating project delivery and likely assuring a
reduction in construction costs.

NEXT STEPS

The schedules for advancing procurement of any of these potential PPP projects
is tied to completion of the Draft Environmental Impact Reports/Statements
(E1S/R) for these projects. Requests for Information (“RFI") and/or industry
outreach can be conducted while the environmental work is ongoing. Requests
for Qualifications (‘RFQ") can be developed and distributed to interested
investors, contractors and operators shortly thereafter. Requests for Proposals
(“RFP”) wouid be prepared during the Final EIS/R preparation period, and can be
released as the date on which federal Record of Decision (‘ROD"} and state
Notice of Determination (“NOD”} approaches. This will allow contractor selection
to be completed and construction to commence immediately upon ROD/NOD.

The strategic analysis and business plan development of the highway/goods
movement package is nearly completed, and we anticipate issuing an RFI and/or
inviting formal industry input in the next two months. An RFI for the 1-710 Freight
Corridor project could be issued in June of 2012, provided the funding gap issue
is addressed. The SR-710 Gap RFI could be issued in September or October of
2012, and we anticipate starting work on the RFI for a potential Sepulveda Pass
Transportation Corridor PPP project in the near future in order to be prepared to
move forward immediately upon Board direction to proceed.

Supplementai Tasks 3A-1 and 3A-5 will be issued to InfraConsult LLC for the
additional required analysis of project financing structure assumptions and cash
flow of sources and uses of funds.

Delivery of the Business Plans completes the current contract activity of the
consultant team. We anticipate returning to the Board in May with specific
recommendations and will request authorization to proceed with the procurement
phase of the consultant’s contract.

ATTACHMENTS

Summary of Progress and Accomplishments, March 15, 2012
Public-Private Partnership Delivery Options: Initial Six Measure R
Projects, July 2010

Recommendations for Business Case Development, February 2011
Crenshaw/LAX Light Rail Project Business Plan, January 2012
Regional Connector Business Plan, January 2012

Westside Subway Extension Business Plan, January 2012
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ATTACHMENT A
LOS ANGELES COUNTY METROPOLITAN TRANSPORTATION AUTHORITY
PUBLIC-PRIVATE PARTNERSHIP PROGRAM

Summary of Progress and Accomplishments
InfraConsult LLC
March 15, 2012

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 governmentai 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 to 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 to 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 two-
thirds affirmative vote. Since the primary objectives of P3s in transportation are to (1} enhance
the ability to 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 Public-
Private 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 operate/maintain the projects, and ultimately realize a
suitable risk-based return on investment and debt repayment during a long-term concession
period.



An initial 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,
I-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
participation. The process and outcome of the strategic analysis is contained in the report
“Recommendations for Business Case Development” dated February 2011,
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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 Recommendations from the Business Planning Process

The primary objectives, and the Board-adopted PPP goals, utilized in developing business plan
recommendations for the selected projects are:

s Achieve most cost-effective use of public funds

o Accelerate project delivery

¢ Optimize risk sharing between the public to the private sectors

* Ensure asset quality throughout the project life cycle

e Provide highest-quality service for the traveling public

Transit Project 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 to 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 to 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 Q&M services for extending
an existing line {e.g., Woestside Subway Extension} or interconnecting existing lines (e.g.,
Regional Connector, Crenshaw/LAX) would be an undertaking unlikely to vield sufficiently
beneficial “value for 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 to 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.
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Crenshaw/LAX Light Rail Project
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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 to 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 58+ billion East Side Access Project, recently entered into a multi-
decade 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 interconnected/interlined element of the regional system, it is
recommended that a DBFOM-based public-private partnership be undertaken to deliver such a
project. From the findings of the P3 advisory work to date, a significant sum of money and
Measure R resources could be saved utilizing the P3 approach.

Highway 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 dohave 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 to 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 to 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
to 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 to 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

8



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 |-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:

¢ 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 to cover the
full capital costs of construction, presenting a significant funding gap. This public
funding gap could be closed by potential federal investment in “freight and travel
corridors of significant 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 Paimdale. 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.

¢ The I-710 Freight Corridor is also recommended to be undertaken as an availability-
payment based public-private partnership. The P3 project is defined as a separate
truck-only facility, largely on an elevated structure, paralieling the existing I-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 to be charged to all trucks using the I-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 to use the |-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 to 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.
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High Desert Corridor Project
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The SR 710 Gap Closure Project will be a 5 mile connection between the I-10 and the
[-210 Freeway to 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 to 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 to Metro less than
that allocated in the Measure R Program.

10
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In addition to 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 multi-
modal project in the Sepulveda Pass Corridor is attached as an Appendix to this Report.

¢ 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.

Packaging Smaller Projects for P3 Delivery

In addition to 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 to create a bundle of projects — including
HOV lane additions, soundwalls, highway extensions, etc. — that could be offered as a package
to a P3/design-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 Steps

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 to
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 to use P3s to accelerate project
delivery and save substantial monies programmed in the Measure R program of projects.

13
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APPENDIX

Sepulveda Pass Corridor Project
Preliminary Public-Private Partnership Concept

This Paper describes a concept for expediting the development and implementation of a
regional transportation corridor between the San Fernando Valley and the Westside of Los
Angeles, with a significant portion of the initial and ongoing costs for project development,
design and construction, and operations and maintenance borne potentially by private sector.

. The transit connection between the San Fernando Valley and the Westside of Los Angeles
has been discussed — in concept — for many years. There are many who believe that the
existing demand for travel in this corridor, coupled with northern expansion of LA County
development to the Santa Clarita and Antelope Valleys as well as the continued emphasis on
jobs and the economic development of the Westside, make this corridor potentially the
highest utilization travel corridor in the entire Metro region.

» Despite much discussion and the demonstrated demand for travel between the Valley and
the Westside, this potential corridor remains a concept. No significant professional work or
required studies have been undertaken in the corridor to date. Measure R includes about
$1 billion allocated to a “project” in the Valley-Westside corridor in the “out years” of the
Measure R sales tax program, unless project acceleration can be achieved. Metro’s newly-
branded America Fast Forward initiative seeks to achieve this acceleration.

« Metro is preparing to commence work on the long path of statutory studies, project
definition, systems planning, alternatives analysis, project scoping, environmental studies
(NEPA/CEQA), conceptual design, preliminary engineering, financial analyses, final design,
funding, and -- perhaps in two decades or less time — actual project implementation.

+ The Valley-Westside corridor can be defined in several segments, as shown on diagrams on
the following page {courtesy of The Transit Coalition):

o Mid-Valley to Westwood (Core segment)

o Mid-Valley to potential northern extensions {Valencia, Santa Clarita Valley,
Palmdale/Lancaster, etc.)

o Westwood southward to LAX

o LAX to potential southern extensions to PV Peninsula, Long Beach, Beach Cities,
etc.

. Metro and Caltrans have embarked on the construction of the continuation of the 1-405
HOV/shared ride facility from the Westside through the Sepulveda Pass on 1-405. This
facility will add one carpool lane in each direction using the center median. It is anticipated
to be a “traditional” HOV facility, with no provisions for "HOT” lanes or managed lanes.
That is, the facility will likely be a free facility to high occupancy vehicles (2+, 3+ or more)
without provision for “selling” excess capacity through tolls to single occupant vehicles. It is
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quite likely that the single lane in each direction will be oversubscribed with such carpools
from opening day.

Many believe that to have a successful toll-based "HOT” lane program combined with free
high occupancy vehicle/shared ride facility, a minimum of two lanes in each direction is
required, particularly in such high demand corridors as the Valley-Westside.

Despite the clear need for significant additional people-carrying capacity in the corridor
beyond the new carpool lanes, no real source of funding other than the $1 billion identified
in the out-years of Measure R has been identified.

In order to expedite project development and delivery, Metro embarked last year on an
ambitious program to identify opportunities for using public-private partnerships (PPPs, or
P3s) to advance the delivery of both transit and highway projects identified in the Long
Range Transportation Plan (LRTP) and the Measure R program. To date, the program has
identified six initial projects (three highway projects and three transit projects) that could
benefit from the potential participation of the private sector, both with respect to leveraging
existing funding sources and to life-cycle cost savings deriving from private design,
construction, financing, maintenance and operations of transportation facilities. The
projects determined to have such potential, to date, include:

Crenshaw/LAX Transit Project
Westside Subway Extension
Regional Connector Transit Project
High Desert Corridor Highway
[-710 South Freight Corridor
SR-710 North Extension Tunnel

000 O0C0

The benefit of partnering with the private sector for developing, financing and operating the
highway programs is largely undisputed, since doing so would create a new funding source
(i.e., tolls) to supplement the funds dedicated to these projects through measure R and
other local, state and federal sources. With one highway project already underway in
California as a P3 (Presidio Parkway in San Francisco), it is expected that the participation of
private sector partners for the new and expanded highways in the Metro region will be well
accepted and will expedite their delivery to the public,

The 3 transit projects currently underway, however, present more limited opportunities for
the private sector to become involved in a significant and productive manner. Work to date
on Metro’s PPP contract has shown that utilizing long-term private concessions to design,
build, finance, and maintain ("DBFM™), or to design, build, finance, operate and maintain
("DBFOM™) the transit projects could result in potentially major life-cycle costs savings when
measured in terms of present value. In order to realize such potential life-cycle savings,
however, several significant issues require resolution, including transferring operating labor
contracts from public to private sector; shifting design and construction risk from Metro to a
concessionaire; and dealing with systems interface among other elements of currently
operating rail lines in the Metro system.
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Experience from throughout the world has demonstrated that projects that create a user-
based revenue stream are the most conducive to public-private partnerships. This is, of
course, the reason that toll roads have seen a much greater involvement of non-recourse
PPPs than transit systems. Indeed, the fare structure of typical bus and rail systems is
analogous to “social infrastructure,” such as public buildings, educational institutions and
correctional facilities, where there is no significant source of user-based revenue and hence
rely primarily on so-called “availability payments” from various levels of government. For
public transportation this is equally true, owing to the inability of fares to cover the
amortization of capital construction costs. Within most public transit systems, even ongoing
operating and maintenance costs cannot be covered by fare revenue.

Under the structure of Metro’s PPP Program, the foregoing discussion has led to preliminary
analysis of additional projects identified in Metro’s Long Range Transportation Plan and
within the Measure R framework that could be done potentially with private sector
participation at a minimal cost to LACMTA and the taxpayers. Implementing a transit line
within the Valley/Westside corridor has been considered an “unaffordable” transit
investment, owing to the very high costs of going over — or through ~ the Santa Monica
Mountains. The $1 billion allocated in Measure R represents a significant amount of
funding, but not nearly sufficient to undertake this project. Additionally, conventional rail
technology as currently deployed by Metro cannot easily or efficiently navigate the grades
associated with the Sepulveda Pass, making the concept of a tunnel the most viable —
though the most expensive — option for connecting the Valley and the Westside via rail.

In light of the exceptionally strong demand for passenger travel between the Valley and
points north, and the Westside and points south, a new and potentially robust alternative
developed by Metro's PPP team for consideration has been recommended for business case
assessment, The proposed project for the Valley/Westside corridor envisions a muiti-modal
project that integrates an advanced transit technology and a multi-lane toll highway, the
latter providing an express alternative to the interminably congested I-405 Freeway, routed
through a tunnel between the Valley and the Westside.

In light of the current state-of-the-art in deep-bore, large-diameter tunneling technology, an
integrated “transit/tollway” facility could be engineered to fit in a 58’ diameter tunnel. A
very similar tunneling program was recently awarded to a construction consortium in
Washington State for replacement of the aged and seismicaily vulnerable Alaskan Way
Viaduct along the ocean front in Downtown Seattle.

Preliminary concepts show that a single large diameter tunnel could be built in the
Valley/Westside corridor and accommodate a bi-directional transit system and 3-5 tolled
highway lanes, which could be reversible, similar the I-595 program in Fiorida.

As an alternative to proceeding with the normal federally-required, statutory, multi-decade
planning process, it is our contention that this project could be a world-class example of a
public-private partnership that would result in delivery of this project decades before
otherwise possible, without jeopardizing any of the projects currently in development as
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part of the prescribed Measure R process. Indeed, using a P3 approach to bring such a
project to reality would add luster to Metro’s America Fast Forward program. As part of the
ongoing Metro PPP program, a project concept and procurement process can be defined
and developed that would allow the private sector to demonstrate its ability to bring
efficiency, innovation, and cost-saving technology to a much-needed transportation corridor
improvement program.

Preliminary discussions with officials at the US Department of Transportation suggest that
the federal government would be strongly supportive of this type of corridor investment,
owing both to its multi-modal characteristics and to its innovative and potentially prudent
partnership between public and private sectors. In particular, elements of the Penta-P
Program (Public-Private Partnership Pilot Program) within the Federal Transit Administration
(FTA), and the SEP-15 Program within the Federal Highway Administration could be brought
together in a program demonstration representing a new and positive way to better
leverage federal investment with local and private funds.

What would make this project more attractive to private sector investment and participation
than any of the 3 transit projects currently in the process of business plan preparation?

o No previous work or designs have been developed or adopted, nor has there
been any previous environmental clearance, allowing a private
concessionaire/sponsor to use its ingenuity to develop a workable and financially
feasible program for planning, permitting, designing, financing, constructing,
operating and maintaining the combined transit line and toli facility.

o Global bidding would be encouraged to bring in world-class suppliers,
constructors and operators in a competitive bidding environment. This means
that without constraint of current light rail and metro heavy rail technology, a
vehicle supplier could develop a “stand-alone” transit technology that would
interface with Metro’s current program — in particular, the Orange Line in the
Valley, the Purple Line extension to Westwood, and also to Metrolink and
regional bus. For those who have seen the Docklands Light Railroad in London
and its interface with the London Underground system, this project would create
a similar linkage of dissimilar technologies that connect at individual multi-level
stations.

o The tollway portion of the project would have an immediate and robust demand
on opening day. As evidenced by the success (and high toll rates) of the SR 91
Express Lanes Program in Orange and Riverside Counties, drivers are willing
(and able) to pay hefty rates to avoid congestion. While we would leave the
design and engineering to our private partner, concepts could include reversible
lanes by time of day (similar to the I-595 project in Florida}; variable toll rates as
a real-time function of levels of congestion; fully electronic tolling without the
necessity of toll booths {similar to the 407 Highway in Toronto, Canada); and the
promise of congestion-free drives owing to congestion management through
pricing strategies.




@InfraConsult

o “Free-market” approaches to tolling, combined with the likelihood of “premium”
transit fares, would generate an extremely robust revenue stream for a
concessionaire, and potentially lead to a “hybrid” concession approach between a
full “revenue-risk” approach and a partially subsidized “availability payment”
approach. Such hybrids are not uncommon in other parts of the world, taking
best advantage of the private sector’s marketing and management skills, while
allowing the public sector to set transit fares (or provide suitable subsidies),
thereby allowing disadvantaged transit riders to make full use of a partially tax-
supported transit system.

o The ability for a concessionaire to utilize its own, proprietary transit and tolt
collection technology greatly encourages competition and competitive bidding
most favorable to Metro. For example, many companies around the world —
some with foreign government support — have developed technologies that could
be most applicable in this corridor. We would expect highly aggressive bidding
to result in highly favorable pricing, with potentiat for export credit financing and
other such financial structures aimed at reducing or eliminating subsidies by
Metro and/or other public agencies.

» How would we go about procuring, selecting, and implementing such a public-private
partnership?

o The Valley-Westside Corridor Program would be implemented utilizing a “Pre-
Development Agreement” ("PDA") concept. A PDA approach, in this context,
would suggest a 3-step procurement process that could be implemented starting
in 2011:

» An initial request for “interest and information” would be sent out by
Metro’s P3 team to financial, engineering, construction, and operations
firms around the world, providing a description of Metro’s Valley/Westside
Corridor concept. We would solicit ideas, reactions, comments, and
potential barriers to the concept moving forward. We would also at this
time establish a mailing list of interested companies, and receive general
statements of individual capabilities and experience. We would
specifically seek individual firm responses, discouraging any team
formation or consortium development at this juncture, and further
discouraging any significant expenditure by firms in responding to this
preliminary solicitation.

» Based on refined corridor concepts, perhaps developed by a retained
consultant or by Metro’s P3 team, and based on input received from the
initial request for interest and information from a variety of companies,
we would then prepare and distribute a “"Request for Qualifications”
(RFQ) which would seek responses from teams/consortia assembled in
specific response to the RFQ. Responders would be required to
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demonstrate the consortium’s ability to finance, design, construct,
provide rolling stock and related systems, operate and maintain the
systems in the corridor — both the transit line and the toll facility. Again
at this stage, the prospective concessionaires would not be required to
undertake significant expenditures.

» Finally, a "Request for Indicative Proposal” {RFIP) would be distributed to
a short-list of consortia best meeting the qualifications criteria established
by the P3 team to review and rate the Statements of Qualifications. In
brief, the short-listed consortia would be asked to respond to an
“indicative” project definition, with concepts, approaches, construction
means and methods, transit technology, electronic tolling methods and
equipment, and an indicative pricing structure. The reason this needs to
be “indicative” is that the environmental clearance process requires
“purity.” Specifically, final alignment, tunneling method, portal locations,
ventilation systems, transit technologies, and the myriad of other project
attributes cannot be adopted without an appropriate study of alternatives
that meets CEQA and NEPA requirements.

o A consortium/concessionaire providing “best value” to Metro would be selected
on the basis of the Indicative Proposal. The chosen project team would be
required to fund project development activities (conceptual design and
environmental clearance), likely using their defined project as the nominal
proposed action for environmental review and clearance. Utilizing the PDA
approach, Metro would commit to reimburse the concessionaire the costs of the
environmental work (as it would for a normal, statutory-based planning program)
— but onfy in the event the project did not go forward owing to no fault of the
concessionaire. Assuming the project proceeds, the concessionaire would imbed
the project development costs into its long-term financial structure, and recover
costs through revenues derived from transit fares, tolls, and potentially from
availability payments.

Finally, once the environmental work is completed and ROD/NOD is obtained, a final price will
be negotiated with the concessionaire for the construction, operations and maintenance of the
systems. The term of the concession would begin with the commencement of final design and
construction, and continue with operations and maintenance over a defined period of time,
generally a minimum of 30-35 years.
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Introduction

This Executive Summary describes the
work to date in assessing the suitability
of the six Metro Measure R projects
identified in previous work as potential
candidates for development in
partnership with the private sector.
These highway and transit projects, all
included in Metro’s Long-Range
Transportation Plan, are:

» High Desert Corridor Highway
Project

SR 710 North Tunnel Project

I-710 South Freight Corridor Project
Crenshaw Light Rail Transit Project
Regional Connector Project
Westside Subway Extension Project

. & B & @

As an interim deliverable, this draft
Executive Summary sets forth all data
inputs utilized for the P3 delivery
assessment and lays out the analytical
framework established for preparation of
business plans for each project. The full
qualitative and quantitative analyses and
recommendations for public-private
partnership project delivery will be
included in the final Task 3 Report. The
draft Report and full Appendices are
available upon request from Metro staff.

Much of the focus of this phase of the
work has been to define the projects in
light of their respective stage of
development. The primary
methodological undertaking has been to
further refine these consensus-based
project definitions in order to facilitate
development of a series of working
options for both “traditional” project
delivery (i.e., “design-bid-build,” or the
“public delivery option™) and delivery
programs based on active and
collaborative private sector participation




in project development, delivery, and/or
maintenance and operation. Once these
P3 options were defined, each was
assessed with respect to its risks under a
variety of delivery options, and
compared to the traditional design-bid-
build (DBB), or “public delivery”
structure. A cash flow-based financial
analysis was performed for each in order
to identify funding gaps/surpluses using
previously identified funding sources
and/or project revenues available under
the P3 option.

It is important to note that much of the
work in this phase of the P3 program is
based on concepts and estimates

developed for use in the environmental
assessment processes for each of tP 2 S1X
projects. Thus, such cong -
estimates are prehmmary

W various options might
b &r different delivery

1 ﬁmsms In order to prepare any of
the projects for potential participation by
a private partner and to accelerate the
procurement, design and construction
process, such work is necessary at an
early stage of project development.

Project Descriptions

The definitions of the projects’ scope,
schedule, cost and phasing were
accomplished previously and endorsed
by Metro. Using these consensus
definitions as a baseline, the
InfraConsult team began the interactive
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and iterative process of defining and
assessing a variety of delivery options
for each project.

The work provides a clear and definable
distinction between the nominal “public
option” and one or more public-private
partnership delivery options. In virtually
all cases, the public option represents the
probable configuration and delivery
approach for each project assuming it is
to be procured, designed, constructed,
operated and maintained in the sp-ga
“traditional” manner; thal: i
conceptualized '

yroject. Asis evfdent, this

n will provide a pathway

pregect to be assessed in future
s through a “public sector
comparator” process well accepted in
such analyses.

The public option and P3 definitions
were refined and optimized to result in
project parameters that would be
accepted in the construction and
commercial marketplace. In some cases,
that involved rethinking the project’s
phasing and timeline; in others, it meant
addressing critical path issues and
funding challenges.

The level of the definition is, in all cases,
limited by the preliminary nature of the
data available. The team brought in
reference information and market data to
round out the Metro-supplied data.




Each project and its options 1s briefly
described below, and extensively
detailed in the relevant Appendices
available upon request from Metro staff.

High Desert Corridor

Public Option Overview

The High Desert Corridor (HDC) is
defined as an east-west, 50-mile, 4 to 8
lane freeway/expressway from SR-14 in
Palmdale to I-15 in Victorville. For the
purpose of this analysis, the public
project also includes an alternative 13-
mile expressway connecting the HDC
East of [-15 to SR-18 (the Apple Valley
By-Pass). Total development, design,
land acquisition and construction cost is
estimated at 3.4 BS: 2.92 B§ for HDC
(including 80 M for a potenti

the project. Initially, tolling the entire
HDC was considered, as it could
potentially maximize project revenues
and minimize the amount of public
funding. However, after initial
assessment the concept of tolling the
Apple Valley expressway segment was
not pursued further, as its lower potential
traffic and urban characteristics with a
high number of at-grade intersections
serving essentially local traffic are not
conducive to tolling. Even though that
segment would therefore have ng.a

Selecting P3 Options

In strateglzmg about possible P3 options
for the HDC, the team focused on those
elements that would either deliver the
project sooner or create additional
funding and/or financing possibilities.
Introducing private sector involvement
under a design-build-finance-operate-
maintain structure would also potentially
reduce overall costs, project delivery
time, and public sector risk, as well as
improving project scoping and project
quality.

Tolling the project was analyzed as the
optimal way to bring new revenues into
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would take priority under
feor P3 delivery, as these
sectmns each have independent utility
for local traffic and are essential to
connect the HDC at both ends to SR 14,
US 395 and I-15. However, due to their
urban setting, their cost of construction
is high relatively to the potential
revenues they could generate. Moreover,
they will carry a significant proportion
of short distance traffic with local and
commuter users who are typically more
averse to paying tolls.

Subject to further analysis during the
next phase of this study, the team
concluded that excluding tolls on the
East and West segments and focusing on
providing a revenue stream to a private
investor through tolling on the central
segment would be the optimal P3
structure, reinforcing both political




momentum and public support for this
project.

P3 Option Qverview

Under the initially preferred DBFOM
alternative, a private consortium would
be selected after completion of
preliminary engineering to design and
build the HDC project in its entirety
(three segments), and finance, operate
and maintain the Central Segment while
the West and East Segments would be
funded publicly and handed over to
Caltrans at the end of construction. A
modified option would be to have the
private consortium operate the East and
West Segments for a fee to be patd from
public funds. The analysis confirms that
totling under any configuration could
cover only a portion of th
construct, maintain and ¢
fac111ty sighating

g Beach freeway system
Hf; om Just north of the Interstate
10(1' 10) “San Bernardino” freeway near
Alhambra until the freeway resumes at
Del Mar Boulevard, in the City of
Pasadena, where it extends 0.6 miles to
the north to its junction with the
Interstate 210 (I-210) “Foothill”
freeway. Given that there are numerous
options being considered in the
alternatives assessment, the team’s
analysis at this stage is route-neutral;
thus, any distances used for calculating
revenues and risks are constdered to be
working assumptions.
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Reasoning for Selecting P3 Options

P3 project definitions were prepared for
a total of four possible structures for a
project to build a tunnel to close the SR
710 gap. These four project definitions
do not represent the full universe of
possible delivery structures but do
represent a good cross section of
possible approaches that would appeal to
the private sector, given that they all
seek to avoid surface interface issues,
minimize disruption of existing

structures and traffic, and presepfus
opportunities for techn i
innovation and

ten-build- finance) option, where the
private partner would finance a portion
of the construction of the project and be
repaid on an annual payment, but
operations, maintenance, and revenue
risk would fall to the public sector.

Another variation to DBFOM is to begin
the concessionaire in the project early
through a pre-development agreement
(PDA). The public sector would be
responsible for environmental studies
and documentation and obtaining a
record of decision, but during the
process, the concessionaire would be
selected based on specific criteria and
subject to clear terms and conditions,
including cost rates, but final price
would not be negotiated and set until the
ROD was in hand. This process
accelerates the construction completion




and insures that the contractor’s means
and methods are addressed properly in
the environmental review process thus
reducing the possibility of amendments
to the final environmental document and
ROD being required. It also abbreviates
the design period necessary between the
ROD and the start of construction.

A final vanation on the base DBFOM
alternative is to initially commit to a
single 57° bore which would initially be
configured in two lanes in each direction
in a stacked arrangement. Achievement
of specific traffic targets would be
established to trigger construction of a
second bore and the simultaneous
restriping of the first tunnel temporanly
into three lanes in each dlrectlon erim
to the completion of the
the ultlmate configuratio
tunnels :

ayect description for the purposes
0 the P3 analysis essentially comprises
freeway and freight corridor
improvements in EIR/EIS Alternative
6A/B including: widening I-710 to ten
lanes from Long Beach to SR-60,
constructing a four-lane freight corridor
for heavy-duty trucks from Long Beach
to north of Washington Boulevard (16
miles), improving four freeway-to-
freeway interchanges and 16 artenial
interchanges in the corridor, constructing
one new arterial interchange, and
improving/reconstructing bridges to
match the needs of the overall design
concept.
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Reascning for Selecting P3 Options

Design-Buld for the full project has
been selected as one option for this
corridor because it is likely that DB
could advance the project opening by
several years and reduce costs by
helping to identify cost-effective
solutions to the utility issues, identifving
more cost-effective design concepts,
reducing the level of coordination that
would be involved (compared to the
coordination required with the public
option’s approach of 6-8 separat :
constructlon pro;ects)

nd-alone improvement and
hieve the main project objective of
separating truck traftic from passenger
cars, bring substantial traffic relief to the
corridor sooner than implementation of
the full project. In addition, the lower
capital cost of constructing initially just
the Freight Corridor may move the
project closer to financial viability. In
addition, it will facilitate the widening of
the general purpose lanes to be
implemented when Measure R and other
public funding sources become available
while reducing the traffic impacts during
construction.

InfraConsult is also exploring the
benefits of using a pre-development
agreement (PDA) as an option for the
full-project DBFOM and the Freight
Corridor Only DBFOM because the I-
710 improvement project is highly




complex and involvement of the
concessionaire earlier in the project
development process could help shape
the project in ways that save additional
time and money.

Crenshaw LRT

Puklic Option Qverview

The publically delivered Crenshaw
Corridor Rail project is the Locally
Preferred Alternative adopted by the
Metro Board in Dec. 2009. The
FEIS/FEIR is currently underway and a
Record of Decision (environmental
clearance) is expected during spring
2011.

irperts) has not been

ing scope.

From a northern terminal at the
Exposition/Crenshaw LRT station
(reconstructed at-grade), the alignment
follows Crenshaw Boulevard south to
the Harbor Subdivision and then follows
the Harbor Subdivision to a connection
at the Metro Green Line Aviation/LAX
station. The alignment is a combination
of at-grade and below-grade along the
Crenshaw Boulevard portion of the line.
Along the Harbor Subdivision, the
alignment is off-street in a dedicated
right-of-way that is currently used
infrequently by freight trains. The line
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includes seven stations along 8.5 miles
of above, below, and at-grade alignment.

This project will require the
development of a Maintenance Facility
at a location to be determined. Four
sites are being considered in an
EA/Revised Draft EIR.

Reasoning for Selecting P3 Options

The P3 options selected for study
include DBFM and DBFOM. The

physical project does not change

between the pubhc and Pl«e
methods; however

included as Optwn 2 because of the
potential for increased interest in private
equity investment, life cycle benefits,
increased flexibility for Metro’s funding
streams, increased incentives for
operating and capital expenditures, and
cost certainty. It also may allow for
greater innovation in design,
maintenance, and operation. Option 2
would require agreements with several
labor unions.

P3 Options Overview

The physical description of both the P3
projects is the same as the public project.
It would be designed and constructed as
one large project, and cut-and-cover
construction of the below-grade sections
is assumed. The utilities relocation
design and construction package would
be separately procured by Metro. All




required rights-of-way would be
acquired by Metro.

Metro would continue all environmental
clearance work efforts, conduct PE
(minimum 30% level), and obtain FTA
and Metro approval for the method of
project delivery described below. The
DB procurement officially would
proceed after environmental clearance
(ROD), but RFQs and other activities
can be ahead of that time.

The delivery method proposed for
Option 1 would be a single design-build-
finance-maintain contract with the
DBFM contractor acting as the single
point of responsibility for integration
between cwﬂfstatlonsfsystems ove
final design responsibility, G
test1ng/comm15510mng

e optional, depending on the
avallablhty of Measure R and other
funding. This would be a large contract,
approximately $900 million in 2009
dollars.

Option 2 would be delivered via a single
design-build-finance-operate-maintain
contract and would include operations of
the existing Metro Green Line and the
Crenshaw Line once completed, as well
as maintenance of the LRT vehicles used
on these lines.
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Regional Connector LRT

What is described below is the most
probable LPA based on the current
technical studies, community inputs, and
project cost. It is important to note that
this P3 analysis will focus on a single
alternative described herein. The
identification of the project for the
purposes of this P3 study is in no way
intended to circumvent the
environmental process nor is it intended
to indicate that this project will be
selected as the locally preferr
alternative. Rather, the Re
Connector pro; g

propriate adjustments to bring this
study into line with the LPA.

Public Option Overview

The Regional Connector Transit
Corridor Project would connect the Gold
Line (Pasadena) to the Blue Line (Long
Beach) (called the North-South line,
approximately 50 miles) forming one
operating line and also connecting the
Eastside Gold Line to the Exposition
Line (called the East-West line,
approximately 25 miles). These two
lines would each operate at 5-minute
peak headways and provide four station
stops in Downtown Los Angeles.

The project defined for the purposes of
this study is the Fully Underground LRT
Alternative — Little Tokyo Variation 1.
This is a 1.6-mile, 4-station alternative




connecting the 7™ St/Metro Center
Station to the existing Metro Gold Line
tracks to the north and east of 1% and
Alameda Streets.

The public project would be delivered
using traditional design-bid-build
construction, and would use a
combination of cut and cover
construction as well as the possible use
of a tunnel boring machine (twin bore
similar to recently completed Eastside
Gold Line project) in some reaches. All
stations and cross-overs would be done
by cut-and-cover construction. It is
possible that a portion of the cut-and-
cover construction would be delivered
via Design-Build.

Because of the small num|
additional light rail vehi
no need for.a: _main

ar Selecting P3 Options
gomplex tunneling and coordination
required on many levels for the Regional
Connector project led the team to
identify Design-Build-Maintain with
concurrence as a viable P3 option. The
single point of responsibility shifts the
risk to the contractor and minimizes the
extent to which Metro would need to
staff the project.

P3 Option Overview

The physical description of the P3
project is the same as the public project.
The utilities relocation design and
construction package would be
separately procured by Metro. All
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required rights-of-way would be
acquired by Metro.

The delivery method proposed for the P3
project would be a single design-build-
maintain contract (with concurrence}
(DBM(c)) with the DBM contractor
acting as the single point of
responsibility for integration between
civil/stations/systems, overall final
design responsibility (non-tunnel

components), and testing/

commissioning. This would be

the Metro Gold Line
construction conteg

1m:30% level but more likely to
be close to 50%) and Final Design (as
needed), and obtain FTA and Metro
approval for the DBM(c) method of
project delivery. The procurement
officially would proceed after
environmental clearance (ROD), but
RFQs and other activities can be ahead
of that time.

Metro would do the final design of the
TBM and lining and it would be novated
to the DBM(c) contractor for
procurement of the TBM and for tunnel
construction {bored tunnel component
would then be DBB). The cut and cover
sections along with the stations would be
design-build and would be part of the
DBM(c¢) contract. This would possibly
be a very large contract, approximately
$1.0 billion in 2009 dollars.

10




Westside Subway Extension

It should be noted that the Metro Board
has not yet adopted a LPA for this
project. A number of alternatives are still
being evaluated in the Draft EIS/EIR.
The Metro Board is scheduled to
consider a LPA in September 2010. The
scenario described herein is for study

purposes only.

Public Option Overview

The Westside Subway Extension Project
is defined as extending Metro Rail
Service to Westwood. The public project
as defined for the purposes of this study
is Alternative 2C, a 9.36-mile extension
of the Metro Purple Line from
Wilshire/Western to a terminus at the
Westwood/VA Hospital. Th
is heavy rail transit and
the current Metro Rail o

ro Red Line maintenance
_ “accommodate the needed
vehicles and operating and maintenance
services.

Using design-bid-build delivery, this
project would be constructed in three
segments: Segment | (Wilshire/Western
to Wilshire/Fairfax) by 2019; Segment 2
(Wilshire/Fairfax to Constellation/
Century City) by 2026; and Segment 3
(Constellation/Century City to
Westwood/V A Hospital) by 2036.
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Reasoning for Selecting P3 Options

The 30-10 Plan proposes accelerating
the construction of the Westside Subway
with revenue operations to Westwood
beginning in October 2022. The P3
options were identified in order to meet
this schedule, and two options were
selected to allow differing degrees of
Metro involvement and oversight.

P3 Options Overview

The physical description of the P3
projects is the same as the public. pri
except that would not_to

and Metro approval for the method of
project delivery described below. The
DB procurement officially would
proceed after environmental clearance
(ROD), but RFQs and other activities
can be ahead of that time.

Option 1

The delivery method proposed for the P3
project would be a single design-build-
finance~maintain contract with the
DBFM contractor acting as the singie
point of responsibility for integration
between civil/stations/systems, overall
final design responsibility, and
testing/commissioning. The contractor
would be responsible for the
maintenance of tunnels, lining to
underside of rail, stations, civil
structures, ete., —to 2039. It does not
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include procurement, delivery, and
acceptance of the needed HRT vehicles.

Metro’s design of the TBM and lining
would be novated to the DB contractor
for final design and construction. This
would possibly be a very large contract,
approximately $2.3 billion in 2009
dollars.

Option 2
While the physical project would remain
the same as in Option 1, Option 2 would
be delivered slightly differently. The
delivery method proposed for Option 2
would entail the use of;
(1) a super Program Manager
responsible (transfers risk to this
single point contractor) to procure
oversee, and manage allzslier:
and 1ntegrat10n requ

5 Ations ($1.1 billion), and
- :(L) Rail Systems ($250 million);
(3) ‘An optional DB contract would be
for Utilities but this would probably
be managed by the Program
Manager for Metro through 3rd party
force account work with the utility
companies ($350 million).

As with Option 1, the contractor would
be responsible for the maintenance of
tunnels, lining to underside of rail,
stations, civil structures, etc., to 2039.
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Review of Existing Data

Highway Projects

This section describes a review and
assessment of the available reference
data relating to the estimates and
schedules for each of the three highway
projects. The three highway projects that
were reviewed are:

¢ High Desert Corridor

» SR-710 North Extension
¢ [.710 South Corridor

These three projects ar
stages of definitior

to refine the pr
rt of Task #3B &r

ncial analysis as part of

echnical team focused

key-Criteria: project costs through
each phase of design, construction,
operations and maintenance; and
schedule for design, construction and
subsequent major maintenance or
reinforcement interventions during the
operations phase.

Data Review and Assessment

A review and qualitative assessment of
the available data was undertaken for
reasonableness of the assumptions and
the methodology applied. Available data
was also reviewed for completeness so
that it would provide a project life cycle
overview from its current status through
to a period of 50 years after completion
of construction. Gaps were identified
where further information was either
missing or not developed. Where
appropriate, further data was developed
in order to fill the gaps and to enable a
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life cycle overview for the qualitative
assessment.

Project Optimizaticn under Alternative
Procurement Options

In order to optimize project viability the
suitability of projects for alternative
procurement delivery was considered
including exploring the potential for re-
scoping or phasing of the project or
project elements where appropriate. For
each project, cost estimates and
schedules were reviewed, assessed and
where appropriate, developed to enable
assessment and comparison of
alternative delivery methods against
conventional public procurement for
each of the selected alternative(s).

High Desert Comdor

=

o ROW Data Sheets for Central
and Apple Valley Segments
(Caltrans)

o Updated ROW Data Sheets for
West, East and Apple Valley
Segments {Caltrans)

o Refined O&M and Life Cycle
Costs Estimates (IC, Halcrow)

¢ Risks

o legality of Environmental
Document for ROW reservation
for potential future High Speed _
Rail

This project is 1n the earl
development,-

Demographic and Land
Use forecasts (SCAQG)
" o Updated SCLA plans and
Forecasts
o Updated Palmdale LAWA plans
and Forecasts
o Toll Alternatives Traffic and
Revenue forecasts (Full project
tolled and Central Segment only
tolled}), 2020 and 2035. (Parsons)
e Cost Estimates
o Refined Central Segment
Construction and Soft Costs
Estimates (Halcrow, Caltrans,
Contractors)
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ing revenue forecasts need to be
developed as described below.

While this analysis indicates a very
strong potential for tolls on a new tunnel
to close the 710N “gap”, further analysis
to increase the level of confidence of the
financial robustness of the 710N tunnel
should be undertaken as part of the
development of the business case. This
further analysis should be in the
following four areas:

¢ Construction Cost Estimate
o A critical review of the back-up
data that was used in developing
the current cost estimate,
including meeting with and
holding a workshop with relevant
staff and consultant advisors; or

13
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o Development of a preliminary
construction cost estimate in
compliance with the Caltrans
cost estimating guidelines, with a
bottom up approach wherever
possible based on a preliminary
design developed to a greater
level of detail that the currently
available technical data.

o Refinement of ‘soft” support
costs for the project

Operation, Maintenance and Life

Cycle Cost Estimate

o Development of planning /
preliminary level assumptions on
tunnel systems and infrastructure

in order to advance to an estimate

for operations, maintenance and
life cycle cost to the next level of

ion of the TBM activities in
Iling the bore and the
advancement rate that can be
realistically achieved. In this
phase of the analysis,
observations on a few other
tunnels, of smaller diameter,
were evaluated to develop the
schedule estimate. However, a
more comprehensive evaluation
should be completed as part of
the development of the business
case. Also significant is the
determination of the amount of
design time required between the
completion of the ROD and the
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start of the tunnel boring
machine.
e Traffic & Revenue
¢ Modeling to better estimate the
revenue generated, focused on
the 2030 link volume as
dampened by various toll rates.

I-710 South Freight Corridor

In order to better assess the potential for
a viable P3 project for the Freight
Corridor, new work needs to be

completed including traffic and rexen
forecasts and more detailed
estimates for speeifis

-~ Corridor model
Improved toll revenue forecasts
e Cost Estimates & Schedules

o Cost data and development
schedule information for the
northern (Caltrans) piece of the
710 South corridor (I-5
interchange and I-5 to SR-60
segment)

o The updated design and cost
estimates for the URS portion of
the corridor improvements
(expected to be available by July
or August 2010)

o Specific cost and construction
schedule information about
alternative construction methods
(e.g., prefabricated segmental
construction of structures)

o More refined and substantiated
schedules of pre-construction and
construction activities
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High Desert Corridor
Public Option§ 33 23 4,520 741 1,123 [ $6,384 6,701 33| 86,734 105%  048%
Aliernative Option 1| 35 2022 4,200 734 1,054 f $5,988 7,242 33| $7.275 121%  1.57%
Alternative Option 2 =0 2849 1,701 750 1,630" 54,081 | 11,792 33| 811,825 2690% 150%

SR 710 North
P3 Alternative| =0 822 4003 2,137 1,505 [ $7,7358 | 20677  L049| $30,726 397% 837

L710 South
Public Option| 33 2029 | 10,508 1,148 26[ 8 12,082 33N 684 $4,055 34% <P
Alternative Option 1| 37 2022 8226 1,148 698[ 8 10,072 4,505 684 $5,189 2% <%
Alternative Option 2| 50 2621 3909 1,178 s576] 85663 | 13,623 684 $14,307 253%  4.34%

Figure 1. Highway Projects — Funding Need vs. Revenues

o Other
o A clearer determination of how a
PDA could benefit each of the
two DBFOM alternatives, and at
what point in the process/
schedule the PDA would come.

Transit Projects

This section describes a review and
assessment of the available reference
data relating to the estimates and
schedules for each of the three transit
projects. The three transit projects that
were reviewed are:

s Crenshaw LRT

¢ Regional Connector LRT

¢  Westside Subway HRT

These three projects have each
proceeded to advanced environmental
documentation phase with Draft EIS/EIR
documents either finalized or being
reviewed by the Federal Transit
Administration. This level of readiness
had a significant influence on the level
of review that was appropriate in this
assessment of potential P3 options.
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Purpose

The primary purpose of data review and
assessment was to refine the project
definitions as part of Task 3B and
preliminary financial analysis as part of
Task 3C. The technical team focused on
two key criteria: project costs through
each phase of design, construction,
operations and maintenance; and
schedule for design, construction.

Data Review and Assessment

An initial review of the available data
was undertaken to understand what was
available for strategic assessment and
what gaps needed to be filled, for
example project life cycle costs for a
period of 50 years after completion of
construction. This process was iterative
while the project definitions were being
refined. Gaps were identified where
further information was either missing or
not developed. Where appropriate,
further data was developed in order to
fill the gaps and to enable a life cycle
overview for the qualitative assessment.
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Project Optimization under Alternative
Procurement Options

In order to optimize project viability the
suitability of projects for alternative
procurement delivery was considered
including exploring the potential for re-
scoping or phasing of the project or
project elements where appropriate. For
each project, cost estimates and
schedules were reviewed, assessed and
where appropriate, developed to enable
assessment and comparison of
alternative delivery methods against
conventional public procurement for
each of the selected alternative(s).

As the three transit projects being
studied in this analysis are all well into
the environmental analysis process, there
are fairly few significant i
gaps remaining to be fill

ie end of the summer.
he iEimial EIS/EIR documents will be
released beginning in early 2011, As
environmental work continues, the
conceptual engineering work will
advance into preliminary engineering
and additional geotechnical, structural,
and design will inform both the risk and
financial elements of the PPP analysis.
There are no specific information gaps
identified at this time; any outstanding
information needs are expected to be met
by the release of the remaining
environmental documents.
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Financial Analysis

Initial project level cash flow analyses
were performed for each project to
estimate potential funding gaps and
surpluses using previously identified
funding sources and cost asswnptions
provided by Metro and InfraConsult,
The initial outputs from the analyses
provide an indication of the project
funding deficit/surplus.

For each project, the sum total of

funding sources only includes revenu

programmed in Metro’s Lon

Plan FY 2010-2011 a

The total project capital cost is estimated
at $4.5 billion (YOE), with a completion
date of 2023. Costs for O&M and major
maintenance over the 35-year period are
estimated at an additional $741 million
and $1.12 billion, respectively.

Of the $4.5 billion capital construction
cost, Measure R provides $33 million in
committed funding,

Metro has identified an additional $1.5
billion in “highway strategy revenues™
or uncommitted funding for the Project’s
capital needs. Assuming the availability
of these strategic revenues,
approximately $3.0 billion in additional
funding is required to cover the
construction cost.
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Project toll revenues may be used to
further reduce the net project capital
funding requirement. Using the forecast
provided by InfraConsult, toll revenues
would generate $6.7 billion (YOE) over
the 35-year period. The forecast
assumes a 2.6% annual growth in traffic
volume pre-2033, 2.0% from 2035 to
2040, and 1.0% thereafter. It applies an
initial per-mile toll rate of $0.15 for
autos and $0.38 for trucks (2010
dollars), escalating at a rate of 3.0% per
year.

The break-even discount rate, at which
the net present value (NPV) of the

Project cash flows equal zero, is 0.48%
under the public option, indicating the
likely need for additional publl
or other revenues, orar
capital constructlon cost.
Pr0]ect v1. '

Wiikteaction cost for the Project

ke the full Corridor, estimated at
$4.2 billion (YOE), with completion
scheduled in 2022.

Costs for O&M and major maintenance
over the 35-year analysis period are
estimated at an additional $734 million
and $1.05 billion, respectively.

Under Option 1, the full 50-mile length
of the Corridor would be tolled. Toll
revenues would generate $7.24 billion
(YOE) over the 35 year period. The
tolling forecast assumes the same toll
rates per mile and escalation in traffic
volume as the public option.
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The break-even discount rate, at which
the net present value (NPV) of the
Project cash flow equals zero, is 1.57%
over the 35-year period, indicating the
likely need for additional public funding
or other revenues, or a reduction in
capital construction costs, to make the
Project viable.

For the break-even discount rate to reach
5 percent, for example, the analysis
indicates that Project overall revenu
would need to increase i

completlon scheduled in 2019. This
assumes the East and West segments
could be delivered on a schedule

consistent with this completion date.

Costs for operations and asset
replacement over the 50-year period are
estimated at an additional $750 million
and $1.63 billion, respectively.

Under Option 2, only the 31-mile
Central segment would be tolled. Toll
revenues would generate $11.79 billion
(YOE) over the 50-year period. The
tolling forecast assumes the same toll
rates per mile and escalation in traffic
volume as the public option.

The break-even discount rate, at which
the net present value (NPV) of the
Project cash flow equals zero, is 7.5%
under the alternative option over the 50-
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year period (5.6% over a 35-year term),
indicating the potential viability of the
Project as a P3.

SR 710 North Tunnel

P3 Alternative

The cash flow analysis for the P3
Alternative covers a 50-year period from
FY 2010 through FY 2059.

The total Project capital cost is estimated
at $4.09 billion (YOE), with a
completion date of 2022, four years
earlier than the public option. Costs for
O&M and major maintenance over the
50-year period are estimated at an
additional $2.14 billion and $1.5 billion,
respectively.

Of the $4.09 billion capi

(AADT) to which a diversion rate of
35% has been applied. An annual
growth rate of 2.0% has been applied to
traffic volumes. The starting toll rate is
$5.00 (2010 dollars), with a price
escalation of 3.0% per year.

The break-even discount rate, at which
the net present value (NPV) of the
Project cash flow equals zero, is 8.37%
over the 50-year period (7.73% if
Measure R funding is excluded),
indicating the potential viability of:
Project as a P3.

1-710 South Er

t%?':? Option

stted funding for the Project’s
i ficeds. Assuming the availability
of these strategic revenues,
approximately $1.3 billion in additional
funding is still required to cover the
construction cost.

Project toll revenues may be used to
further reduce the net project capital
funding requirement.

Using the forecast provided by
InfraConsult, toll revenues would
generate $29.68 billion (YOE) over the
50-year period. This forecast is based on
a 2030 base year traffic volume of
190,000 annual average daily traffic
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e g
Of th&'$10.5 billion capital construction
cost, Measure R provides $811 million
in committed funding.

Metro has identified an additional $3.38
billion in “highway strategy revenues”
or uncommitted funding for the Project’s
capital needs. Assuming the availability
of these strategic revenues,
approximately $6.3 billion in additional
funding is still required to cover the
construction cost.

Project toll revenues may be used to
further reduce the net project capital
funding requirement.

Using the forecast provided by
InfraConsult, toll revenues would
generate $3.37 billion (YOE) over the
35-year period. The forecast assumes
full tolling of trucks on the freight

18




corridor and on the general purpose
lanes, at the following rates:

o Zero emission trucks GP/FC
lanes: Peak hours $10.00 / $5.00;
Off peak hours $2.50 / $1.00

o Other trucks GP/FC lanes: Peak
hours $20.00 / $10.00; Off peak
hours $10.00 / $5.00

The break-even discount rate is less than
zero for the public option, indicating the
need for additional public funding or
other revenues, or a reduction in capital
construction costs, to make the Project
viable.

For the break-even discount rate to reach
5 percent for example, the Team
analysis indicates that Proj
would need to increase b

T O&M and major maintenance
over the 35-year period are estimated at
an additional $1.15 billion and $698
million, respectively.

Using the forecast provided by
InfraConsult, toll revenues would
generate $4.5 billion (YOE), or about
34% higher than the public option due to
an earlier start of operations in 2022.
The forecast uses the same tolling rate
structure as the public option.

The break-even discount rate is less than

zero for the alternative option, indicating
the likely need for additional public

July 8, 2010

InfraConsult

funding or other revenues, or a reduction
in capital construction costs, to make the
Project viable.

For the break-even discount rate to reach
5 percent, for example, the Team’s
analysis indicates that Project revenues
would need to increase by 326%, or
costs would need to be reduced by 82%.

Alternative Option 2

The cash flow analysis for this option
covers a 50-year period (FY 2010
through FY 2059), com
year period for the:

€] pt‘étively.

Using the forecast provided by
InfraConsult, toll revenues would
generate $13.6 billion (YOE), based on
the tolling of the Freight Corridor only.
The forecast assumes an initial per-mile
toll rate of $0.625 (2010 dollars),
escalating at a rate of 3.0% per year.
Over the 50-vear period, traffic volumes
increase at an annual growth rate of
1.69% from 2020 to 2029, 1.88% from
2030 to 2034, 5.84% from 2035 to 2050,
and 1.0% thereafter. These growth rates
take into account the impact of the GP
lanes expansion in 2030.
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Crens haw|
Westside Subway
Regional Connector |

ﬁiff? /;f

1,433
4075
160

44
184

115

Subtotal Subtotal
$1,433 51 40 2 173 $266
$4,119 152 1,706 51,875
$459 44 31 $796

Figure 2. Transit Projects — Committed vs. Uncommitted Funding Sources

The break-even discount rate, at which

the net present value (NPV) of the

Project cash flow equals zero, is 4.34%
over the 50-year peried, indicating the
likely need for additional public funding

or other revenues, or a reduction in

capital construction costs, to make the

Project viable.

For the break-even discount rate to reach

5 percent for example, the Team’s

analysis indicates that Project revenues
would need to increase by 16%, or costs
would need to be reduced by 14%. This
indicates that some additional project
development efforts could result in a
project which might have viability as a

P3.

Transit Projects
The preliminary analysis of project level

cash flows includes the following

elements:

» Capital costs (non-vehicle);

» Capital maintenance {non-vehicle);
+ Maintenance; and
+  Operations (Crenshaw LRT only).
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The cash flows do not include fare box
revenue, rolling stock (including
associated rolling stock capital
maintenance) or rail line operations
(with the exception of Crenshaw LRT).

Crenshaw LRT

The Project has a total funding need
estimated at $3.5 billion (YOE),
including capital construction, capital
maintenance, maintenance and operating
costs over a 35-year period.

With $1.43 billion in committed
Measure R funds, the Project requires
just over $2.0 billion in additional
funding.If an additional $266 million of
proposed uncommitted funding becomes
available, the remaining unfunded
balance for the Project narrows to $1.77
billion.

An additional $2.0 billion of capital
funds and operating revenues are
required for the Project over the 35
years.

Regional Connector LRT

The Project has a total funding need
estimated at $1.7 billion (YOE),
including capital construction, capital

20




maintenance, maintenance costs over a
35-year period. Of this amount, $459
million of committed funding has been
identified for the Project’s capital needs.

An additional $1.3 billion of capital
funds are therefore required for the
Project over the 35 years.

Metro has identified $796 million in
additional uncommitted funding,
Assuming these funds become available,
the remaining unfunded balance for the
Project is $949 million.

Westside Subway Extension

Public Option
The Project has a total fundmg need of
approximately $6.9 billi !
including capital constru
maintenance.and mainte;

< identified $1.9 billion in
adaltxonal uncommitted funding.
Assuming these funds become available,
the remaining unfunded balance for the
Project is $949 million.

Accelerated Alternative Public Opftion
Under this option, the Project has a total
funding need of approximately $5.8
billion (YOE), or nearly 16% less than
the non-accelerated Public Option.

An additional $1.7 billion of capital
funds and operating revenues are
required for the Project over the 35
years.
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A

Assuming the availability of $1.9 billion
in additional uncommitted funding
identified by Metro, $200 million in
excess funds may be available Project-
related uses in the future.

Risk Analysis

The final goal of Task 3C was to provide
an initial qualitative view of risk transfer
under various P3 options. To achieve
this, a simple graphical representa
risk transfer was dev .
For each projec

the difference in risks retained by Metro
0 next to this summary of the public
project a similar chart was developed for
each P3 option. Only those risks that
would be retained by Metro under the P3
option or shared with the private party
are shown on the chart. Risks that would
be transferred to a private entity are not
shown on the chart. A separate color /
bar was used for shared risks.

At a glance this simple graphical view
(Figure 3) shows the impact of each P3
option on the transfer of risk from Metro
to a private party. A brief interpretation
of the bar charts for each project is given
below.
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SR 710 North

Genenic Mame

Design & Construetion

Public

Figure 3: Sample Risk Transfer Chart

Highway Projects

SR-710 North

The risk transfer bar charts for the SR-
710 North indicate that the overall risk
retained by Metro is the highest for the
Public option, as would be expected.,
with the PDA and DBFOM options
presenting better risk allocation
scenarios for Metro than the DBF
option. An interpretation of the bar
charts and risk allocation under each risk
category for the different delivery
methods is summarized as follows:

Planning, Permitting & Approvals

The charts show that neither of the two
risks is fully transferred. The PDA
option appears to present the best
scenario where both risks are shared.
Under the DBF and DBFOM options

one risk is retained with the other shared.

Legislative / Policy

Two out of the nine risks are fully
transferred under DBF and DBFOM,
whereas only one is fully transferred
under the PDA option. The PDA options
appears to offer the best risk transfer
scenario for Metro although the majority
of the risks are shared.
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Design & Construction

The main message derived from the
charts is that a significant number of the
design and construction risks are
transferred under all three P3 options.
Under the PDA option all but one of the
risks are shared thus presenting a greater
risk exposure for Metro than under the
DBF or DBFOM options.

Operations Phase

The risks are fully retained under the
DBF option, as would be expected
because the contract has no operations
related obligations. For the DBFOM and
PDA options all but two of the risks are
fully transferred.

Commercial / Financial

The bar charts indicate that the PDA
option presents the best scenario for
Metro under this risk category although
two unacceptable risks are retained.
More than half of the risks are fully
transferred under all three P3 options.

Acceptance & Third Parties

One risk is transferred under DBFOM.
No risk is fully transferred under the
DBF or PDA options. Under the PDA
option most of the risks (seven out of
eight) are shared, therefore reducing but
not transferring Metro’s risk exposure.
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1-710 South

The risk transfer bar charts for 710
South indicate that overall the least
exposure to risk for Metro is under the
DBFOM option. The DB option presents
only a small improvement over the
Public option. An interpretation of the
bar charts and risk allocation under each
risk category for the different delivery
methods is summarized as follows:

Planning, Permitting & Approvals

All the planning and permitting risks are
retained by Metro for all the delivery
options considered.

Legislative / Policy
Three risks are transferred under the DB
and DBFOM options. Howeve th
unacceptable and undesira
retained by Metro under

For the DB option all operational phase
risks are retained as would be expected
whereas all but three risks are transferred
under the DBFOM option and two of the
three retained risks are shared.

Commercial / Financial

The majority of commercial / financial
risks are retained by Metro under. The
DBFOM options present less risk

exposure to Metro than the DB option.

Acceptance & Third Parties

Four of the eleven risks are fully
transferred under the DBFOM option

July 8, 2010

with another four shared. None of the
risks are fully transferred under the DB
option, although one is shared thus
representing only a minor improvement
over the Public option.

High Desert Corridor

The risk transfer bar charts for the High
Desert Corridor indicate that there will
be a significant reduction in the risks
retained by Metro under the P3
(DBFOM) option when compared to the.
risks under the Public option. A,
interpretation of the bar m
aliocation under eae e

the dlfferent

eigh%msks- are shared under the DBFOM
option. However, Metro remains
responsible for the undesirable risks.

Design & Construction

The bar charts show that most of the
design and construction risks are
transferred under the DBFOM option.
Only one risk is retained outright
although a further seven risks are shared.

Operations Phase

For the DBFOM option all but two of
the risks are fully transferred and the
remaining two risks are shared.

Commercial / Financial

Although more than half of the risks are
transferred under the DBFOM option,
Metro still retains one unacceptable risk
and two undesirable risks. One risk is
shared.
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Acceptance & Third Parties

One risk is transferred and four of the
eight risks are shared under the DBFOM
option. Retained acceptable risks are
reduced from seven to three.

Transit Projects

Crenshaw LRT

Two P3 options have been considered
for Crenshaw Corridor:

o DBFM

o DBFOM
(In general the “M” refers to the
assumption that the contractor would be
responsible for the maintenance of
tunnels, lining to underside of rail,
stations, and critical civil structures to
2039.)

In the DBF OM option,
portion

Th e
of i are transferred to
the ictor (7 out total of 9), with

esirable” risk being retained
(re gardmg objections by community at
grade guide way).

Stations, Stops, Terminals, Intermodal
While two thirds of the risks in this
category are retained, the two transferred
are “‘unacceptable” rating.

Support Facilities Yards, Adm. Bldg

A limited number of risks have been
identified for this category at this stage,
both having been retained by public
sector (undesirable) due to potential
public opposition to the location of the
depot.

July 8, 2010

Site work and Special Conditions

While just under a third of the risks can
be transferred or shared (some of these
“undesirable™), the public retains the
other 60% due to risks of unknown
utilities and/or agreements with utility
companies.

Systems
In this case the vast majority of risks can
be transferred under DBFOM

arrangement, with a single “undesirable’,
risk retained (potential changes 1n
patterns).

ROW Land, Exishi Fovements

the ¢ontract.

Professional Services — Design

More than half the risks wall be
transferred under DBFOM, with a
limited number retained (scope change
and late design changes)

Professional Services — Project
Management, Construction Administration,
Surveys and Testing

The majority of risks will be transferred
under DBFOM, particularly a number of
“undesirable™ risks, with a few retained.

Professional Services — Insurance

Whilst there are a small number of risks
in total, the majority of these will be
transferred under DBFOM.
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Professional Services — Legal / Permits /
Approvals

The majority of these risks are likely to
be retained, as they concern permits and
approvals that the public will need to
manage.

Unallocated Contingency — General

The majority of these risks are likely to
be retained, as they concern public /
stakeholder management and general
risks of terrorism ete.

Unallocated Contingency — Operations

Assuming a full DBFOM contract is

placed, the majority of these risks can be
transferred but some limited risks will be
retained regarding co-ordination with
other services and unanticipated ¢
to service will remain.

but 4 “unacceptable risk transferred.

Stations, Stops, Terminals, Intermodal

The majority of risks in this category are
transferred to the private sector (10 out
total of 14), again some “unacceptable”
risks transferred but with two retained
and a further two “shared”.

Support Facilities Yards, Adm. Bldg

There are no support facilities under this
scheme.

July 8, 2010

A nfraConsult

Site work and Special Conditions

The majority of these risks have been
assessed as “retained” by the public
sector, but with 4 “unacceptable” risks
transferred and 5 “shared” risks.

Systems

In this case all but one of the risks can be
fully transferred under DBM
arrangement but with one “shared” risk.

ROW, Land, Existing Improvements
Whilst there are a hmltecl number

risks in this category, i :
these risks can be ir

Management, Construchon Administration,
Surveys and Testing

Majority of design risk would be
transferred, with three risks being
retained, one of which is shared.

Professional Services — Insurance

Majority of design risk would be
transferred, with one risk being retained.

Professional Services — Legal / Permits /
Approvals

The majortty of these risks are likely to
be retained, as they concern permits and
approvals that the public will need to
manage.

Unaliocated Contingency ~ General

The majority of these risks are likely to
be retained, as they concern public /
stakeholder management and general
risks of terrorism etc.
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Unallgcated Contingency — Operations

As it 18 unlikely that Operations would
be included, these risks are retained.

Unallocated Contingency — Commercial
The majority of these risks cannot be
transferred under P3, although the
majority are rated “acceptable”.

Westside Subway Extension

Two P3 options have been considered
for Westside:
o asingle contract DBFM
o multiple DBFM contract
packages managed by a single
“super” Program Manager
(In these options the “M” refers to the
assumption that the contractor would be
responsible for the maintenan
tunnels, lining to undersi

e “private” sector and there
would a “single point of contact” in each
option.

Further differentiation will be identified
in later tasks when the individual risks
are quantified and a QRA assessment is
made. At that stage the effect of the two
options above can be assessed in more
detail.

Guideway and Track

The charts below show that the majority
of risks in this category are transferred to
the private sector (18 out total of 26),

July 8, 2010

with 4 shared risks retained but 4
“unacceptable” risk transferred. The P3
definition assumes that Metro’s design
of the TBM and lining would be novated
to the DB program manager and guide
way/track/tunnel contractor for final
design and construction. It is assumed
that following appropriate “due
diligence” the private contractor would
adopt the design risk for these elements.

Stations Stops Terminals Intermodal

total of 18), agai
risks transferr

4 “unacceptable” risks transferred. In the
“single” DBFM option, these risks
would be directly managed, whereas in
the “multiple” DBFM option, an
optional DB contract would be for
utilities, probably be managed by the
program manager for Metro through
third party force account work with the
utility companies.

Systems

In this case the all risks can be
transferred under DBFM arrangement.

ROW, Land, Existing Improvements

While there are a limited number of risks
in this category, it is unlikely that these
risks can be transferred under the P3.

Rail Vehicles

Not considered in this exercise as these
will be procured by the public sector.
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Professional Services — Design

Majority of design risks would be
transferred.

Professional Services — Project
Mzanagement, Construction Administration,
Surveys and Testing

Majority of PM would be transferred,
with one risk being retained. It is likely
that there will be some program
management required by Metro during
the program but in both DBFM options,
there will be a “single point of contact”
between Metro and the private sector.

Professional Services — Insurance

Majority of design risk would be
transferred, with one risk being retained.

Professional Services — Legal / Permits
Approvals

Summary/Next Steps

It is not a goal of this phase of the
analysis to reach a conclusion or present
a set of recommendations, but only to
inform Metro of the work to date and to
ensure that there is a consensus on the
factual information provided. Over the
next two months, the InfraConsult team
will be using this data to complete its
analyses of all six projects and present
suggested P3 options for each.

To accomplish that, the team w
developmg shadow bids.foF

ted.Contlngencyr Operations

As it is unlikely that Operations would
be included, these risks are retained,
with the exception of maintenance of
tunnels and civil structures which is
transferred.

Unallocated Centingency — Commercial
The majority of these risks cannot be
transferred under P3, although the
majority are rated “acceptable”.

July 8, 2010

away from Metro. As has been the case
throughout this work, iterations of the
analyses will be used to refine the initial
P3 structures presented as part of this
Executive Summary.

It is anticipated that the draft technical
memorandum summarizing all of the
Task 3 analyses and recommendations
will be available to Metro in mid-
September.
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1.0 BACKGROUND AND SUMMARY

The principal objective of this phase of work {Task 3: Strategic Assessment} is to
determine the suitability of the six initial Measure R projects selected by the LACMTA
{Metro) Board as potential candidates for public-private partnerships (P3s). The three
transit and three highway projects, all of which are included in Metro's Long-Range
Transportation Plan, are:

» Crenshaw/LAX Light Rail Transit Project;

» Regional Connector Light Rail Transit Project;
=  Westside Subway Extension;

»  High Desert Corridor;

» State Route [SR) 710 North Tunnel Project; and
» inferstate (1)-710 South Corridor Project.

Previous work in Task 3 provided detailed information cbout each of the six projects and
defined potential P3 options. This Task 3D report provides initial analysis to help identify
which projects could potentially be developed as P3 projects, with long-range benefit
to Metro and the Los Angeles region. The report supplements the Strategic Assessment
Interim Report provided to Metro on July 8, 2010. As such, if serves as a segue to the
development of business cases, in which aiternate financing, delivery, and cperationai
approaches for each project will be defined and contrasted to public delivery models
and the comesponding benefits and risks 10 Metro will be identified and quantified.

The qudiitative and quantitative assessments in this document are based on
assumptions and available data provided by Metro and other agencies to compare
traditional and P3 delivery methods for each project. Given the current development
status of the six projects, it is not possible at this juncture to develop a final quantitative
assessment of P3-related benefits of the projects to Metro. Thus, certain key drivers
demonstrated to have an impact on value for money (VIM)] in similar projects have
been reviewed and potential ranges of values were estimated where applicable.
Templates were developed to illustrate indicative results based on this subset of key
assumptions. In addition, the non-quantitative aspects of the VM assessment have
been defined and evaluated, particularly in light of the program acceleration goals
confained in Metre's 30/10 Plan,

The indicative results illustrate that each of the six initial projects appear to be good
candidates for financial and project delivery benefits tc Metro when undertaken as a
public-private partnership, particularly when evaluated on a whole-life costing basis.
Furthermore, each project presents a unique set of apportunities for potential
acceleration and cost savings, although the benefits differ substantially among the
projects. Additional analysis appears warranted relative to commercial and
construction risk transfer, timing of public and private sector delivery under the 30/10
inifiative, detdiled tolling strategies and revenues and other information. Such analysis
and detdiling of project development and delivery strategies will be undertaken
through preparation of the respective business plans.

Public Private Partnership Recommendations For Business Case Development
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2.0 VALUE FOR MONEY AND FINANCIAL ANALYSIS

2.1. Value for Money {(VIM) as a Decision Tool

Achieving value for money ("VIM"] in the use of public funds is an overarching
consideration throughout the development, procurement, and delivery of each of the
initial Metro projects being considered as possible P3s. The level of analysis performed to
assess VEM in this report is directly related to the availability of information at existing
stages of project develepment. For example, the current Metro projects have capital
and operating cost data developed for environmental analysis purposes; as the project
development process continues, further design and development work will improve
these estimates and affect the final assessment of VEM. At this stage of development of
the six candidate projects, the analysis is appropriately focused on the major drivers of
ViM for each project and the presence or absence of those drivers, An indication of
VM at this stage should drive the decision to more closely analyze contfract structures,
financing, and other assumpticns that will allow more precise quantification of the ViM
for each project.

2.2. Preliminary Assessment of Value for Money

This assessment of value for money has considered quantitative evidence 1o assess
whether the key drivers of VM support further analysis of P3 as the preferred delivery
method for these Metro projects.

2.2.1. Factors Affecting ViM and P3 Suitability

A number of factors affecting VIM have been considered in assessing each project’s
suitability as a P3, including:

»  Capacity to provide effective management of risks for construction and
operations of a major capital investment;

= Scheduling needs that drive accelerated construction requirements;

= Availability of a private-sector market with the required expertise and skills to
deliver the project in an efficient and effective manner;

» Ability to clearly define those Metro service needs that can be adequately
contracted under an appropriate performance regime to ensure an effective
and accountable delivery of services:

» Ability to clearly define the risk allocation between Metro and the private
partner(s);

= Potential to generate new or additional revenue;

= The types of assets and services that can be costed on a long-ferm, whole-life
basis by the private sector;

= Long-term planning horizons, with assets infended to be used over long periods
into the future; and

s Ability to impose robust performance standards on the private sector,

Public Private Partnership Recommendations For Business Case Developmeni
Program 2 February 2011



2.2.2. initial Analysis

The key determinants of VIM for the P3 projects under consideration by Metro are
construction cost efficiencies driven through risk transfer, schedule acceleration,
operational efficiency, and the ability to use tolling t¢ support project finance on read
projects. We have evaluated ranges of impact for these factors as part of this work by
reviewing the available research performed both in the US and other jurisdictions where
P3 is widely practiced. Generally speaking, a greater proportfion of risk remains with the
public sector under conventional procurement methods compared to the P3
alternative. Using a P3 allows the public sector to fransfer a large number of risks within
both the construction and cperations chases of a project and to incentivize the private
partner to perform more efficiently and effectively through contfractual provisions. In
addition, those risks retained by the public secter are cnes that it can most effectively
and efficiently manage, further optimizing risk fransfer and delivering VM.

The range of procurement options available to public sponsors is shown in Figure 1. The
figure arrays the major categories of risk against those procurement options, showing
which have the ability to transfer such risks effectively from the public to the private
partner. The potential for transfer of risk unique to each project is discussed in this
report.

Figure 1: Range of Procurement Options

Design Risk v v v v v
Construction Risk v v v v v
Maintenance Risk O v v v v
Operations Risk O O v O v
Finance Risk O o O v v
Demand Risk o O o O v

To supplement its direct expetience, the Project Team conducted interviews and also
reviewed a numbper of empirically-based US and international studies on the cost
differentials between alternative project delivery methods, including P3, and traditional
procurement approaches. As summarized in Appendix A to this report, the
demonstrated level of savings achieved by P3 projects relative to conventional
procurement methods has been driven by the nature and complexity of the alternative
delivery method employed, the structure of the contfract and concession documents,
and the specific site and construction conditions present, The two most recent US
exampies of highway and transit capital cost differentials under P3 procurement are

Public Private Partnership Recommendations For Business Case Development
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provided by the Caltrans / San Francisco County Transportation Authority Presidio
Parkway Project in San Francisco and the Denver RTD Eagle P3 Project in Denver. For
the former project, the capital cost bid in mid-2010 by the selected concessionaire for
the Presidio Parkway Project was nearly 45% below engineer’s estimate for
conventionai delivery. With respect to the Eagle P3 Project, the concessionaire
selected in June 2010 provided a capital cost bid almost 22% below engineer’s
estimate. In addition to differentials between P2 bid prices and engineers estimates, the
documented experience with projects completed under conventional design-bid-build
procurement confirms a significant differential between estimated capital costs and
actual capital costs at project completicn that can reach as high as 50%.

Capital Cost Adjustments Applied in Task 3D

For purposes of assessing the financial impact of risk adjustments on the costs of the six
projects, it has been assumed that the “public project capital cost” provided by Metro
represents the project’s final cost upon completion, rather than the most current
estimate. This shorthand allows us to quantify the impact of various types of risk transfer
on the total project cost and 1o crecate a "P3 cost” reflective of those adjustments. In
subsequent full VM analyses, both positive and negative project-specific adjustments
will be made fo the preliminary estimate for the public project capital costin the areas
of:

Contracting method efficiencies;

Scope adustment;

Private transaction costs;

Design contingencies;

Construction methods efficiencies;
Economies of scale;

Construction risk priced by the contractor;
Susceptibility to project change orders
Public ceosts; and

Public retained risk reserves.

For this stage of the analysis, the Team applied a composite risk fransfer number
accumulating to approximately (minus) 30% o arrive ot the P3 copital cost estimate,
prior to applying inflation adjustments. That percentage is substantiated in the
appended review of varicus empirical data socurces. A large portion of that amount is
the result of “fixing” the scope and budget upfront under a P3 procurement, thereby
eliminating potential change orders, schedule adjustments, and interface costs that
often push the completed public project cost to significantly exceed inifial engineering
estimates. Of course, this approach still permits downstream flexibility should the owner
solely choose to modify the scope of the project.

Additional adjustments were made in those instances where the Team determined that
there were possibilities for schedule acceleration under a P3 delivery model. These

differences vary by project depending on the private sector’s ability to achieve service
commencement earlier and with an overdll higher degree of project delivery certainty.
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While significant cost savings have been demonstrated, because of the limited
application of the reviewed empirical data to adjust operations, maintenance, and
ifecycle cost estimates, only capital costs were adjusted in the financial models for this
analysis. Other risk adjustments will be made in subsequent business plan development
and those risks assessed herein will thus be further refined.

The estimated capital cost risk adjustments and schedule acceleration cost benefits in
the P3 project delivery model compared 1o the public project capital cost estimates
are broken down by project in Tables 1 and 2, showing respectively the assumed
adjustments in 2010 present value dollars and in “Year of Expenditure” (YOE) dollars.

Table 1: Capital Cost Adjustments (2010 Present Value Dollars)

{-) Risk/iCost

2010 Dollars Public Project Overrun P3
{billions) Capital Cost Adjustment = Capital Cost
Highways

High Desert Corridor* 26 (0.7) 1.9
SR 710 North 3.5 (1.0 2.5
I-710 8 Full Corridor** 5.5 (0.8) 4.7
Transit

Crenshaw/LAX LRT*** 1.0 (0.3) 0.7
Regional Connector**** 1.1 (0.3) 0.8
Westside Extension 35 (1.1) 2.4

Transit capital costs exclude right of way (ROW) and vehicles.
Highway capital costs exclude pre-construction activities and ROW.

*Includes costs from SR 14 to I-15, P3 Capital Cost includes E&W segments.
**Full Corridor P3 is not considered in this analysis

***|nputs received in 2008 dollars.

****Inputs received in 2009 dollars.
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Table 2: Capital Cost Adjustments (YOE $)

Public

Project {-}) Reduction in {-) Risk/iCost
Year of Expenditure Capital inflation due fo Overrun
{$ billions) Cost Acceleration Adjustment
Highways
High Desert Corridor* 3.5 (0.5) (0.9) 2.1
SR 710 North 5.0 0.7) (1.2) 3.1
[-710 8 Full Corridor™ 8.3 (1.0 (0.7} 6.6
Transit
Crenshaw/LAX LRT*** 1.3 - (0.4) 0.9
Regional Connector* 1.3 - {0.4) 0.9
Westside Extension 44 (0.4) {1.3) 2.7

Transit capital costs exclude right of way (ROW) and vehicles.
Highway capital costs exclude pre-construction activities and ROW.

*Risk adjustment applies to the full project from SR 14 to 1-15.

**Risk adjustment applies to Freight Corridor only. Public capital cost for Freight Corridor is $4.6b, P3 capital cost
$2.3b.

“**No acceleration of delivery has been assumed for these projects.

At the business case stage, a full quantified risk assessment will be made specifically for
each project, considering major categories such as design, construction, operations,
asset and lifecycle replacement, and financing. The empirical evidence of risk value
applied in this assessment will become an effective “checkpoint” at the business case
stage to ensure that the specific characteristics of each project are tested robustly and
that the assessment of risk value is consistent with past procurements of a similar nature.
An essential first step in this more detailed assessment will be the refinement and
detailing of the proper scope for each preoject, an iterative process involving input not
just from project sponsors but dlso from stakeholders and potential private partners and
contractors.

It should also be noted that certain project costs are not included in the Sources and
Uses tables used throughout this report, either because of timing of such expenditures or
because Metro’s project scope excludes them. Excluded items include publicly funded
pre-construction capital costs, predevelopment activities, right of way costs and transit
vehicle costs. However, in order to compare the public and P3 options, such costs
were added back into the Delivery Cost Comparison Tables.
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2.2.3. Refinement of Commercial Risk Transfer

The business cases to be completed in Task 4 will include a full assessment of the
marketabillity of each project as a potential F3 in order to:

=  Ensure a competitive market Is available to respond to the procurement process;

=  Confirm at a high level our assessment of commercial, technical and financial
risk fransfer assumptions during the business case;

« Develop a commercial structure that optimizes risk transfer to the private sector;
and

»  Familiarize and prepare the market for the project.

This will establish a firmer initial basis for the commercial and scoping assumptions made
for each project within the business cases.

2.2.4. Other Factors Demonstrating VIM

During this analysis, a number of other factors were considered in assessing potentiat P3
effects and evaluating VIM. Some of these will be quantified during the business case
stage while cthers will remain qualitative in nature. These factors include the ability to
accelerate construction, potential financing structure, and toll revenue generation,
each of which is discussed below,

Accelerafion of Construction Program

There is strong evidence to suggest that some cof the Metro projects, such as Westside
Extension or the |-710 South, can be delivered under the P3 process in quicker
timeframes due to two factors:

= P3 procurement methods such as Design-Build compared to a conventional
Design-Bid-Build procurement have the potential fo influence the speed of final
design and construction and project delivery; and

= The inclusion of private financing as part of the inifial financing of the projects as
P3s may reduce certain schedule constraints inherent in the use of pubiic
funding for construction costs, including Measure R and Federal Transit
Administration (FTA) New Starts discretionary grant funding.

The benefits of earlier project delivery include reducing the inflationary costs assumed
by conventional procurement due to an acceterated and/or shorter consfruction
pericd, an aspect that will be quantified more rigorously during the business case stage.
In addition, the social, job creation and economic benefits of the projects will occur
earlier in Los Angeles County. Although specific quantification of these benefits is
currently outside the Team's scope of work, the qualitative value associated with these
benefits will be important to consider at the business case stage.

Financial Structuring

Under a typical P3, the cost of capital is higher than that of public sector procurement
for o number of reasons, including the cost of the risk being fransferred, limited access

Public Private Partnership Recommendations For Business Case Development
Proegram 7 February 2011



to tax-exempt debt, related income taxes, and return requirements for the equity
portion of the capital structure.,

At the business case stage, the Team will explore the potential for reduction In the cost
of capital in the development of the P3 alternative, including cptions for tax-exempt
Private Activity Bonds and rate-sulbsidized alternatives such as federal Transportation
Infrastructure Finance and Innovation Act (TIFIA) loans. In addition, we will test a variety
of structures such as the incorporation of milestocne payments, which do not
compromise optimizing risk fransfer but have the benefit of reducing the overall cost of
capital to the project.

Tolling Revenue

To date, only limited traffic and revenue studies have been performed for the highway
projects under consideration. During the business case stage the Team will explore the
potential value these revenues can bring to each project to reduce affordability gaps,
and will also consider how a private developer may identify new and additional
sources of revenue frem traffic which may contribute to achieving greater ViM.

The financial analyses completed at this stage are summarized in this section. These
project level analyses build on the cash flow analyses completed during previous work
for each of the Mefro projects, and form an important step tfoward the development of
a full business case for each project.

2.3. Interpreting Quantitative Value for Money

The following two secticns compare each of the six projects’ delivery costs under the
public and private options by arraying all of the estimated project cost and revenue
components over time and then discounting them kack to a present value. That is the
proper convention for performing VM analysis; however, the cutcome of that analysis
can be misleading if not interpreted in a broader context. While VfM is a broad
concept that can capture both quantitative factors, such as costs, and qualitative
factors, such as service quality and safety, the work has focused on those factors that
can be quantified effectively. Therefore, the outputs from this analysis should not be
considered in isolation and specifically should not be considered as a stand-alone case
for or against P3 delivery structures.

In the next phase of work, the business case will supplement the VIM with a qualitative
analysis o include those benefits that are more difficult to quantify but may be equally
or in some cases more important, such as efficiency, schedule reliability, public budget
certainty, and service quality, as weli as external benefits such as traffic congestion
reduction and air quality improvements.

At this level of analysis, we have used VM primarily as a financial tool, and have not
captured the benefits or costs that accelerating or delaying a project will produce to
stakeholders. In fact, pushing project expenditures to ecarlier in the timeline to deliver a
project sconer can actually skew the VEM by making the initial project cost look higher
in present value terms, when in actuality the cost of an accelerated project in YOE
dollars may be substantially less. That anomaly is due to the interplay between the
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inflation rate and the discount rate; in fimes where inflation is iow but the cost of creditis
relatively high, such skewing is most pronounced.

Simplified schedule assumptions at this stage can also skew the VM. For appropriate
comparison, the same duration for the anclysis period is assumed for both the public
and P3 projects. However, within that total time period, the start and end dates for the
phases of development, construction, and operations may be significantly different.
So, for example, if a P3 option accelerates construction to an earlier date, it will result in
additional years of cperation being counted as a cost during the analysis period, thus
showing greater operating and maintenance expenses. On the revenue side, an earlier
start will produce either more years of operation requiring public subsidy, or more years
of positive cash flow, depending on the project economics. During the business case
analyses, the models could be adjusted to measure such timing effects by holding the
periods constant and, conversely, by letting the analysis periods float rather than being
held equal for both projects.

2.3.1. What Does the VIM Show at this Level?

In light of the above discussion, the primary question is: what does the VIM actually
show at this level? In the subsequent sections of this report, the costs and revenues
associated with each of the six initial projects are presented in both "Year of
Expenditure™ [YCE) dollars and in “Present Value" {PV) dollars, discounted back to 2010.
The YOE dollars are provided to reflect the effect of inflation on costs and revenues
over the expenditure period. In the context of VIM, the most important take-away is the
amount of public investment required for each project delivery method in 2010 present
value dollars. The calculation of present value invoives first inflating costs and revenues
from 2010 present value dollars to the years in which they are assumed to occur (that is,
to YOE dollars), and then discounting them back to 2010 at a rate of 7% 1o reflect the
oppoertunity cost of capital. According to the Office of Management and Budget
(OMB) Circular A-94, opportunity cost of capital refers 1o the rate of return that investors
could have earned through an optimal alternate investment of funds in the capital
markets.

As shown in the Delivery Cost Comparison tables in Sections 3 and 4, the analysis of six
projects indicates varying degrees of VM. For the three highways projects, the present
value of the public investment required under the P3 option is significantly less than for
the public option; the ability to leverage future toll revenues to pay for many of the
project capital and operating costs clearly reduces the need for both upfront and
ongoing public contributions. For the fransit projects, the differences are not as
dramatic over the tota! life of the projects, but remain significant in terms of public
funds required during construction. All three fransit projects show much iower upfront
public funding under the P3 opftion.
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3.0 TRANSIT PROJECTS

3.1. Quantitative Analysis Methodology

For each of the three fransit projects, Crenshaw/LAX LRT, Regional Connector LRT, and
the Westside Subway Extension, the following approach was followed:

Affirmation of a public option identifying the tctal cost of delivery if the project were to
be delivered as currently proposed by Metro (the “public project”); and

Definition of a P3 option identifying the total cost to Mefro of delivering the project
using & P3 approach assuming adjustments in key areas {the “P3 project”).

3.1.1. Scope
For each fransit project and each option, the score of the financial analysis includes:

»  Capital costs — costs related to the design and construction of the project
(excluding the cost of acquiring rolling stock);

»  Capital maintenance — costs related to replenishment and replacement of
capital facilities and equipment [with the exception of rolling stock);

= Non-vehicle maintenance costs — costs related to routine maintenance of
capital facilities such as buildings, grounds, and equipment; structures, tunnels,
and subways; fare collection equipment; stations; roadways and track;
communication systems; and electric power facilities; and

«  Operations (if applicable) — costs associated with the direct operation of fransit
service including salaries and benefits of operators and mechanics.

Currently, the costs associated with the purchase, operations, or maintenance of any
rolling stock for the projects have been excluded from the analysis. Operation of the
line itself is only included for Crenshaw/LAX LRT.

3.1.2. Shructuring Assumptions

It is well understood that pricing transit as a public good inevitably results in fares not
covering operating and maintenance costs. Therefore, we have assumed that the P3
partner would be compensated under an availability payment model, with all fare
revenues contfinuing to accrue to Metro.

Under that model, Metro would make periodic payments fo the P3 partner, the base
amount of which would be bid during the procurement phase. These availablility
payments are typically structured o repay the cost of debt, to provide aretum on
invested capital, and to cover the projected cost of contractually required
maintenance, lifecycle maintenance, and any included operating costs over &
specified contractual period. In some cases, payments may begin during the
construction period 1o cover part of the capital costs as well. Generally, the part of the
availability payment related to financing is fixed, and the portion covering
maintenance and operation {if applicable) is subject fo escalation based on an
agreed-upon index. For this analysis, no source of funding for those payments has been
identified; it may be possible, however, for the portion of the availability payment
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related to capital costs to be paid over time from Measure R and/or other identified
funds.

The following additional assumptions for the P3 structure were also made:

» The responsikility for capital costs, non-vehicle maintenance, and capital
maintenance has been transferred to the P3 partner,;

» The potential to transfer cperating responsibility has been included for the
Crenshaw/LAX LRT project only:;

«  Public funds will be used o contribute to the capital cost;

s The responsibility for any required financing has bbeen fransferred to ¢ P3 partner,;
and

» The term of the analysis is 35 years from the consfruction start date.

Under the public structure, we have assumed that the full project cost is paid from
pubiic funds, and that all future maintenance, operating costs, and repair and
replacement costs are borne by Meftro. The source of these funds is identified when
possible, but no cost of financing has been included at this time in compliance with
Metro conventions.

3.1.3. Inputs fo the Financial Analysis

Estimates for all project costs and the project delivery schedules have been based on
information provided by Metro. InfraConsult has not verified any of the numbers
provided by Metro, nor has it performed any independent review of the accuracy or
completeness of the Metro inputs, In order to identify specific inputs such as Measure R
funding amounts, some numbers are presented as integers of $1 million, but such
specific nomenclature should not be misinterpreted as precision.

The data set for each project includes:

Capital Costs

Public Option. Public sector capital costs were provided broken out by Standard Cost
Category (SCC), the standardized basket of capital costs used for New Starts projects,
as defined by the Federal Transit Administration, and are presented in real dollars on an
annual basis for the construction period. The Team performed preliminary project-
specific quantitative risk assessments to estimate the possible contingencies under the
defined public delivery option for Crenshaw/LAX and the Regional Connector projects,
which were used to supplement the empirical research described above. During the
performance of this analysis, the Team received revised cost estimates for the Westside
subway extension project, including unallocated contingency costs, which have been
used for this project in the financial analysis. Additional quantitative risk assessment will
e performed for all three projects in subsequent analysis.

P3 Option. P3 capital costs were developed by the Team by adjusting the public option
data for schedule acceleration where it was deemed possible. As with the public
options, the Team performed preliminary project-specific quanfitative risk assessments
to estimate the possible contingencies under the defined P3 delivery option for
Crenshaw/LAX and the Regional Connector projects, while the Westside Extension
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project used the unallocated contingency cost estimate from Metro. To estimate
historical private sector efficiency and risk transfer in the P3 option, the fotal P3
construction costs were reduced by an efficiency factor based on & database of P3
projects across the world.

Maintenance, Operations, and Capital Maintenance Costs

Routine maintenance, operations, and capital maintenance costs have not been
adjusted between public and P23 delivery models at this fime. A more detailed analysis
of risk transfer potential including this cost category will be included in subsequent work;
a qualitative discussion of the benefits of this transfer of responsibilities to a private
partner are included in the discussion of each preject.

Routine Maintenance Costs. Routing maintenance costs have been included in the
analysis.

Operations Costs. Operations costs have been included in the Crenshaw/LAX LRT
project analysis only and include the following: Administration; Routine Maintenance;
Transit Operations; and Insurance. Routine maintenance costs and operations costs are
often bundled together and collectively referred to as "Operations and Maintenance,”
or O&M, costs.

Capital Maintenance. Capital maintenance costs—sometimes called repair and
replacement costs-- have been included for each project. Capital maintfenance costs
and capital construction costs are often collectively referred to as lifecycle costs.

3.1.4. Funding

Inputs and assumptions for the timing and amount of Measure R funding available for
each project have been provided by Metro and refined by the InfraConsult Team.
Each project was analyzed over a 35-year period beginning with the start of
construction {the "analysis period.”) The following approach to project funding has
been used in the analyses:

Public Option. Under each of the public options, public funds are assumed to be
available as required and as currently programmed. The primary sources of funding
identified at this fime include Measure R as well as FTA New Starts funding for the
Regional Connector and Westside Extension projects. We have used public funding
assumptions, but acknowledge that some amount of that funding is assumed and not
assured.

P3 Option. Under the P3 options analysis for fransit projects, Measure R funds have been
applied as follows:

=  Measure R funds available during the construction phase for a project have
been used to offset the capital costs up o a maximum of 70% of the project
cost;

= For P3 options relying on grant funds in addition 1o Measure R, the total public
funding expectation has been set at 70% of construction costs with 30% of
construction funding assumed from private finance; and
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= No Measure R Funds have been included to fund project operations.
3.1.5. Financing
The following approaches to financing were used:

Public Option. No cost of financing for public funds has been added to this analysis at
this fime. Any costs associated with leveraging Measure R funds to make them
availakle in advance of when the sales tax receipts would actually be collected have
not been included, nor have financing costs associated with use of tax-exempt bonds
or TIFIA for either Westside or Crenshaw/LAX, as it is not Metro's policy to assign such
financing charges to projects.

P3 Option. The P3 option includes debt and equity for the portion of capital costs to be
financed. The P3 financing terms used for the fransit projects include:

s Target debt to equity ratio of 20%;

»  Target equity rate of return of 14%; and,

» 30 year term for debt including repayment of principal starting in the first
operating period.

3.1.6. Other

The following additional assumptions have been used in the analysis for the fransit
projects:

Inflation Factor: a rate of 3% has been assumed and applied to all cost items, in line
with Metro’s approach to planning for comparisons in YOE $;
Discount Factor: a 7% discount rate has been applied to costs and revenues 1o reflect
cresent value, including the opportunity cost of capital. However, it is important to note
that discounting future YOE dollars at a rate higher than inflation distorts the comparison
between Public and P3 delivery, as it reverses the benefit of accelerating construction
provided by the P3 approach (the Iater the construction takes place, the lower the PV
of construction cost, and with a later start of operations, the lower the PV of O&M and
life cycle costs);
Cost of Borrowing: the optimization of P3 borrowings to reflect possible tax-exempt
options will be done in the next phase analyses, Task 4;
Taxation:

» Federal income tax has been assumed at 35%;

= No state tax has been reflected; and

»  Assels have been depreciated on a straight line basis over the 35-year
concession term, consistent with current market practices that view such shorter
term fransactions as more akin to leases than true concessions.

It is anticipated that individual P3 parthers may censider alternative approaches to
strategic financial structuring options, which will be assessed where applicable in the
Task 4 business cases.
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3.2. Quualitative P3 Benefits

3.2.1. Operaling and Maintenance Savings

In addition to quantified capital cost benefits, the adoption of various P3 strategies that
combine construction with operation and maintenance will result in other, as yet
unquantified, cost savings to Metro. Market precedent suggests that Metro as public
owner can expect to save in areas such as routine maintenance, capital maintenance,
and operations. In fact, Metro's own experience with a private contract for the
provision of Foothill Transit bus service resulted in a 50% cost savings over prior Metro
operation. These savings accrue due to operating efficiencies and to the enhanced
focus on whole-life costing by the private entity which takes on contractual
responsibility for both initial construction and long-term condition and whose
compensation and return depend on a continued and contractually specified level of
performance.

As presented in Appendix A, the Team supplemented its direct experience with focused
interviews and an analysis of publicly available studies and reports that compare the
cost of public sector delivery with private operations and maintenance services. These
studies show:

= The range of savings on specific projects and transit systems were between 12%
and 25%, comparable to savings reported on US highway systems;

» Based on the June 2010 concession agreement awarded for the EAGLE P-3
Program in Denver, the most recent fransit project data point for the US market,
overdll concession costs over the 4é-year concession pericd were more than
$2.7 bilion YOE below RTD estimate, with capital costs alone $367 million YOE
(21.9%) below the RTD engineer’s estimate;

= With respect to Denver RTD bus service contracting, hourly costs for contracted
service have provided a 30% savings over the hourly cost of RTD-provided bus
service ($43 versus $92 per hour in 2007);

»  Cost savings on projects internaticnally were between 11% and 25%, consistent
with the findings on US systems.

It is not possible at this stage to quantify the potential savings from private operations
and maintenance because they are highly dependent on the types of services,
contractual terms, local tabor jaws, and performance standards ultimately adopted by
Metro in its P3 program. As the business cases are developed further, and the Metro P3
Policies are more concretely identified, the potential savings and benefits will be more
clearly defined. However, it should be noted that even if high standards result in lower
cost savings, the benefit to Metro and its riders in terms of better service levels may be
equally or even more important.

3.2.2. Impact on Metro’s Overgll Capital Budget

The cornerstone of all the P3 strategies is the design-build construction approach, and
the use of that approach in and of itself provides several key benefifs to Metro: the
ability to fix the project cost far earlier in the construction/procurement cycle makes
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capital budgeting far more accurate, while greater schedule certainty assists in cash
flow and capital formation requirement planning.

The avaiability of private financing for Metro's program of P3 projects would reduce
the potential burden on Metro's cash flow needs for other projects also scheduled to
be implemented using Measure R and other public revenues during the same
construction period. Given the uncertainty of future federal fransportation legisiation,
the ability to rely on private financing could be particularly advantageous to Metro in
the event that some of the financing mechanisms currently being proposed o deliver
future Measure R revenue in the form of low- or zerc-interest bond proceeds. such as
Qudlified Transit Improvement Bonds [QTIBs), and/or TIFIA assistance, do not materialize
on the fimetable or at the levels anticipated by Metre.

A P3 procurement approach that includes private financing would offer additional
flexibility to Metro's overall capital budget, reducing the amount of public funds
needed in a critical near-term hotizon to construct key highway and transit projects,
particularly those identified as part of the 30/10 program. This approach could crecate a
timing benefit, but in most cases, would not generate any net new project funding over
the analysis period. The balance of any Measure R funding not expended during a
project’s construction period would likely still be required to support future availability
payments to the P3 partner, a portion of which represents repayment of any private
capital provided to the project for construction.

The use of private financing as part of the overall P3 implementation strategy in the
following anaiyses is not meant to suggest that Measure R funding could be
reprogrammed to other projects because it is not required during the construction
phase. Under a P3 approach, the ability to reduce the total amount of Measure R
funding needed for a project would occur only if that project were to generate excess
toll revenues beyond the levels required to cover the totality of a project’s costs over
the analysis period, including a return on equity to the P3 partner in the form of an
avdailability payment or other P3 financial structure. A more detailed examination of
potential P3 financial structures and their effect on Metro's overall capital budget will
be undertaken as a next step in the business plan preparation.

3.3. Project Analyses
3.3.1. Crenshaw/LAX LRT

Project Description

The Crenshaw/LAX LRT Project (see Figure 2} wil provide a connection between the
Exposition Line in the north and the Metro Green Line in the south, and allow continuing
direct rides onto the Metro Green Line [south or east).
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Figure 2: Crenshaw/LAX LRT Project Location
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This line will have a stop with a connection 1o the Los Angeles International Airport (LAX)
via Automated People Mover. Connection to the LAX People Mover (a project
currently proposed by the Los Angeles Werld Airports (LAWA)} has not been included in
this scope.

From a northern terminal at the Exposition/Crenshaw LRT station, the alignment follows
Crenshaw Boulevard south to the Harbor Subdivision and then follows the Harbor
Subdivision to g connection af the Metro Green Line Aviation/LAX station.

The alignment is ¢ combinaticn of at-grade and below-grade along the Crenshaw
Boulevard portion of the line. Along the Harbor Subdivision, the alignment is off-sireet in
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a dedicated right of way that is currently used infrequently by freight trains and is being
studied by Metro (In addition to the Crenshaw/LAX project] as a new fransit line.

Seven stations are proposed. one of which is considered as an option. Stations are 1o
be included at:

Exposition/Crenshaw;
Crenshaw/Martin Luther King Jr.;
Crenshaw/Slauson;

Florence/West;

Fiorence/La Breq;
Aviation/Manchester (optional); and
Aviation/Century.

The alignment includes both above, below, and at-grade sections. Grade separations
are to be located:

Between 3%th and 48" Streets (below grade);

Between é0th St and Victoria Avenue (below grade);

Across La Brea Avenue [aerial);

Across La Cienega Boulevard/1-405 (cerial);

Across Manchester Avenue (aeridl);

Across Century Boulevard [aerial}; and

Adjacent 1o the Los Angeles International Airport south runways (below grade
covered trench).

The Project will require the development of a Maintenance Facility at a location to be
determined. Four sites are being considered in an Environmental Assessment/ Revised
Draft Environmental Impact Report (EA/Revised Draft EIR).

Scenario 1: Crenshaw/LAX LRT - Public Opftion

The public option assumes a design-bid-build approach with construction beginning in
2013 and ending in 2020, with initial operations commencing in 2018. The project scope
includes capital costs, operations, non-vehicle maintenance, and capital maintenance
replacement responsibilities for a 35 year period starting with construction in 2013 and
ending in 2047 {the “analysis period”).

The Project does not include construction of a required maintenance facility to be
shared with the Green Line.

As shown in Tables 3 and 4, capital costs amount to approximately $1.320 killion in Year
of Expenditure {YOE) dollars excluding $133 million for right of way and vehicle costs of
$104 milllion. Measure R funds of $1.203 billion are committed to pay this capital cost (of
which $54é million is to be provided as a TIFIA loan), with other public funding, including
a Tiger It Grant, Proposition A, Proposition C, and lecal agency matching contributions
currently programmed for the remainder. The capital and operations costs of the
Project are assumed to be met by Metro as and when they occur.
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Annual operations and non-vehicle maintenance costs start at approximately $30
million YOE in the first vear of operations and increase over time to $122 million YOE,
totaling $1.94 bilion YOE over the analysis period, with an average annual cost of $66
million YOE. Capital maintenance costs total an additional $176 million YOE over the 35-
year period. No funding scurce has been identified for these costs other than Metro
general revenues.

Table 3: Crenshaw/LAX LRT - Public Option. Sources and Uses during the Construction
Period (2013-2020)

Sources of Fuads During Construction ($m}

Source YOE PV (7%)
Measure R 1,203 810
Other public capital funding 117 25
Other public operating funding 94 48
Total sources 1,414 883
Use YOE PV (7%)
Capital costs (1,320) (835)
Operating costs (16) (8)
Non-wehicle maintenance costs (78) (40)
Total uses {1,414) (883)

" Note that because of variations between the optimal financing structures for public versus private project
delivery methods, certain costs associated with project start-up are treated differently. The sources and
uses tables show that differentiation in order to allow comparison of the options on a line-itern basis. The
costs of partial operation and maintenance prior to full operation of the project can be treated as project
costs and paid for with private capital in the P3 model and then recovered through the availability
payment, but in the public model they are deemed to be non-capital costs and therefore must be paid with
funds so designated.
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Table 4: Crenshaw/LAX LRT - Public Option. Sources and Uses during the Analysis Period
(2013-2047)!

Sources of Funds During Analysis Period {$m}

Source YOE PV (7%}
Measure R 1,203 810

Other public capital funding 117 25

Other public operating funding 2,116 394

Total sources 3,436 1,229
Use YOE PV (7%)
Capital costs (1,320) (835)
Operating costs (323) (62)
Non-vehicle maintenance (1,617) (306)
Capital maintenance costs (176) (26)
Total Uses (3,436) (1,229)

Scenario 2;: Crenshaw /LAX LRT - P3 Option

The P3 option for the Crenshaw/LAX LRT Project assumes that the capital costs,
operations, non-vehicle maintenance, capital maintenance and financing for the
Project are the responsibility of a P3 partner. Other options will be cssessed in the
pbusiness case, including a combined operation with the Green Line, inclusion of the
acguisition and maintenance of the rolling stock for both lines, and construction and
operation of the maintenance facility for both. All amounts used in this preliminary
anatlysis are planning estimates, with significant refinements to be undertaken during
Task 4.

Figure 3: Crenshaw/LAX LRT - P3 Option

Design Risk v
Construction Risk v
Maintenance Risk v
Operations Risk v
Finance Risk v
Demand Risk O
Public Private Partnership Recommendations For Business Case Development

Program 19 February 2011



Two forms of payment would be assumed by Metro for the Project:

Measure R funding during construction is used to meet 70% of the capital cost; and
Annual availability payments during operations would be structured to meet the costs
of operations, nen-vehicle maintenance, capital maintenance and debt service.

The use of Measure R funding during construction for this Project is limited to 70% of the
capital cost based on similar [evels of public funding support for transit projects in the
US. This constrained amount is less than the amount included in the current Measure R
funding plan due to the need to include appropriate equity within the Project. During
the next phase variable equity amounts may be considered.

Construction is scheduled to commence in 2013 with completion occurring in 2020.
Initicl operations are scheduled to start in 2018, 2 years before final complefion of
construction, for both the P3 option and public opfion. The Project cash flows have
been analyzed over a 35 year period starting with construction in 2013 and ending in
2047. Refer to Tables 5 and 6.

The capital and operating costs for the Project are assumed to be met using ¢
combination of public funding and private finance during construction and availability
payments made annually during operations. The risk-adjusted capital costs amount 1o
$840 million YOE and do not include pre-develocpment costs, right of way and vehicle
capital costs, totaling $198 million, which are presumed to be paid by Metro. These
additienal costs include the following:

= Pre-construction costs of $32 million YOE {$28 million in 2010 present value dollars)
between 2010 and 2013;

ROW costs of $133 millien YOE {$98 miillion in 2010 present value dollars); and

»  Vehicle costs of $104 miillion YOE ($82 million in 2010 present value dollars).

Annudl operations and non-vehicle maintenance costs start at approximately $30
millicn YOE in the first year of operations and increase over time 1o $122 million YOE,
totaling $1.91 bilion YOE over the analysis period with an average annual cost of $66
million YOE. Capital maintenance totals an additional $22é million YOE over the 35-yvear
pericd. No funding scurce has been identified for these costs other than Metro general
revenues.

The main source of funds during the analysis pericd is the availability payment stream
that would be funded by Metro. The total availability payment amount for the Project is
estimated at $3.56 billion YOE, which represents 29 annual payments averaging
approximately $123 million YOE. The initial payment would be $119 milicn YOE starting
in the first year of operations in 2019 and increase over time to $159 million YOE. The
2010 present value of the total stream of availability payments is $778 million.
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Table 5: Crenshaw/LAX LRT - P3 Option. Sources and Uses during the Construction Period

(2013-2020)

Sources of Funds During Construction {$m}

Source YOE PV (7%)
Private financing 312 211
Measure R 602 408
Other public capital funding - -
Other public operating funding - -
Total sources 914 619

Uses of Funds During Construction ($m)

PV (7%)
Capltal costs (860) (583)
Financing costs (54) {36)
Total uses (914) {619)

Table &: Crenshaw/LAX LRT — P3 Option. Sources and Uses during the Analysis Period

(2013-2047) 1

Sources of Funds During Analysis Period ($m)

Source YOE PV (7%)
Availability payments 3,559 778
Measure R 602 403
Other public capital funding - -
Other public operating funding - -
Private financing 312 21
Total sources 4,473 1,397

Uses of Funds During Analysis Period ($m)}

YOE PV (7%)
Capltal costs (860) {583)
Capital maintenance costs (226) (50)
Operating costs {318) (82}
Non-wehicle maintenance (1,593) (313)
Taxes {(415) (99)
Debt senice and retums to equity (1,061) (290)
Total Uses {4,473) (1,397)
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As part of the FY 2010 TIGER Il pregram funded by the American Reinvestment and
Recovery Act [ARRA], the Crenshaw/LAX LRT project was awarded a $20 million USDOT
grant that will subsidize a $546 million TIFIA loan to Metro in support of the project’s
capital costs. The ability of the TIFIA loan to further leverage Metro revenues and
enhance the overall financidl structuring options under a P3 procurement will be further
analyzed in Task 4.

Potential Benefils of a Crenshaw/LAX LRT P3

Using the broad P3 capital cost saving ranges experienced in other P3 projects and
incorporated inte this preliminary financial analysis, the P3 procurement structure could
reduce the amount of Measure R funding required during the construction period by
$601 million YOE {$402 millicn in 2010 present value dollars) and reduce the anticipated
construction cost of the Crenshaw/LAX LRT project by $440 million YOE {$252 million in
2010 present value dollars). Under this scenaric, the P3 option illustrates a lower total
cost on a present value basis, indicating potential VIM in the P3 approach.

The full business case analysis will include the quantification of other benefits that can
only be described qudlitatively at this stage, such as reductions in the cost of routine
ond capital maintenance and possibly operations. Given the particular configuration of
this line, we will also explore the merits of expanding the scope of the P3 operations and
maintenance to include the existing Green Line and a new maintenance facility
serving both lines.

The total costs of delivery for both the Public and P3 options have been compared in
Table 7 in 2010 present value dollars discounted at 7%. The 2010 numbers are presented
solely for the purpose of determining an indicative VM, and do not represent real
values for either capital costs or operating period expenditures, but represent a way of
comparing expenditures made over different time periods.
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Table 7: Crenshaw/LAX LRT - Public and P3 Options. Delivery Cost Comparison
Crenshaw/LAX LRT (PRESENT VALUE 2010 @ 7%}

Years of Operation 2018-2047 2018-2047
Public P3
Pre-construction Incl. in 28
const.

ROW 98 98

Capital cost Vehicles 82 82
Subtotal 180 208
Construction cost 835 583
Total capital cost 1,015 791
Operating costs 62 62
Routine non-vehicle maintenance 306 313

" Capital maintenance 26 50

Additional costs Financing costs + taxes’ N/A 178
Total additional costs 394 603

Total project cost 1,409 1,394

-
Pre-construction + ROW + 180 208
Vehicles
Measure R 810 408
Other public funding required for 25 -
' _ _ capital costs

Public funding required Subtotal public funding req.- 1,015 616
construction period only
Other public funding required for 394 Incl. in
additional costs Avail Pmt
Availability Payment® N/A 778

Total public funding requirement 1,409 1,394

* assumes $211 million in private financing by the P3 partner during construction

2 may be funded by various public sources, including batance of Measure R funds not expended during
censtruction

3.3.2. Regional Connector LRT

Project Description

The Regional Connector Project (see Figure 4) includes a 1.9 mile light rail extension in
downtown Los Angeles extending between Little Tokyo Gold Line Station and the
7th/Metro Red Line station. The Regional Connector connects the Gold Line
(Pasadena) to the Biue Line [Long Beach) [called the North-South line, extending
approximately 50 miles) forming one operating line, and also connecting the Eastside
Gold Line to the Exposition Line {called the (East-West line, extending approximately 25
miles).
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The analyses contemplated in this report have been completed using the Fully
Underground LRT Alternative — Litile Tokyo Variation 1, which was adopted by the Metro
Board as the Locally Preferred Alternative on QOctober 28, 2010. The Draft EIS/R was
released on September 3, 2010.

The three new stations are located at;

» 2nd/Central {between Central and 1st Sireet);
» 2nd Street between Broadway and Spring; and
»  2nd/Hope adjacent to Dishey Hall.

A Record of Decision for the Project is expected in 2011, The current construciion
schedule shows commencement in 2013 and completion of all segments occurring in
2019. At this time, local public funding for the Project is limited to $140 million in Measure
R. Meftrois applying for FTA New Starts funding to cover 60% of the Project capital cost.
while New Starts is a highly competitive discreticnhary program, the Project performs
exceptionally well based on all of the New Starts evaluation criteriq, particularly
transportation system user benefits, and is thus well-positioned to receive a substantial
share of its funding from this source. Other sources of funding available to Metro are
adlso proposed for the project.

Figure 4: Regional Connector LRT Project Location
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Scenario 1: Regional Connector LRT = Public Oplion

The public option for the Project delivery assumes a design-bid-build approach; the
Project scope includes the capital cost, non-vehicle maintenance, and capital
maintenance replacement responsibilities for a 35 year pericd for the Project.
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Constructicon is scheduled to commence in 2013, with full completion occurring in 2019;
initial operation is scheduled to start in 2018. The Project cash flows have been analyzed
over a 35 year period starting with construction in 2013 and ending in 2047, Refer to
Tables 8 and 9.

Capital costs amount to $1.339 billion YOE, excluding costs for right of way and vehicles
totaling $101 million YOE, and cre assumed to be met by Metrc as and when they
oceur. Measure R contributes $160 million YOE to the Project; the balance is projected
to come from other public sources.

Annual non-vehicle maintenance costs start at approximately $2 millon YOE in the first
year of operations and increase over time to approximately $4 million YOE, totaling $97
million YOE over the analysis pericd, with an average annual cost of $3 million). Capital
maintenance totals an additional $197 million YOE over the 35-year period. Public funds
will be required for both, as well as for operations, which has not been included in this
model.
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Table 8: Regional Connector - Public Option. Sources and Uses during the Construction

Period (2013-2019)?

Sources of Funds PBuring Construction {$m)

Source YOE PV {7%)
Measure R 160 110
Other public capital funding 1,179 783
Other public operating funding 5 2
Total sources 1,344 895

Uses of Funds During Construction ($m)

Table 9: Regional Connector - Public Option. Sources and Uses during the Analysis

Use YOE PV (7%}
Capital costs {1,339} {893)
Non-vehicle maintenance {5} (2)
Total uses (1,344) (895)

Period (2013-2047)2
Sources of Funds DBuring Analysis Period ($m)

Source YOE PV (7%)
Measure R 160 110
Other public capital funding 1,179 783
Other public operating funding 294 50
Total sources 1,633 943

Uses of Funds During Analysis Period ($m)

Use YOE PV (7%)
Capital costs {1,339} {893)
Non-vehicle maintenance (97) (21)
Capital maintenance costs {197} {29}
Total Uses (1,633) {943}

Scenario 2; Regional Connecfor LRT ~ P3 Opftion

The P3 option for the Regional Connector LRT Project assumes that the capitai costs,
non-vehicle maintenance and financing responsibilities are assumed by a P3 partner,
with Metro retaining responsibilities for the provision and cost of operations.

2 Note that because of variations between the optimal financing structures for public versus private project
deiivery methods, certain costs associated with project start-up are treated differently. The sources and
uses tables show that differentiation in order to allow comparison of the options on a line-item basis. The
costs of partial operation and maintenance prior to full operation of the project can be treated as project
costs and paid for with private capital in the P3 model and then recovered through the availability
payment, but in the public model they are deemed to be non-capital costs and therefore must be paid with

funds so designated.
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Figure 5: Regional Connector - P3 Option
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Two forms of payment would be assumed by Metro for the Project:

s Measure R funding during construction is used 1o meet capital costs; and
= Annual availability payments during operations would be structured to meef the
costs of non-vehicle maintenance, capital maintenance and debt service.

The use of Measure R funding during construction for this Project is limited to the $160
million currently programmed. Unlike the Crenshaw/LAX Project, this amount is not
constrained as a percentage of the capital cost; rather it is solely limited by the
Measure R funding plan. Construction is scheduled to commence in 2013 and finish in
2019, which is the same schedule as the public option. The Project cash flows have
been analyzed over a 35-year period starting with construction in 2013 and ending in
2047. Refer to Tables 10 and 11.

Capital costs amount to $1.04 billion YOE and do not include the following:

= Pre-construction costs of $83 million YOE ($69 miillion in 2010 present value dollars)
between 2010 and 2012;

= ROW costs of $78 million YOE {$58 million in 2010 present value dollars); and

»  Vehicle costs of $23 million YOE ($15 million in 2010 present value dollars).

Annual non-vehicle maintenance costs start at approximately $2 million YOE in the first
vear of operations and increase over time to approximately $4 million YOE, totaling $97
milion YOE over the analysis period, with an average annual cost of $3 million YOE .
Capital maintenance totals an additional $197 million YOE over the 35-year period.
Public funds will be required for both, as well as for operations, which has not been
included in this model.
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Table 10: Regional Connector - P3 Option. Sources and Uses during the Consiruction
Period (2013-2019)2

Sources of Funds Buring Construction {$m}

Source YOE PV (7%)
Private financing 882 610
Measure R 160 110

Other public capital funding - -
Qther public operaiing funding - -

Totai sources 1,042 720
Use YOE PV (7%)
Capital costs (876) (610)
Net transfers to reserve accts (1) {0}
Financing costs (163) (109}
Non-vehicle maintenance (2) (1)
Total uses {(1,042) {720)

Table 11: Regional Connector - P3 Option. Sources and Uses during the Analysis Period
(2013-2047)2

Sources of Funds During Analysis Period ($m)

Source YOE PV {7%)
Availability payments 4,347 1,008
Interest Income 6 1
Measure R 160 110

Other public capital funding - -
Other public operating funding - -

Private financing 282 610

Total sources 5,395 1,729

Use YOE PV (7%)
Capital costs (876) {610)
Capital maintenance costs (186) (28)
Non-vehicle maintenance {97) (22)
Taxes (943) {218)
Debt service and returns to equity {3,293) {851)
Totai Uses (5,395) (1,729)
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The main source of funds during the analysis period is the availability payment stream
that would be funded by Metro. The total availability payment amount for the Project is
estimated at $4.35 billion YOE, which represents 29 annual payments averaging
approximately $150 million YOE. The initial payment would be $125 million YOE starting
in the first year of operations in 2019 and increase over time to $182 million YOE. The
2010 present value of the total stream of availability payments is $1.01 biliion.

Potfential Benefits of a Regional Connector LRT P3

A P3 Could Provide Needed Upfront Capital

Planned Measure R funding for the Regional Connector LRT is insufficient to meet the
cost of capital for this Project under either delivery option. The Project will therefore
have to rely on other programmed funding scurces, which may include FTA New Starts
funding, State LONP Reimbursement Funds, Proposition 1A High-Speed Rail and
Proposition 1B Bond funding, Regional Improvement Prograom funds and matching
contributions from local agencies.

A comparison of the total costs of delivery for both the public and P3 options in 2010
present value doliars indicates that the P3 may not create VM on a pure financial
basis, assuming that all required public funding matericlizes. Under the public option,
the present value of public funding required to construct and maintain the project over
the analysis period is $1.016 billion, versus $1.260 billion for the P3 option. However, the
P3 option could attract $882 million YOE in private investment, which would eliminate
the need for any upfront pubilic capital funding above the committed Measure R funds.
And, by transferring the risk of capital financing and capital maintenance under the P3
option, in whole orin part, the potential for VM may be further realizable.

Given the critical role this project plays in the interconnectivity of the entire Metro
system, the Team did not consider private operation of this link, but only analyzed
private maintenance and lifecycle replacement. The optimal use of Measure R and
other public funding scurces will be explored more fully in the next task; however, the
preliminary analysis illustrates that the Project can be successfully structured using either
public funds from Measure R and New Starts or a combination of Measure R and
private financing. Given the project’s criticality, the Team could also assess smaller-
scale P3 options for key pieces of its non-fransit scope, such as elevators and escalators
and stations.

The total costs of delivery for both the Public and P3 options are compared in Table 12
in 2010 present value dollars. The 2010 numbers are presented solely for the purpose of
determining an indicative VIM, and do nct represent real vatues for either capital costs
or operating pericd expenditures, but represent a way of comparing expenditures
made over different fime periods.
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Table 12: Regional Connector - Public and P3 Options. Delivery Cost Comparison

Regionat Connector (PRESENT VALUE 2010 @ 7%}

Years of Operation 2018-2047  2018-2047
Public P3
Pre-construction Inct in Eonst. 69
ROW 58 58
Capital cost Vehicles 15 15
Subtotal 73 142
Construction cost 893 610
Total capital cost 966 752
Reutine non-vehicle maintenance 21 22
" Capital maintenance 29 28
Additional costs
Financing costs + taxes’ N/A 458
Total additional costs 50 508
Total project costs 1,016 1,260
...
Pre-construction + ROW + 73 142
Vehicles
110 110
Measure R
Other public funding required for 783 -
Public funding capital costs
required Sublotal public funding req. - 966 252
construction period only
Other public funding required for 50 Incl. in
additional costs Avail Pmt
Availability Payment? N/A 1,008
Total public funding requirement 1,018 1,260

' assumes $810 million in private financing by the P3 pariner during construction

2maybe funded by various public sources, including balance of Measure R funds not
expended during construction

3.3.3. Westside Subway Extension

Project Description

The Westside Subway Extension Project [see Figure ) will extend Metro Rail Service to
Westwood. The most probable project will be a 9.36-mile extension of the Metro Purple
Line from Wilshire/Western to a terminus at the Westwood/VA Hospital. The technology
is heavy rall fransit and is compatible with the current Metro Rail operations for the
Metro Red and Purple Lines. The project will have seven stations; no station area
parking is planned. The seven stations are located at:

=  Wilshire/La Breq;
*  Wilshire/Fairfax;
= Wilshire/La Cienegaq;
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Wilshire/Rodeo;

Constellation/Avenue of the Stars (Century City);
Westwood/UCLA (off-street); and

Westwood/VA Hospital (south of Wilshire}.

The most probable project will be all underground (similar o the current Metre Red and
Purple Lines) and wouid utilize a twin tunnel bore construction process with cut-and-
cover construction at all stations and cross-overs. Four tunnel boring machines (TBMs)
would be required for construction. The Project includes an expansion of the current
Metro Red Line maintenance yard to accommodate the needed vehicles and
operating and maintenance services needed. In addition the Project includes funding
towards the expansion of the existing Rail Operations Center (ROC).

Multiple alignments are still being considered in the Century City / Westwood area. The
alignment between the Constellation/Century City station and the UCLA/Westwood
station is assumed for the purposes of this study.

A Record of Decision for the Project is expected in 2011. The current construction
schedule shows commencement in 2014 and completion of all segments occurring in
2023 for public and 2021 for private options. Public funding for the Project is $2.8 billion
YOE in Measure R.

Figure 6: Westside Subway Extension Project Location
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Scenario 1: Wesiside Subway Exiension - Public Option

The public option assumes a design-bid-builld approach to project delivery. The project
scope includes the capital cost, non-vehicle maintenance and capital maintenance
replacement responsikilities over a 35 year pericd for the Project.

Construction is scheduled to commence cn certain elements in 2012, with arevenue
operafions date of approximately June 2021. The project cash flows have been
analyzed over a 35 year period starting with significant construction in 2014 and ending
in 2048. Refer to Tables 13 and 14.

Capital costs amount to approximately $4.4 billion YOE, with an additional $0.8 billion
YOE in costs for right of way and vehicle capital costs. Measure R contributes $2.834
bilion YOE; the balance of the required capital is assumed to come from other public
sources including FTA New Starts funding but is currently unfunded. Project financing is
proposed through TIFIA and through a federally-supported interest-free bond program
proposed by Metro.,

Annuadl non-vehicle maintenance costs start at approximately $11 million YOE in the first
vear of operations and increase over time to $16 milion YOE, totaling $351 million over
the analysis period, with an average annual cost of $13 million Capital maintenance
totals an additional $637 million YOE. Public funds will be required for both, as well as for
operations, which has not been included in this model.

Table 13: Weslside Subway Extension = Public Option. Sources and Uses during the
Construction Period (2014-2023)°

Sources of Funds During Construction {$m)

Source YOE PV {7%)
Measure R 2,834 1,758
Other public capital funding 1,552 728
Other public operating funding 21 g
Total sources 4,407 2,495
Use YOE PV {7%)
Capital costs (4,386} (2,486)
Non-vehicle maintenance (21) (9}
Total uses (4,407) {2,495)

% Note that because of variations between the optimal financing structures for public versus private project
delivery methods, certain costs associated with project start-up are treated differently. The sources and
uses tables show that differentiation in order to allow comparison of the options on a line-item basis. The
costs of partial operation and maintenance prior to full operation of the project can be treated as project
costs and paid for with private capital in the P3 model and then recovered through the availability
payment, but in the public model they are deemed to be non-capital costs and therefore must be paid with
funds so designated.
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Table 14: Westside Subway Exiension - Public Option. Sources and Uses during the

Analysis Period (2014-2048)3

Sources of Funds During Analysis Period (3m)

Source YOE PV (7%)
Measure R 2,834 1,758
Other public capital funding 1,552 728
Other public operating fund 988 137
Total sources 5,374 2,623

Uses of Funds During Analysis Period {$m)

Use YOE PV (7%)
Capital costs (4,386) (2,486)
Non-vehicle maintenance (351} (65)
Capital maintenance costs (637) (72)
Total Uses (5,374) (2,623)

Scenario 2: Westside Subway Extension — P3 Option

The P3 option for the Westside Subway Extension Project assumes that the capital cost,
non-vehicle maintenance, capital maintenance and financing responsibilities for the
Project are assumed by a P3 partner, and the transit operations are provided by Metro.

Figure 7: Westside Subway Extension - P3 Option
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Two forms of payment would be assumed by Metro for the Project:

»  Measure R funding during construction is used 1o meet the cost of capital; and
»  Annual availability payments during operations would be structured to meet the
costs of non-vehicle maintenance, capital maintenance and debt service.
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The use of Measure R funding during construction for this Project is limited to 70% of the
capital cost, or $1.2 billion, based on similar levels of public funding support for fransit
projects in the US. This constrained amount is less than the amount included in the
current Measure R funding plan due to the need to include appropriate equity for the
concessionaire within the Project. During the next phase variable equity amounts may
be considered. No acceleration of funds has been included in this analysis.

Construction of certain elements (i.e., utility relocations, etc.) is scheduled to
commence in June 2012 with major construction beginning in 2014 to be completedin
2021; initial operations are due to commence in June 2019. This schedule represents a
one-year acceleration compared to the public option, with the non-vehicle and
capital maintenance costs shown below therefore also reflecting an additional year of
costs incurred over the 35-year analysis period [2014-2048) used for both the public and
P3 options. The project cash flows have been analyzed over a 35 year period starting
with major construction in 2014 and ending in 2048.

As shown in Tables 15 and 16, risk-adjusted project capital costs amount to $2.7 billion
YOE, and do not include the following:

* Pre-construction costs of $282 million YOE {$25% million present value 2010}
between 2012 and 2014;

=  ROW costs of $193 million YOE {$161 million present value 2010); and

v«  Vehicle costs of $655 million YOE ($430 million present value 2010).

Annudl non-vehicle maintenance costs start at approximately $10 million YOE in the first
year of operations and increase over time to $14 million YCE, totaling $358 million YOE
over the analysis period, with an average annual cost of $13 million. Capital
maintenance totals an additional $520 million [YOE) over the 35-year pericd. Public
funds wili be required for both, as well as for operations, which has not been included in
this model.

Table 15: Wesiside Subway Extension — P3 Option. Sources and Uses during the
Construction Period (2014-2021)3

Sources of Funds Buring Construction {$m)

Source YOE PV {T%)
Private financing 1,065 625
Measure R 1,500 1,119

Other public capital funding
Other public operating funding

Total sources 2,968 1,744
Uses of Funds During Construction ($m)

Use YOE PV (7%)
Capital costs {2,715) (1,599)
Financing costs {244) (140}
Non-vehicle maintenance {10) (5}
Total uses (2,969) {1,744)
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Table 14: Westside Subway Extension = P3 Option. Sources and Uses during the Analysis
Period (2014-2048) 3

Sources of Funds During Analysis Period {(3m)

Source YOE PV (7%)
Availability Payments 6,039 1,164
Measure R 1,900 1,119

Other public capital funding -
Other public operating funding - .
Private financing 1,069 625

Total sources 9,008 2,908
Use YOE PV (7%)
Capital costs {2,715) {1,599)
Capital maintenance costs {590) {87)
Non-vehicle maintenance {358) (74)
Taxes (1,346) (256)
Debt service and returns to equity (3,999) {892)
Total Uses (9,008) (2,908)

During the construction period, sources of funds include $1.9 billion YOE of Measure R
and nearly $1.07 billion YOE in private debt and eguity. The most significant use of funds
is for the Project's capital costs estimated at $2.7 billion YOE. As previously discussed,
the capital cost shown in Tables 15 and 16 does not include an additional $0.9 billion
YOE in pre-construction activities, right of way acquisition and vehicle purchases. These
costs are added back in Table 17 for comparison with the public option.

The main source of funds during the andlysis period is the availability payment stream
that would be funded by Metrc. The total availability payment amount for the Project is
$6.04 billion YOE, which represents 27 annudl payments during operations averaging
approximately $223 million YOE. The initial payment would be $174 million YOE starting
in the first year of operations in 2022 and increase over time to $234 million YOE. The
2010 present value of the total stream of availability payments is $1.16 billion.

Potential Benefils of a P3 for the Westside Subway Extension

The P3 Indicates Potential Value for Money

Planned Measure R funding as currently programmed for the Westside subway
extension is insufficient to meet the cost of capital for the Project under either delivery
option. The Project will therefore have to rely on other funding sources which may
include a combination of accelerated Measure R funding, FTA New Starts and private

financing.

As shown by comparing Takles 13 and 15 above, the P3 procurement structure could
reduce the amount of Measure R funding required during the construction pericd by
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$934 million YOE and reduce the anficipated construction cost of the Westside Subway
Extension project by $1.67 bilion YOE ($887 million in 2010 present value dollars). Under
this scenario, the P3 option also illustrates a lower total cost on a present value basis,
indicating potential ViM in the P3 approach.

in Table 17, the total costs of delivery for both the public and P3 options have been
compared in 2010 present value dollars, discounted at 7%. This analysis has been
developed as foilows:

= Public funding for pre-construction capital cost and other costs includes
predevelopment activities, right of way costs and the cost of vehicles;

= Public funding during construction includes public funding required to cover
capital costs not met by public or private financing; and

= Public funding during operations represents addifional costs for non-vehicle
mdintenance and capital maintenance in the public delivery option.

The 2010 numbers are presented solely for the purpose of determining an indicative
VM. They do not represent real values for either capital costs or operating period
expenditures, but do represent a means of comparing expenditures made over
different time periods.

As shown in the early stage analysis in the following Table 17, the PR option has the
potential to:

= Offer a lower total present value cost 1o Metro through realization of efficiencies
in delivery;

»  Require $628 million less in fotal capital costs on a present value basis;

= Reduce the public capital need for construction by $1.11 billion on a present
value basis;

= Attract more than $1 billion YOE in private investment as required to fund
construction;

s Advance the project schedule by o full year; and

=  Require $639 miliion less of Measure R money during the construction period on a
present value basis.
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Table 17; Westside Subway Extension ~ Public and P3 Options. Delivery Cost Comparison

Westside (PRESENT VALUE 2010 @ 7%}
Years of Operation 2023 - 2048 2022 - 2048
Public P3

Pre-construction Incl. in const. 259
ROW 161 161
Vehicles 430 430

Capital cost Subtotal 591 850
Construction cost 2,488 1,589
Total capital cost 3,077 2,449
Routine non-wehicle 65 74
maintenance’

Additionat costs Capital maintenance’ 72 87
Financing Costs + Taxes?® N/A 523
Total additional costs 137 684

Total project costs 3,214 3,133
Pre-construction + ROW + 561 850
Vehicles
Measure R 1,758 1,116
Other public funding req. - 728 -

Public funding capita costs

required
Subtotal public funding req.- 3,077 1,969
construction period only
Other public funding required for 137 Incl. in
additional costs Avail Pmt
Availability Payment® N/A 1,164

Total public funding requirernent 3,214 3,133

' routine and capital maintenance costs include one additional year of operation for the
P3 option

2 assumes $625 million in private financing by the P3 partner during censtruction

*may be funded by various public sources, including balance of Measure R funds not
expended during construction
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4.0 HIGHWAY PROJECTS

4.1. Quantitative Analysis Methodology

The InfraConsult Team developed the following approach to evaluate the three
Highway projects considered in Task 3:

= Development and andlysis of a public option identifying the tetal cost o Meitro
of delivering the project without toli revenues; and

= Development and analysis of a P3 opftion identifying the total cost to Metro of
delivering the project using a Private sector partner, with tolling as appropricte.

The key assumptions and appreach are described below, followed by discussicn of the
analyses conducted for each project.

4.1.1. Scope

Each of the highway projects was andlyzed as ¢ public project (with no tolling) and a
P3 option [with toling included). The scope of the analysis included consideration of:

»  Capital costs — costs related to the design and construction of the project;

«  Capital maintenance — costs related to replenishment and replacement of
capital facilities and equipment;

= Routine maintenance costs — costs related to routine maintenance of capital
facilities such as roadways, structures and tunnels; toll collection equipment;
communication systems; buildings, grounds, and equipment and electric power
facilities;

= Operations — costs associated with the toll collection; and

» Toll revenue.

4.1.2. Sfructuring the P3 Capilal and Revenue Options

Legal Issues Affecting the P3 Program

Authorization for tolling of projects developed using a public-private partnership is
found in Streets and Highways Code section 143, adopted by the Legislature in 2009.
This law grants Metro authority to enter into agreements with the private sector for
development of new toll roads, funnels and additional lanes on existing highways, in
cooperation with Caltrans and subject 1o approval by the California Transportation
Commission (CTC). As the law sunsets on January 1, 2017, this means that Metro would
have to award its contracts before that date, unless the Legistature extends the
deadline.

Section 143 and the implementing guidelines adopted by the CTC include a number of
requirements that will affect Metro's projects. As the CTC has approved the Presidio
Parkway under Section 143, a (non-tolied) DBFOM project using an availakility payment
approach, many guestions relevant to Metro's projects will have already been
addressed, thereby helping to expedite any potential P3 process for Metro.
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Although it is not possible to predict future CTC decisions, the three potential 1oll
projects described in this report appear to qualify for the Section 143 program. The
capital structure assumed for the P3 highway projects presupposes both design-build
procurement to establish a fixed cost to complete, and a tolling regime fo create
sufficient revenues to pay an adeguate return on investment, all debt service on any
debt required, both routine and capital maintenance, and all costs of operation.

Cdlifornia State legislative approval is required to toll projects on the State highway
system, and the legislature has in the past granted tolling authority 1o various public
agencies for specific roadways, bridges and tunnels, but it has not granted specific
authority for the projects discussed in this report. in addition, the financial feasibility of @
public toll project depends 1o some extent on the agency's ability to use design-build
to develop the project, since that delivery methoedology may accelerate completion
and enhance the agency’s ability to obtain financing based in whole or in part on
future toll revenues.

In 2009, the California Legislature adopted two different statutes that could potentially
allow Metro to act as a tolling authority for these projects. but neither statute provides o
clear path for Metro 1o develop a putlic toll project. Specifically:

Streets and Highways Code section 143 dllows Caltrans to enter into agreements with
local agencies for development of highway projects, with approval of the California
Transportation Commission {(CTC). The statute could reasonably be interpreted to allow
the public agency to use design-build to develop approved projects and also 1o allow
the agency to impose tolls on those projects. However, the CTC has not issued any
guidelines regarding public-public projects, which would delay the process of seeking
approval for such a project. Furthermore, this interpretation of the law could be
challenged, resulting in further delay to the process.

Government Code section 64100 {the Financing Act] allows public agencies o ol
projects on the state highway system, provided that {a) the California Transportation
Financing Authority {CTFA) approves issuance of bond financing and (k) non-tolled
lanes are available in the same corrideor. However, the CTFA is still in & start-up mode
and it is not clear when it will be ready to start approving projects. Furthermore, the
Financing Act does not include design-build authority. If the plan of finance
contemplates design-build delivery, Metro would have the option of seeking approval
from the CTC to use design-build authority under Public Contract Code section 6800, or
possibly using low bid design-build under its general enabling legislation. It is not clear
whether Section 6800 authority would be available, since the statute only allows o
limited number of projects.

The Team has assumed that the public projects will not be tolled, due to the
uncertainties associated with tolling approval for public projects, combined with
questions regarding Metro's ability 1o use design-build and obtain tol-backed
financing. Once the projects are completed, if public folling authorizaticn has been
obtained, net toll revenues would be available for other fransportation projects, thus
offsetting some of the financial advantage associated with a P3 approach.
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Legal Issues Affecting Truck Only Tolling

The tolling of an existing interstate and imposition of fruck-only tolling raise both federdl
and state issues. Federal law cllows FHWA 1o approve tolling of existing lanes {including
truck-only tolling) based on a request submitted by Caltrans. State law allows new lanes
to be tolled [including truck-cnly tolling), but special legislation would be required to toil
the existing lanes.

Federal Law Issues. Congress has granted FHWA explicit authority to permit tolling of
existing interstates under the Value Pricing Pilot Program. Since the California
Department of Transportation has already been allocated one of the 15 slots available
under the program, it has the ability to apply for approval of fruck-only tolling . FHWA
has been studying fruck-only toling. and based on conversations with FHWA
representatives it appears that an application for a truck-only tolling project would be
viewed favorably.

Truck-only tolling would not require any special approval from FHWA if the tolled facility
is not part of the interstate highway system. However, if the project will be federally
funded, Calirans wouid have to enter into a “Section 129" agreement with FHWA for
the project. This agreement would require toll revenues tc be used only for specified
fransporiation-related purposes.

State Law Issues. As noted above, state legisiative authority is required in order to
impose tolls on projects on the state highway system. Streets and Highways Code
Section 143, the enabling legislation allowing Metro to enter into public-private
agreements for development and operation of toll roads, gives the CTC authority to
permit tolling of new lanes {including truck-only tolling), but does not allow tolling of
existing lanes. Metro would have to obtain special legisiation in order to convert existing
free lanes to toll lanes.

Financing Structures

In structuring the inifial P3 opticns, we have tried to maximize the revenue-generating
capacity of each project through phasing and toll-level assumptions, and then
“solved” for the amount of public capital and subsidy required once the toll revenues
were maximized. During the business case development, the phasing and toll
assumptions will be refined to reflect more detailed risk-adjusted traffic and revenue
projections and costs.

For the highway projects considered in this analysis, two payment structures were
considered: 1) an upfront public subsidy payment (with transfer of toll revenue risk o
the private sector), and 2) an availabllity payment structure {with retention of toil
revenue risk by the public secteor). The analysis term for both payment structures is 50
years, and both are contemplated to cover the costs of the project scope, debt
service, taxation and reasonable returns to equity investment. Each structure is briefiy
described below:

Upfront public subsidy payment - For the highway projects where the demand and
revenue appears robust enough to support capital return and repayment, that revenue
risk has been transferred to the private sector and the analysis identifies the estimafed
public capital payment required up-front to create a financially viable project. This
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subsidy requirement is then compared to the funding requirement for the public sector
delivery model to compare approaches. This option also fransfers full responsibility for
construction, operations, maintenance and capital maintenance 1o the private sector
partner, as well as transferring the full revenue and demand risk.

Avdailability Payment structure — Where anticipated toll revenues are insufficient to cover
a reasonable percentage of debt service and provide a return, the Team has assumed
that annual payments to the P3 concessienaire will be made during operations to
supplement toll revenues. The analysis at this point is indifferent to whether Metro or the
private partner actually collects the tolls, so long as they are applied to the project.
However, the full responsibility for initial capital cost, cperations, maintenance and
capital maintenance has been transferred to the private sector partner.

4.1.3. Inputs to the Financial Analysis

Estimates for all project costs and the project delivery schedules have been provided
by the InfraConsuit Team based on data frem Metro, Caltrans, their consultants, and
other available sources. The data set for each project includes:

Construction Cosls

Public Opticn. Public construction costs were provided by cost category in real dollars
on an annual basis for the construction period. These costs were developed by
InfraCoensult using available data from Metro and others as mentioned above.
InfraConsult developed preliminary project-specific contingencies under the defined
public delivery option that were added to the total construction costs.

P3 Option. P3 construction costs were developed based on the public options by
adjusting for potential cost saving and schedule acceleration where it was deemed
possible. As with the public options, the InfraConsult Team adjusted prefiminary project-
specific contingencies for each defined P3 delivery option. Toe account for a
reasonable approximation of efficiency and risk transfer in the P3 option, the total P3
construction costs were reduced by an efficiency factor determined based on team
experience and the database of US and international P3 projects provided in
Appendix A.

Routine Mainfenance Cosls

Routine maintenance costs have been included in the analysis. Despite evidence that
these costs can be lower under a P3 option, these costs have not been adjusted
between public and P3 delivery models in the analyses aft this time. A more detailed
analysis of risk tfransfer potential including this cost category will be included in Task 4;
gualitative levels of risk fransfer for each project are discussed below.

Operations Costs

Operations costs have been included in the analysis and include the following: Tolling
Operations (excluded from public options); Administration; Routine Maintenance;
Traffic Operations; and Insurance, Despite evidence that these costs can be lower
under a P3 option, these costs have not been adjusted between public and P3 delivery
models in the analyses at this time, except with regard to tolling costs, which are shown
only for the P3 options. A more detailed analysis f risk fransfer potential including this
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cost category will be included in Task 4; qualitative levels of risk transfer for each project
are discussed below.

Routine maintenance and operations are often bundled together and collectively
referred to as "Operations and Maintenance,” or O&M.

Capital Maintenance Costs

Capital maintenance costs, also known as major maintenance costs, have been
included for each project. While such costs may be lower under a P3 copficn, these
costs have not been adjusted between public and P3 delivery models in the analysis at
this fime, except for that equipment specifically required for tolling operations. A more
detailed analysis of risk fransfer potential including this cost category will be included in
Task 4; qualitative levels of risk transfer for each project are discussed below.

Capital maintenance costs and capital construction ccsts are often coliectively
referred to s lifecycle costs.

Revenue

For the tolled P3 projects, each project analysis uses a preliminary tfraffic and revenue
analysis developed by the Team based on existing traffic and revenue studies. None of
these studies is considered sufficient for investment purposes, and each will need to be
augmented to a higher standard in Task 4.

4.1.4. Funding

Inputs and assumptions for the timing and amount of Measure R funding available for
each project have been provided by Metro. The following approach to project funding
has been faken at this fime:

Public Option. In each of the highway projects analyzed, the total required funding is
assumed to be available as required under the public option analyses. Where the
required funds exceed the total Measure R available during construction, this has been
noted. It should be noted that this assumption is for purpose of this analysis only and has
been made to facilitate comparison with the P3 Options. In reaqlity, both the level and
the timing of public funds for the highway projects are key issues that will affect delivery
of these projects under the public option.

P3 Option. The approach taken in each of the P3 options has been to minimize the use
of public funding for each project. This amount can then be compared to the funding
sources proposed under the Public Option.

4.1.5. Financing
The following approaches to financing have been followed:

Public Option. As described above, the public option has been analyzed assuming
funding is available as required. No ceost of public funds has been added to the andlysis
at this fime.
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P3 Option. The P3 option includes debt and equity for the portion of construction costs
to be financed. The P3 financing terms differ depending on the P3 payment option
employed in the analysis.

For the availability payment opftion, the following were assumed:

» Target debt to equity ratio of 90%,;
»  Target equity rate of return of 14%;
= 30 vear term for debt; and

«  Cost of debtis 6.65%.

For the upfront payment option, the following were assumed:

»  Target debt to equity ratio of 75%;
=  Target equity rate of return of 15%;
= 30 vyear term for debt; and

= Cost of debtis 6.65%.

4.1.6. Other

The following additional assumptions have been used in the analysis for the highway
projects.

» Inflation Factor: a rate of 3% has been assumed and applied to all cost items, in
line with Metro's approach to planning for comparisons in YOE $;

» Discount Factor: a 7% discount rate has been applied to costs and revenues to
reflect present value, including the opportunity cost of capital. However, it is
important to note that discounting future YOE dollars at a rate higher than
inflation distorts the comparison between Public and P3 delivery, as it reverses
the benefit of accelerating construction provided by the P3 approach {the later
the construction takes place, the lower the PV of construction cost, and with a
later start of operations, the lower the PV of O&M and Life Cycle cosis);

» Cost of Borrowing: the optimization of P3 borrowings to reflect possible tax-

exempt options will be done as part of Task 4;

Taxation:

Federal income tax has been assumed at 35%;

No state tax has been reflected; and

Assets have been depreciated on an accelerated basis, consistent with current

market practice for P3 highway transactions with 50-year terms.

it is anticipated that individual P3 partners will take a more aggressive approach to tax
treatment, or be able to reduce their tax obligations through strategic financial
structuring. These options will be assessed where applicable in development of the
business cases.
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4.2. Qualitative P3 Benefits

4.2.1. Operating and Maintenance Savings

In addition to guantified capital cost benefits, the adoption of various P3 strategies that
combine construction with maintenance and operation may result in other cost savings
to Metro. Although the amount of these remain to be quantified , the experience of
other projects suggest that Metro as public owner can expect to save in such areas as
routine maintenance, capital maintenance, and operations. These savings accrue due
to the enhanced focus on whole life costing by the private entity, which takes on
contractual responsibility for both initial construction and long-term cendition and
whose compensation and return depend on ongoing achievement of a contractually
specified level of performance. It is not possible to quantify those potential savings at
this stoge as they are dependent on the confractual terms and performance standards
ultimately adopted by Metro at either the project or programmatic level.

4.2.2. Impact on Mefro’s Overall Capital Budget

In addition, as the cornerstone of the P3 delivery strategy, o design-build procurement
may provide key benefits 10 Metro, including the ability to fix the project cost far earlier
in the construction/procurement cycle, which makes capital budgeting far more
accurate; and greater scheduie certainty, which assists in cash flow and in planning of
required capital formation.

Lastly, development of highway projects as toll roads brings the benefit of a long-term
revenue stream 1o the project and can significantly reduce the need for public funding.
The benefit provided by bringing a new source of revenue into Metro’s highway
program could be shared across projects, as well within the particular projects tolled.

4.3. Project Analyses
4.3.1. High Desert Corridor

Project Description

The High Desert Corridor {(HDC) Project [see Figure 8) is a 4 to 8 lane, 50-mile
freeway/expressway that extends from SR-14 in Palmdale to I-15 in Victorville. Alse
considered is an additional segment connecting the HDC east of the I-15 to SR-18 (the
Apple Valley By-Pass). The segments considered in this analysis are:

»  East segment — 9 miles {with an additional 12 mile segment east of the i-15);
=  Central segment - 31 miles; and
= West segment — 10 miles.

To optimize the Project phasing, construction of the West and East segments would take
pricrity under either public or P3 delivery, as these segments each have independent
utility for local traffic and are essential to connect the HDC at both ends to SR 14, US 395
and I-15. Due to their urban setting, however, the cost of constructing these segments is
high relative to the potential revenues each could generate; therefore, no tolling has
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been considered at this stage for these two segments, nor for the Apple Valley By-Pass.
For the P3 option described below, the analysis contemplates tolling of the Central
segment as a potential source of funding for the Project,

A Record of Decision for the HDC Project is expected in 2013. The current construction
schedule shows commencement in 2015 and completion of all segments from SR 14 to
[-15 occurring in 2023 under the public option and in 2019 under a P3 opticn, both
subject to public funding being available for the East and West segments. The Apple
Valiey By-Pass has been assumed to be constructed from 2021 t¢ 2023 under both
options, also subject to availability of public funding. At this time, public funding for the
Project is limited to $33 million YOE in Measure R for environmental work.

Figure 8: High Desert Corridor Project Location
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Scenario 1: High Desert Corridor - Public Option

The public option for the Project assumes a design-bid-build approach for the full scope
of the Project. The Project scope includes the design, environmental clearance, land
acquisition, construction, operations, routine maintenance and capital maintenance
responsibilities over a 50 year period for the High Desert Corridor Project including all
segments: East, West, Central and the Apple Vdalley By-pass. This scenario does not
include any revenue from tolling, or any costs associated with tolling facilities.
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The construction costs do not include pre-construction costs of $150 million YOE {$129
million in 2010 present value dollars} between 2010 and 2015 or right of way costs of
$401 miliion YOE {$233 million 2010 present value dollars). Construction is assumed to
commence in 2015, while cperations begin in 2024. Construction and operations costs
are assumed to be funded by public scurces as they are incurred.

Annual operations costs are projected to be $21.8 million YOE in the opening year and
increase to $71.1 million YOE over the analysis period, with an average annual cost of
$48.1 milion YOE. Over the analysis period, these costs will total $1.75 bilion YOE, as
shown in Table 19.

The Project is analyzed over a 50 year period for comparison with the P3 option.

At this time the only Measure R funds amount to $33 million YOE and are programmed
during the pre-construction phase for environmental studies and other planning efforts.

Table 18: High Desert Corridor — Public Option. Sources and Uses during the Construction
Period (2015-2023)

Sources of Funds During Construction {$m)

Source YOE PV (7%}
Measure R 33 29
Other public capital funding 4,006 1,957
Other public operating funding 36 16
Total sources 4,075 2,002
Use YOE PV (7%)
Construction costs {4,039) (1,986)
O&M costs {33) (14}
Additional costs {3} {2}
Total uses (4,075) (2,002)

Table 19: High Desen Corridor = Public Option. Sources and Uses during the Analysis
Period {2015-2064)

Sources of Funds During Analysis Period {$m)

Source YOE PV {7%)
Measure R 33 29
Other public capital funding 4,006 1,957
Other public operating funding 3,983 323
Total sources 8,022 2,309
Use YOE PV (7%)
Construction costs (4,039) {1,986)
O&M costs (1,748) (181)
Capital maintenance {2,235) {142)
Totai Uses (8,022) (2,309)
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Scenario 2: High Desent Corridor = P3 Option

The P3 option scope assumes implementation of the entire Project from SR 14 to 15
with private secter invelvement in:

Design, construction, finance, operation and maintenance (DBFOM]) for the Central
segment as g tolled section; and

A design-build procurement for the East and West segments and the Apple Valley By-
Pass (transferred 1o Caltrans upon completion).

Figure 9: High Desert Corridor — P3 Option
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The P3 option assumes a 50-year toll concession for the Central segment, with design,
construction, tolling, cperations and routine maintenance, capital maintenance and
private financing responsibiliiies for this segment provided by a P3 partner, Construction
would begin in 2015, with completion by 2019, and roadway operations commencing
in 2020 from SR 14 to I-15. The toll concession would conclude in 2064.

The design-build coniracts for the East and West segments would be held by the same
P3 partner, but the costs associated with the construction of these segments totaling
$1.42 billion YOE {$0.98 billion in 2010 present vaiue dollars) would be publicly funded:

»  Pre-construction costs of $75 million YOE {$62 million in 2010 present value
dollars);

»  Right-of-way costs of $173 million YOE {$136 miliion in 2010 present value dollars);

s Construction management costs of $73 million YOE {$49 million in 2010 present
value dollars)

«  Construction costs of $1.10 billion YOE {$736 million in 2010 present value dollars)
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Additional costs associated with the East and West segments would also be assumed
by Metro/Caltrans once the roadway operations commence in 2020:

= $638 million YOE for routineg operations and maintenance over 45 years ($83
million in 2010 present value dollars); and

s $797 million YOE for major maintenance cost over 45 years {$73 million in 2010
present value dollars).

For the Apple Valley By-Pass, the same procurement, construction costs and schedule
(2021-2023) as for the Public option have been assumed at this stage. An additional
$0.7 billion YOE of public funding {$0.3 billion in 2010 present value dollars) would be
needed for development, ROW and construction of the Apple Valley By-Pass, Qs
detailed in Table 22.4

Annual operations costs for the entire Project, including tolling for the Central segment,
are projected to be $11.0 million YOE in the opening year and increase to $40.5 million
YOE, totaling $1.03 billion YOE over the analysis period, with an average annual cost of
$22.8 million YOE.

The summary of sources and uses below (Takles 20 and 21} addresses only the P3
Central segment and excludes the following costs:

= Pre-construction costs of $44 million YOE [$36 millicn in present value 2010);

»  Right of way costs of $188 million YOE ($138 milion in present value 2010);

»  Construction management costs of $73 million YOE ($45 million in present value
2010)

These costs are added back in Table 22 for comparison of the public and P3 delivery
opfions.

4 The costs associated with the East, West and Apple Valley segments are enumerated here in both YOE
and 2010 present vaiue doliars for indicative purposes only. Table 22 below shows these cost elements in
2010 present value dollars only in conjunction with the Value for Money analysis.
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Table 20: High Desert Conidor - P3 Option — Central Segment Only, Sources and Uses

during the Construction Period (2015-2019)

Sources of Funds During Construction {dm)

Source YOE PV {7%)
Private financing 894 546
Measure R 33 29
Other public capital funding 218 124
Other public operating funding - -
Total sources 1,145 699

YOE PV (7%)
Constructlon costs (1,018} (622)
Net transfers to resene (5) (3)
Financing costs {122} (74)
Total uses (1,145) (699}

Table 21: High Desert Corridor = P3 Option — Central Segment Only. Sources and Uses
during the Analysis Period {2015-2044)

Sources of Funds During Analysis Period {($m}

Source YQOE PV (7%}
Rewenue 14,720 1,476
Interest income 19 2
Private financing 894 546
Measure R 33 29
Other public capital funding 218 124
Other public operating funding - -

Total sources 15,834 2,177

t}ms of Funds Puring Analysis Period ($m)

YOE PV (7%)
Constructnon costs (1,018} (622)
Capital maintenance (1,088) (87)
O&M costs (1,026} (123}
Taxes (3,892) (2886)
Reseres 0 (20}
Debt senice and returns to equity (8,880) (1,039}
Total Uses (15,884) @A77}

Private financing has been included in the analysis fo the extent that the toll revenue
forecast supports repayment and a reasonable required rate of return. To the extent
that net cash flows {toll revenues less operational and lifecycle costs) do not support
the full amount of funding required to construct the Central segment, partial public
funding provided through Metro has been assumed during construction. In Task 4,
additional potential uses and revenue sources for the corridor will be explored, such as
rail (high speed/ commuter/ freight), utllities and water.
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Potential Benefits of a P3 Approach for the High Desert Corridor

Table 22 compares {in 2010 present value dollars using a 7% discount factor) the total
cost to the public of delivering the High Desert Corridor under the public option and the
P3 option assuming the following:

Public funding before construction represents costs that will not be transferred to
a private party and include right of way, pre-construction costs and construction
management costs, as summarized above;

Public funding during construction represents the additional public funding
requirement identified in each option to cover the cost of construction not met
by public or private financing: and

E&W and Apple Valley capital costs represent Metro-retained costs for delivering
the East, West, and Apple Valiey segments in the P3 option that have been
added back for comparison to delivery of the HDC under the public option.
E&W and Apple Valley costs for O&M and capital maintenance is the same
under both delivery options; however, the P3 option reflects two additional years
of such costs compared to the public option, as the East and West segments are
scheduled to cpen earlier under the P3 approach.
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Table 22: High Desert Corridor — Public and P3 Opfions. Delivery Cost Comparison

ilgh Desert Corridor {PRESENT VALUE 2010 @ 7%}
Years of Qperation 2024-2064 2020-2064 | 2024-2064
Public P3
Appie]
Totat Totat P3 Central E&W Valley
Pre-construction 159 128 36 62 30
ROW 27t 318 138 136 44
Constr. supendsion (CS} Inch.in inct.in
Capital cost cons cost 94 45 48  cons cost
Subtotal 436 540 218 247 74
Construction cost 1,986 1,608 622 736 247
Total capital cost 2,422 2,145 841 983 321
Q&M {excluding tolling} 181 214 96 83 35
Toll operations NiA 27 7 “ N/A
" Capital maintenance (excluding
Additional costs 1 ing) 142 164 67 73 24
Toll capital maintenance NFA 20 20 - NEA
Total additional costs 323 425 210 156 89
Total project costs 2,745 2,570 1,051 1,139 380
Required for
Measure R 29 26 29 - -
Public funding Other public funding req. -
required construction 1,057 1,107 124 736 247
Subtotal - public funding req. -
consiruction period only 2,422 1,676 372 983 321
Other public funding req. -
operations 323 215 - 156 59
Total public funding required 2,745 1,87 372 1,138 380
|NE‘t P3 revenues’ N/A, 679 679 NIA N/A,
Total funding required 2,745 2,570 1,051 1,139 380

represents toll revenues net of P3 financing costs and taxes

The analysis illustrates the following:

»  The exclusion of revenues and costs associated with toling under the public

option widens the funding gap for the HDC Project;

= Given the early developmental status and lack of identified funding for the HDC,
it is evident that a tolled solution offers a viable option for reducing the funding
gap, accelerating project delivery and attracting private financing; and

= Under the broad assumptions possible at this time, it appears that a P3 option
could reduce the proiect schedule by at least 4 years and reduce the public
funds reqguired for the entire Project by $854 million (2010 present value dollars).

4.3.2. SR 710 North

Project Description

The SR 710 North (see Figure 10} is a proposed tunnel Project that will complete an
existing 4.5 mile “gap” in the I-710 {Long Beach) Freeway. The Project extends from just
north of the I-10 (aka San Bernardino) Freeway near Alhambra to where the freeway
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resumes at Del Mar Bouievard in the City of Pasadena, which extends 0.6 miles to the
north 1o its junction with the I-210 [Foothill) Freeway.

The estimated cost of delivering the Project is approximately $5.0 killion in YOE dollars.

The environmental process has not yet started for this Project; the earliest a Record of
Decision could be received is 2013.

The current construction schedule shows predevelopment activities commencing in
2011, with construction starting in 2016. The coempletion of construction is planned for
2026.

Measure R funding for this Project is approximately $875 million YOE, with the majority of
funding occurring beycnd 2030.

Scenario 1: SR 710 North - Public Opfion

The public option assumes a desigh-bid-build approach. The scope includes the design,
environmental clearance, land acquisition, construction, operations, routine
maintenance and capital maintenance responsibilities over a 50 year period for the SR-
710 North Project. This scenario does not include any revenue from tolling. or any costs
associated with constructing or maintaining tolling facilities.

The public opticn analyzed here includes delivery of the full scope and does not
include tolling for this Project. The analysis period is from 2016 1o 2063.

Annual operations costs are projected to be $38.2 million YOE in the opening year and
increase to $110.7 million YOE over the analysis pericd, with an average annual cost of
$68.3 million YOE.
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Figure 10: SR 710 North Project Location

Additional costs not included in the tables below would be added to the total project
cost (refer to Tables 23 and 24):

» Pre-construction costs of $375 million YOE ($288 million in 2010 present value
dollars) between 2010 and 2016; and
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»  Right of way costs of $16 million YOE {$14 million in 2010 present vaiue dollars).

Table 23:; SR 710 North — Public Option. Sources and Uses during the Construction Period
(2016-2026)

Sources of Funds During Construction {Sm)

Source YOE PV {7%)
Measure R 875 516
Other public capital funding 4,086 1,533
Other public operating funding - -
Total sources 4,961 2,049
Use YOE PV (7%)
Construction costs (4,961) (2,049)
Total uses {4,961} {2,049)

Table 24: SR 710 North - Public Oplion. Sources and Uses during the Analysis Period
(2016-2063)

Sources of Funds During Analysis Period {$m)

Source YOE PV (7%)
Measure R 875 516
Other public capital funding 4,086 1,533
Other public operating funding 3,516 293
Total sources 8,477 2,342
Use YOE PV {7%)
Construction costs (4,961} (2,049)
O&M costs (2,528} (229)
Capital maintenance (988} {64)
Total Uses {8,477) (2,342)

Scenario 2: SR 710 North - P3 Option

The P3 option for the Project assumes a design-build-finance-operate-maintain
approach to delivery. The Project scope includes the construction, operations, routine
maintenance and capital maintenance responsibilities for the SR 710 North Project, as
well as the full transfer of tolling, operations, major maintenance, and construction for
the facility over a 50 year centract period, commencing af the contract start date of
2014,
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Figure 11: SR 710 North - P3 Option
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Under the P3 option the construction schedule has been accelerated to take into
account potential timing benefits that a P3 option may offer. This results in an earlier
operations start date in 2023.

The construction cost for the P3 option is approximately $3.04 billion YOE, including
additional costs to be met by Metro:

Pre-construction costs of $144 million YOE {$127 million in 2010 present value dollars)
Right-of-way costs of $14 million YOE {$11 millicn in 2010 present value dollars); and
Construction management costs of $85 million YOE [$44 miillion in 2010 present value
dollars).

Annual operations costs, including tolling, are projected to be $24.46 million YOE in the
opening year and increase to $87.0 millicn YOE over the analysis period, with an
average annual cost of $51.1 million YOE.

Measure R funds of $875 million YCE are committed 1o the Project.

Tabies 25 and 26 summarize the sources and uses of funds for the Project during the
construction and operations pericds. As shown, the P3 Project construction costs require
approximately $1.29 billion YOE in public funding with the Project projected to attract
$2.53 billion YOE in private capital. No public funding is required during operations, as
the tolis are estimated to be sufficient 1o cover all project costs.
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Table 25: SR 710 North — P3 Option. Sources and Uses during the Construction Period

(2016-2022)

Sources of Funds During Construction {$m)

Source YOE PV (7%)
Private financing 2,525 1,479
Measure R 875 516
Other public capital funding 411 243
Other public operating funding - -
Total sources 3,811 2,238

Uses of Funds During Construction {Sm}

Use YOE PV (7%)
Construction costs (3,059) {1,815)
Net transfers to reserve {3) (2)
Financing costs (749} {421)
Total uses {3,811) {2,238)

Table 24: SR 710 North — P3 Optfion. Sources and Uses during the Analysis Period (2014-

2063)
Source YOE PV {7%)
Revenue 36,854 3,425
Interest income 16 1
Measure R 875 516
Other public capital funding 411 243
Cther public operating funding - -
Private financing 2,525 1,479
Total sources 40,681 5,664

Uses of Funds Puring Analysis Period {Sm)

YOE PV (7%)

Use

Construction costs (3,059) (1,815}
Capital maintenance (939) {79)
O&M costs {2,096) (233)
Taxes (10,316) (699)
Reserves {0) (18}
Debt service and returns to equity (24,271) {2,820)
Total Uses (40,681) (5,664}
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Potential Benefits of a P3 Approach for the SR-710 North

The P3 Project Indicates Value for Money

As shown in Table 27, based on the Team'’s indicative financial analysis to date, the P3
option demonstrates a potential VEM benefit over the public option. The total cost to
the public of delivering each opftion has been compared in 2010 present value dollars
assuming the following:

» Pubiic funding before construction represents costs that will not be fransferred to
a private party and inciude the cost of right of way, pre-construction costs and
construction management costs;

v Public funding during construction represents the additional public funding
requirement identified in each scenario to cover the cost of construction not met
by public or private financing: and

=  Costs have been shown in 2010 present value dollars using a 7% disccount factor.

The key findings from the comparative analysis of the public and P3 opfions are:

»  Revenues from toliing of the SR 710 North fill a significant funding gap for the
Project;

« Under the P3 option, the 2010 present value of the public funding required for
the Project drops by two-thirds, from $2.64 billion for the public option to $943
million for the P3 option, for a difference of $1.7 billion; and

«  Under the P3 option, the capital costs of the Project may be lower by 15%,
decreasing from $2.35 billion to $2.0 billion.
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Table 27: SR 710 North - Public and P3 Options. Delivery Cost Comparison

SR-710 North (PRESENT VALUE 2010 @ 7%)

Years of Operation 2027-2063 2023-2063
Public P3
Pre-censtruction 288 127
ROW 10 11
Inci. in.
Capital cost Constr. management constr.cost 46
Subtotal 298 184
Construction cost 2,049 1,815
Totai capital cost 2,347 1,999
Q&M (excluding tolling) 229 233
Toll operations NIA Inct. above
Additional costs Capital maintenance (excluding tolling) 64 70
Toll capital maintenance MN/A 9
Total additional costs 293 312
Total project costs 2,640 2,311
|
Pre-construction + ROW + CS 208 184
_ _ Measure R 516 516
rPBl.:thl:?ef(;mdmg Other public funding req. -construction 1,533 243
Subtotal - public funding req. -
construction period only 2,347 843
Other public funding req. -operations 283
Total public funding required 2,640 943
Net P3 revenues' N/A 1,368
Total funding required 2,640 2,311

" represents toll revenues net of P3 financing costs and taxes

4.3.3. 1-710 South

Project Description

The i-710 South Project (see Figure 12) runs north-south near downtown Los Angeles to
the Port of Long Beach. The Project scope includes the development of a freight
corridor (FC) to carry truck traffic, taking part of the fruck traffic from the existing
general purpose (GP) lanes, as well as the provision of more general purpose lane

capacity.

The estimated cost of delivering the total Project is approximately $8.35 billion in YOE

dollars.

A Record of Decision is expected at the end of 2011, The construction schedule
includes predevelopment activities commencing in 2011, right of way acquisition
starting in 2016 and construction starting in 2020. The completion of construction is
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planned for 2029 under the pubilic option; under the P3 option, construction completion
is planned for 2021 for the Freight Corridor and 2023 for the general purpose lanes.

Measure R funding for this Project is approximately $591 million YOE, with the bulk of it
not avdilable until after 2030. Nc other public funding sources have been committed,

Scenario 1: 1-710 South - Public Optlion

The public option for the Project delivery assumes a design-bid-build approach. The
Project scope includes the design, environmental clearance, land acquisition,
construction, operations and routine maintenance and capital maintenance
responsibilities over a 50 year period for the entire I-710 South Project, which includes
the freight corridor, expansion of the general purpose lanes, and interchange
improvements.

This scenario does not include any revenue from tolling, or any costs associated with
constructing or maintaining tolling facilities. Construction and operational costs for the
Project assume the completion and operation of the facility by Metro using fraditional
delivery methods.

The Project cash flows have been analyzed over a comparable time period to the P3
option. This includes predevelopment from 2011 to 2017, construction between 2018
and 2029, and operations starting in 2030,

As shown in Tables 28 and 29, the total construction cost is approximately $8.35 billion
YOE, excluding the following additional costs:

= Right-of-way $850 miflion YOE {$478 million in 2010 present vaiue dollars);
= Predevelopment costs of $1.42 billion YOE {$967 million in 2010 present value
doliars).

The Project as a whole will require $7.76 billion YOE in public funds in addition to
Measure R to complete construction. Throughout the andlysis period, public funding in
the amount of $3.69 billion YOE will be required for the operations, routine maintenance
($1.90 billion YOE}, and capital mainfenance for the facility ($1.79 billion YOE).

Annual operations costs are projected fo be $30.7 million YOE in the opening year and
increase to $84.0 milion YOE over the analysis period, with an average annual cost of
$53.1 million YOE.
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Figure 12: I-710 South Project Location

Public Private Parinership Recommendations For Business Case Development
Program 40 February 2011



Table 28: I-710 South - Public Oplion. Sources and Uses during the Construction Period
(2018-2029)

Sources of Funds Buring Construction {$m)

Source PV (7%)
MeasureR 591 208
Other public capital funding 7.756 2,820
Cther public operating funding - -
Total sources 8,347 3,028

PV (7%)
Construction costs {8,347} {3,028)
Total uses (8,347} (3,028)

Table 29: 1-710 South - Public Option. Sources and Uses during the Analysis Period (2018-

2064)

Source OE PV ({79%)
Measure R 591 208
Other public capital funding 7,756 2,820
Other public operating funding 3,671 251
Total sources 12,018 3,279

PV (7%)
Constructlon costs (8,347) (3,028)
0O&M costs (1,859) (148}
Capital maintenance (1,812) {105}
Total Uses {12,018} {3,279)

Scenario 2: 1-710 South - P3 Option - Freight Corridor Only

The Project scope for the P3 option includes the toliing, financing, construction,
operations and routine maintenance and capital maintenance responsibilities for the
Freight Corridor {FC) section of the I-710 South Project to be delivered by o P3
concessiondire. The development and operations of the additional general purpose
lanes expansion and interchanges will be retained by Metro but could be contracted
to the P3 concessiondire under a design-build contract,
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Figure 13: 1-710 South - P3 Option
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Construction on the FC section of the Project would commence in 2015 and be
completed in 2020 with the first year of operations starting 2021. The delivery of the
remaining elements would be continued by Metro on the original schedule
contemplated for this Project and be completed in 2029.

As shown in Tables 30 and 31, the total construction cost of the FC section is estimated
at $2.32 billion YOE. The following additional costs retained by Metro are added back in
Takle 32 for comparison 1o the public option:

» Right-of-way costs of $782 million YOE ($552 million in 2010 present value dollars);

» Predevelopment costs of $1.0 billion YOE {$720 miillion in 2010 present value
dollars);

=  General purpose lanes and interchange construction costs of$4.27 billion YOE
{$1.66 billicn in 2010 present value dollars);

= Generdl purpose and interchange operations and routine maintenance [O&M)
costs of $1.31 billion YOE ($111 million in 2010 present value dollars); and

=  Capital maintenance costs of $986 million YOE {$62 miillion in 2010 present value
dollars) .5

Annual operations costs for the Freight Conidor only, including tolling, are projected to
be $8.7 million YOE in the opening year and increase to $30.9 million YOE over the
analysis period, with an average annual cost of $17.6 million YOE .

Measure R funding is assumed at the same level as for the entire Public Project. Public
capital is only reguired during the construction period, in the amount of $1.06 billion
YOE.

® The costs associated with the general purpose lanes and interchanges are enumerated here in both
YOE and 2010 present value dollars for indicative purposes only. Table 32 below shows these cost
elements in 2010 present value dollars only in conjunction with the Value for Money analysis.
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Toll revenues are projected to total $16.51 billion YOE over the 2021 - 2064 operating
period.

Table 30: 1-710 South ~ P3 Option. Sources and Uses during the Construction Period
(2015-2020)

Sources of Funds During Construction {$m)

Source YOE PV (7%)
Private financing 799 480
Measure R 591 208
Other public capital funding 1,064 777
Other public operating funding - -
Total sources 2,454 1,465

Uses of Funds During Construction ($m)

Use YOE PV (7%)
Construction costs (2,319} (1,386}
Net transfers to reserve acct. (5} (3}
Financing costs {130} (76)
Total uses (2,454) (1,465)

Table 31: 1-710 South ~ P3 Option. Sources and Uses during the Analysis Period
(2015-2064)

Sources of Funds During Analysis Period ($m)

Source YOE PV (7%}
Revenue 16,513 1,490
Interest income 17 2
Private financing 799 480
Measure R 591 208
Other public capital funding 1,064 777
Other public operating funding - -

Total sources 18,984 2,957

Uses of Funds During Analysis Period {$m)

Use YOE PV (7%}
Construction costs (2,319) (1,386)
Capital maintenance {973) (92)
O&M costs {776) (90)
Taxes {(4,718) (334)
Reserves 1)} (21)
Debt senice and retums to equity (10,188) {1,034)
Total Uses {(18,984) (2,958)
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Potential Benefits of a P3 Approach for the SR-710 South

The P3 Project Indicates Value for Money

As shown in Table 32, based on the Team's indicative financial analysis to date, the P3
option illustrates a potential VEM benefit to Metrc. The total cost to the public of
delivering each option has been compared in 2010 present value dollars assuming the
following:

Public funding will be used for pre-construction costs, including right of way,
conceptual design and other pre-construction cosfts;

Public funding during construction represents the additional public funding
requirement identified in each scenario to cover the cost of construction not
covered by identified sources of public funds or private financing; and

Costs have been shown in 2010 present value dollars using a 7% discount factor.

The key findings from the comparative analysis of the public and P3 options are:

Revenues from tolling of the I-710 South filt a significant funding gap for the
Project and allow for early construction and operation of the Freight Corridor;
Under the P3 option, the level of public funding required for the entire I-710 South
Project may decrease up to 11% from $4.72 billion (2010 present value dollars) for
the public option to $4.24 bilion (2010 present value dollars) for the P3 opftion, for
a difference of $480 million. The public revenue made available as a result of the
tolled P3 option could potentially be used to advance the enhancement of the
710 South general purpose lane capacity and interchanges;

Based on the inputs and assumptions as provided for this analysis, the tolling
option indicates potential VIM benefits to Metro in the P3 option;

including the costs of the general purpose lane capacity enhancement and
interchange improvements, the capital costs of the 1-710 South Project is
comparable under both the public and P3 opticns; and

Other business case options will include applying industry-norm reductions to
operations, routine maintenance and capital maintenance costs and optimizing
the tax treatment of the concession; these adjustments may provide additional
VEM for the P3 approach.
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Table 32: 1-710 South - Public and P3 Options. Delivery Cost Comparison

I-710 South (PRESENT VALUE 2010 @ 7%)})
Years of Qperation 2030-2064 2021-2064
Public P3
Total Total F3FC GP+iC
Pre-construction 67 790 268 4972
ROW 478 552 443 109
. ingt. in Inciin
Capital Constr. supervision (CS) const. cost 84 84 const. cost
cost Subtotal 1,445 1,426 825 6071
Construction cost 3,028 3,043 1,386 1.657
Total capital cost 4,473 4,469 2,211 2,258
Q&M (excl. tolling) 146 178 67 11
Toli operations N/A 23 23 N/A
Additional | Capital maintenance (excl.
costs tolling} 105 137 75 62
Toll capital maintenance N/A 17 17 N/A
Total additional costs 251 355 182 173
Total project costs 4,124 4,824 2,393 2,431
Pre-construction + ROW + CS 1,445 1,426 828 801
Measure R 208 294 208 86
Public Other put_)lic funding req. -
funding | construction 2,820 2,348 777 1,571
required Subtotal - public funding req.
- construction period only 4,473 4,068 1,810 2,258
Other public funding req. -
operations 251 173 - 173
Total public funding required 4,724 4,241 1,810
Net P3 revenues’ N/A 583 583 N/A
Total funding required 4,724 4,824 2,393 2,431

! represents toll revenues net of P3 financing costs and taxes
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5.0 NEXT STEPS

This Section describes the activities toc be undertaken in Task 4 to develop Business
Cases for each project.

5.1. Develop the Business Case Methodologies

Task 4 will involve laying the groundwork for projects to proceed into procurement,
assuming that Metro makes timely decisions regarding the project delivery method for
each of the six initial projects. For some projects, this procurement process potentially
could occur in the first half of 2011 while other projects will follow in 2012 and 2013.
Completion of the business cases should be scheduled such that business cases will be
completed first for those projects that are deemed likely to be procurement-ready first —
as these projects will set the precedent for future procurements.

There are a number of factors that should be taken intc account in developing the
schedule for completion of the business cases:

= Environmental process — the six candidate P3 projects are currently moving
through the environmental process on different timelines. Records of Decision
{ROD) are due for Westside, Crenshaw/LAX, Regicnal Connector and 1-710 South
in 2011 and early 2012 while the RODs for High Desert Corridor and SR-710 North
are a minimum of 24-36 months away;

s FTA New Starts process - two of the three transit projects — Regional Connector
and Wesiside - are moving forward so as to qualify for FTA New Starts funding.
The New Starts process has specific milestone requirements, whereby FTA must
approve the advancement of a project from conceptual design, to preliminary
and final engineering, and construction. Completion of the business cases for the
proposed FTA New Starts projects should be fully coordinated with these
approval milestones so that procurement options can remain open fo both
public and P3 project delivery;

»  Right of way acquisition — with the exception of the SR-710 North {for which the
cumrent estimate forright of way is less than $20 million YOE) the acquisifion of
right of way presents a potentially constraining factor on the project delivery
schedule due to both fiming and availability of funds. For those projects such as
the I-710 South, Crenshaw/LAX, Regional Connector and Westside Subway
Extension for which the planned alignments face physical constraints, the
uncertainty of when ROW will actually be available for construction can serve to
add time to the project schedules; and

= Availability of data — as highlighted in Section 1, for all projects there remain
gaps in the data needed to complete the financial analysis required for the
business case. This issue is more proncunced in early-stage projects like High
Desert Corridor and SR-710 North, where the data currently available lacks the
necessary detail to perform thorough financial analysis upon which reliable
conclusions and decisions can be made.

Based upon the factors affecting the individual project timelines, there are four projects
that can progress to the pre-procurement detailed business case stage and be ready
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to "go to market” in the next é-12 months: Crenshaw/LAX, Westside, Regional
Connector and 1-710 Scuth. The I-710 North and High Desert Corridor require additional
data development as well as completion of environmental work before they will be
market ready. For all projects, ensuring that ongoing analysis includes a P3 option is
essential to keeping this option viable.

5.2. Establish Greater Clarity on Project Options

in order to fully evaluate the potential benefits of the P3 options for each project, the
scope of each needs to be more fully developed and refined to balance its financial
attractiveness to a private partner with the public goals and needs, Consideration must
be given to the following:

»  Establishing a clear understanding of the relationships between infrastructure
{civil work and systems), rolling stock and operations. This will inform the scope
and responsibility of the P3 developer and its contractors.

»  Gaining greater clarity on the market capacity and appetite, from a
contracting, funding and insurance perspective, for taking the risks inherent in
green field projects of this scale and complexity. This can only be achieved by
direct and focused dialogue with the full specirum of potential private sector
partners, including developers, contractors, equipment suppliers, equity investors
and lenders.

Clarity on these issues will help confirm procurement options to be evaluated against
criteria such as speed of delivery, retention of competitive tension, private sector
innovation and cost.

To best accomplish this, the Team will conduct workshops with Metro staff, its project
consultants and selected stakeholders to identify the key objectives and consiraints
that would impact the available options and ultimately drive the preferred business
cases for each project. The workshops will also be used to solicit detalled feedback
from the private sector on the potential technical, commercial and financial options for
each project. The feedback derived will serve as input to a formal market sounding on
the key risk issues with potential private sector developers. This work should be
conducted early in Task 4 so that it can inform the selection of a prefered opfion.

5.3. Define the P3 Projects and Procurement Approaches

Focusing on the development of a final scope and procurement plan will cllow Metro
and its advisors to refine the current assumptions for each project to reflect deliverable
P3 outcomes. This will allow the Team to fingiize the VM analysis based on the preferred
opftion for each project:

=  Metro and the InfraConsult Team should adopt a consistent and comprehensive
approach to quantification of risk for both fransit and highway projects. To date
risk analysis has been focused on technical risk and has not considered
commercial and financial issues nor have operations, maintenance and lifecycle
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risk been quantified. The process should involve the identification and allocation
of key risks and recommendations regarding risk allocaticn across the full range
of fechnical, commercial and financial risk;

»  Phasing ond segmental development needs full consideration. It will be
important to analyze the cost of different phasing opftions and present these to
Metro for consideration;

» For those highway projects to be tolled, further traffic and revenue forecasting
needs to be completed, and certain fundamental toll policy decisions will need
to be analyzed and presented to the Meiro Board: and

» The underlying technical assumptions for each project will be reviewed and
amended to reflect the delivery options available under a P3. Examples include
review of design and construction periods and the overlap with pre-
development work, phasing and segmental options, traffic and revenue
forecasting from an equity perspective and incorporation of property and ROW
costs.

5.4. Lay out the Procurement Approaches

While the preferred option will be identified early in the business case process, selecting
the best procurement method to accomplish it is equally as important. For those
projects in early stages of development, the Team will explore options including a pre-
development agreement, or PDA, that allow early-stage input from a potential private
developer in a meaningful and af-risk way. For projects closer to procurement, we will
analyze in-depth what additional work needs to be accomplished by Metro pre-
procurement, and what can be transferred under a P3 approach. It is likely that
converfing the procurements o a P3 frack will result in changing the staff resource
allocation during the development period away from hard engineering to
performance specification and contract preparation.

5.5. Finalize the VfM and the Business Cases

The business cases developed in Task 4 serve as the public faces of the projects to the
market and to stakeholders alike, and as such the embedded decisions about project
elements, risk fransfer and contractual points need to be reflective of what will be
included in the actuadi procurement documents. Where applicable, the business cases
should reflect and/or include the following:

Policy assumptions regarding:
« Rolling stock procurement to be included with project or outside project
procurement;

»  Possible opportunities for private transit operations;

» The role of other governmental agencies in the P3 approval process;
» Concession term length;

» Long term confract oversight;

= Toll structures and frameworks; and

»  Backing for availability payment structures.
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Confirmation of the project scope:
«  Confirm project scope and limifs;

= Confirm rolling stock technology assumptions;

= Confirm rolling stock procurement assumptions (noted above);

»  Confirm operations responsibility assumptions {ncted above); and

= Confirm the project delivery schedule and phasing assumptions for the public
option.

Perspectives from the private market sounding to confirm best approaches to:
= Construction risks {including funneling) and acceptance of design risk;
=  QOpportunity for operations cost savings;
=  Technology and systems integration;

v Interface risks and mitigation;
»  Performance and Payment Bond capacity;
= Rolling stock procurement with project integration;
»  Mdintenance assumptions;
»  Performance standards;
= Creditrisk; and
= Delivery methods.
More refined cost estimates including:

»  Revised construction cost estimate including vpdated delivery schedule and
cost curves;

= Development of a bottom- up approach te routine maintenance and
operations (if applicable) cost development; and

v Updated whole-life costing approach to develop capital maintenance cost
profile.

Updated ridership forecasts and identification of third party revenue sources: This
update should be consistent with any recommended schedule or project
acceleraiions,

Risk workshop building on the existing risk work completed in Task 3 to provide:

Revised risk matrices for both the public sector and P3 approaches;
»  Revisedrisk adjusted public sector cost inputs for all cost items 1o develop the
Public Sector Comparator for each delivery option anclyzed:; and

»  Revised shadow bid cost input development including: revised construction and
replacement costs, O&M costs, accelerated delivery schedule [(where
appropriate) for each idenfified delivery method.

Refined tax and accounting inputs
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= Finance/Cperating lease freatment of assefts;

s Agreed-upon rate of return (CTC, FTA, efc.)

»  State and federal tax assumptions; and

» Tax Depreciation (Straight line, AMT, MACRS).
Refined project-specific financing terms for:

» Taxable and tax-exempt financing options;

= Equity:

»  New and existing federal funding sources; and

= {Use of Measure R.

Identification of any required legislative changes.

5.6. Identify Optimum Metro P3 program structure

Project development
Procurement

Project delivery management
Long term contract oversight
PPP program management
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Appendix A Risk and Efficiency Adjustment Methodology

This appendix discusses the determination and application of a risk and efficiency
adjustment methodology in P3-delivered projects compared to Public-delivered
projects for Task 3.

To demonstrate the potential benefits that can be achieved through alternative P3
delivery models at this planning level of analysis, the InfraConsult Team {“the Team")
reviewed several data sources (shown in Table A-1}.

The Team utilized the Allen Consulting Group's, “Performance of PPPs and Traditional
Procurement in Australia [2007)" {"The Allen Study”) as the basis of risk and efficiency
adjustments in P3 project delivery. The Allen Study was deemed to be the most relevant
reference because the empirical study provided actual cost data points of P3 and
Traditional/Public delivery costs. The Allen Study surmised that a risk adjustment “delia”
of -30% (i.e. savings) is an appropriate adjustment to apply to public sector cost
estimates during comparable early planning level stage of project analysis.

Based on the Allen Study, the financial model input adjustments reflected a
recommended 30% cost savings delta in the construction capital costs for the P3 costs
compared to the Public costs.

Although certain routine operations and maintenance (“O&M") and lifecycle costs
may benefit from possible cost savings and efficiencies in P3 agreements, no additional
risk adjusiments were made in the financial models for operations and routine
maintenance (O&M] costs or capital construction and capital maintenance {lifecycle)
costs at this stage.

During Task 4, detailed project-specific risk analyses, construction, operations and
routine maintenance [O&M), and capital construction and capital maintenance
(lifecycle) risk adjustments are expected to be incorporated into the ViIM analysis. This
topic is discussed in more detail in the subsequent section “Potential P3 Savings in
Operations and Mdadintenance.”

Application of Risk and Efficiency Adjustments in Task 3D

The assessment of risk fransfer, as discussed above, and the possible project schedule
acceleration during the design and construction phase of ecch project were reflected
in the financial models developed for Task 3D. The financial models prepared in Task 3D
accounted for the following adjustments to the public project capital cost estimates as
described below:

Capital Cost Risk Adjustments

As a result of the review of various empirical data sources, a 30% cost reduction
lincluding cost overruns and other construction related risks} was applied as a capital
cost risk adjustment to aive at the P3 capital cost estimates. The applied 30% cost
reduction was deemed appropriate when comparing cost efficiency for P3s over
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traditional public procurements when measured from project inception to the final
project capital cost price. ROW and other pre-development costs were not adjusted.

Schedvule Acceleration

Another benefit of P3 project delivery contemplated by the Team at this level of
analysis included opportunities for possible schedule acceleration under a P3 project
delivery model. These differences vary by project depending on the private sector's
ability to achieve service commencement earlier and with an overall higher degree of
project delivery certainty.,

Operations & Maintenance - Potential P3 Savings

Public-private partnerships consider the addition of responsibility for operations and
maintenance to a contract that already includes design and construction, There are
also several examples of agencies contracting out operations and/ or maintenance of
existing facilities without significant new construction.

Numerous public agencies have contracted out some or all maintenance activities, on
both fransit and highway systems. Private participation has increased significantly in

highway systems in USA, notably the states of Virginia, Florida, Texas, Massachusetts and
the District of Colombia. A multi-billion doliar transit P3 is underway in Denver, Colorado.

Public agencies have implemented these contracting metheds to improve service and
efficiency, increase risk fransfer {cost certainty) and 1o achieve lower overall lifecycle
costs:

»  |mprove effectiveness — combining operations and maintenance with design
and construction insures that operational issues are considered from the outset.

» |ncrease efficiency - providing incentives for one company to influence cost
factors between construction and long term operations can result in delivering
the project at lower lifecycle cost.

»  Improve accountability via risk transfer — making the private sector responsible for
performance through conditions of a centract that protects public interest.

» |ncrease innovation —the private sector involvement will likely increase innovation
in methodology and operational approach.

An analysis of publicly available studies and reports that compare the cost of public
sector delivery with outsourcing ogerations and maintenance services was conducted
(Table A-2). In summary, these studies have shown that:

»  Arange of savings of between 12% and 21% have been reported on US highway
systems {see table below for a summary of sources);

»  Studies underiaken to estimate projected savings on specific projects and transit
systems report a range of 12% to 25%; and

» International data is relatively consistent with the findings above showing a
range of between 11% and 25%.
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Sources of Value

In addifion to variations in the cost of labor, many of the studies and reports cite the
following reasons for achieving savings when contracting out operations and
maintenance activities:

Adopting a Lifecycle Approach, also Referred to as Asset Management

Under public sector delivery, maintenance is "budget driven” meaning that agencies
can only do the work they can afford, which is becoming less and less as needs cutstrip
available funds. However, when Q&M is contracted out the standard of performance
{i.e. asset condition) Is fixed by the contract for the duration of the O&M period. The
standard of performance is typically equal to the standard required on publicly
operated and maintained highways. This performance-based criterion is often linked to
a service payment, which alsc centains deduction clauses if the required level of
performance is not achieved. This also serves to incentivize the contractor to be pro-
active and efficient in the operation. Private sector particication has resulted, in some
cases, in the adoption of inncvative techniques that have improved levels of service at
ne additional cost,

Caltrans carries out routine, preventative and major maintenance on the State
highway system using ¢ combination of State forces and contracted services and
recognizes the impoertance of a lifecycle approach to maintenance, According to a
Caltrans reporté “for every $1 invested in preserving pavement, bridge, or drainage
systemns, the State saves $5, $12, or $2 respectively. It costs many times that amount to
allow a facility to degrade and repair it [ater. Keeping an asset in good health costs less
than restoring it; good roads actudlly cost less.” The figure below (from the same report)
demonstrates the increasing cost of maintenance activities if condition is allowed to
deteriorate. Metro similarly has a policy of asset maintenance and develops a State of
Good Repair Study regularly. However, due to budgetary constraints, often Caltrans
and Metro are unable to address all maintenance issues to the ideal level for lifecycle
maintenance. Sadly, maintenance funding is often the first o be cut by outside agency
forces, and agencies must creatively apply the remaining funds on an as-needed basis.
If the necessary maintenance cannct be funded, the facility will not remain in good
health.

A P3 contract allows alifecycle / asset management approach to be tcken whereas
such an approach is less likely for the budget-driven public secter approach.

® Caltrans Five-Year Maintenance Plan {January 2009}

Public Private Parthership Recommendations For Business Case Developmeni
Program A-3 February 2011



Condltion'Project Cost Relationship

3 5 PRESERVE

> PSRN 1 THS OOy AAYS
Bricge 1Py and derings
Drainaga O Mo ! et
REPEIA

: L Paament 5 TONoeene O our
p&tz:tct Degradation Curve Bodge 17 P ordn and beringa

Dravnage I COrraet SpmECAN SHONT AN

AERL ACE . REHABUTATE
& HANXID raconar i

pEahesssd . anage 72 JEE TET RS TIRERES B
Dramoge 10 Replxe

E

0 10 26 39

Use of Performance Standards (Performance-Based Contracting)

Most public sector maintenance is defined by "means and methods” in @ manudal
which is updated periodically to reflect good practice. This prescriptive approach is
designed to provide consistent results across a system, but in practice often results in
less than oplimal allocation of resources leading to overall declines in system condition.
In particular, in fimes when budgets are constrained and funding for routine
maintenance reduced, such an approach can prove unwieldy and unworkable, as it
does not dllow prioritization of efforts to achieve the highest level of performance
possible within those budgetary constraints. A recent report by the ASCE concluded
that 66 percent of California’s highways and major roads were in poor condition,
undoubtedly due in no small measure to the fact that the state underspent on itfs
maintenance by more than $2 billion annudally.

In a P3 model however, maintenance requirements are typically defined in the
Agreement by performance standards, which define a level of result required but not
the definition of what means must be used 1o achieve it. So, for example, rather than
stating that a bridge structure must be painted every certain numbers of years with ¢
paint of a specific type {and often color as welll}, a performance standard would
require that all exposed metal surfaces should be adequately protected from weather
and sunlight so that they show no visible signs of oxidation, leaving it up to the
contractor how best to achieve that result.

Provided the performance standards are appropriately defined, the performance
based approach is more efficient, as it encourages the contractor to innovate and
implement efficiencies to achieve the performance levels. In addition, efficiencies may
be achieved because work only needs to be done when the standard drops, rather
than scheduling work at specified intervals that may not be necessary.

Maintenance performance is enforced under the Agreement terms typicatly through
provisions that financially assess the contractor for lack of facility availability and failure
to meet milestone goals and long-term hand back requirements.
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Fixed Prices and Competition

Under a competitive P3 procurement, prices submitted by bidders include the cost of
both routine and capital maintenance for the entire term of the Agreement. This has
the effect of providing a fixed price maintenance guarantee, subject only fo agreed-
upon inflation adjustments based on a third-party index. Agencies benefit from being
able to budget such expenses for the life of the contract, and to smooth the curve of
expenditures into annual escalating payments rather than the spikes of periodic major
expendifures. And, as this amount is part of the overall confract payment structure, its
funding is assured, either by being part of the Availability Payments committed under
the contract, or by being paid by the contractor from project or other revenues. This
benefit is absent from public maintenance where the annual budgets are the subject
of fierce debate and often go unfunded, and where long-term costs are at best
unpredictable due to the volatility of labor agreements and equipment and material
cost swings.

In fransferring the maintenance obligations fo the private secior, the P3 structure also
encourages the contractor to use its technical expertise and quality construction
methods to seek ways fo reduce its future maintenance costs. As the initial award will
go to the bidder who has designed an asset to achieve the best overall lifecycle cost,
the P3 process inherently encourages greater consideration of maintenance costs over
the term of the coniract because these costs are a significant part of its competitive
price. Throughout the contract, the contractor has a powerful incentive to mainiain the
project properly since its compensation depends on meeting applicable standards and
its profit depends on its ability fo complete the required work for the same or lower
price than initially projected. And, in a fully competitive procurement, the procuring
agency also benefits in the form of lower competitive prices for both initial construction
and long-term maintenance.
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Table A-1. Review of Empirical Cost and Risk Savings between Traditional Procurement

and Alternatives

Value for Money
Andalysis" {2009)

P3 [DBFOM): 5% cost overrun + 5% risk
contingency added to base cost estimate

Cpergtions & Maintenance:

DBB: 20% cost overrun [assume + 10% risk
contingency + 10% contract renewal overrun)

P3 [DBF): 20% cost overrun + 10% risk

Ref | Source Bocument Key Finding{(s) Commenis
Vaiyes usedin
Construction: business case:
DBB: 29% estimated risk exposure {sum of aﬁgésﬁg'gggince
public and private risks, 80t percentile) DBFOFJ‘)\A' 5%
DBF: 21% estimated risk exposure differen.ce i:m
DBFOM: 14% estimated risk exposure capital costs
Arup / PB “Andlysis DBB Capital Co§? Risk Adjustments quo’red:‘ Anallysis based on
of Delivery Options | 32% (Bent Flyvbjerg database, 80™ percentile) | project specific
1 for the Presidio 39% {Cdltrans database of large projects, 80" | issues and detailed
Parkway Project” percentile) QRA (not
(2010) 55% {US Government, GAQ, 80" percentile) published)
6-66% (UK Government, HM Treasury)
Values used in
Operations & Maintenance: business case:
DBB: 20% DBF: 0% difference
DBF: 20% in Q&M costs
~h DBFOM: 15%
DBFOM: 5% difference in O&M
costs
Construction:
PUBLIC[DBB): 20% cost overrun
Florida Department . i ;
of Transportation, P3 (DBFOMY): 7.5% risk contingency 12.5% difference in
9 “"Port of Miami . . _ capital costs
Tunne! Value for Qperations & Maintenance: ‘ 22.5% difference in
Money Analysis” PUBL'C(DBB) 20% cost overrun + 10% risk Q&M costs
(2010) ceontingency + 10% contfract renewal overrun
P3 [DBFOM): 10% cost overrun + 7.5% risk
contingency added to base cost estimate
Construction Engineering & Inspection {CEl}: | Public not
DBB: 12-15% calculated so some
P3 (DBF): 12% {same as DBB) data unavailable.
P3 [DBFOM): 5% DBE:
Florida Department | Construction: différgralfe in CEl
of Transportation, DBB: 10-20% cost overrun {assume 20%) costs
“I-595 Comidor P3 [DBF): 5% cost overrun + 10% risk -
3 CBFOM: 7-10%
Improvements contingency added to base cost estimate

difference in CEl
COosts

DBF: 5% difference
in capital costs

DBFOM: 0%
difference in
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Project Finance,
“Global Toll Road

increased to between 0% ond 10%. Stress
case increases the ranges to 5-10% cost

Ref Source Pocument Key Finding(s) Comments
contingency + 10% contract renewal overrun | capital costs
P3 [DBFOM): 10% cost overrun + 5% risk
contingency added to base cost estimate DBF: 0% difference
in O&M costs
DBFOM: 25%
difference in C&M
costs
Performance-based contracting {a form of
P3) can result in cost savings ranging from é to
US-DOT. “Report to | 40% (based on study by Battelle & Koch
4 Congress on Public- | Industries).
Private Traditional low-bid contracts on average had
Partnerships” {2004) | 12.4% cost overruns. Nontraditional contracts
had only a 3.6% cost overrun {based on study
by Florida Department of Transportation).
US-DOT, "Report to
Corte genefts, and 7 lorge trarei
T ' Cost savings from P3 range between $1m projects reviewed.
Efficiencies of )
. . and $38m compared to DBB. Percentage 5 delivery methods
5 Public-Private ; .
Partnerships for scnwngs_no’r provided, unable to calculate were DB, 1 DBOM, 1
. . from this source. planned as DBFOM
Fixed Guideway .
: . " (since cancelled).
Capital Projects
{2007}
GAQ-03-764T,
“Federal-Aid
Highways, Cost and | 23 out of 30 projects experienced cost
Oversight of Major increases of between 2 and 211% S?U(.jy sqmple of 30
6 . . . major highway and
Highway and 15 out of 30 projectsincreased by 25% or . .
> : bridge projects
Bridge Projects - more
Issues and Options”
(2003)
?AO{ RCED-57-47, Average cost overrun of large dollar {>$100m) Data interpreted by
Managing the ; . ) ; Arup/PB IV and
7 Cost of Large Dollar hlghyvay projectsis 41%. At the 80% included in Presidic
. : " confidence level the cost overrun was .
Highway Projects reported at 55% Parkway Business
(1997) P ° Case Report (2010)
Flyvbjerg. Holm and Statistical analysis
?b’ hl{:leres tmatin Costs for highway projects are on average 8; 1qén7dlcrge~scqle
8 naeresimating 20% higher than the cost estimate at the fime | . .
Costs in Public i - international
. . the decision is made to invest . .
Works Projects: Error projects delivered
or Lie?2" {2002) by design-bid-build
Fitch Ratings. Cons’r‘[qcﬁonif:os’r overrun factors for base Private sector's
Global case “simple” projects taken as between 0% view of risk on US
? Infrastructure and and 5%. For "complex” projects this is

tolled concessions
(highways)
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Ref

Source Document

Key Finding(s)

Comments

Rating Guidelines”
{2007)

overrun for simple project and 10-20% cost
overrun for complex projects.

&M taken as equal to historical average in
base case (+1% in stress case) once
established. During start-up base case is initial
year cost plus 0-10% {(+1% in stress case).
Inflation is increased by 1-2% in start-up.

Texcs Department

of Transportation,
!vlf rcf)jhec(; Deh;ery Data used was
0 CcemTrC;cs’rIﬁn DB unit costs 6.1% less than DBB from building
pesiiatini Cost growth 5.2% less projects, not
A\F?gilcble for tfransportation
Implementation”
{2001)
That thisis a
Leg'SIOT!.Ve Anc:_tyst *|ofs projects: two were 5% and 16% less than comparson with
Office, "Counties . . . estimated costs
11 . o estimated cost;) two were approximately the
and Design-Build same and one was 5% higher rather than
(2010) °hig comparison with
DBB
Broad ranging
Allen Consulting . study O.f .2] P3 and
Grou P3 demonstrate clearly superior cost 33 Traditional
“Pe ﬁg;mance of efficiency over traditional procurement projects across
12 P3s and Traditional ranging from 30.8% (measured from project Australia including
Procurement in inception) to 11.4% {measured from fransportation,
Australia (2007) centractual commitment to final outcome). schoaols, hospitais,
water and sports
stadiums.
Capital costs and
concession costs
Eagle P FasTacks: | private bid of $2.085 billion in capital cost per concessionaire
RecoOmmMen datg?on came in $300m lower than RTD estimate of VCIII:JG reflocts
$2.385 billion. In additicn, total value of the
to RTD Beoard for ) lected progress payments
13 Award of Ae-year concession proppsed by se ected during construction
; concessionaire {$7.14 billion, or $1.12 billion in ;
Concession and service

Agreement, Special
Board Meeting,
June 15, 2010

present value} was $2.70 billion below RTD
estimate {$9.83 billion, or $1.48 killion in
present value).

payments. Capital
costs reflect a
12.5% cost saving
from engineer's
estimate.
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Ref

Source Document

Key finding(s)

Commenis

Construction:

Optimism bias for fraditional procurement =
47% [average of all types of infrastructure}
Qptimism bias for P3/PFl procurement = 1%
(average of dll types of infrastructure)

Report notes: Do
not use (this data)
for calculating the
optimism bias levels
for current projects.
Guidance indicates
use of upper bound
[66%) and lower
bound (6%) for
capital costs on

with a
representative
sample of
traditionally
procured
infrastructure
projects (2008)

of 4.3% post contract execution compared to
Traditional projects that had an average cost
escalation of 18.0% for the same period.

P3 projects provide far greater cost certainty
than Traditional contracts and there is litlle
variation in cost of a P3 project after the
contract is signed.

Mottt MacDonaid Non-standard civil engineering optimism bias | non-standard civil
(for HM Treasury), = 6-66% range. engineering
14 “Review of Large Cpergtions & Maintenance: projects as a
Public Procurement | optimism bias for traditional procurement = starting point for
in the UK" {2002) 41% {average of all types of infrastructure) calculations at
Optimism bias for P3/PFl procurement, not outline business
applicable case stage.
. . , . . Does not separate
Non-standard civil engineering opfimism bias traditional from
_for O3&M not provided but outsourcing range P3/PE! for non-
is 0-41%. standard civil
engineering
projects and does
not have much
data on P3/PFL.
Source data
includes:
s 32 sccial
. . . infrastructure
Over dll time periods considered in this study, projects
o P3s delivered projects for a price that is far « 23 Transport
University of closer to the expected cost than if the project projects
Melbourne was procured in the Traditional manner. « 8 Sustainability
Engineering Based on the inter-quartile percentage for twater, energy &
Research Unit - the period from initial project announcement wcste)’ projects
Report on the to the actual final cost, P3s were 31.5% better | , 4 information
Derformqnce of P3| than traditional projects. Technology (IT)
projects in Australia | p3 contracts had an average cost escalation projects
15 when compared

Good summary
table referring to
other studies
referenced in this
table - see below.
Report does not
provide summary
data for just
transportation
projects.

P3 saving over
Traditional = 13.7%
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Ref

Source Document

Key Finding(s)

Comments

UK National Audit
Office,

Compares P3/PFl resuits to contract price, not
to fraditional procurement.

65% of the projects surveyed were completed

Corrcborates point
made by others

Qptimism Bias in
Transport Pignning™
(2004)

percentile

Rail = 40% at 50t percentile, 57% at 80t
percentile

16 “Performance of PFI | to the price as set out in the confract. that there is sfill a
Construction” The remaining 35% of projects were delivered | fisk of overruns on
(2009) for a price higher than that set out in the P3 form of delivery.
original contract.
UK National Audit | ~qmoares P3/PFI results to contract price, not Cor;obtc))rc’r;erf point
Office, to traditional procurement., made By others
17 “"Performance of PFI 78% of th ‘oot d leted that there is still a
Construction” i ;_lo 1 prOJecTs sujrrye;/he werte C?mpe €91 risk of overruns on
(2003] o the price as set out in the contract. P3 form of delivery.
HM Treasury - “The
fre?niBéic;kr; d Lets of guidance but actual figures are as per
18 ppraial d the Mott MacDonald study referenced above | See 14 above
Evaluafion in
(14)
Central
Government”
Guidance refers to
Mott MacDongald
study and repeais
British Department | pecommends optimism bias added to public | the 6-66% used but
fgr Trcncsjpor’r, - project capital costs by mode: :g%ﬁ?g?ﬁ& -
rocedures wi _ " . . i i wi
19 Dealing with Roads = 15% at 50! percentile, 32% at 80 these specific

values for road and
rail.

Does not mention
comparison of
public procurement
to P3
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Table A-2. Review of O&M Cost Savings Potential between Traditional Procurement and

Alternatives

Source Document

Key Finding{s)

Comments

Massachusetts DOT,
"Competitive Contracting for
Highway Maintenance: Lessons
Learned from National
Experience” by E. Montague
and G. F. Segal (2004)

21% savings generated
through maintenance
coniracting program

The cost savings studies were
conducted by Kennedy
School of Government at
Harvard and the Coopers &
Lybrand accounting firm.

Fiorida Department of
Transportation, "Performance
Based Contracting: The US
versus the World" {2009)

FOOT has reported that is
achieved 15.7% in cost
savings through performance
madintenance contracts

The study was submitted to
TRB in 200%. Also referenced
In Competitive Contracting
for Highway Maintenance:
Lessons Learned from
National Experience by E.
Montague and G. F. Segal
{2004)

Virginia Department of
Transportation, "Outsourcing
Versus In-house Highway
Maintenance: Cost
Comparison and Decision
Factors" (2006)

Analysis by Virginia Tech
showed a savings of 12% as a
result of confracting out
maintenance

Study was conducted for
South Caroling DQT

Texas Department of
Transportation, "Open More
Roadway Maintenance 1o
Competition” {2001}

No specific percentage
savings quoted but states
that bid estimates came in
lower than TxDOT estimates
cn pilot projects in wWaco and
Dallas

Reviews successes from
Virginia and recommends
continuation of outsourcing
pilot program plus new pilot
to include "all aspects of
highway maintenance”

&t Annual Inter-University
Symposium on Infrastructure
Management, “Literature
Review on Alternative Highway
Maintenance Procurement
Strategies” (2010)

includes two case studies
from Texas {"cost savings
were redlized and higher
service levels were reported”)
and Florida {*12% cost savings
as well as anincregse in
service levels")

Reviews a paper from
Purdue University that
performance contracts
increqse savings by 5.8%

washington State Depariment
of Transportation, "Synopsis of
WSDOT's Review of Highway
Mdaintenance Qutsourcing
Experience” (2006)

Describes the difficulty of
comparing before and after
apples-to-apples costs and
recommend caution when
reviewing claims of savings

Reviews cutsourcing of
highway O&M In Virginia,
Florida, Qklahoma, Texas
and British Colombia

Eagle P3-FastTracks: General
Manager's Recommendation
1o RTD Board for Award of
Concession Agreement,
Special Beard Meeting, June
15, 2010

Total value of the 4é-year
concession proposed by
selected concessionaire
{$7.14 billion, or $1.12 killion in
present value) was $2.70
billion below RTD estimate
{$2.83 billion, or $1.48 billion in

Concession costs and
capital costs per
concessionaire bid.
Concession value reflects
progress payments duwring
construciion and service
payments. Capital costs
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Source Document

Key Finding(s)

Comments

present value). In addition,
private bid of $2.085 bilion in
capital cost came in $300m
lower than RTD estimate of
$2.385 billion,

reflect a 12.5% cost saving
from engineer's estimate.

"RID: Parinerships in Transit,”
Presentation by Cal Marsella,
General Manager of Denver
RTD, June 2008, Nationat
Council on Public-Private
Partnerships

2007 hourly cost for RTD
contracted bus service
averaged $43 in comparison
1o $92 in houwrly costs for RTD-
operated service, or
approximately a 30% hourly
cost saving.

Based on 2007 data
compiled by Denver RTD.

Booz Allen Hamilton and Robert
Kuo Consulting, “NCTD Transit
Service Delivery Assessment
Update" {2009}

12-18% savings in operations
expenditure predicted by
moving from full in house
service to partial or complete
outsourcing.

Study applies to California
bus, paratransit, commuter
rail and light rail

Florida Department of
Transportation, “I-595 Corridor
Improvements Value for Money
Analysis” {2009}

DBFOM model assumed a
25% saving in O&M costs over
DBB

Projected savings for a P3 foil
road in Florida that has
reached financial close

Florida Department of
Transportation, "Port of Miami
Tunnel Value for Money
Analysis” (2010)

DBFOM maodel assumed a
22.5% saving in O&M costs
over DBB

Projected savings for a
complex P3 project involving
a magjor tunnel in Florida that
has reached financial close

Arup / PB, “Analysis of Delivery
Options for the Presidio
Parkway Project” (2010}

DBFOM model assumed o
15% saving in O&M costs aver
DBB

Projected savings for a
current California P3
highway project

New Iealand Transport
Agency, "Performance Based
Contracting: The US versus the
World" (200%)

NITA recorded cost savings in
the range of 25% using a
hybrid performance based
contract

Study was submitted to the
Transportation Research
Board in 2009

Swedish Transport
Administration {§TA}, “Contract
Maintenance — the Swedish
way” (2010)

Up to 20% cost savings in
Operations and Maintenance
by moving to complete
outsourcing — based on
performance based
contracting

Study applies to Swedish
highways

Transport Scotland,
“Performance Audit Group's
Annual Report” [2009-10)

11% efficiency savings
delivered by maintenance
contractor for 2009/10

Audit report prepared for the
Transport Scotland 3rd
Generation Operation
Conftracts
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Appendix B Glossary and Abbreviations

A

Allerngalives Analysis (AA): An analysis of the engineering and financial feasibility of
alterngtives under consideration for a rail extension or other major fransit construction
project; reguired before federal monies can be allocated to a preject.

Analysis Period: The period, over which the costs and revenues of each project are
analyzed for the sake of comparing the financial performance of different delivery
options, typically reflecting a 35 to 50-year concession term stariing with the
development and construction phases of ¢ project and continuing through operations
and/or maintenance.

Asset: Any item of economic value, either physical in nature {such as land) or aright to
ownership, expressed in cost or some cther value, which an individual or entity owns.

C

California Environmental Quality Act {CEQA): The state law which requires state and
local agencies to identify and analyze the significant environmental impacts of
proposed development projects, to identify and analyze feasible mitigation measures
and alternatives that may avoid or substantially reduce the adverse environmentdal
impacts of proposed projects, and 1o consider the analysis and adept feasible
mitigation measures to reduce significant adverse effects before approving proposed
projects.

Cadlifornia Department of Transportation (Caltrans): The state agency that operates
Cdlifornia’s highway systems and administers FHWA and state funding of fransportation
projects.

California Transportation Commission (CTC): A state-level commission, consisting of nine
members appointed by the govearnor, which establishes priorities and allocates funds
for highway, passenger rail and transit investments throughout California. The CTC
adopts the State Transpoertation Improvement Program, or STIP, and implements staie
transportation policy. Tne CTC is also responsible for approving P3 projects developed
under California Streets and Highways Code Section 143.

Capacity: Capacity refers to a rate of vehicular or persen flow that can be expected to
traverse a point or uniform section of a lane or roadway during a specific pericd, which
is most often a peak 15-minute period, and which is not the maximum volume that can
be accommodated during an hour, under prevailing roadway, traffic, and control
conditions. Capacity and Level of Service [LOS) are analyzed separately and are not
simply related to each other; both must be fully considered to evaluate the overall
operation of a facility. Capacity anaiysis may be used in the computation of Volume-
to-Capacity {(V/C) rafios. In some cases, the V/C ratio is used to define LOS.

Capital Cost: Costs related to the design and construction of the project (excluding the
cost of acquiring rolling stock).
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Capital Maintenance: Replenishment and replacement of capital facilities and
equipment {with the exception of rolling stock].

Concession Benefits: Concession benefits are rights to receive revenues or other
benefits for a fixed period of time.

Confingencies: Existing condifions, situations, or circumstances which involve
uncertainty and which could result in gains or losses. For example, guaranteed loans
represent contingent liabilities which, in the event of default by the borrowers, the
federal government would be liable to cover the losses of the guarantors, and thereby
sustain the loss itself.

D
Debt Service: The amount of debt interest and the principal repayments.

Design-Build {DB): A procurement or project delivery arrangement whereby a single
entity {a contractor with subcontractors, or team of contraciors and engingers, often
with subcontractors) is entrusted with both design and construction of a project. This
contrasts with fraditional procurement where one contract is awarded for the design
phase and then a second contract is bid for the construction phase of the project.

Design-Build-Finance (DBF): Based on DB, above. Under these arrangements, the
agency may retain ownership of the public facility or system, but the private party
generally invests its own capital to design and develop the properties. Typically, each
pariner shares in income resulting from the partnership.

Design-Build-Finance-Operate (DBFQ): Based on DBF, above. A contfract whereby one
company undertakes a contract to perform these services for the length of the
concession, often 30-50 years.

Design-Build-Finance-Operate-Maintain (DBFOM): Based on DBFO, above. A contract
whereby one company undertakes a contract to perform these services for the length
of the concession, often 30-50 years.

Discount Rate: The interest rate used in calculating the net present value (NPV) of
expected future cash flows.

E

Environmental Assessment (EA): An environmental document that is required under
NEPA to assess an action that is not a categorical exclusion and does not clearly
require the preparation of an environmental impact statement (EIS), or where the
Federal Highway Administration believes an environmental assessment would assist in
determining the need for an ES.

Environmental Impact Repoit (EIR): An analysis under CEQA of the environmential
impacts of proposed land development and transportation projects. A draft EIR (DEIS) is
circulated to the public and agencies with approval authority for comment. A DEIR
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grows up to be a certified FEIR that contains responses o public comments and ways to
mitigate adverse impacts.

Envircnmental Impact Statement (EIS): An environmental review and assessment
document required under NEPA when a proposed project or action will significantly
affect the environment. A draft Environmental Impact Statement [DEIS) is a federally-
required environmental document that is prepared when it is initially determined that
the action/project may cause significant impacts to the environment, when
environmental studies and early coordination indicate significant impacts, or when
review of the environmental assessment indicates that the impacts anticipated o result
from the project may be significant. The DEIS compares all reasonable alternatives to
the proposed project and summarizes the studies, reviews, consultations, and
coordination required by legislation and Executive Orders to the extent appropriate at
the draft stage in the environmental process. This document lists all entities from which
comments are being requested._A final Environmental Impact Statement (FEIS} is an
environmental document that is prepared following the DEIS, which includes the resulis
of the public involvement process and agency input on the DEIS. This document
summarizes the substantive comments on social, economic, envircnmental, and
engineering issues made as a result of the public invelvement process, and documents
compliance with requirements of all applicable environmental laws, Executive Orders,
and other related requirements.

Environmental Protection Agency (EPA): A Federal agency charged with protecting the
natural resources of the nation.

Equity: Commitment of money from public or private sources for project finance, with
designated rate of return target.

F

Feasibility Study: A study of a project's feasikility typically addressing issues such as the
project's benefits, costs, effectiveness, and aiternatives considered analysis of
alternative selection, environmental effects, public opinions, and other factors. The
feasibility study for major projects involving Federal funds was replaced under the
Intermodal Surface Transportation Efficiency Act by the Major Investment Study.

Federal Highway Administration (FHWA): The federal agency responsible for the

administration of federal highway funds. The agency is part of the US Department of
Transportation.

Federal Transit Administration {FTA): The FTA was formerly known as the Urban Mass
Transportation Administration. It operates under the authority of the Federal Transit Act
and is part of the US Department of Transportation. It administers all federal programs
related to mass transit.

H
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Heavy Rail Transit (HRT): An electric railway with the capacity for a "heavy volume" of
traffic and characterized by exclusive rights-of-way, multi-car frains, high speed and
rapid acceleration, sophisticated signaling and high platform loading. Also known as
“rapid rail,” "subway,” "elevated {railway}" or "metropolitan railway (metre)'. The Metro
Red and Purple Lines are heavy rail systems,

High Occupancy Vehicle (HOV): Vehicles having more than one occupant. Exampies
include carpocls, vanpools, buses, and mini-buses. Transportation systems may
encourage HOV use by having designated HOV lanes.

High Occupancy Vehicle {HOV) Lane: Exclusive road or traffic lane limited to buses,
vanpools, carpocls, emergency vehicles, and in some cases, single occupant
motorcycles. HOV lanes typically have higher operating speeds and lower fraffic
volumes than adjacent general purpose lanes.

High Occupancy Toll (HOT) Lanes: Lanes reserved for high-occupancy vehicles or
single-occupancy vehicles which pay a higher foll.

Interest: A periodic payment assessed for the use of capital. Financing interest is the
charge assessed as a cost of exiending credit as distinguished from additional interest
which is the charge assessed on delinquent debfs.

Intermodal Sudace Transportation Efficiency Act {ISTEA): A Transportation Bill passed by
Congress in 1991 that provided six year authorization for development of a National
intermodal Transportation System which consists of all forms of fransportafionin o
unified, interconnected manner. Under ISTEA, the statewide planning process must
incorporate some new goals: to reduce congestion and improve air quality; fo consider
national and international commerce; to consider energy conservation; to create an
integrated system of several modes; and to concentrate on the most efficient way to
move goods and people, not just people. The three major components of ISTEA are the
National Highway System, the Surface Transportation Program, and the Congestion
Mitigation and Air Quality Improvement Program. This bill was subsequently reauthorized
by TEA-21 and SAFETEA-LU and is overdue for another authorization program in 2011.

L

Leverage: A financial mechanism used to increase available funds usually by issuing
debt [typically bonds) or by guaranteeing or otherwise assuming liability for others’ debt
in an amount greater than cash balances.

Light Rail Transit (LRT}: A railway with a light volume" traffic capacity compared to
"heavy rail.” Light rail may use shared or exclusive rights of way, high or low platform
loading, and multi-car trains or single cars fraveling on fixed rails. LRT uses lightweight,
streetcar type passenger vehicles operated on city streets that are typically not
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separated from other traffic. LRT is aiso known as light rail, streetcar, trolley car, and
tramway. Metro Gold, Blue, and Green lines are LRT systems.

Loan: Legally binding agreement whereby funds are loaned by one party to another.
The amount of funds disbursed is to be repaid [with or without interest and late fees) in
accordance with the terms of a promisscry note and/or repayment schedule.

Locally Preferred Alternative (LPA): The alternative selected by the appropriate state
and local agencies and official boards through a public process; must be selected by
project sponsors from among the evaluated alternative strategies and formally
adopted and included in the Metropolitan Planning Organization's financially
constrained long-range regicnal transportation plan.

Long Range Transportation Plan (LRTP): Metro's plan to meet Los Angeles County
residents’ transportation needs over the next 30 years. The 2009 LRTP reflects changes
that have occurred since the 2001 LRTP, including growth pattems, the latest technical
assumptions, climate change issues and Measure R projects. It recommends
fransportation projects that can be implemented through 2040, and other projects that
could be funded if new revenue sources become available.

Los Angeles County Metropolitan Transportation Authority (LACMTA or Metro)
N

Nationgl Environmental Policy Act {NEPA): The federal law which provides the
framework for the federal environmental review process for development projects that
require permits, approvals or other major actions from federal cgencies.

Net Present Value {NPV): The discounted value of a series of future costs, benefits or
payments, i.e. the value of future cash flows in foday's money.

New Starts: Federal funding granted under Section 3(i) of the Federd! Transit Act
{formerly known as the Urban Mass Transportaticn Act). These discrefionary funds are
made available for construction of a new fixed guideway system or extension of any
existing fixed guideway system, based on cost-effectiveness, alternatives analysis results
and the degree of local financial commitment.

Nominal Value or Amount: An unadjusted rate, value or change in value. In this case, it
refers to values expressed in year of expenditure (YOE].

Non-Federal Match: The commitment of state or other non-federal funds required to
receive federal contributions. For example, the U.S. SIB program requires a non-federall
match for capitalization funds, which is 25 percent of the amount of federal funds. The
match may be lower in states which have a sliding scale rate based on the percentage
of federal land in the state.

Notice Of Intent {NOI): A notice that is prepared to inform the public that an
Environmental Impact Statement will be prepared for a project. A nofice of intent {NQI)
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is published in the Federal Register advising that an environmental document will be
prepared in accordance with NEPA. The NQI will include a brief description of the
proposed acticn and possible alternatives, and contact information for obtaining
further information about the project and preparation of the document,

o

Opergtions & Maintenance (O&M): Of or relating to the direct operation of
transportation service including salaries and benefits of operateors, fare or toll collectors
and mechanics and the routine maintenance of capital facilities such as buildings,
grounds, revenue equipment, structures, tunnels, stations, roadways, track,
communication systems and electric power facilities.

Original Discount Rate: Discount rate originally used to calculate the present value of
direct loans or ioan guarantee licbilities, when the direct or guaranteed loans were
disbursed.

P

Perdformance Measures: Indicators of how well the fransportation system or specific
fransportation projects willimprove transportation conditions.

Proposition 42: A state censtitutional amendment passed by California voters in March
2002 that permanently dedicates 100 percent of the state sales tax on gasoline for
transportation investments, with the Legislature able to suspend these provisions in times
of fiscal crisis.

Pre-Development Agreement {PDA): A legal agreement pricr to the final design and
construction phases whereby a private entity agrees to some or alf of the following
activities for a public-private project: development, design, and financial assessment.
Depending cn the cutcome of the andlysis, the public entity may choose to enter into
negotiations for a concession agreement with the private partner tc design, build,
finance, operate, and/or maintdin the project. The private partner may also assist the
pubiic entity with some or all of the following: environmental, engineering and design
studies, including capital cost estimates, environmental mitigation, regulatory
approvals, right of way and utility impact assessments, construction planning, toll
operational strategies and/or toll market research.

Present Value (PV): The value of future cash flows discounted to the present at cerfain
interest rate (such s the entity's cost of capital or funds}, assuming compounded
interest. The GAQ definition of present values is as follows: The worth of a future stream
of returns or costs In terms of money paid immediately {or at some designated date). A
dollar available at some date in the future is worth less than a dollar available today
because the latter could be invested and earn interest in the interim. In calculating the
net present value, prevailing interest rates provide the basis for converting future
amounts into their "money now" equivalents. Under credit reform, the subsidy cost of
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direct loans and loan guarantees are to be computed on a present value basis and
included as budget outlays at the time the direct ¢or guaranteed loans are disbursed.

Principal: Amount loaned to the borrower and owed 1o the federal government which
excludes interest, penalties, administrative costs, loan fees, and prepaid charges.

Project Approval & Environmental Documentation (PARED)

Project Revenues: All rates, rents, fees, assessments, charges, and other receipts derived
by a project sponsor from a project.

Public Private Partnership: Under a public-private partnership, sometimes referred to as
a public-private venture, a contractual arrangement is formed between public and
private sector entities to renovate, construct, operate, maintain, and/or manage a
facility or system, in whole or in part, that provides a public service.

Record of Decision {(ROD): A formal decision granted by the federal lead agency that
provides a written record of the agency's decision on a Final Environmental Impact
Statement {FEIS). The ROD documents any conditions or mitigaticn measures
committed fo in the FEIS.

Request for Proposals (RFP): An RFP is an announcement, often by the government
agency, of a willingness to consider proposals for the performance of a specified
project or program component.

Request for Qudlifications (RFQ): An RFQ is a procurement tool routinely used by state
and local governments and the private sector 1o select partners in major projects or
systems acquisitions. This approach differs from the traditional request for proposals
approach in that it asks only for qualifications of the potential contractor--his or her
track record—and does not ask for pricing information.

Ridership: The number of rides taken by people using a public transportation system in a
given time period.

Right-of-Way (ROW): The linear parcels of land acquired for or devoted to
transportation purposes. For example, highway ROW and railroad ROW.

Risk Transfer: The passing of risk under contract from one party to another.

Routine Maintenance: Maintenance {nhot replacement or refurbishment) of capital
facilities such as buildings, grounds, and eguipment; structures, tunnels, and subways;
fare collection equipment; stations; roadways and track; communication systems; and
electric power facilities.

S
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SAFETEA-LU: Safe, Accountable, Flexible, And Efficient Transportation Equity Act: A
Legacy for Users, the federal transportation authorization that succeeded ISTEA and
TEA-21.

Senate Bill 4 (SB 4 X2): The enabling legislation in the State of California allowing
transportation agencies to use design-build procurements for highway projects.

Service life: Projected life remaining (in years) of an existing structure or structural
component under normal loading and environmental conditions before replacement
or maijor rehabilitation is expected.

Southern California Association of Governments (SCAG): A six-county planning and
coordinating agency that deals with transportation, water quality, housing and land
use and also reviews and comments on applications for a variety of federal and state
assistance programs.

State Infrasiructure Bank: A state or multi-state revolving fund that provides loans, credit
enhancement, and other forms of financial assistance 1o surface transportation
projects.

State Transportation Improvement Program {STIP): A short-term fransportation planning
document covering at least a three-year period and updated ot least every two years.
The STIP includes a priority list of projects to be carried out in each of the three years.
Projects included in the STIP must be consistent with the long-term transportation plan,
must conform to regional air quality implementation plans, and must be financially
constrained {achievable within existing or reasonably anficipated funding sources).

State Transportation Plan: The transportafion plan covers a 20-year pericd and includes
both short- and long-term actions that develop and maintain an infegrated, intermodal
transportation system. The plan must conform to regional air quality implementation
plans and be financially constrained.

Subsidy Cost: The estimated long-term cost to the federal government of providing
credit assistance (e.g., direct loans or loan guarantees), calculated on a net present
value basis at the time of disbursement and excluding administrative costs.

T

TE-045 Innovative Finance Initiative: A research program begun by the Federal Highway
Administration in 1924 in response to Executive Crder 12893. This finance initiative is
designed to increase investment, accelerate projects, promote the use of existing
innovative finance provisions, and establish the basis for future initiatives by waiving
selected federal policies and procedures, thus allowing specific transportation projects
to be advanced through the use of non-traditional finance mechanisms.

Transportation Equity Act for the 21st Century {TEA-21): Passed by Congress in May 1998,

this federal transportation legislation retained and expanded many of the programs
created in 1991 under the Intermodal Surface Transporiation Efficiency Act {ISTEA}.
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Reauthorized federal surface transportation programs for six years {1998-2003) and
significantly increased overall funding for transportation.,

TIFIA Credit Program: As part of its 1998 enactment of the Transportation Equity Act for
the 21st Century [TEA 21}, Congress established a Federal credit program for large
transportation projects. Sections 1501 to 1504 of TEA 21, collectively the Transportation
Infrastructure Finance and innovation Act of 1998 (TIFIA), authorize the Department of
Transportation (DOT) to provide three forms of credit assistance - secured [direct) loans,
loan guarantees and standby lines of credit - o surface transportation projects of
national or regional significance. A specific goal of TIFIA is to leverage private co-
investment. Because the program offers credit assistance, rather than grant funding.
potential projects must be capable of generating revenue streams via user charges or
other dedicated funding sources. In general, a project's eligible costs must be
reasonably anticipated to total at least $100 million. Credit assistance is available to
highway, transit, passenger rall and multi-modal projects. Other types of eligible
projects include intercity passenger rail or bus projects, publicly owned intermodal
facilities on or adjacent to the National Highway System, projects that provide ground
access to girports or seaports, and surface fransportation projects principally involving
the installation of Intelligent Transportation Systems (ITS), for which the cost threshold is
$30 million. The TIFIA credit assistance is limited to 33 percent of eligible project costs. For
more information, visit the TIFIA website at htip://fifia.fhwa.dot.gov/.

TIGER Grant: Administered by the U.S. Department of Transportation, the Transportation
Investment Generating Economic Recovery {TIGER) program was established with funds
from the America Reinvestment and Recovery Act passed in February 2009. To date, it
has awarded over $1.5 billion in discretionary grants to states and municipalities to
construct and improve roads, bridges, rail, ports, fransit and intermodal facilities through
two competitive funding rounds, dubbed TIGER | and TIGER Il

Title 23 of the United States Code: Portion of the U.S. Code that includes many of the
laws governing the federal-aid highway program. The title embodies substantive
provisions of law that Congress considers permanent and need not be reenacted in
each new highway authorization act.

Title 49 of the United States Code: Portion of the U.S. Code that includes laws governing
various transportaticn-related programs and agencies, including the Department of

Transportation, general and intermodal programs, inferstate commerce, rail and motor
vehicle programs, aviation programs, pipelines, and commercial space transportation.

\

Value For Money (VIM): An economic assessment the attempts to measure whether a
stated project delivery method produces a higher value for money than the one it is
compared to; the optimum combination of cost and quality to provide the required
service.
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Value Pricing: The concept of assessing higher prices for using certain transportation
facilities during the moest congested fimes of the day. Also known as congestion pricing
and peak-period pricing. Examples of this concept include higher bridge tolls during
pedk periods or charging single-occupant vehicles to use HOV lanes,

Y

Year of Expenditure (YOE): the representation of costs and revenues inflated to the year
in which they are scheduled to be received or paid, using a stated rate of inflation,
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EXECUTIVE SUMMARY

Objective

The Crenshaw/Los Angeles World Airpert (LAX) Transit Corridor Project is a proposed 8.5-
mile light rail transit (LRT) line that will connect the Exposition Line to the north and the
Metro Green Line [MGL) to the south, with continuous direct rides onto the MGL {south
or east). The Crenshaw/LAX Transit Corridor will setve the Cities of Los Angeles,
Inglewood, Hawthorne, and El Segundo and portfions of unincorporated Los Angeles
County, and will provide direct service between the Crenshaw Coridor and downftown
Los Angeles, the Westside, and the South Bay. The Project extends from the intersection
of Exposition and Crenshaw Boulevards to the MGL Aviation/LAX Station, and will be
operated in conjunction with the existing MGL to accommodate demand for travel in
north-south and east-west directions.

The alignment is & combination of at-grade and below-grade aleng the Crenshaw
Boulevard portion of the line. Along the Harbor Subkdivision of the Burlington Northern
Santa Fe Rairoad [BNSF}, the alignment is off-street in a dedicated right of way (ROW})
used infrequently by freight trains. In addition to use by the Crenshaw/LAX LRT, Metro is
also studying use of the railroad ROW for & new fransit line.

As shown in Figure 1, the northern terminus of the alignment begins at the intersection of
Exposition and Crenshaw Boulevards and continues southward along Crenshaw
Boulevard to the Harbor Subdivision railroad ROW owned by Metro. The project
continues dlong the railroad ROW paralle! to Florence Avenue and Aviation Boulevard,
runs adjacent fo the ends of the south runways at LAX, and connects fo the MGL at
Aviation Boulevard. The project has six stations in the approved plan and two optional
stations that are not included in the base project definition. The below grade segments
include tunneling and cut-and-cover construction gpproaches that are proposed to
minimize environmental impacts to the community.

The total Project capital cost is approximately $1.749 bilion in year of expenditure
dollars, including the cost of rolling stock. The majority of project funding ($1.201.5
bilion) is proposed from Measure R, in the form of Transportation Infrastructure Finance
and Innovation Act {TIFIA) loan proceeds and cash. Cther funding sources include
Propositions A and C, State Bond Proposition 18, Congestion Management Air Quality
[CMAQ), Regional Surface Transportation Funds (RSTP), and Federal Transit
Administration {FTA} Section 5309 Bus and Bus Related Facilities funding.

The project faces several risks in its delivery. Among the significant risks are cost overruns
on scope definition {e.g.: number of stations, number of grade separations , inferface
with Los Angeles World Airport), construction {e.g. utility relocation, type of grade
separation and the complexity of constructing in a dense urban environment), inflation
due to commodity price changes and impacts on the Iabor market of delivering the
Measure R program.
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Purpose of this Business Plan

This business plan provides a quclitative assessment of selected Project delivery options
originally discussed with Metro during Task 3 and throughout Task 4.

The andlysis assesses three options, of which two focus on Design-Build (DB] and one
focuses on Design-Build-Finance-Maintain (DBFM). The two DB opftions consider
dlternate packaging of proposed contracts, with the DB confract packaging initially
under consideration by Metro serving as the base option. The DBFM option considers
one integral DB contract supplemented with private financing and long-term
maintenance. Each option has been assessed based on its ability o achieve Metfro's
godalls for the P3 program. These goals are:

»  Opflimize risk fransfer;

» Achieve a cost effective use of public funds;

»  Guarantee timely project complefion / accelerate project delivery;
»  Ensure asset quality throughout the lifecycle; and

= Provide the highest quality of service for the traveling public.

It should be noted that this analysis was conducted prior to Metro entering inte an
agreement with BNSF to abandon freight service in the Hoarbor Subdivision segment of
the Crenshaw/LAX Transit Corridor and prior 10 Metro's decision to procure the Project
as a single DB contract covering stations, systems, and civil works, with a separate DB
contract for the maintenance facility.

Delivery Opftions Considered

Task 3 guantified the potential cost savings of a Design-Build-Finance-Operate-Maintain
[DBFOM) concession structure in which a private entity would assume responsibility for
design and construction of the Project as well as operations and non-vehicle
maintenance upon completion. Upon further analysis, it was determined that the
Crenshaw/LAX Transit Corridor could not be feasibly cperated as a stand-alcne project
due to its connectivity with the existing Metro Green Line {(MGL) and the proposed
interlining of service on the two transit corridors. The location of the Southwestern
Mdaintenance Yard, which was findlized by Board action subsequent to the submittal of
Task 3, also posed a challenge to an effectively “ring-fenced" DBFOM project, as both
MGL and future Green Line extensions would require Metro-operated trains to runin
paraliel with privately-operated trains on a system maintained by the P3 operator.

The Consultant feam then proceeded to analyze a range of alternative delivery options
that excluded operation of transit service and included only non-vehicle maintenance
for the civil components.

The key characteristics of the three delivery options considered in this report are as
follows:
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DBFM (Option 3)

Structured as three Design-
Build contracts based on
geography: Contract No., 1
would include responsibility
for track work, cut-and-
cover frenches, aerial
structures, and stations within
the Harbor Subdivision
segment. Contract No. 2
would include responsibility
for cut-and-cover frenches,
tunnels, the design and
delivery of the TBM following
Metro performance
specifications, and stations
within the Crenshaw
Boulevard segment
(including box excavation),
as well as systems and
systems integration along the
enfire alignment. Contract
No. 3 would include
responsibility for construction
of the Southwestern
Maintenance Yard facility at
Aroor Vitae.,

Structured as two Design-
Build contracts based on
functicn: Contract No. 1
would include responsibility
for up fo 8 stations, systems
and sysiem integration;
Contract No. 2 would
include responsibility for all
civil works components,
including tunnels, cut-and-
cover trenches, and frack
work, as weli as construction
of the Socuthwestern
Maintenance Yard facility at
Arbor Vitae.,

A single Design-Build-
Finance-Maintain (DBFM)
contract for design and
construction of up to 8
stations, frack, portals,
systems, systems integration,
design and delivery of TBM
following Metro
performance specifications.
The routine and capital
maintenance components
would be iimited to non-
vehicle components,
including tfunnels, stations
and stations fixtures,
escalators, elevators and all
civil components for the
Crenshaw/LAX Transit
Corridor.

Funding and financing for
the project would be as
planned in the America Fast
Forward iteration of the
Metro Countywide Financial
Forecasting Model [August
2010).

Same as Option 1.

The private developer would
finance a portion of the
capital costs to be repaid
over the term of the contract
within an annual availability
payment structure. The
private developer would be
reimbursed through a
combination of milestone
payments made during the
construction period and
availability payments utilizing
funds available to the
project including Measure R
programmed funds.
Financing would likely be @
combination of tax-exempt
and taxable financing
discussed in further detail in
Section 6.0 of this business
plan.
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Base DB (Opfion 1) Alternate DB (Option 2) DBFM (Option 3)

Metro would perferm: Same as Option 1. Metro would perform:

=  Ernwironmental impact *  Environmental impact
statement and statement and
obtaining approvals obtaining approvals

= |niticl design activities = |nitial design activities
{minimum 30% PE work] {minimum 30% PE work)}

s Develop performance = Acquisition of right of
specifications for the way [ROW])
Tunnel Boring Machine . - .
(TBM) Utility relocations

= Acquisition of right of " Vehicle procurement
way (ROW) »  Rail operations and

- . vehicle maintenance
= Utility relocations

= Vehicle procurement

= Rail operations and
maintenance (both
vehicle and non-
vehicle)

» Routine and capital
maintenance

Conclusions of the Business Plan

This analysis identified several possible opportunities and challenges in delivering the
Crenshaw / LAX Transit Corridor Project using DB and DBFM options relative to
achievement of Metro's P3 program goals.

Based on this analysis and input from Metro staff, the Team recommends the Alternate
DB approach [Option 2] for delivery of the Project. The function-based contract
packaging associated with this approach reflects an optimal risk management strategy
for Metro, in light of the December 2011 Board decision to approvean agreement with
BNSF to abandonfreight operations along the Harbor Subdivision segment of the
Project. Metro's geography-based DB approach (Cption 1) was originally proposed in
response to the perceived need to secure the specialized expertise required for
working in an active railroad ROW,

Elimination of freight operations will effectively mitigate key construction and
operational risks associated with a shared ROW scenario, including technical, liability
and insurance risks surrounding the design and construction of elements such os grade
separations, infrusion fences, grade crossings, and drainage facilities. Additionally,
curtailment of active freight operation will remove FRA requirements otherwise
applicable to a shared-use corridor.
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With the elimination of freight service, the right of way characteristics along the Harbor
Subdivision and the northern segment of the Corridor become more similar. The design
and construction risks associated with the Harbor Subdivision are accordingly reduced.
As aresult, corridor-wide responsibility for the completion of trackwork and systems can
be more easily assigned to asingle DB contractor, as proposed under Option 2.

This logic extends to other project elements as well. The ability o bundle similar
construction activities and sitework in Option 2 has the potential to yield additional
efficiencies and economies of scale compared to the Base DB option. For example,
construction of civil works, such as tunnels and frenches, can be bundied info one
contract, rather than having these same construction activities performed under both
major DB contracts, as was originally proposed under the Base DB approach (Option 1).
Similarly, the coordination of station design and construction under one confractor may
result not only in greater bulk purchasing power for materials, but in @ more consistent
visual identity for the corridor, while still allowing for local neighborhood character to be
reflected in individual station design.

It should be noted that any cost efficiencies yielded by an alternate DB contfract
packaging strategy are likely to be more limited in overall percentage terms than those
already achieved by Metro's change in procurement approach from DBB to DB. The
key benefits of the Alternate DB option lie primarily in reducing the number of contracts
managed by Meiro from three o two and offering a greater cpportunity for each
contractor to innovate in the delivery of Project elements across the cerridor. Such
innovation may result in greater cost containment if not a lower overall cost for Metro.

The implementation schedule for the Crenshaw/LAX Transit Corridor calls for the
maintenance facility to be procured separately nearly a year later than the major DB
contract work. This is due primarily to unanficipated delays experienced in the
environmental review process for the maintenance facility and conseguently its
readiness to be put out te bid. That said, beth the major DB contract work and the
maintenance facility are anticipated to start construction at approximately the same
time, in mid-2013. The recommendation of Option 2 assumes that Metro is able to align
the procurement schedules and include the maintenance facility in a larger DB
package comprised of the civil works components.

While ¢ DBFM concession {Cption 3} also ranks highly in this analysis and has potential
to satisfy some of Metro’s P3 program goals and criteria, the advantages do not merit
recommendation of this procurement approcach, for the following reasons:

« Potential for cost savings and schedule cerfainty already captured by the
change from Design-Bid-Bulld to a Design-Build procurement approach. Metro
has availed itself of these benefits by selecting Design-Build (DB} as its
procurement approach.

= Non-vehicle maintenance component too limited to result in major efficiencies.
Any additional cost savings to be achieved through the transfer of risk
associated with a DBFM concession are likely to be limited, as the non-vehicle
maintenance costs included in the concession would comprise less than 10% of
total O&M costs for the Project, based on Metro's experience with its existing LRT
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services as reported to the National Transit Database. The transfer of limited
maintenance responsibilifies to the private sector provides similarly limited
opportunities for efficiencies and economies of scale.

+  Suboptimal risk transfer achievable under Design-Build-Finance-Maintain based
on existing project definition and characteristics:

* Project components insufficiently “ringfenced” from rest of Metro rail system.
Risk fransfer is generally best achieved under a P3 procurement when all of
the project components placed under the responsibility of the Private Partner
are physically separate from those operated and maintained by the pubiic
entity, a concept known as “ringfencing.” The current operating scenarios
propose to split service at the Aviation interlocking with operation of Metro
vehicles on what would be privately maintained track clong the
Crenshaw/LAX Transit Corridor. Shared use of the Crenshaw Corridor by the
existing MGL makes it more difficult for Metro to “ringfence” a privately-
maintained asset and monitor performance by the Private Partner. The
outcome may be potential ongeing disputes over the party responsible for
allegeddisruptions inservice quality. This will be further exacerbated upon
extension of the Green Line to South Bay and LAX Airport, as these other lines
will traverse the Crenshaw/LAX Transit Corridor to access the Southwestern
Maintenance Yard and would likely be operated as through-reuted service.

» Difficult to tie avdailability payment to performance monitoring due te lack of
ringfencing. Without a more comprehensive degree of control over the
system, including operations and maintenance of rolling stock components,
Metro may find it more difficult to shift risk to the private sector and a
potential Private Partnermay be less willing to accept the risk associated with
a long term availability payment-based contract.

= Private financing unlikely to further enhance project funding profile. The
Crenshaw/LAX Transit Corridor benefits from a strong local contribution in the
form of Measure R, and the timing of those funds is already well matched 1o the
construction cost curve, There is thus limited potential for private financing to
mitigate the funding risk associated with the project. Metro currently has access
to lower-cost financing through the TIFIA program.

Consideration of a Comprehensive DBFOM Option

Bullding upon the findings of the options analysis, the Consultant Team continues to
view a comprehensive DBFOM option as having high potential for cost savings to Metro
over the long term assuming the Project scope were broadened to include the
operation of service and the rolling stock and non-vehicle maintenance components
of both the existing MGL as well as the Crenshaw/LAX Transit Corridor.

The broader Project scope would address some of the deficiencies associated with a
DBFM appreach [Option 3) identified above, specifically the “ringfencing” issues and
the scale of risk fransfer achievable for Metro. Indeed, a more comprehensive fransfer
of maintenance and lifecycle responsibilities under a comprehensive DBFOM approach
would allow for any fixed and managerial costs incurred by the Private Partner during
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the ramp-up phase of operations to be spread out over a larger system and length of
track. As such, it may offer greater opportunity and incentives for the Private Partner to
redlize efficiencies and economies of scale, leading to measurable long-term cost
savings for Metro compared to the Base or Alternate DB approaches {Options 1 and 2).

Compared to Option 3, a comprehensive DBFOM including the existing MGL presents
on optimal scenario with respect fo the monitoring of asset performance, as many of
the system interfaces between Metro and the Private Partner are eliminated or
otherwise mitigated. It would create one continuous system to maintain, with greater
ease of oversight for Metro in terms of contract management and the ability o expand
the concession scope over time as new Green Line extensions o LAX Airport and the
South Bay are added. It would also provide the cpportunity to upgrade the MGL,
including communications and frack improvements.

if Metro were to consider a comprehensive DBFOM at this stage of project
development, potential impacts on the current procurement schedule would need to
be taken into account. Development of performance specifications for the Project and
for the existing MGL, re-negotiation of existing labor contracts and changes to Metro's
current practices for procurement and service delivery would be required. Such actions
would likely lengthen the time needed to procure the Project beyond the timeline
associated with the current two-step RFQ/RFP process, in which Metro plans to award
the two main DB contracts by late 2012.

On this basis, the timeline associated with implementation of a comprehensive DBFOM
option for the Crenshaw/LAX Transit Corridor and existing MGL may be inconsistent with
Metro's goal of Project acceleration under the "America Fast Forward™ initiative. The
special status of the Project as the first to be built under this initiative lends greater
weight in this analysis to schedule considerations over the potential long-term cost
savings and risk transfer under a comprehensive DBFOM concession. Such trade-offs
support the Team's recommendation to modify Metro's proposed packaging strategy
within the parometers of a DB procurement approach, so as to maximize potenfial cost
efficiencies without adversely affecting the Project schedule.
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1.0 PROJECT DEFINITION

1.1. Base Project Scope

As shown In Figure 1, the proposed Crenshaw/LAX Transit Coridor Project alignment
extends approximately 8.5 miles, from the Exposition LRT line at the intersection of
Crenshaw and Exposition Boulevards to the Metro Green Line (MGL) Aviation/LAX
Station. The alignment is comprised of a double-fracked right-of-way [ROW] consisting
of at-grade, aerial, and below-grade guideway sections.

The proposed Crenshaw/LAX Carridor alignment’s northern terminus is located at the
planned Crenshaw/Exposition Station. This station will provide a pedestrian link to the
Exposition Line, which is currently under construction. From the Crenshaw/Exposition
Station, the alignment extends south along Crenshaw Boulevard for 3.25 miles to the
Harbor Subdivision, in the process of abandonment per an agreement between Metro
and the Burlington Northern Santa Fe (BNSF) Railroad. At this point, the alignment turns
to the southwest and continues dlong the Harbor Subdivision for approximately 3.15
miles to Aviation Boulevard. From this point, the alignment continues south on the
Harbor Subdivision alongside Aviation Boulevard for 2.15 miles to a connection to the
MGL near the Aviation/LAX Station. The Crenshaw/LAX Transit Cormidor Project as
described was adopted as the Locally Preferred Alternative {LPA) by the Metro Board
of Directors on December 10, 2009.

Eight stations are to be constructed at the following locations: Crenshaw/Exposition,
Crenshaw/Martin Luther King Jr., Crenshaw/Vernen (optional}, Crenshaw/Slauson,
Florence/West, Florence/La Brea, Aviation/Manchester {optional), and
Aviation/Cenftury.

The stop at Aviation/Century will have a connection to Los Angeles International Airport
[LAX) via a planned Automated People Mover. Connection o the LAX People Mover
{a project currently proposed by the Los Angeles World Airports) has not been included
in this scope.

The LRT alignment features crossings at a number of heavily frafficked roadways and
highways, and is in proximity to the south runways of LAX. To avoid traffic delays, grade
separations are being implemented at some key roadway crossings and locations:
across Century Boulevard adjacent 1o the LAX south runways, across Manchester
Avenue, across La Cienega Boulevard/I-405, across La Brea Avenue, between Victoria
Avenue and 60th Street and between 48th and 3%th Streets.

This Project will diso require the develocpment of a Maintenance Facility. Of the four sites
considered in an Environmental Assessment/Revised Draft Environmental Impact Report
(EA/Revised Draft EIR), the Arbor Vitae/Bellanca site was selected by the Metro Board
at its April 28th, 2011 meeting. The Mainfenance Facility will be known as “Southwestern
Maintenance Yard" and shared with the existing Metro Green Line, the future South Bay
Metro Green Line Extension and the Meifro Green Line fo LAX project.
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Figurel. Crenshaw/LAX Transit Corridor Alignment
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1.2. Operating Scenarios
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The Crenshaw/LAX Transit Corridor Line will be operated in conjunction with the existing
MGL to accommodate demand for travel in north-south and east-west directions. As
shown in Figure 2, the system will be designed and builf to support the following three

possible service patterns:
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»  Crenshaw/Exposition to Redondoe Beach. Crenshaw trains will depart
Crenshaw/Exposition Station. At the Aviation interlocking, where the
Crenshaw/LAX Transit Corridor merges with the MGL, the Crenshaw train will
merge into the westbound track of the MGL towards Redondo Beach Station.
The train will then turn around and go back to Crenshaw/Exposition.

» Redondo Beach to Norwalk. MGL trains departing from Redondo Beach Station
will split at the Aviation interlocking, with every other train merging info the
eastbound frack fowards Aviation/LAX Station and continuing to the Norwalk
Station.

=  Norwalk to Aviation/Century. MGL trains departing from Norwalk Station will split
ot Aviation/LAX, with every other train merging into the northbound track on the
Crenshaw/LAX Transit Corridor and terminating at Aviation/Century, where
connecting service to LAX Airport will be provided via a future Green Line
extension currently being planned.

Figure 2. Crenshaw/LAX Transit Corridor Operating Scenario
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1.3. Capital Costs

As summarized in Table 1, the estimated capital cost of the Project is $1,749.0 million
YOE. This cost is $34.4 million higher than the $1,715.0 million YOE baseline Life-of-Project
budget adopted in Metro's 2009 Long Range Transportation Plan. The higher estimate
reflects the revised Life-of-Project budget adopted by Metrc in Octeber 2011 and
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includes design modifications developed as part of the project Preliminary Engineering
work, vehicle procurement, and a contingency of 24% (both allocated and
unallocated). It does not include the financing costs associated with the Project.

Tabie 1. Project Construction Costs Based on Preliminary Engineering

Construction $1.133.4
Right-of-Way $69.2
Vehicles $87.8
Professional Services $257.6
Unallocated Contingency $174.8
Planning and Environmental $26.0
Total Project Costs $1.749.0

Consistent with its Final Unified Cost Management Process and Policy, Metro conducted
a value engineering workshop in July 2011 to identify potential savings, including cost
reduction strategies, design refinements, and contracting strategies to align costs
before adopting the revised Life-of-Project budget. Potential savings/scope changes
are still under consideration.

1.4. Public Funding

For the capital costs of the project, Metfro has committed a total of $1,715.0 million YOE
in public funding from a variety of local, State, and federal sources. In addition to these
revenues, Metro proposes to reallocate $34.4 million in unexpended funding from
another project to the Crenshaw/LAX Transit Corridor for a total of $1,749.0 milion. The
sources and levels of funding for the Project are summarized in Tables 2. Other than the
level of Measure R funds which are voter-approved, the specific mix of funds is subject
to change.

The construction period is scheduled to begin in FY 2012 and end in FY 2018, with
revenue service anticipated to begin in October 2018. Annual capital revenue
assumptions are shown in Table 3.
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Table 2. Summary of Project Funding Sources

Local

Proposition A 35% $48 0.3%
Local Agencies $52.4 3.0%
Proposition C 25% $154.4 8.8%
Measure R TIFIA $545.9 31.2%
Measure R Cash $4655.6 37.5%
State

Proposition 1B PTMISEA account $201.2 11.5%
Regional improvement Program $36.7 2.1%
Federal

FTA Section 5309 Bus and Bus Related Facilities $8.6 0.5%
Congestion Management and Air Quality $48.2

{CMAQ) 3.9%
Regional Surface Transportation Program (RSTP} $20.0 1.1%
Federal Cther $1.2 0.1%
TOTAL $1,749.0 100.0%

Table3. Crenshaw/LAX Transit Corridor Annual Revenue Assumptions

Local
Prop A 35% $4.8 $4.8 0.3%
Local Agencies $51.4 $1.0 $52.4 3.0%
Prop C 25% $4.1 $147 | $102.4 $26.6 $6.4 $154.4 8.8%
Measure R TIFIA $139.9 | $309.1 $9¢.4 $0.3 $545%9 1 31.2%
Measure R Cash $545.9 $246.3 | $2348 | $1428 $11.0 $3.6 | $6556 ( 37.5%
State
Prop 1B PTMISEA $39.1 | $131.8 | $303 $201.2 | 11.5%
RIP $2.3 $34.4 $36.7 2.1%
Federal
FTA Sec 5309 Bus $8.6 $8.6 0.5%
CMAQ $142 | $540 $68.2 3.9%
RSTP $20.0 $20.0 1.1%
Fed Other $1.2 $1.2 0.1%
TOTAL $38.1 1 $39.1 | $131.8 | $291.3 | $3860 | $408.0 | $309.1 | $1242 | $177 $3.6 | $1.74%0 | 1000
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The majority of funding comes from local sources (80.8 percent)}, including Proposition
A, Proposition C, local, and Measure R. The latter provides the largest share of the total,
in the form of $655.6 million in Measure R cash and $545.9 million for repayment of
Transportation Infrastructure Finance and Innovation Act {TIFIA) loan proceeds, for a
total of $1,201.5 miilion (68.7%).

1.5. Implementation Schedule

The following table summarizes Metro’s planned federal (and State} environmental
clearance, procurement and implementation schedule.

Table4. Crenshaw/LAX Transit Cormridor Implementation Schedule

August 2011 FEIR/FEIS completed
industry review

September 22, 2011 Board adoption of FEIR/FEIS

December 23, 2011 RFQ Step 1 released

December 30, 2011 ROD issued by FTA

January 2012 Completion of BNSF agreement to
abandon Harbor Subdivision

March 2012 Preliminary design completed
RFP Step 2 - technical/price proposals
submitted

July 31,2012 TIFIA loan closing

September 2012 Groundbreaking on advance utility
work

~November 15, 2012 Contract(s) awarded
Issue Notice to Proceed

June — August 2013 Start of major construction

Cctober 2017 Substantialcompletion of consfruction

November 2017 - February Testing and revenue operations

2018

The Final Environmental impact Report/Final Environmental Impact Statement
(FEIR/FEIS) was delivered on schedule on August 31, 2011 with Metro Board adoption
scheduled at the September 2011 meeting. The Record of Decision {ROD) was issued
by the Federal Transit Administration {(FTA) on December 30, 2011.

The Project is currently anticipated to be procured over a twelve-month period through
onemajor Design-Build contract under a two-step Request for Qualifications/Request for
Proposal (RFQ/RFP). In the first step, procurement documents with pre-qualifications
were released in late December 2011in conjunction with issuance of the ROD; in the
second, the technical/price proposals are to be submitted in March2012. Based on this
schedule, the major DB contract work would be awarded November 2012, with start of
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major construction in Summer 2013. A separate Design-Build contract for the shared
maintenance facility is to be procured on a parallel schedule, with a contract award
anticipated in early 2013 and start of construction in mid-2013.

Construction contracts would be substantially completed by October 2017, with
revenue service scheduled to begin in early2018.

1.4. Status of Environmental Documents

Concurrent with theadoption of the FEIR/FEIS, a design option for an additional
underground station to be located at an intermediate location between the planned
Martin Luther King Jr. and Crenshaw/Slauson stations was requestied and added by the
Metro Board. The option for an additional underground station at Crenshaw/Vernon or
an at-grade station at Crenshaw/48% Street to serve the Leimert Park neighborhood
was not included in the original project scope analyzed by the EIR/EIS and would
require supplemental analysis. While the potential impacts of an additional station at
Leimert Park have yet to be environmentally cleared, the parcels that Metro would
need to acquire in order to accommaodate the additional station have already been
cleared as potential takings in the current FEIR/FEIS, thereby allowing Metro to preserve
the additional station as a bid option in the RFP to be released in March 2012
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2.0 EVALUATION APPROACH

This section describes Metro's godls for the Public-Private Partnership [P3) program and
provides details of the methodology used to develop and assess the delivery options for
the Project.

2.1. Objectives of the Business Plan

Under this Task 4 of the P3 Pregram, the InfraConsult Team has been requested to
develop a business plan, including a review and analysis of potential delivery options
for the Project, one of six [6) Measure R program projects selected by Metro, following
an initial screening completed in Tasks 1 & 2, and an initial guantitative analysis
completed in Task 3. The objective of this business plan is to provide a qualitative
assessment of possible delivery options for the proposed Project.

Throughout its engagement on the P3 Program, the Team has followed an iterative
process in its analysis of each individual Project, refining the range of possible delivery
options in response to additional findings and changes in Metro’s base procurement
approach. In the case of the Crenshaw/LAX Transit Corridor, two such refinements have
occurred since the submittal of the Task 3 report to Metro in January 2011:

«  The Metro Board passed a motion in March 2011 authorizing Metro stoff to utilize
Design-Build (DB} as its base procurement method, citing a variety of potential
advantages including “certain private sector efficiencies in the integration of
design, project work and components of the Crenshaw/LAX Transit Cormridor
Project...a reduction in the number of changes and claims from muliiple prime
contractors, additional efficiencies in project management, administration and
coordination, and design features not achievable thrcugh the DBB
process."These advantages were similarly highlighted by the Consultant Team in
its Task 3 report.

Metro's adoption of DB as the preferred delivery approach resulted in & need for
the Consultant Team to update the risk fransfer assumptions that formed the
basis of the cost savings comparison between Design-Bid-Build [D8B) and Design-
Build-Finance-Operate-Maintain {DBFOM) in Task 3. As Metro is already taking
advantage of the value engineering potential of ¢ DB approach, one of the
maijor value drivers achieved by a P3 approach, namely the risk adjustment
applied to the construction cost in comparison tc the DBB approach, is no longer
operative. Indeed, in the Crenshaw/LAX Transit Corridor capital cost estimate
developed by Metro (see Section 1.3}, the cost savings associated with DB are
already reflected in the percentage of the project budget devoted to Ysoft”
costs and professional services.!

1 "Soft" costs [SCC 80} as a percentage of “hard” costs [SCC 10-50) for Crenshaw/LAX Transtt Corridor s
24.5%, compared to ~33% for Wesiside Subway Extension, which is anficipated to be procured as a Design-
Bid-Build project. This reduction accounts for the efficiencies achieved under the Design-Build approach.
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As part of the Task 3 report submitted to Metro in January 2011, the Team
performed an initial analysis comparing a DBB and DBFOMdelivery approach for
the Project, in which a private developer would take the responsibility for design,
construction, financing, operations and maintenance under one P3 contract.
The results of this analysis indicated that as compared tc a DBB delivery
approach, o DBFOM approach may present a lower project cost in today’s
dollars on a present value basis.

Upon further examination, it was determined that the inclusion of transit
operations under a DBFOM would only be feasible if the Crenshaw/LAX Transit
Corridor and existing MGL were to be combined into a single entity. As outlined
in Section 1.2, the operating scenarics for the Transit Corridor call for split service
at Aviation/Century, with some MGL frains proposed to share use of the
Crenshaw/LAX Transit Corrider ROW and vice versa.lf the system was not
combined into a single entity, Metro would retain operations and maintenance
responsibilities on the MGL and a Private Partner would be responsible for
operations and maintfenance on the Crenshaw/LAX Transit Corridor. Such an
operating scenaric presented potential issues associated with kboth public and
private operators providing service on a common corridor, coupled with the
difficulty of keeping the two operations distinct and sufficiently “ringfenced” for
performance monitoring purposes. Therefore, the DBFOM option was not carried
forward in the Task 4 analysis and transit operations were removed from further
consideration as a potential element of the altemative procurement
approaches.

Based on these findings and changes in approach, the range of delivery options
available for selection in Task 4 falls between the following two delivery opftions, each
representing one end of a spectrum of risk transfer:

Design-Build [DB) - under which a private entity would take the responsibility for
design and constructicnwhile Metro would retain the responsibility for operations,
maintenance and finance with limited risk and responsibility transferred to a
private entity; and

Design-Build-Finance-Maintain (DBFM) - under which a private entity would take
the responsibility for design, construction, financing and maintenance (non-
vehicle) under one P3 confract.

Lostly, a third potential delivery option is a Design-Build-Finance {DBF) approach under
which Metro would fransfer the responsibility for project financing, in addition to design
and construction. An assessment of this option has not been included at this time for the
following reasons:

DBF is typically used where the profile of project expenditures does not maitch
the timing of expected funding or if access to additional funding could
accelerate project delivery. in such cases, potentialty higher costs associated
with private financing could be offset by cost savings from reduced inflation
impacts. In the case of Crenshaw / LAX, Metro’s existing plans match costs and
revenues.
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=  DBFis typicdlly applied to relatively smaller projects [recent US projects have
been under $500 million) and used on & short term basis (less than 10 yrs). The
Crenshaw / LAX Project is greater than $1 billion.

2,2. Approach for Evaluation of Alternative Delivery Options

As part of its P3 Program, Metro identified five major goals and example evaluation
criterio for delivery of its Measure R program. The criteria were used to assess the
relative ability of varicus project delivery approaches to achieve these godals, including
cost certainty, cost savings, schedule certainty, project delivery acceleration, risk
transfer optimization, lifecycle cost savings, and service quality. These goals are to:

=  Optlimize risk transfer. As the project sponsor, Metro typically retains responsibility
for all risks related to right-of-way acquisition, permitting, environmental
clearance, and public acceptability. Under a P3 procurement, a developer
shares certain risks related to project delivery and/or performance that Metro
would otherwise manage. A project’s risk profile can be “optimized” by
ollocating a given risk to the party best able tc manage it. The benefits of this
approach include enhanced certainty of project price and delivery schedule.
The potential cost of the risk fransferred will be included in the developer's bid
price.

=  Achieve the most cost-effective use of public funds. Metro has identified cost
containment as a majer policy consideration in the implementation of its
Measure R program. By exploring alternative delivery options, Metro may be
able to leverage public secter funds and resources, achieve price certainty and
enhance value for money.

= Guarantee timely project completion and/or accelerate project delivery. Inits
policy statements, Metro has emphasized the importance of schedule certainty,
both for financial and public acceptability reasons. The delivery of projects on-
time enhances credibility with the public and allows for better budget
management and planning. Metro desires to accelerate transit project delivery
as the region's highways face capacity constraints.

= Ensure asset quality throughout project lifecycle. Metrc's objectives for the P3
program include ensuring that the ongoing quality of assets included in the
project scope is maintained to a high standard throughout the proposed
analysis/contract period.

* Provide highest-quality service for the traveling public. Regardless of project
delivery model, Metro has identified a key objective 1o be that the quality of
service should match the same high performance standards that Metro already
offers.

As shown in Table 5, example evaluation criteria were developed to guide the
assessment of each project delivery option’s potential to fulfil the goals of Metro’s P3
Program.
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Table 5,

Metro P3 Program Goals and Example Evaluation Criteria

Optimize risk
transfer

Transparency/availability of information for private sector to
price risks and submit "fixed price” bid

Ease of modifications required to adapt existing service
contracts

Flexibility of the proposed project to enable private-sector
innovation

Compatibility of procurement method with regulatory
requirements [Buy America/labor law/local hire/alternative
fuel/green construction policies, etfc.)

Ability of private sector to comply with insurance requirements
{potential capacity issue)

Achieve a cost-
effective use of

Price certainty to Metro

Certainty and quantum of project funding streams, both short
and long term

Maximum leveraging of public funds

public funds Ability of opftion to provide greater access to alternative sources
of finance
Metro control over fare setting and revenue sharing with private
sector partner

Guarantee timely | ,piity 10 guarantee schedule certainty

completion-

Accelerate project
delivery

Potential to accelerate project delivery

Ensure asset
quality throughout
lifecycle

Ability to measure/monitor contractor performance/output on
ifecycle

Provide highest-
quality service for
the traveling
public

Ability to achieve operational performance/quality and saofety
for the traveling public

2.2.1. Analysis

The analysis of alternative delivery options has been completed in two stages. The first
stage is to identify and summarize risks identified to date for the Crenshaw/LAX Transit
Corridor Project and documented by the Metro Project team. Risks have been
categorized as follows:

= Construction risks;

»  Operational and maintenance risks: and

»  Funding and financial risks.

Crenshaw/LAX Transit Cotridor Business Plan
Janvary 2012

Public Private Partnership
Frogram "



Following the identification of the major risks associated with the project in Section 3.0,
the analysis then seeks 1o explore the degree to which potential delivery options fulfill
Metro’s P3 Program goals through the management and mitigation of project risks
identified.

Section 4.0 describes in greater detail the contract packaging strategy and overall
scope of each project delivery option. The analysis of those cptions against Metro's
godls is subsequently documented in Section 5.0.
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3.0 PROJECT RISKS

This section presents a qualitative summary of the technical, financial and economic
risks that Metro may encounter in delivering the Crenshaw / LAX Transit Corridor Project,
prior to any consideration of an adopted procurement approach. The focus is mainly
on technical risks related to meeting the project objectives with respect to cost,
schedule and quality. The analysis is split into three sections representing the main areas
of project delivery risk:

=  Design and construction risks affecting cost and schedule;

»  Long-term asset maintenance, rehabilitation and replacement (i.e. lifecycle)
risks; and

»  Funding, financial, and economic risks.

Metro has carried cut several analyses on the construction cost and schedule risks
associated with the delivery of the Project. The information in this section has been
exfracted and summarized from three main sources:

= Crenshaw / LAX Transit Corridor Risk Assessment Report dated May 31, 2011
= Crenshaw / LAX Transit Corridor Risk Workshop Handbook dated March 2011

= Crenshaw Transit Corridor Final EIS/EIR Chapter 8 - Financial Analysis and
Comparison of Alternatives

In addition to these Metro sources, the discussion below also incorporates risk analysis
carried out by the Consultant team as part of its Task 3 Strategic Assessment report.
Severdl key project risks have been identified during the Project risk analysis work. These
are summarized Qs below.

« |nflation of the Project capital costs {described further below), which can be
driven by both demand and supply at global and regional levels. A major
impact can occur when actual cost inflation exceeds the estimated / forecast
rate of inflation included in the financial forecast.

»  Right-of-way costs correlated to property values. In recent years both national
and regional property values have declined following many years of growth,
often above historic averages. Uncertainty exists regarding the potential
recovery of the property market, both in terms of timing and forecast annual
growth figures. Combined with specific site conditions, this will greatly influence
the uncertainty of ROW costs.

=  Concurrent implementation of multiple large infrastructure projects within Los
Angeles County. This has the potential to limit the avaitability of qualified labor. If
there is insufficient qualified labor, capital cost escalation can occur through unit
cost increases over and above those forecast in the project budget, Qualified
labor includes design and preject management professionals as well as
construction workers.
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3.1.

Schedule delays will lead to overall cost delays, both in cost escalation and
increased professional service costs. Schedule delays are often caused by a
change in scopes of work, delays to local permitting and approval processes,
stakeholder negotiaticns and agreements, ROW acquisition, utility relocations,
procurement and authorization delays, together with general construction
delays.

Scope change and design risk arising from unexpected utility reiocations as well
as ground, geological, and environmental conditions can have a significant
impact on the project budget.

Delays associated with the availability of project funding. As the first of the major
fransit corridors in the Measure R program fo be implemented, the Crenshaw /
LAX Transit Corridor Project is funded at a cost not to exceed $1.715 bilion (YOE
$). Delays in receipt of funding and financing and potential changes in scope
could potentidlly affect Metro's ability to deliver the project within budget.

Construction Risks

Construction phase risks arise from uncertainties such as project scope, physical
constraints, stakeholder needs, contractor performance and the occurrence of
unforeseen events that ultimately act to increase or decrease the final cost of the
Project and accelerate or delay its completion date. As design progresses many of
these uncertainties will be resolved, for example, uncertainty in ground conditions will
be reduced following more extensive gectechnicalinvestigations. Until the issues are
resclved, these risks will be allowed for in the cost and schedule of project in the form of

contingencies.

The following list summarizes the main risk issues that may impact Project delivery during
the pianned construction phase of the Project.

Uncertainty over the final scope of work, including the amount of tunneling
required as compared to an at-grade alignment and additional stations;

Complexities of constructing the new fransit dlignment in a busy urban
developed corridor, with an existing LRT route, including the interface with
existing traffic flows, pedestrians, fraffic management systems;

Interface with LAX and Federal Aviation Administration for design and approvdls;

Expansion of the Mefro Operations Center may not be completed in time for the
Crenshaw/LAX Transit Cerridor project, and/or additional shares of cost will be
attributed to the Crenshaw/LAX Transit Corridor project as other America Fast
Forward planned projects are delayed;

Uncertainty over the depth of the existing ufilities, particularly at intersections in
the cut and cover sections of the project. This can lead 10 an increase in
complexity of the ufility relocations and subsequent increase in overall cost and
schedule; and

Complexity of the utility locations and relocations may delay construction.
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3.1.1. Contractor Performance Risk

A performance bond is a promise by the contractor that the confracior will complete
the work, and a promise by the surety that it will take one of the following actions if the
contractor fails to perform: {a) step in to finish the work, {b} find another contractor to
finish it, or [¢) pay damages to the owner, up to the limits stated in the bond. In the
event of g confractor defauli, the bond covers the risk of cost overruns over and above
the contract price,

Prior to the construction phase, as a qualification for submitting a bid during the
procurement process, potential contractors must have sufficient financial capacity to
obtain performance bonds, in some cases equal to the monetary amount of the
individual contract packages.

Limits on the amount of performance bonding available to individual contractors vary,
with limits for ¢ small pool of larger contractors in the neighborhood of $250 million per
contract. For projects with performance bond requirements exceeding that amount,
the larger contractors may form joint ventures to enable the bonding requirements to
be met. The ability of the coniractor(s) to obtain performance bonds for very large
contracts represents a procurement risk.

Under the Transit Design-Build {D8) Law (Public Contract Code section 20209.5 et seq.),
Metro has discretion to determine the amount of the performance bond, within the
parameters of a statutory requirement that the amount must be sufficient 1o cover the
design-builder’s services. Since the projects will be federally funded or finonced, FTA
policy must also be taken into account. FTA requires grantees to obtain performance
bonds from their construction contractors in an amount equal to 100 percent of the
contract price unless a lower amount or alternative security is justified. For large fransit
projects such as Metro's, FTA is generally willing to approve a reduced bond amount,
recognizing that a 100 percent bond is not necessary to cover the risk and thai o
requirement to obtain ¢ 100 percent bond would severely impact competition. Other
transportation agencies with federally-funded projects have used a range of
performance security requirements for their projects.?

2 The FTA recently approved a 50 percent performance bond for the Santa Clara Valley Transpertation
Authority's Silicon Valiey Berrvessa Extension Project, expected to cost $800 million. For the Denver Regional
Transit District's {RTD) Eagle P3 concession agreement, awarded in 2010, FTA approved an alternative
approach to perfermance security for the project, allowing the Private Pariner 1o provide either a
payment/performance bond or letter of credit. The amount of the security for the Eagle project is set
annually, equal to 50 percent of the total earned value of the design-build work for the upcoming year plus
5 percent of the vaive of future work. Given the six-year completion schedule, the required security is
significantly less than 100 percent of the value of the design-build work. The Denver RTD request for
approval relied heavily on the fact that the Private Partner would be providing financing.

It should be noted that reducing the amount of o performance bond does not directly result in a premium
reduction, because the premium is determined based on the level of risk associated with the project. Even
though the surety's potential total exposure is reduced when the bond amount goes down, the surety’s
primary risk is for the “first dollars” out, and the likelihcod that the surety will be called upon to pay cost
overruns does not change just because the bond amount is lower. For this reason, it is not uncommeon for
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Under the procurement approaches analyzed as part of the business plan, the
consolidation of multiple contracts into a single contfract is cited as a potential
advantage for Metro, as it reduces the number of interfaces that must be managed by
the agency in its oversight of a project. At the same time, Metro’s approach to
contract packaging must consider its duty to ensure that performance security will be
sufficient to cover the project risks. Meiro should alse consider the impact of larger
contract packages on the ability of smaller contractors to participate as principals, and
on the number of teams able fo propose, with the resulting impact on level of
competition and predictable increase in Metro’s costs.

In determining an appropriate performance bond amount, Metra should take into
account the project risks to be covered by the bond, conditions in the surety markets,
limitations affecting formation of feams, and the maximum amcunt that potential
teams would be able to bond.

3.2. Operations Phase Risks

Maintenance costs can be highly uncertain during the preliminary engineering of
projects due to unknown final scope, unknown mechanical and electrical equipment,
unknown operating procedures, the complex interaction between preventive
maintenance and replacement cycles and unknown economic factors such as
inflation that have significant impact on the cost of activities that are many years away.

The following list summarizes the main risk issues that may impact the cost of long term
asset maintenance, rehabilitation and replacement:

» Uncertainty in using past cost data to predict future costs;

« Uncertainty in real growth of maintenance costs over an extended fime pericd
[note that the Project operations and maintenance estimate only provides the
cost in a single horizon year, 2035);

= Materials, utilities, labor, and equipment cost inflation;

» Unexpected soil conditions may reduce the life of the subsurface structures, for
example corrosion of tunnel lining and tunnel / station steel reinforcement from
acidic soil;

»  Defemred or poorly performed routine maintenance that can accelerate the
deterioration of assets resulting in reduced life and higher costs of major
rehabllitation or replacement;

» Obsoclescence of system components such as cocmmunicaticons, signals and
other systems;

project owners (such as the Denver RTD) to accept letters of credit or other alternative performance
security for P3 projects, since the premiums to obtain a letter of credit are based on the value of the letter
of credit rather than on the cost of the project,
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»  Excessive wear and tear due to change in conditions that exceed design
specifications, e.g. higher than expected volume of passengers using elevators
and escalators;

= Uncertainty in cost of equipment replacement, not only of the equipment itself
but the soft costs of installation e.g. due to restricted working hours, working at
night etc.;

=  Poorly installed equipment / low quality components / poor quality construction
that may result in increased maintenance costs and an unexpected need for
replacement outside of warranty period; and

=  Chaonge in maintenance standards, procedures and safety standards such as
working hours.

3.3. Funding, Financial, Commercial and Economic Risks

There are a number of funding, financial, commercial, and ecenomic risks fo be
considered. These include the ability 1o accurately forecast year of expenditure
amounts, the risk of increasing project costs or delay due to Project scope changes or
external impacts to schedule, the abillity o execute planned financing strategies or the
availakility of financing within the market. The key Project risks are discussed as follows.

3.3.1. Funding Risks

Recent developments at the State and federal level have increased the risk that the
sources of non-local funding assumed for the Crenshaw/LAX Transit Corridor may not be
available as scheduted.

Future reductions in formula-based federal programs for transit, for example, such as
the Congestion Management and Air Quality improvement (CMAQ) program, could
impact the level of funding available for the project, which is o receive a total of $68.2
million of CMAQ funds in FY 2015 and FY 2016.

Potentially most at risk are $201 miliion in State Proposition 1B funds commitied to the
project, These are scheduled to be available starting in FY 2012 and continuing through
FY 2015, during the most capitalintensive phase of the six-year construction period. The
availability of these bond proceeds depends on the financial rating of the State of
California and its capacity to accommodate additional debt service. In March 2011,
the State chose to delay a $2.3 billion Proposition 1B bond sale in order to save $250
million in debt service amid the ongoing budget crisis. By law, the remaining balance of
Proposition 1B kbeond funds must be issued by the end of 2012. Failure to do so could
jeopardize the timely completion of numercus State fransportation projects, including
this one.

That said, implementation of the Project relies primarily on local sources, namely
Measure R. In contrast to other transit projects comprising Metre's broader “America
Fast Forward"” initiative, such as the Westside Subway Extension or the Regional
Connector, the Crenshaw/LAX Transit Corridor is not a recipient of FTA New Starts
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funding and its exposure to future changes in federal funding levels remains fairly
limited.

Furthermore, Metro has programmed Measure R revenues for the project in the first
decade of the 30-year sales tax measure, in @ manner generally congruent with the
construction cost curve? of the project from FY 2012 through FY 2018, as shown in Figure
3. By ensuring the availability of revenues that are locally generated, controlled, and
sufficient to cover the majority of costs during the construction phase, Metro’s
programmed schedule of Measure R cash flows reduces the funding risks associated
with the Project’s implementation.

Figure3. Crenshaw/LAX Transit Corridor Measure R Revenues vs, Construction Cost
Curve (in millions)
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The schedule of Measure R cash flows also broadens the range of potential options with
regard to private finance. Section 6.0 explores the potential for a private developer to
replace Measure R revenues during the FY 2012 to FY 2018 construction period with
private equity or debt financing. This approach could increase Metro’s flexibility in
funding other "America Fast Forward™/Measure R-dependent transit projects also
scheduled to begin construction in the first decade.

It should be noted that the availability of private financing for the Project could help
supplement the proposed scurces of capital and thereby mitigate risks associated with
the timing of these public funding sireams; however, the appropriate level of public
funding would still be required over the term of the concession to service availability
payments.

3Construction cost includes standard cost categories [SCC) 10, 20, 30, 40, 50, and 80.
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3.3.2. Financing Risks

Potential risks associated with financing the Crenshaw/LAX Project are described in this
saction. The ability to secure financing will be impacted by a number of potential issues.
including:

= Metro's experience in raising debt from municipal tax exempt sources or private
financing delivery options willimpact the success and timing of the potential
financing;

= The timing of the proposed financing may influence the schedule and the
Project cost due to unanficipated higher costs of debt at the time of agreed

pricing;

» Uncertainty surrounding the future market appetite for municipal tax exempt or
private financing structures will impact the cost and timing of debt issuance and
repayment; and

» The expected liquidity of the financial markets may be influenced by economic
factors such as a lack of sustained economic recovery or capacity constraints
caused by an over-demand of projects.

Through its “America Fast Forward” iniftative, Metro intends to use a range of federal
financing mechanisms, both existing and propcsed. to advance and accelerate ifs
delivery of key projects by leveraging Measure R revenues as ¢ source of repayment for
federally-subsidized loans. The centerpiece of this initiative is a proposed new class of
qualified tax credit bonds, Quaiified Transportation Improvement Bonds {“QTIBs”). QTiBs
are taxable bonds issued by state, local or other eligible issuers where the Federal
government subsidizes most or all of the interest cost through granting investors annual
tax credits in lieu of interest. Metro is also ufilizing federally subsidized loans available
through the TIFIA program, as further described in Section 6.1.3.

QTiBs and TIFIA loan proceeds are projected to lower the overall cost of project
financing for Metro’s program of transit projects, compared to fraditional tax-exempt
bond financing; however, it is important to note that the Crenshaw/LAX Transit Corrider
does not depend on these leveraging mechanisms to ensure the availability of
sufficient Measure R revenues to meet the capital costs of the project during the
construction period. This project would likely proceed as scheduled in the adopted
2009 Long Range Transportation Plan even without the creation of QTIBs, as other
financing tools remain available. For these same reasons, private financing is unlikely to
further ennance the funding profile of the Project.

3.3.3. Economic Risks

A key economic risk is the uncertainty surrcunding the ability to forecast inflation of
costs and revenues over the expected construction timing and operations life of the
asset. The cost of inflation is impacied by the timing of the cost and the demand of the
underlying commodifies and iabor associated with the cost component. Therefore, the
ability to deliver the Project within the funding plan will be impacted by:
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» Any delay o the Project schedule having a direct impact on the construction
cost and future cost of operations; as well as

» The broader impact of increases in demand on labor and commodities prices for
the region, which may result from a recovering economy and Metro's Measure R
program to deliver approximately $40 billion in projects.

The cumrent forecast construction cost inflation for the Project is 2% for 2011 and 3% from
2012 to 2020.4Evidence of the variability of forecasts has been provided below, where
data indicate that annual consumer price inflation has ranged between 4.99% and
0.54%* within the last 10 fiscal years.

Figure 4. CPI Index for LA Region, CA and National (source: California Department of
Finance)
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Overall, the Project faces the risk that an economic recovery combined with the total
program demands on commodities and labor will lead to construction and operational
costs growing at a faster rate than currently planned by Metro.

4Source: Administrative FEIS/FEIR May 2011
SCaiifornia Department of Finance data website
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4.0 PROJECT DELIVERY OPTIONS

Reflecting the change in the base project delivery option for the Crenshaw / LAX Transit
Corridor Project 1o Design-Build and the elimination of operations from the range of
functions under consideration for provision by the private sector, three project delivery
options were evaluated based on then-current information available from Metro at the
time of the Consultant Team's analysis for Task 4. As summarized in Table 6, the options
reflect the following:

.........................

CONTRACT
CONSTRUCTIONPERIOD | 3
Civil works I . ¢

Deep bore tunne}

Cut-and-cover

Aerial structures

<+

Systems L 4

Stations L 4 ¢ ¢
Maintenance Yard 3 ¢
OPERATING PERIOD

LA JB JRECICIRGE 4

¢

Non-vehicle maintenance

¢ = responsibifity for this element/function included in the contract package
= constructiontypes included in civil works for this contract

>< = contract eliminated/consolidated

= Option 1 - Base Project Delivery Approach: two major Design-Build centracts
divide up the alignment based on geography into the Harbor Subdivision
Segment (Contfract No. 1) and the Crenshaw Boulevard Segment {Contract No.
2). They both include civil works components and stations. The Crenshaw
Boulevard Segment also includes systems for the entire project. The third contract
is for the maintenance yard (Contract No. 3). Metro will provide routine and
capital maintenance for all project components upon completion by the DB
contractor(s).

= Opftion 2 - Alternative Design Build: Coniract No. 1 includes construction of all
stations along the alignment and communication systems; Contract No. 2
includes all civil works compenents and the maintenance yard. Metro will
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provide routine and capital maintenance for all project components upon
complefion by the DB contractor(s).

=  Option 3 - Design Build Finance Maintain: a single contract for the design,
construction, and routine/capital maintenance of dll project components over a
35-year period except rolling stock. The Private Partnher would also be responsible
for providing financing for o portion of the design and construction costs.

4.1. Option 1: Design-Build

The Consultant Team's completion of Task 4 analysis occurred prior to Metro’s decision
to procure the Project as a single DB contfract covering systems, stations, and civil works,
with the maintenance facility as a separate DB contract. As coriginally proposed, the
Crenshaw/LAX Transit Corridor Project was 1o be implemented through three major DB
contfracts, the first two of which divide up the alignment based on geography into the
Harbor Subdivision Segment {Contract No. 1) and the Crenshaw Boulevard Segment
[Contract No. 2), as shown in Figure 7 below. They both include civil works components
and stations. The Crenshaw Boulevard Segment also includes systems for the entire
project. The third contract includes the maintenance yard {Contract No. 3).

Metro intends touse a two-step procurement process to pre-qualify contractors for
each of the contracts based on their experience in heavy civil construction, tunneling,
track work, systems installation, and construction of yards and shops.

In addition to the DB contracts, Metro will issue other contracts for advance utility
relocations and light rail vehicles [LRV}.

Metro will also provide routine and capital maintenance for all project components
upon completion by the DB contractor(s}. These are to be maintained and replaced
according to the schedules established by the agency’s State of Good Repair (SOGR)
capital asset inventory.

The following paragraphs provide a description of the originally-envisionedthree DB
contracts in greater detail.

Contract No. 1 Harbor Subdivision DB Segment: Includes the work required for the
Project’s segment that extends from the existing MGL along the Metro's owned Harbor
Subdivision to just east of Brynhurst Avenue (a distance of 5.0 miles). The alignment has
the following characteristics:

=  Aerial guideway from the MGL connection to 111th Street.

=  Cut and cover underground configuration from north of 111th Street to north of
104th Street.

«  Aerial guideway and station over Century Boulevard.
»  At-grade from north of Century Boulevard to south of Manchester Avenue.
» LRT grade separation over Manchester Avenue.

= Af-grade from Isis Avenue to east of Hindry Avenue.
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» LRT grade separation over La Cienega Boulevard and interstate 405.
»  At-grade from west of N. Oaks Street to west of La Brea Avenue
= | RT underpass at La Brea Avenue.

= At-grade from Market Street to east of Brynhurst Avenue [end of Harbor
Subdivision Segment).

In this segment, light rail stations are included in the scope at the following locations:
Aviation/Century {aerial station), Florence/La Brea (at-grade station) and
Florence/West Boulevard [at-grade station). Surface parking lots are included at the
Florence/La Brea Station and the Florence/West Station.

The contract also includes cut and cover construction, BNSF track relocation or
removal, light rail trackwork, special trackwork, station platforms, station finishes,
demoalition, grading, drainage, street modifications, grade crossings, catenary pole
foundaftions and systemwideductbanks.

Contract No. 2Crenshaw Boulevard DB Segment: Includes the work required for the
Project's segment that extends from east of Brynhurst Avenue in the Harbor Subdivision
and turns onto Crenshaw Boulevard to the Exposition LRT Ling {a distance of 3.5 miles).
The alignment has the following characteristics:

s Cut and cover tunnel box from Victoria Avenue o scuth of 59th Sireet.
» At-grade from 59th Street to 48th Street.

»  Below-grade cut and cover approach and twin bore tunnels on Crenshaw
Boulevard from 48th Street to Exposition Boulevard (end of Crenshaw Boulevard
segment).

This contract's scope of work includes LRT stations at the following locations:
Crenshaw/Slauson (at-grade station), Crenshaw/Martin Luther King {below-grade
station), and Crenshaw/Exposition (below-grade station). A surface parking lot is
included at the Crenshaw/Exposition Station.

The contract dlso includes cut and cover construction, twin bore tunnels, light rail
trackwork, special trackwork, station platforms, station finishes, demolition, grading,
drainage, street modifications, grade crossings, catenary pole foundations, systemwide
duct banks, tie-ins to the existing Metro Green Line, and all system installations {for both
Harbor Subdivision and Crenshaw Boulevard segments).

Contract No. 3. Maintenance & Storage Facility DB Contract: Includes a full service
maintenance and storage facility with heavy repair, service and inspection, wheel
truing, car wash, interior cleaning, store inventories, maintenance of way, yard fracks,
demolition, grading, drainage, catenary pole foundations, ductbanks and systems
installations.

This facility will be used by the existing Metro Green Line, Crenshaw/LAX Transit Corridor,
and the planned South Bay Metro Green Line Extension, and Metro Green Line to LAX
Extension. The cost of the facility is planned to be shared among the four rail lines.
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Figure 5. Crenshaw/LAX Transit Corridor Revised Base Project Delivery Approach
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4.2. Option 2. Alternate Design-Build (Alt DB)

Option 2 utilizes Design-Build procurement, but packages the contracts based on
function rather than geography, as currenily proposed by Metro. This “line of route”
approcach thus packages construction of all stations along the alignment and
communication systems into one contract. All civil works components and the
maintenance facility are packaged inte a second contract. As under Option 1, Metro
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intends to provide roufine and capital maintenance for all project components upon
completion by the DB contractor(s).

4.3. Option 3. Design-Build-Finance-Maintain (DBFM)

Option 3 includes a single contract for design, construction, and maintenance of all
non-rolling stock components over a proposed 35-year pericd. The length of the
concession term is based on recent market precedent for transit P3s in the United
States; it is also calibrated to coincide with the maximum loan repayment term of 35
years under the TIFIA program, which would likely form an integral component of any
P3 financing strategy. Under the DBFM option, the Private Parther would be responsible
for providing financing at the appropriate time for a portion of the design and
construction costs. As with both the Base and Alternate DB {Options 1 and 2), Metro
would retain responsibility for funding ROW acquisition, advance utility relocations, and
light-rail vehicle contracts.

The Private Partner would disc be responsible for maintenance of all passenger stations,
frack, civil works, including funnels, aerial structures, elevators/escalators, as well as
communication systems. The maintenance of garage and shep buildings associated
with the Crenshaw/LAX Transit Corridor and MGL known as “Southwestern Maintenance
Yard"” would not be included in a DBFM contract, as this facility would be shared with
Metro employees. The general preference to aveid a potential interface between
Metro employees and those hired by the Private Partner accordingly limits the types of
non-vehicle maintenance activities that can be performed.

The level of service would be defined in the DBFM contract for preservation of civil
works and systems in a state of good repair over the concession pericd and
enforceable via confractuglly specified penalties and/or withholding of avaiiability
payments.
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5.0 ANALYSIS OF THE DELIVERY OPTIONS

The delivery options have been analyzed against the key criteria associated with the P3
program goals as defined by Metro staff:

«  Optimize risk fransfer;

= Achieve a cost effective use of public funds;

»  Guarantee timely completion - accelerate project delivery;
s Ensure asset quality throughout the lifecycle; and

» Provide highest qudility of service to the traveling public.

5.1. Optimize Risk Transfer

This section explores the potential for each delivery opftion to optimize the transfer of
different types of risk identified earlier in Section 3.0. These include design, construction,
maintenance and lifecycle. Optimization of risk transfer supports the godis of Metro’s P3
program to the extent that it enables the agency to achieve greater cost and
schedule certainty.

5.1.1. Design and Construction Risks

The contract packaging strategy associated with each delivery option represents an
important way to fransfer and mitigate design and construction risk.

The geographically-based coniract packaging strategy for the Base DB approach
[Option 1) addresses the technical risks specific to the two different ROW types present
in the Crenshaw/LAX Corridor - expected at that time to be an active freight railroad in
the south along the Harbor Subdivision and an urban street environment in the north
aleng Crenshaw Boulevard.Separate, geographically-based DB contracts could altow
for teams with specific expertise in each segment type 1o handle the associated risks.
(This strategy was proposed prior to the December 2011 Board approval of Metro
entering into an agreement with BNSF to abandon freight operations in the Harbor
Subdivision.)

For Options 2 and 3, the rationale is that the contract packaging can improve the
ability of Metro to integrate compoenents of the project with fewer confracts and with
functional integration, particularly since freight operations in the Harbor Subdivision will
be abandoned. Interfaces between tunnels, structures, stations and platforms can
potentially be managed more efficiently. With fewer contracts Metro is also required to
coordinate with fewer parties during the construction phase.

Compared to the Base DB apprcach (Cption 1), the Alternate DB packaging strategy
[Option 2) reduces the number of contracts from three to two, with the maintenance
vard folded into a larger contract package comprising all civil works components,
potentialy leading to better risk management and innovation in the execution of the
project by both Metro and the contractor. For Metro, the number of contractor
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inferfaces it must manage is reduced from three to two. For the contractor, the
function-based approach 1o contract packaging proposed in Option 2 allows for the
more efficient bundling of similar sitework and construciion activities.

For example, under the Alternate DB strategy (Cption 2), all cut-and-cover trenching,
tunneliing, and removal of the existing freight tracks would be performed under che
contract. Together, these activities will create vast amounts of spoils that the contractor
will need to transport out of the project area and dispose of. The packaging of all civil
works components in one contract in Option 2 allows for the coordinated disposal of
spoils created by a variety of construction acftivities. Particularly as the Crenshaw
Bouievard segment and Harbor Subdivision segment have very different levels of
access to freeway/rail corridors that could be used to remove spoils from the project
areq, a ceordinated effort in this regard could franslate info better risk management
during the construction phase.

Given the likely performance bonding requirements 1o be established by Metro, the
further consolidation of mulfiple contracts into a single contract under the DBFM
approach {Option 3) would increase the dollar amount of the overall package and
make the bonding requirements financially unsustainable for all but the largest
contractors. The DB approaches (Options 1 and 2), by contrast, allow Metro to issue
smaller contracts that are more consistent with market capacity for performance
bonding. Option 1 carries the additional advantage of enabling Metro to increase local
participation and work more closely with the community in individual station areas /
segments of the alignment by dividing the project scope geographically between the
Two main contracts.

5.1.2. Mainfenance and Lifecycle Risks

Metro intends 1o provide routine and capital maintenance under both DB approaches
(Options 1 and 2); assets are tc be maintained and replaced based on the schedules
established by the agency’s SOGR capital asset inventory. The risk for the Project under
both DB delivery approaches [Options 1 and 2) is that insufficient funding for long-term
routine and capital maintenance may not be allocated in some or all years, potentially
reducing the quality of service and increasing lifecycie costs above the optimized level
that would otherwise be achieved with consistent maintenance expenditures.

The DBFM approach {Option 3] includes responsibility for long-term asset maintenance
of the Crenshaw/LAX Transit Corridor; therefore, the risk of performance during the
operations phase is passed down to the Private Pariner. Metro would be in the position
to oversee the performance and to assess payment deductions for coniract breaches
for any documented performance below agreed-upon standards. In addition, by
establishing long-term maintenance standards upfront and committing a portion of the
annual availability payment to the future funding of both routine and capital
maintenance during the 35-year concession term, the DBFM opticn establishes iong-
term budgetary certainty for Metro.

One key issue to explore is whether the limited scope of non-vehicle maintenance
fransferred to & Private Partner under the DBFM approach is likely to result in significant
risk fransfer {and thus yield measuratle cost savings to Metro} based on the specific
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characteristics of the Crenshaw/LAX Transit Corridor. As noted in the project definition,
the alignment is comprised of multiple types of construction, including at-grade, aerial
and below-grade guideway sections. The associated maintenance activities are thus
more specialized and the oppertunities for optimizing staffing reguirements across
several activities by combining those with similar functional expertise more limited. The
complexities of this Project would likely require the Private Partner to hire multiple staff
positions for relatively short sections of each construction type.

Some savings could potentially be achieved by subconfracting these services 1o firms
thot already have a local presence, as cpposed to the Private Partner incurring all the
necessary start-up and fixed costs required to perform these functions.

However, Metro would still be required to maintain its own separafe set of in-house staff
specidlizing in these maintenance activities for its other rail projects, potentially creating
some staffing redundancies compared to the Base or Alternate DB delivery (Options 1
and 2). Maintenance activities also include highly specialized skill sets, such as for
electric traction power and catenary wiring systems. There is unlikely 1o be a significant
cost differential between Metro and the Private Partner for such highly specialized
labor,

Based on the analysis performed to date, it is not known to what extent any savings
from reduced labor costs and increased worker productivity under the DBFM option
would be offset by other factors, such as start-up costs and management fees. In
generai, the greater the scale of maintenance responsibilities fransferred to the Private
Partner, the greater potential there may be for efficiencies of sufficient magnitude to
result in overall cost savings to the project sponsor. As discussed further in Section 7.0, ¢
more comprehensive delivery approach inclusive of long-term maintenance
responsibilities for the existing MGL may offer the greatest potential to achieve such
efficiencies, notwithstanding the other legal and institutional challenges associated with
the implementation approach.

5.2. Achieve Cost-Effective Use of Public Funds

Metro has identified cost containment and the cost-effective use of public funds as a
major policy consideration in the implementation of its Measure R prograom. Alternative
delivery options may enable Metro to achieve a cost-effective use of public funds by
offering greater price certainty over the long term and/or providing opportunities to
leverage public funding with private finance options [(as outlined further in Section 6.0).

Under the base and Alternate DB approach {Opfions 1 and 2), Metro is already
pursuing a cost-effective project by leveraging Measure R revenues committed to the
Crenshaw/LAX Transit Corridor through the federal TIFIA loan program. The flexible loan
terms afforded by the TIFIA program allow Metro 1o draw down the loan proceeds
beginning in FY 2016, with the repayment schedule deferred untii FY 2021 {after the
project’s completion).

A DBFM option would enhance the certainty that adequate funding will be available ot
the appropriate fime for design and construction by transferring the risk of financing to
the Private Partner.
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For financing, a Private Partner could not only utilize the TIFIA program, but increase the
leveraging potential of the Project’s other funding sources by providing access to
additional sources of private finance, such as Private Activity Bonds, bank debt, and
equity. These sources would not ordinarily be considered under a wholily publicly-
funded project.

The inclusion of private bank debt or equity, while generally available at a higher cost
than traditional public financing sources, may on balance lead to a more cost-
effective project, as the participation of risk-averse lenders represents an additional
layer of managerial oversight who can apply pressure on the contractor to contain
costs and deliver a project within budget.

5.3. Guarantee Timely Completion - Accelerate Project Delivery

A key goal of the P3 Program and Metro's “America Fast Forward” initiative is to
accelerate delivery of Measure R transit projects. The pricrity given to the goai of
project acceleration is particularly critical for the Crenshaw/LAX Transit Corridor, given
its status as the first project to be delivered under “America Fast Forward.”

Assuming that these timing-related issues could be resolved, the DBFM approach
(Option 3) presents potential project delivery advantages compared to the Base and
Alternate DB options insofar as an availability paymeni-based DBFM concession cregtes
a stronger incentive for the contractor to complete the consfruction on schedule, both
as a result of payments being deferred to the end of construction and the investment
of private equity in the project or “skin in the game.” From this standpoint, DBFM could
be conducive to Metro's goal of timely project completion.

5.4. Ensure Asset Quality Throughout Lifecycle

Neither DB approach {Options 1 and 2) includes a lifecycle component in the
contractual scope. Responsibility for maintaining and monitoring asset performance
would be retained by Metfro upon completion of the project by the contfractor. All
assets would be maintained under Metro's State of Good Repair initiative in
collaboration with FTA to track the condition and project future replacement dates for
the entire capital asset inventory. Funding for this purpose is programmed separately
based on avaiiable scurces atf the time of replacement.

Under a DBFM approach, asset performance becomes the responsibility of the Private
Partner, and a pertion of the availability payment is typically reserved for routing
maintenance and lifecycle needs. The Private Partner is generally evaluated based on
the performance of the asset, rather than adherence o a specific replacement
schedule. Performance must therefore be measurabie in order for Metro to enforce the
terms of the contract. The separation or “ringfencing” of any privately-maintained
functions from the Metre's existing systems is advisable for performance monitoring
purposes.

The DBFM option {Option 3) creates a number of interfaces with Metro's existing systems
along the alignment that may make performance monitoring more challenging. One
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key concern pertains to existing Metro rail facilities and whether there is sufficient space
to isolate any privately-maintained signaling and communications equipment such that
the Project is adequately separate from the rest of Metro rail system.

5.5. Provide Highest Quality of Service for the Traveling Public

Metro is to retain responsibility for transit operations on the Crenshaw/LAX Transit
Corridor under dll three options, and for maintenance under the Base and Alternate DB
approaches {Opticns 1 and 2},

Over the long term, the proper maintenance of assets in a state of good repair is
essential fo providing high-quality service for the traveling public. To the extent that
funding is idenfified and committed for this purpose via the availability payment
structure under a DBFM confract, this option may provide for more consistent
expenditures on maintenance and thus a more consistent quality of service.

Conversely, service quality may be negatively impacted if risks associated with ongoing
and capital maintenance under a DBFM concession [Option 3) are not thoroughly
addressed in the contract between Metro and the Private Partner. For example, a
poorly defined performance regime may result in ongoing disputes over responsibility
for system repairs. The proper “ringfencing” of the asset is again critical to ensure that
any deviation in service qudlity from agreed-upon performance standards can be
properly attributed 1o the responsible party.

5.6. Summary of Options Analysis Results

Table 7 below summarizes the results of the delivery options analysis above using a
“dot” system 1o indicate on a qualitative basis whether a given option would be
suboptimal , heutral{O) or optimal (@) in satisfying a particular evaluation criterion.
The ratings for each option have also been combined into an overdll score.

This qudlitative exercise allowed for an overall comparison of the delivery options and
assisted the Team in assessing whether a partficular project delivery option would
provide greater potential to meet Metro's goals.

Based on the P3 program goals articulated by Metro and the technical assessment
performed by the Consultant Team, both DB approaches (Options 1 and 2) and the
DBFM approach (Option 3) present unigque advantages that make each of them viabie
delivery option for the Crenshaw/LAX Transit Corridor:

= With its geography-based contract packaging approach, the Base DB option
[Option 1), which assumed continuation of active freight rail service in the Harbor
Subdivision, attempts to reduce construction risk associated with the different
ROW characteristics in the Crenshaw/LAX Corridor by assigning responsibility for
each segment type to the team specializing in the management of those risks;

= With its concentration of all systems work and all civil work into two functionally-
based contracts, the Alternate DB option {Option 2) provides opportunities for
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better logistical coordination of similar construction activities, potentially resulting
in greater efficiencies;

Table 7. Comparison of Project Delivery Options Relative to Metro Goals

Transparency/availability of e &
information for private sector to price
risks and submit “fixed price” bid
Flexibility of the proposed project to O °
enable innovation
Optimize risk Compatibility of procurement method ° ° ©
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construction policies, etc.)
Ability of private sector to comply with o o o
insurance requirements (potential
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Timing - certainty
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project delivery Pot_enhcl tc accelerate project
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Ensure asset Ability to measure/monitor contractor e O o
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highest-quality | performance/quality and safety for
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traveling public
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» The elements to be maintained under the DBFM option (Option 3} share an
interface with the existing Metfro Green Line. For Metro to succeed in securing a
private entity wiling to accept the associated risk, this interface would have to
be sufficiently “ringfenced” for performance monitoring purposes. Assuming this
could be accomplished, the availability payment-based structure of the DBFM
option could provide financial incentives for the Private Partner to maintain
quality service performance over the long term;

» The contract packages for both DB options are sized consistent with market
capacity for performance bonding requirements;

» Compared fo DB Options 1 and 2, a single DBFM contract associated with
Option 3 would further reduce Metro's interfaces with multiple contractors, while
the larger size of this contract weuld likely still be accommodated by the surety
markefts;

= A DBFM option could allow Metro to tap private sources of financing, mitigating
the risks of any near- or medium-term challenges associated with specific project
funding sources. Offsetiing this conceptual advantage of DBFM is that with either
DB option, Metro has access to Measure R funding within the first ten years and
will be leveraging Measure R revenues through the TIFIA program. In addition,
Metro may have access to other innovative financing mechanisms, depending
on the outcome of pending legislation at the federal level; and

» |nterms of schedule, lenders could apply additiocnal pressure on the Private
Partner to deliver the project on time, while the development of detailed
performance specifications may at the same time lengthen Metro's existing
procurement process.

Section 6.0 describes some of the private finance options that could be used in a DBFM
concession.
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6.0 POTENTIAL P3 FINANCING STRATEGY

If Metro were to adopt a delivery option such as DBFM that included financing
responsikilities, several sources of private finance could potentially be avdilable,
including bank loans, Private Activity Bonds, TIFIA, and private equity. These are
discussed below:

6.1. Options for Private Financing

é6.1.1. Bank Debt

Due to the dominance of tax-exempt financing in the US, the use of bank debt in US P3
transportation projects has been limited. In December 2010, the Long Beach Court
Buitding, a social infrastructure P3 deal, reached financial close using a short term bank
loan and a year prior to that Port of Miami Tunnel reached financial close using o bank
facility of $342 milion combined with TIFIA finance of $341 million. Currently, shorter
tenors on bank debt mean that this form of capital carries a greater refinancing risk
than a bond. However, it does have the advantages that proceeds are drawn
periodically, as required, aveiding “negative camy” interest costs, and the process for
reaching financial close is simpler and can be done concurrently with commercial
close. But it is important to note that bank debt may be limited in its availability in the
short term due in part to the European debt crisis which could restrict the amount of
finance that could be raised for a project of this scale.

6.1.2. Private Aclivity Bonds (PABs)

PABs are tax-exempt bonds issued through a conduit established by a state or local
government agency for the purpose of funding eligible expenditures, the proceeds of
which may be used by one or more private entities for a qudlified project. At this time
the United States Department of Transportation {USDOT) is reporting issued and/or
approved PAB allocations of $8.0 billion, out of legal maximum of $15 billion. Recently,
Presidio Parkway in Northern California received an allocation of $592 million {financial
close expected in Spring2012) and the Eagle P3 fransit project in Denver, Colorado
reached financial close on $3%97 million in PABs debtin August 2010. PABs offer an all-in
cost of bond debt that can be less expensive than bank debt, as well as a long-dated
solution that removes refinancing risk for the private developer. The use of a PAB issue
does include several constraints including: the requirement to meet federal standards;
expenditure of 25% of funds within 5 years; restriction on use of PABs proceeds to fund
existing assets; and the need to comply with arbitrage rules on invested funds.

6.1.3. Transportation Infrastructure Financing Innovation Act (TIFIA)

As part of the FY 2010 Transportation Investment Genercating Economic Recovery
[TIGER) Il program funded by the American Reinvestment and Recovery Act (ARRA).
the Crenshaw / LAX Transit Corridor Project was awarded a $20 million USDOT grant that
will subsidize a $545.9 million TIFIA loan to Metro in support of the Project’s capital costs.
As described below, TIFIA can also be utilized in coordination with private financing.
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The TIFIA program is designed 1o fill market gaps and leverage substantial private and
other non-federal co-investment by providing supplemental and subordinate capital to
projects. The TIFIA program offers project sponsors the following advantages:

» Long-term loans af the comparable U.S. Treasury yield (State and Local
Government Series [SLGS) rate plus one basis point) — 3.14% for a 35 year loan os
of January 26, 2012;

= Ability to lock in the interest rate several years in advance of a drawdown,
without any additional cost;

» Right to prepay loan draw downs in whole or in part at any time, without penalty;

» Potential wilingness of USDOT to accept more flexible terms, such as back-
loading debt service to reflect anticipated growth in the pledged revenve
stream, and thinner debt service coverage margins than otherwise required to
obtain an investment-grade rating in the capital markets;

» Diversified source of debt capital {U.S. Treasury as lender)}, reducing market
saturation; and

= |ower transaction costs.

The USDQOT awards credit assistance for transportation projects 1o eligible applicants,
which include state departments of tfransportation, transit operators, special authorities,
local governments and private entities. The challenges associated with TIFIA assistance
are summarized below:

» Demand exceeds funding supply, therefore applications are on a competitive
basis;

»  Availability of funds are subject to Congressional appropriation and may
therefore impact project schedule;

»  Funds permitted are Iimited to 33% of eligible project costs;
» Aninvestment grade rating is required for facilities senior to the TIFIA loan; and

»  The TIFIA office requires the loan to carry a ‘springing’ lien in the event of
bankruptcy such that TIFIA debt ranks paripassu with senior.

é.1.4. Private Equity

Sources of private equity include financial institutions, pension funds, private developers
and infrastructure funds. Equity providers typically provide the smaller share of funding,
as compared to debt, for example the Eagle P3 equity component was $54 million,
against $397 million in debt [or a 14% debt toc equity ratio}. Equity providers are paid a
return after project costs, debt service and any taxation costs have been paid. As o
result, returns to equity providers are varied and due to this increased risk of repayment,
providers of equity require a higher cost of funds.
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6.2. Potential Availability Payment Structure

if the Crenshaw / LAX Transit Corridor Project were delivered utilizing an alternate
procurement approach that includes either long-term maintenance responsibilities or
the use of private finance, such as DBFM {Option 3), the Consultant team assumed that
the Private Partner would be compensated under an availability payment model, with
all fare revenues continuing to accrue to Metro.

Under such a model, Metro would make periodic payments to the P3 partner, the base
amount of which would ke bid during the procurement phase. These availability
payments are typically structured o repay the cost of debt, 1o provide a return on
invested capital, and to cover the projected cost of contractudlly required
maintenance, lifecycle maintenance, and any included operating costs over a
specified confractual period. In some cases, payments may begin during the
construction pericd to cover part of the capital costs as well. Generally, the part of the
availability payment related to financing is fixed, and the portion covering
maintenance and operation [if applicable) is subject to escalation based on an
agreed-upon index.

Paymenis received by the Private Partner would inciude:

= A milestone payment at substantial completion of the work pianned to be
completed once the facility is available for revenue service; and

= Availability payments over a 35-year maintenance pericd, subject to
performance.

in its Task 3 report, the Consultant Team proposed a potential availability payment
structure for the Crenshaw/LAX Transit Corridor,with Measure R funding assumed to
meet 70% of construction costs based on similar levels of public funding support for
transit projects in the US. The other 30% consisted of private bank dett and an equity
contribution by the Private Partner tc be repaid over a 35-year period via annual
availability payments using the remainder of Measure R and other funding sources not
expended during the construction pericod.

This financing structure ensures that the Private Partner's equity stake has a long-term
exposure through the maintenance period. This exposure in turn helps 1o maintain
rigorous standards of performance, with the equity investor pendlized in the form of
reduced availability payments if performance falls below contractually agreed-upon
standards.

The equity investor would also have exposure through life-cycle expenditure if
increased capitai replacement programs are required earlier in the asset life due o
lack of routine maintenance or poor construction quality.
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6.3. Constraints on Mefro Funding Sources Comprising an
Availability Payment

The revenue streams currently available to fund a long-term availakility payment on the
Crenshaw/LAX Transit Corridor are limited to a mix of one-time and ongoing federal,
state, and local funding sources, most notably Measure R, which is scheduled to sunset
in FY 2039. The 35-year DBFM concession considered in this business plan would end in
FY 2047, and thus exceeds by eight years the expiration date of Measure R. Hence,
Metro's ability to accommodate a long-term financial commitment to a Private Partner
may be constrained in part by the sunsetting of this important revenue source unless
there is an extension to the expiratiocn date or other revenue sources are identified.

The Consultant team analyzed the potential long-term availability payment funding
options for the Crenshaw/LAX Transit Comridor in collaboration with the staff of Metro’s
Capital Planning and Finance Departments. In contrast to Measure R, Proposition A and
Proposition C do not sunset and could be theoretically used to fund the portion of the
availability payment attricutable to the cost of maintaining the non-underground
segments of the project without running afoul of the use restrictions imposed on
Proposition A and C funds by the Metro Reform and Accountability Act of 1998.

Assuming that this restriction remains unchanged, approximately 20% of the 8.5-mile
project consisting of tunnels or cut-and-cover trenches would be ineligible for
Proposition A and C funds. This porticn of the project would need to be covered by
other Metro revenue sources after FY 2039.

Other potential revenue sources, such as ground lease payments from future joint
development agreements or advertising, are likely to be considered either highly
speculative or insufficiently creditworthy by the financial markets to guarantee
availability payments.
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7.0 CONCLUSIONS AND RECOMMENDATIONS

This analysis identifies several possible opportunities and challenges associated with
delivering the Crenshaw / LAX Transit Corridor Project using Design Build and Design
Build Finance Maintain options relative to achievement of Metro’s P3 program
gocais.Based on this analysisand input received from Metro staff, the Team recommends
the Alternate DB approach [Option 2} for delivery of the Project. The function-based
contract packaging associated with this approach reflects an optimal risk
management strategy for Metro, withfreight operations by BNSF to beabandoned
along the Harbor Subdivision, which comprises the southem segment of the Project. The
geographically-based DB Option [(Option 1) was proposed by Metro as an approach to
address unique design and cperafional issues associated with LRT operation in what
was then expected to be an active freight corridor.

While the decision to abandon freight service on the Harbor Subdivision is a
consideration in selection of a project delivery approach, abandonment also serves to
mitigate key construction and operational risks associated with a shared ROW scenario,
including technical, liability and insurance risks surrcunding the design and construction
of elements such as grade separations, intrusion fences, grade crossings, and drainage
facilities. In addition, curtailment of active freight operaticn removes FRA requirements
otherwise applicable to a shared use corridor.

With negotiations between Metro and BNSF now resulting in the abandonment of
freight rail operations, the right-of-way characteristics along the Harbbor Subdivision and
the northern segment of the Corridor become more similar. The design and construction
risks associated with the Harbor Subdivision are reduced. As a result, corridor-wide
responsibility for the completion of trackwork and systems can be more easily assighed
to asingle DB contractor, as proposed under Option 2.

The potential for efficiencies extends to other project elements as well. The ablility to
bundle similar construction activities and sitework in Option 2 has the potential to yield
additional economies of scale compared to the Base DB cption. For example,
construction of civil works, such as tunnels and trenches, can be bundled into one
contract, rather than having these same construction activities performed under
themajor DB contract work, as was originally proposed under the Base DB approach
{Option 1). Similarly, the coordination of station design and construction under one
contractor may result not only in greater bulk purchasing power for materials, butin o
more consistent visual identity for the corridor, while still allowing for local neighborhood
character to be reflected in individual statfion design.

While an adlternate DB contract packaging strategy as proposed in Option 2 can vield
cost efficiencies, such efficiencies are likely to be more limited in overall percentage
terms than those already achieved by Metro's change in procurement approach from
DBB to DB. The key benefits of Option 2 lie primarily in reducing the number of contracts
managed by Metro from three to two and offering o greater opportunity for each
contractor to innovate in the delivery of Project elements across the corridor. Such
innovation may result in greater cost containment if not a lower overall cost for Metro.
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With respect to the Southwestern Maintenance Yard, the implementation schedule for
the Crenshaw/LAX Transit Corrider calls for the maintenance facility to be procured
separately nearly a year later than the alignment contracts {Contracts No. 1 and No.2).
This is due primarily to unanticipated delays experienced in the envircnmentdl review
process for the maintenance facility and consequently its readiness to be put cut to
bid. That said, both the major DBcentfract work and the maintenance facility are
anticipated to start construction at approximately the same time, in mid-2013. The
recommendation of Option 2 assumes that Metro is able to align the procurement
schedules and include the maintenance facility in a larger DB package comprised of
the civil works components.

In addition to the two DB options considered in this analysis, DBFM was clsc evaluated
as a third potential optien. While o DBFM concession (Option 3) also ranks highly in this
analysis and has potential to satisfy some of Metro's P3 program goals and criteria, the
advantages do not merit recommendation of this procurement approach, for the
following reasons:

=  Cost savings already captured by the change from Design-Bid-Build to a Design-
Build procurement approach. As noted earlier, Metro has already taken
advantage of a primary driver of cost savings during the design and construction
phase of the Project by selecting Design-Build as its procurement approach.

* Non-vehicle maintenance component too limited to result in major efficiencies.
Based on Metro's historical LRT O&M cost experience as reported to the National
Transit Database, any additional cost savings to be achieved through the
transfer of risk associated with a DBFM concession are likely to be limited, as the
non-vehicle maintenance costs included in the concession would comprise less
than 10% of total O&M costs for the Project. The transfer of Iimited maintenance
responsibilities to the private sector provides similariy limited opportunities for
efficiencies and economies of scale.

« Suboptimal risk transfer achievable under Design-Build-Finance-Maintain based
on existing project definition and characteristics:

» Project components insufficiently “ringfenced” from rest of Metro rail system.
The current operating scenarios propose to split service at the Aviation
interlocking with Metro vehicles proposed to operate on what would be
privately maintained track dlong the Crenshaw/LAX Transit Corridor. This
inferface with the existing Metro Gold Line makes it more difficult for Metro to
“ringfence” a privately-maintained asset and monitorthe Private
Partner'sperformance. This will be further exacerbated upon extension of the
Green Line 1o South Bay and LAX Airport, as these other lines will traverse the
Crenshaw/LAX Transit Corridor to access the Southwestern Maintenance Yard
and would likely be operated as through-routed service. The outcome of
such lack of ringfencing may be ongoing dispuies over responsibility for
potentially diminished service quality.

= Difficult to tie availability payment to performance monitoring due to lack of
ringfencing. Without a more comprehensive degree of confrol over the
system, including operations and maintenance of rolling stock components,
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Metro may find it more difficult to shift risk to the private sector. In addition, a
potential Private Partnermay be less willing 1o accept the risk associated with
aleng term availability payment-based contract,

= Private financing unlikely to further enhance project funding profile. In light of
Metro’s funding availability and schedule and its ability to access low-cost
financing, there is limited potential for private financing to mitigate the funding
risk associated with the Project. The Crenshaw/LAX Transit Corridor benefits from
a strong local conftribution in the form of Measure R, and the timing of those
funds is already well matched to the construction cost curve. Metro currently has
access to lower-cost financing through the TIFIA program and may also benefit
from the use of interest-subsidized debt in the form of proposed Qualified
Transportation Improvement Bonds.

* Need to address challenges associated with sources of funding for availability
payments. With regard to funding and financing, there are challenges
agssociated with the use of availability payments for the Crenshaw/LAX Transit
Corridor and Metre transit projects in general that Metro would need to address
prior to the implementation of a DBFM contract, including:

»  Limitations on Metro's ability to enter into long-term concession agreements
due to the sunsetting of Measure R in FY 203%;

» Restrictions on the use of Proposition A and Proposition C funds for transit
projects with an underground component.

Consideration of a Comprehensive DBFOM Option

Building upon the findings of the assessment of alternative project delivery options, the
Consultant Team continues to view a comprehensive DBFOM option as having high
potential for cost savings to Metro over the long term. Such an option would require
broadening the Project scope to include the rolling stock and non-vehicle
maintenance components as well as operations of the existing MGL and Crenshaw/LAX
Transit Corridor.

Expansion of the Project scope to include a broader spectrum of O&M s well as other
related LRT lines would address some of the deficiencies associated with a DBFM
approach {Option 3) identified above. Specifically, it would address the “ringfencing”
issues and the scale of risk transfer achievable for Metro. indeed, a more
comprehensive fransfer of maintenance and lifecycle responsibilities under a
comprehensive DBFOM approach would allow for any fixed and managerial costs
incurred by the Private Pariner during the ramp-up phase of operations to be spread
out over alarger system and length of track. As such, it may offer greater opportunity
and incentives for the developer 1o rediize efficiencies and economies of scale, leading
to measurable long-term cost savings for Metro compared to the Base or Alternate DB
approdches (Options 1 and 2).

in comparison to DBFM Cption 3, a comprehensive DBFOM including the existing Metro
Green Line presents an optimal scenaric with respect 1o the monitoring of asset
performance, as many of the system interfaces between Metro and the developer are
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eliminated or otherwise mitigated. Co-joining the lines would create cne continuous
system to maintain, with greater ease of oversight for Metro in terms of coniract
management. it would also allow for potentiai expansion of the concession scope over
time as new Green Line extensions to LAX Airpert and the South Bay are added.

Metro might alse potenticlly benefit from equipment upgrades that the developer
would elect to perform on the existing MGL sooner than they would otherwise be
implemented under Metro's replacement schedule. Such upgrades could potentiaily
result in improved service reliability for passengers and in lower lifecycle costs for Metro.
Signaling technology. for example, has changed rapidly in the past ten to fifteen years
since construction of the MGL, with solid state signaling systems now replaced by
modern computer-based signaling. The developer might choose to re-signal the
existing MGL with the newer technology to remove any operational interface or
incompadatibility with the Crenshaw/LAX Transit Corridor. This type of upgrade would
provide for much more efficient operations and probabkly greater capacity on the
network.

In its recent February 2010 State of Good Repair (SOGR) Assessment, for example, Metro
inventoried the known capital maintenance needs for the MGL and identified a
number of elements, including wayside systems, elevators, communications and
signaling equipment that would need to be replaced over the proposed 35-year
concession period. A more thorough SOGR assessment would need 1o be performed
and made avdailable during the procurement process in order for bidders to
appropriately price in the costs of needed improvements and/cr upgrades on the MGL.

If Metro were to consider a comprehensive DBFOM at this stage of project
development, potential impacts on the current procurement schedule weould need to
be taken into account. Development of performance specifications for the Project and
for the existing MGL as well the re-negotiation of existing labor contracts would both
likely lengthen the amount of time needed to procure the project beyond the timeline
associated with the current two-step RFQ/RFP process, in which Metro plans to award
the two main DB contracts by early 2013.

In addition, the Consultant Team identified a number of additional technical,
institutional and regulatory issues associated with the transfer of existing MGL cperations
to a Private Partner, including:

»  Location of the Southwestern Maintenance Yard, which would require vehicles
for future Green Line extensions to LAX Airport and the South Bay to operate on
track maintained by the Private Partner, thereby potentially creating the issue of
a shared interface, assuming that Metro were to operate and/or maintain those
extensions;

»  Potential effect on the competitive bidding environment for future Green Line
extensions ifa Private Partnerhad been previously selected to operate and
maintain the existing MGL and Crenshaw/LAX Transit Corridor;

» Lack of institutional precedent for utilizing the provisions of the Transit Design-Build
Law {Public Contract Code 20209.5}) to implement a comprehensive DBFOM;
and
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« Secftion 5333({b) of the Federal Transit law requiring that arrangements be made
fo protect certain rights of mass transit employees affected by grants of Federal
funds for the acquisition, improvement, or operation of a transit system.

The resolution of these issues would further lengthen the procurement process. On this
basis, the fimeline associated with implementation of a comprehensive DBFOM option
for the Crenshaw/LAX Transit Corridor and existing MGL may be inconsistent with
Metro's goal of Project acceleration under the "America Fast Forward” initiative. The
special status of the Project as the first to be built under this inifiative lends greater
weight in this analysis to schedule considerations over the potential long-term cost
savings and risk transfer under a comprehensive DBFOM concession. Such trade-offs
support the recommendation from this analysis to modify Metre's proposed packaging
strategy within the parameters of a DB procurement approach, so as to maximize
potential cost efficiencies without adversely affecting the Project schedule.,
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EXECUTIVE SUMMARY

Objective

The objective of this business plan is fo develop and analyze a range of possible
delivery options for the Regional Connector project (Project) and to determine what, if
any, role there might be for private participation in the design, construction, financing.
and/or maintenance of the Project or of particular project components.

Project Description

The Project will form a crucial link in Los Angeles County Metropclitan Transportation
Authority's ["Metro”) transit network comprising a 1.9 mile direct light rail link between
the Metro Gold Line and the Metro Blue Line and Metro Expo Line terminus, located in
downtown Los Angeles. The current plan, documented in the Administrative FEIR/FEIS
[May 2011}, includes the development of a double track tunnel and three stations
along the dlignment using a combination of tunnel boring and cut and cover
techniques. It is expected that the operations and maintenance for the new section will
be folded into existing Metro actlivities and included as subcomponents of its existing
north-south and east-west routes.

The total Project capital cost is approximately $1.367 billion in year of expenditure
doliars, including the cost of rolling stock. The planned funding for the project includes
$160 million of Measure R funding and $819 million of FTA New Starts funding. It is
expected that the magjority of the remaining costs will be met from State funding
sources, including proceeds from High Speed Rail Bonds and Propositicn 1B dollars.

The Project is currently in the preliminary engineering and environmental approval
stage of development. The Record of Decision is anticipated in Winter 2012, The
administrative draft of the final environmental impact statement/report was submitted
to the FTA on June 27, 2011.

This Project is included as one of the 12 designated by Metro and the City of Los
Angeles as part of its 30/10 plan, which seeks 1o use innovative finance and delivery
options to advance project delivery faster than would be achievable under
conventional options. It was approved by the voters of Los Angeles County as eligible
for receipt of Measure R funds authorized by the 2008 referendum.

The Project is one of 6 Meaqsure R program projects selected by Metro following an initial
screening completed in Tasks 1 & 2, and an initial quantitative analysis completed in
Task 3.

Risk Assessment

The project faces several risks in its delivery. Among the most significant are cost
overruns on construction, primarily due to geotechnical unknowns and the complexity
of tunneling in an urban environment, inflation due t¢ commodity price changes and
impacts on the labor market of delivering the Measure R program, and delay in
securing New Starts funding and other planned funding.
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Risks such as those summarized above may act to increase the cost of the Project and/
or delay the date of completion. in addition, there are uncertainties in the cost of future
maintenance, repair and replacement of tunnel infrastructure, station equipment,
signals, frack and systems. The risks identified above may be mitigated, transferred or
shared by Metfro’s implementation strategy.

Delivery Options Considered

Twe delivery options are considered in this business plan, a Design-Build {*DB") and
Design-Build-Finance-Maintain {"DBFM”), as shown pbelow:

Table 1: Delivery Options Considered

Structured as either one or two Design-
Build contracts covering: Tunnels {includes
stations and structural box excavation),
design and detivery of the TBM following
Metro performance specifications; and
other items including stations, track work,
systems and systems integration testing.

A single Design-Build-Finance-Maintain
(DBFM) contract for design and
construction of 3 stations, track, portals,
systems, systems integration, design and
delivery of TBM following Metro
performance specifications. The routine
and capital maintenance compaonents
would be limited to the tunnel lining to
underside of rail, stations and stations
fixtures, escalators, elevators and other
civil components,

Funding and financing for the project
would be as planned in Metro's 30/10
forecast model. Legislation is pending o
create a new class of tax credit bond,
Qualified Transportation Bonds ("QTIBs"}
which would potentially lower the overall
cost of project financing to Metro. The
intent is to use Measure R funds to raise
the necessary level of QTIBs to finance
capital expenditure.,

The private developer would finance a
portion of the capital costs to be repaid
over the term of the contract within an
annual availability payment structure. The
private developer would be reimbursed
through o combination of milestone
payments made during the construction
period and availability payments utilizing
funds avdillable to the project including
Measure R programmed funds. Financing
would likely be a combination of tax-
exempt and taxable financing discussed
in further detaii in Section 5 of this business
pian.

Metro would perform:

s Environmental impact statement
and obtaining approvals

= |nifial design activities (minimum
30% PE work)
=  Develop performance

specifications for the Tunnel Boring
Machine [TBM)

Metro would perform:

s Environmental impact statement
and cbtaining approvals

a  |nitial design activities {minimum
30% PE work)

= Develop performance
specifications for the Tunnei Boring
Machine {TBM)
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Acquisition of right of way (ROW) Acquisition of right of way (ROW)
= Ufilities relocation v Utilities relocation
= Vehicle procurement v Vehicle procurement
= Construction and cperations of = Constructicn and operations of
the Operations Center the Operations Center
= Rail operations and maintenance s Rail operations and maintenance
*  Routine and capital maintenance

Under a proposed DBFM approach a component of the project capital cost would be
paid for by private finance, to be repaid over the life of the contract term {usuaily 20-
35 years) in the form of an availability payment. The availability payment would be paid
over time using adllocated Metro funds (such as Measure R sales tax revenues).

Private finance sources may include bank debt, private activity bonds, federal credit
assistance authorized by the Transportation Infrastructure Financing Innovation Act
(TIFIA) and private equity.

Analysis and Results

This business plan seeks to provide a qudiitative assessment of selected Project delivery
options criginally discussed with Metro during Task 3 and throughout this Task 4. The
analysis assesses a Design-Build {“DB") cpticn and a Design-Build-Finance-Maintain
{*DBFM") option based on Metro's objectives for the Measure R program. These
cbjectives have been summarized as:

»  Achieve most cost effective use of public funds.

»  Accelerate project delivery.

«  Optimize risk transfer,

= Ensure asset quality throughout the lifecycle.

=« Provide highest-qudlity service for the fraveling public.

Based on the scope of the Project and Metro’s objectives for the Measure R program,
two key attributes have been identified which drive the analysis:

» The Project scale: The short length and relatively small amount of Civil works
construction of the Project make an associated maintenance contract relafively
unattractive and costly, given the high amount of overhead such a small
contract would have to bear, This “diseconomy” of scale does net appear to be
balanced agdainst other economies that could result from fransferring
maintenance to a private contractor,
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= Interface risk; The interface risks for the maintenance of the Project would likely
be increased under a private delivery option as the developer would have to
interface with existing line components running north-south and east-west,
putting not just the Project af risk but the entire ceniral section of the Metro
system if outages occurred or reliability issues surfaced.

Overall, based on the limited scope for the project and its crucial location, a Design-
Build approach for the Project under which ongoing maintenance and operations are
included within the future maijor line operations by Metro appears 1o be the most
suifable approach. Under this approach, Metro can benefit from risk transfer afforded
py combining design and construction into a single contract, minimizing interface risk
and scheduling delays and allowing for increased innovation in construction means
and methods. By retaining the operations and maintenance within Metro, Mefro will
achieve the benefits of system intfegration and economies of scale, given the function
of the Project as a connector between two much larger lines and the small physical
scale of the civil work.

Private financing options also appear to be infeasible given that one of the primary
sources of repayment for any project investment, the FTA New Starts program, has not
yet committed to either the amount or timing of the grants sought by Metro for the
Project. The heavy reliance on New Starts fundingexposes the Project to significant risks
in schedule and cost if funds are not received as they are currently programmed. This is
a risk that a develeper would not accept.
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1.0 PROJECT DEFINITION

This secficn summarizes the Project scope a3 described in the latest Administrative Final
Environmental impact Statement/Report (Administrative FEIS/FEIR) dated May 2011,

1.1. Description of Project Scope

The Regional Connector Project will form a crucidl link in Metro’s transit network. The
Project located in downtown Los Angeles incorporates a 1.9 mile direct light rail link
between the Metro Gold Line at Little Tokyo/Arts District Station at 1st Street and
Alameda Street and the Metro Blue Line {creating a continuous north-south route) and
Metro Exposition Line ferminus at the 7th Street and Figueroa Street (creating a
continuous east-west route).

The Project is included in the Southern Cdlifornia Area of Governments [SCAG) Regional
Transpoertation Plan for 2008 and Metro's 2009 Long Range Transportation Plan {LRTP).
The proposed technology is light rail fransit compatible with the current Metro Rail
operations for the Metro Exposition Line and Gold and Blue Lines.

Figure 1: Regional Transportation Projects
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The project is included as one of the 12 designated by Metro and the City of Los
Angeles as part of its 30/10 plan, which seeks to use innovative finance and delivery
options to advance project delivery faster than would be achievable under
conventional options. It was approved by the voters of Los Angeles County as eligible
for receipt of Measure R funds authorized by the 2008 referendum.

The Project includes double frack that would run from the existing platform at the 7th
Street Mefro Center station and run up Flower Street, curving northeast to connect via
two proposed portals with the surface line of the Metre Gold Line to Pasadena and the
primarily surface line Metro Gold Line to East Los Angeles.

The Locally Preferred Alternative [documented in the Administrative FEIS/FEIR, May
2011} includes the scope and proposed construction methods described below:

» The design, specification and development of a Tunnel Boring Machine (TBM).
The TBM will be inserted to the northeost of 1st and Alameda streets, boring will
commence at Central Avenue south of 1st Street and continue excavating
westward. Tunnel boring activities would allow tunneling to proceed down
Flower Street to 4th Street.

=  The tunnel section from 4th Street connecting to the existing 7th Sireet Metro
Centeris proposed to be developed using a cut and cover approach. In
addition, along Flower Street from 4th to the 7th Street Metro Center, an
enhanced pedestrian walkway is proposed, by reducing the number of street
lanes.

= Stations are proposed along the dlignment as follows:

o Anunderground station just south of the infersection of 2nd Street and
Hope Street (the 2nd/Hope Street station).

o Anunderground station between Broadway and Spring Streets
(2nd/Broadway station).

o Anunderground stafion at the Little Tokyo/Arts District, 1st Street/Central
Avenue station, partially located within Central Avenue and the northern
half of the block bounded by 15t Street, Central Avenue, 2nd Street, and
Alameda Street.

* In addition, the scope includes proposals for pocket fracks and crossovers
located beneath Fiower Street between 5th and éith Streets, just east of
2nd/Broadway station, near 1st and Alameda Streets and in the tunnel just north
of the 1st Street and Central Avenue station.

» Traction power substation [TPSS) facilities are proposed at along Flower Street
between 5th and 4th Streets and underground in the 2nd/Broadway station,

The operations and maintenance functions of the Regional Connector are planned to
be incorporated into the existing operation and maintenance of the Metro Gold Line,
Exposition Line and Blue Line.
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1.2. Summary of Project Construction Costs and Schedule

The total project cost included in the Administrative FEIS/FEIR is $1.367 billion in year of
expenditure dollars. This estimate has been developed as part of the project Preliminary
Engineering work and includes a 30% estimate for contingencies. With the exclusion of
vehicles {to be procured separately) and finance charges (Mefro allocated costs) the
total capital cost of construction estimate for the Project is $1.346 billion.

Table 2: Construction Cost Breakdown

10 Guideway and Track Elements S 233 S 275
20 Stations, Stops, Terminals, Intermodal. S 271§ 326
30 Support Facilities: Yards, Stops, Admin. Buildings S 25 3
40 Site Work and Special Conditions 5 139 S 161
50 Systems S 44 5 56
60 ROW, Land, Existing Improvements 5 127 S 136
80 Professional Services S 228§ 265
90 Unallocated Contingency $ 106 5 125
Sub total s 1151 § 1,396
70 Vehicles S 18 5 20
100 Finance Charges S 15 1
Total $ 1170 $ 1,367

Source: Admin FEIS/EIR May 2010

The Record of Decision is expected to be issued in Winter 2012, after which it is
anticipated that procurement and securing of funding will be completed. Construction
is scheduled to start in 2014, with 80% of total construction excluding vehicle purchase
slated to be completed by 2018. The graphic below illustrates the capital expenditure
profile for the Project between 2011 and 2020.
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Figure 2: Construction Cost Profile, Excluding VehicleCosts
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1.3. Summary of Operations and Maintenance Costs

The proposed project will result in the connection of the Metrc Gold Line, Metro
Exposition Line, and Metro Blue Line resulting in two continuous routes:

= North-South: connecting Clarement to Long Beach using the Metro Gold Line,
Regional Connector, and Metro Blue Line tracks; and

»  East-West: connecting Santa Monica to East Los Angeles using the Metro Expo
Ling, Regional Connector, and Metro Gold Line Eastside Extension fracks.

Light raif trains will operate on these routes at 5 minute intervals. The addition of the
Project is expected to increase Metro’s system wide operations and maintenance cost
by approximately $14.6 million in 2035 {approximately $7.4 milion in 2011 dollars?).

Metro has confirmed that the vehicle purchase, expansicn of the Metro Operaticns
Center, replacement and the operations of the trains and system components
associated with the Project are tc be delivered and operated outside the scope of this
assessment. The remaining maintenance and lifecycle elements of the Project have
been considered in this business plan. These include responsibility for the routine
maintenance and lifecycle costs (capital maintenance costs) for the following Project
scope components: tunnel lining o underside of rail, stations and station fittings.
escalators, elevators and other civil components.

'Source: Administrative FEIS/EIR May 2011, page 6-15 describes LRT only cost impacts

Public Private Partnership Regional Connecter Business Plan
Program 8 January 2012



1.4. Summary of Implementation Schedule

The implementation schedule for the Project is subject to continuous change. For the
purposes of this report, the schedule for implementation of the Project following the
Record of Decision is as shown below.,

Table 3; Project Timeline

Final EIR/EIS Summer 2011
FTA Record of Decision Winter 2012
Final design 1 -2 vears
Construction 4 years
Revenue service begins 2019

Source: Administrative FEIS/FEIR May 2011

Assuming the Project is procured under a DB or DBFM, procurement weould likely be
initiated after ROD and the contract awarded concurrent with the completion of
Preliminary Engineering activities. The developer would then be responsible for
completion of final design as part of the DB or DBFM contract.

1.5. Summary of Project Funding Sources

Metro has allocated a total of $1.367 killion in public funding for the Project from a
variety of local, state, and federal sources, as summarized below. This funding amount
includes the procurement of vehicles and Metro's project financing costs.

Federal sources
Section 5309 - New Starts {60% of Costs) S 819.60 60%
State sources
High-Speed Rail Bonds $ 114.90 8%
Proposition 1B 5 149.60 11%
Regional improvements Program Funds S 2.00 0%
Local sources
Measure R Sales Tax-backed QTIBS s 160.80 12%
Lease Revenue S 0.20 0%
LONP Reimbursement Fund 3562 ] 78.90 6%
Local Agency Funds (3% of Costs} 5 40,90 3%
:3;?;;:2URCES OF PLANNED CAPITAL $ 1,366.90 100%
Source: Administrative FEIS/FEIR May 2011
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The Project funding plan relies heavily on an FTA New Starts contribution of $819.6
miliion, or 60% of the total funding required. The funding plan shown {refer 1o Figure 3)
includes FTA funds drawn in 2012, which assumes the securing of & Full Funding Grant
Agreement (FFGA) following ROD expected in Winter 2012,

Other major planned funding sources include State fransportation bonds, including
High Speed Rail Proposition 1A and Proposition 1B funds, at $114.9 million and $14%.4
million, respectively. High Speed Rail bonds are subject to approval by the State
iegislature.

Measure R sales tax revenues totaling $160.8 million have alse been programmed for
the project. Metro plans to issue a new form of sales tax revenue bonds dubbed "QTIBS"
secured by these revenues. The accelerated project schedule presumes the availability
of two federal programs to leverage Measure R dollars, the Transportation Infrastructure
Finance Innovation Act (TIFIA) and Qualified Transit Improvement Bonds [QTIBs). As
Measure R sunsets in 204G, this analysis presumes that all financings backed by Measure
R mature by that date.

Figure 3. Metro Forecasting: Regional Connector (Aug 2010)

$300 —_—
Local Agency Funds
LONP Reimbursement Fund 3562
$250 e m s - o Lease Revenue
Measure R Sales Tax-backed QMBS
$200 _ 2 Regional Improvements Program Funds
H Proposition 1B
= High-Speed Rail Bonds
5150 - - @ Section 5309 - New Starts
$100 -

$50 - -

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Source; Metro Blue Book funding profile

During the construction period starting in FY 2012, the “early” funding sources currently
programmed to support the Project’'s capital costs include FTA New Starts, High Speed
Rail Proposition 1A bonds and LONP Reimbursement Funds, with proceeds from
Measure R-backed QTIBs scheduled to occur later, beginning in FY 2015. The Proposition
1B allocation of $14%2.4 milion includes an initial expenditure of $24.9 millicn in FY 2012,
with the majority of the allocation spent later in the construction phase from FY 2014 to
FY 2018. Local agency contributions represent the last doliars in, along with the closecut
of the FTA New Starts FFGA in FY 2019. The risks associcated with the fiming and quantum
of funding from these various sources are discussed in Section 3.4.
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1.6. Environmental Impact and Process

The Metro Board approved the Draft Environmental Impact Statement / Environmental
Impact Report (EIR/EIS) and the Locally Approved Alternative in October 2010. The final

EIS was published in the summer of 2011 and the Record of Decision for the Project is
expected in Winter 2012,
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2.0 EVALUATION APPROACH

This section describes Metro's goals for the P3 program and provides details of the
methodology used to develop and assess the delivery options for the Project.

2.1. Objectives of the Business Plan

Under this Task4 of the P3 Program, the InfraConsult Team has been requested to
develop a business plan, including a review and analysis of potential delivery options
for the Project, one of 6 Measure R program projects selected by Meiro following an
inifial screening completed in Tasks 1 & 2, and an initial quantitative analysis completed
in Task 3. The objective of this business plan is 1o analyze a range of possible delivery
options for the Project.

The objective of this business plan is to develop and analyze a range of possible
delivery options for the proposed Project and to determine what, if any, role there
might be for private participation in the design, construction, financing, and/or
maintenance of the Project or of particular project components.

The business plan includes a summary description of the Project foliowed by an analysis
of key Project information relevant to delivery options: scope, schedule, cost, funding
and risk. This Project information is used to develop a short list of pofential delivery
options in accordance with the following assumptions:

= rolling stock will be procured separately by Metro;

= rolling stock maintenance will be performed by Metro; and

»  vehicle operations will be retained responsibilities for Metro.
In addition, Metro has opted to utilize a Design-Build approach for the Project delivery.

Therefore, these considerations limit the range of potential delivery opfions to be
analyzed to those aleng a specirum of risk transfer alternatives beginning with Design-
Build and moving through to Design-Build-Finance-Maintain. These are:

= Design-Build {DB) - under which Metro would transfer responsibility for final design
and construction to a DB contractor and retain the responsibility for operations,
maintenance and finance. This option will be used as a “base case” for the
analysis;

= Design-Build-Finance {DBF)-under which a private developer would initially
finance the construction as well as design and construct it;

= Design-Build-Finance-Maintain [DBFM}- under which a private developer would
take the responsibility for design, construction, financing and maintenance (non-
vehicle) under che P3 contract.

The DBF option,alse sometimes called turnkey,was not included in the analysis as the
Project does not fit the typical profile for successful DBFs, for the following reasons:

Public Private Partnership Regional Cennector Business Plan
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= DBFis typically attractive for smaller projects, usually less than $500 million - with
repayment profiles matched to the tenor of available contractor financing,
which today is less than 10 years. The Proiect is greater than $1 bilion, and has
access to longer term bond financings in the 30-40 year range.

» DBFis typically used where the profile of project expenditures does not match
the timing of expected funding. Most commonly, it is used to pay for
construction, with the contfractor then being repaid immediately upon Project
acceptance or within a few years afterward. Metro's Project funding plan is
expected o provide funds necessary for construction when they are required,
assuming that the assumptions on timing of grant funds within that plan are
credible.

» The underiying financing costs for a DBF reflect the coniractor’s cost of money,
and will generally be far higher than the cost of Metro's funds. In addition, the
financings will be taxable, and, all else being equal, will carry an interest rate 30
1o 40 percent higher than the tax-exempt rates accessible to Metro.

The conclusions of this business plan are based on the advantages and disadvantages
of the selected delivery options and the extent to which the options meet Metro's
evaluation criteria relative to the current delivery option that Metro is understood to be
following for this Project. The analysis is qualitative in nature and does not attempt to
calculate or compare the cost of each option.

2.2. Program Goals

As part of its Public-Private Partnership (P3) Program, Metro identified five major goals
and related evaluation criteria for delivery of its Measure R program. The criteria were
used to assess the relative ability of various project delivery appreaches to achieve
these godals, including cost certainty, cost savings, schedule certainty, project delivery
acceleration, risk fransfer optimization, lifecycle cost savings, and service quality. These
godals are:

=  Opflimize risk fransfer. By cllocating risks 1o the party best able to manage them,
an optimal risk profile may be achieved. The benefits of this approcch include
enhanced certainty of project price and delivery schedule.

» Achieve the most cost-effective use of public funds. Mefro has identified cost
containment as a major policy consideration in the implementation of its
Measure R program. By exploring alternative delivery options, Metro may be
able to leverage public sector funds and resources, achieve price certainty and
enhance value for money.

»  Guarantee timely project completion and/or accelerate project
delivery.Schedule certainty is of great importance to Metro, both for financiol
and public acceptability reasons. The delivery of projects on-time enhances
credibility with the public and allows for better budget management and
planning. Metro has identified a desire to accelerate fransit project delivery as
the region's highways face increasing capacity constraints.
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= Ensure asset quality throughout project lifecycle. Metro's objectives for the P3
program include ensuring that the ongoing quality of assets included in the
project scope is maintained to a high standard throughout the proposed
analysis/contract period.

= Provide highesi-quality service for the traveling public. Regardless of project
delivery model, Metro has identified a key objective 1o be that the quality of
service should match the same high performance standards that Metro already
offers.

As shown in Table 5 below, example evaluation criteria were developed 1o guide the
assessment of each project delivery option’s potential to fulfill the goals of Metro’s P3
Program.

Table 5: Metro P3 Program Goals and Example Evaluation Criteria

Transparency/availability of information for private sector to
price risks and submit “fixed price” bid.
Ease of modifications required to adapt existing service
contracts.

Opfimize risk _Flexibilify of the proposed project tc enable private-sector
innovation.

transter Compatibility of procurement method with regulatory
requirements {Buy America/labor law/local hire/alternative
fuel/green construction policies, efc.).
Ability of private sector to comply with insurance requirements
{potential capacity issue)
Price certainty to LA Metro.
Certainty and quantum of preject funding streams, both short

Achieve a and iong term.

cost-effective Maximum leveraging of public funds.

use of public Ability of option to provide greater access to alternative sources

funds of finance.
Metro control over fare setting and revenue sharing with private
sector partner.

Guarantee Ability to guarantee schedule certainty.

timely

igr:;zt::' Potential o accelerate project delivery.

project delivery

Ensure asset

quality Ability to measure/monitor contractor performance/output on

throughout lifecycle.

lifecycle

Provide

highest-quality | Ability to achieve operational performance/quality and safety

service for the for the traveling public.

traveling public
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2.3. Approach for Evaluation of Alternative Delivery Options

The analysis of alternafive delivery options has been completed in two stages. The first
stage is to identify and summarize risks identified to date for the Project and
documented by the Metro Project team. To do s, the team held a multi-day risk
workshop, during which the Project was evaluated against various components of work
expected to occur during its deveiopment, delivery, and operating phases. Each was
then assessed as to what could affect a positive outcome, and the likelihood of each
risk actually occurring was ranked. The resulting matrix, known as a risk register, became
the foundation for the mitigation analysis phase of the assessment, which measured
each cf the potential project delivery mechanisms against each risk and uitimately,
against Metrc's goals.

The main categories of risks looked at were:

=  Construction risks;
= Operational and maintenance risks; and
»  Funding and financial risks.

This analysis is described in detuail in Section 3 of the report.
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3.0 PROJECT RISKS

This section presents a qualitative summary of the technical, financial and economic
risks that Metro may encounter in delivering the Project, regardless of the adopted
procurement approach. The focus is mainly on technical risks related to meeting the
project objectives with respect to cost, schedule and qudlity.,

The analysis is split into three sections representing the main areas of project delivery
risk:

= Risks that may impact design and construction costs and completion date;

= Risks that may impact the cost of long term asset maintenance, rehabilitation
and replacement; and

= Risks that may impact the project from a funding, financial and economic
perspective.

Metro has carried out several analyses on the construction cost and schedule risks
associated with the delivery of the Project. The information in this section has been
extracted and summarized from three main sources:

1. Regional Connector Transit Corridor Risk Contingency Management Plan daoted
October 29th, 2010;

2. Regional Connector Transit Corridor Administrative Final EIS/EIR dated May 9th, 2011;
and

3. Risk Management Monthly Progress Report dated June 201 1.

In addition to these Metro scurces, the discussion below also incorporates risk analysis
carried out by the InfraConsult team as part of its Task 3 Strategic Assessment report.

3.1. Summary of Key Project Risks

Key project risks are summarized as below:

= |Increase in project capital costs due to inflation. This can be driven by both
demand and supply at global and regional levels. A major impact can occur
when actual cost inflation exceeds the estimated / forecast rate of inflation
included in the financial forecast. While inflation has been stakle for many years,
economic direction and inflation projections are currently subject to widespread
conjecture and disagreement in the near term.

« Difficulty in estimating right-of-way costs. In recent years both national and
regional property values have declined following many years of growth, often
above historic averages. Uncertainty exists regarding the potential recovery of

the property market, both in terms of timing and forecast annual growth figures.
Combined with specific site conditions, this will greatly influence the uncertainty
of right-of-way acquisitions for the Project.

Public Private Partnership Regional Connector Business Plan
Program 16 Januvary 2012



* Increase in capital costs due to concurrent implementation of multiple large
infrastructure projects within Los AngelesCounty. This has the potential to impact
the availability of qualified labor causing labor price pressure. If there is
insufficient quatified labor, capital cost escalation can occur through unit cost
incredses over and above those forecast in the project budget. Qualified labor
includes design and project management professionals as well as construction
workers.

» Schedule delays which impact costs will lead to overall cost delays, both in cost
escalation and increased professional service costs. Schedule delays are often
caused by a change in scopes of work, delays to local permitting and approval
processes, stakeholder negotiations and agreements, right-of-way acquisition,
utility relocation, procurement and authorization delays, and general
consfruction delays.

» Scope change and design risk can have a significant impact on the project
budget. Cost increases occur as a result of unexpected ground, geological and
environmental conditions and unknown or unexpected utility relocations.

= Delays associated with project funding. The primary funding socurces for
theProject are not yet fully authorized. New Starts and High Speed Rail bond
funds require approvals from the Federal Government and the State Legislature.
Measure R revenue can fall below projections, effecting the timing of their
availability for the Project expenditures. Delays in receipt of funding and
financing and potential changes in scope that require additional funding
amounts could potentially affect Metre’s ability 1o deliver the project within
budget.

= Construction phase risks. Construction phase risks arise from uncertainties such as
project scope, physical constraints, stakeholder needs, contractor performance
and the cccurrence of unforeseen events that ultimately act to increase or
decrease the final cost of the Project and accelerate or delay its completion
date. As design progresses many of these uncertainties will be resolved:; for
example, uncertainty in ground conditions will be reduced following more
extensive geotechnical investigations. Until the issues are resolved, these risks will
be allowed for in the cost and schedule of the Project in the form of
contingencies.

The foliowing list summarizes the main risks that may impact the Project's schedule and
cost during the construction phase:

Interoperability of other parts of the network: The Project will connect existing operating
lines in downtown Los Angeles, inevitably creafing challenges in operating the system
network-wide:

= The expansion of the Metro Operations Center may not be completed in fime for
the Project, and/ or additional shared costs towards the expansion of this facility
may be allocated to the Project if other 30/10 planned projects are cancelled.

Public Private Partnership Regional Connector Business Plan
Program 17 January 2012



Design changes possibly required by the separately designed and procured
systemwide train control system could increase the final cost of the current
Project cost estimates include only preliminary estimates for these components.

Complex site conditions: There are a number of complex site condition issues related to
delivery of this Project:

Any delay in the relocation of the 75" storm drain at Alameda Street could delay
construction.

The potential presence of Volatile Organic Compound (VOC) contaminated
soils, such as were encountered during the construction of the Red Line in the
late 1980s and early 1990s. Current treatment facilities may not have sufficient
capacity and therefore treatment of the contaminated soils could add to the
Project cost by requiring construction of tfreatment facilities or long-distance
shipping to distant facilities.

Uncertainty over the depth of the existing uUfilities, particularly at intersections in
the cut and cover sections of the project. This could lead to an increase in
complexity of the utility relocations and subsequent increase in preliminary
engineering work.

Geotechnical properties associated with the Fernando formation, potentially
indicating softer ground that the current characterization has indicated. Mixed
ground and face conditions can often lead 1o delays in tunneling operations.

Complex construction and design issues associated with a project of this nature:
Extensive tunneling and underground work will lead a number of fechnical challenges
onh the Project:

3.2

Uncertainty over the fire life, ventilation and safety sirategy and design.
Computational fluid dynamics and simulations have not been carried out to
determine the overall ventilation requirements. If the project is ultimately required
to comply with NFPA 130 this could have significant impacts on the ventilation
required and the current cost estimates associated with additional work.

Complexities and methodologies of consiructing the deep stations at 2nd and
Broadway and 2nd and Hope Street. These stations are currently planned to be
constructed using cut and cover but the depth, of up to 130 feet, may exceed
the practical depths of using soldier piles. If it became necessary to change the
construction methodology to mined excavation rather than cut and cover, the
Project cost would likely increase significantly, and the schedule could well need
to be extended.

Operations Phase Risks

Predicting maintenance costs while still in the preliminary engineering phase is quite
problematic, due to the unknown final scope of the Project, as-yet unspecified
mechanical and electrical equipment, uncertainties about actual operating
procedures, the complex intferaction between preventive maintenance and
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replacement cycles, and the difficulty of predicting economic factors such as infiation
that have significant impact on the cost of future activities.

The following list summarizes the main risk issues that may impact the cost of long term
asset mainfenance, rehabilitation and replacement:

= Uncertainty in using past cost data to predict future costs.

» Uncertainty in real growth of maintenance costs over an extended time pericd
(note that the Project operations and maintenance estimate only provides the
cost in a single horizon year, 2035).

»  Increases in the cost of materials, utilities, labor and equipment beyond that
originally projected.

« Unexpected soil conditions that may reduce the life of the subsurface structures,
for example corresion of tunnel lining and tunne! / station steel reinforcement
from acidic soil.

»  Deferred or poorly performed routine maintenance which could accelerate the
deterioration of assets resulting in reduced life and higher costs of major
rehabilitation or replacement.

= Obsolescence of system components such as communications, signals and
other systems.

»  Excessive wear and tear due to change in conditions that exceed design
specifications, e.g. higher than expected volume of passengers using elevators
and escalators.

» Uncertainty In cost of equipment replacement, not only of the equipment itself
but the soft costs of installation e.g. due 1o restricted working hours, working at
night etc.

»  Poorly instalied equipment / low qudlity components / pocr quality construction
that might result in increcsed maintenance costs and an unexpected need for
replacement outside of warranty period.

« Change in maintenance standards, procedures and safety standards such as
working hours,

3.3. Funding Risks

This section summarizes the risks faced by Metro in delivering the Project within the
planned funding approach, specifically risks associated with the following areas that
may impact the Project delivery:

«  Variations in the timing of planned and programmed funding availability;

*»  Changes in the amount of availoble Metro funds; and

»  The ability to secure requested amounts of State and Federal funding.

The following is a discussion of the specific risks associated with the various funding
sources that are currently planned for the Project.
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3.3.1. FTA New Starts

Prior o award of the FFGA, the Project funding plan remains at risk of changes in both
the quantum and timing of funds anficipated from the FTA News Starts program. Inits FY
2011 budget, the U.S. House of Representatives has proposed a cut of 30% to the
overall FTA New Starts program, and there is yet no agreement within Congress on a
longer term authaorizafion for the program.

Given the uncertainty surrounding a timeframe for a surface fransportation
reauthorization bill in Congress and the potential for a significantly reduced future
budget for the New Starts program, there may be limits imposed on the amount of
annudl FTA funding that Metre can receive both for individual projects and collectively
as an agency fi.e. for its other New Starts projects that are scheduled to be constructed
during the same period). Should these limits materialize, it may be necessary o reduce
the Project’s reliance on New Starts funding fo a level below the current 60%.

With such a iarge component of the Project costs being funded from one source, the
uncertain level of federal funding avcilable for the New Starts program presents a
significant risk to the Project schedule and cost.

3.3.2. High-Speed Rail Bonds (Proposifion 1A)

in November 2008, California voters approved Propasition 1A authorizing the issuance
of up to $9.95 billion in general obligation bonds for the construction of a statewide
high-speed rail system, including $95C million for local or regional feeder systems that
would enhance ridership and patronage on the overall system. The Regional
Connector is currently programmed to receive $114.9 million in High-Speed Rail
(Proposition 1A} Bonds. The issuance of these bonds is contingent upon the approval of
the State Legislature. Recently, Governor Brown exercised his line-item veto authority to
reduce Proposition 1A funding for feeder systems from $154.3 million to $7.0 million for FY
2012, citing the lack of a “comprehensive statewide rail plan.” Any delays in future
legislative approval could jeopardize the timely completion of the project.

3.3.3. Proposition 1B

Propasition 1B funds are to be allocated to the Project from the Public Transportation
Modernization, Improvement, and Service Enhancement Account [PTMISEA)
subaccount. The project is part of the FY 2011/12 budget cycle allocation. Funds from
this source must be encumbered and fully liquated by June 2017

The recent delay of bond sales has already impacted the avaiability of PTMISEA
funding for the both the FY 2008/0% and FY 2009/10 cycles. Any further deterioration of
the State's fiscal health and/or credit rating could delay the availability of Proposition
1B funding for the Project, negatively impacting the schedule.

3.3.4. MeasureR

Measure R funds totaling $140.8 million have been programmed for the Project.
Measure R funds are dependent on the collection of the sales tax, driven by the local
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economy and as a result, reduced sales tax collections due to poor economic fimes
may impact Metro’s ablility to deliver the entirety of its Measure R fransit program
including the Regional Connector, An indication of the recent volatility in sales fax
revenues can be seen from the receipts for Proposition A and Proposition C for the past
five years.

Figure 4: Sales Tax Receipts for Prop Aand C
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Source: LA Metro website

In contrast to other transit projects comprising its broader “30/10" or *America Fast
Forward” initiative, such as the Westside Subway Extension, Metro has programmed alll
Measure R revenues for the Regional Connector in the first decade of the 30-year sales
tax measure, in a manner generally congruent with the construction cost curve of the
project from FY 2012 through FY 2019. However, it may choocse, at its option, 1o leverage
those funds through the issuance of bonds to allow other projects to proceed earlier.

Proposed amendments to section 54 of the Internal Revenue Code would create a
new class of qualified tax credit bonds, Qualified Transportation Bonds {"QTIBs"}. QTIBs
are taxable bonds issued by state, local or other eligible issuers where the Federal
government subsidizes most or all of the interest cost through granting investors annual
tax credits in lieu of interest. These bonds are projected to lower the overall cost of
project financing for Metro's entire program of transit projects, compared 1o fraditional
tax-exempt bond financing. The intent is to use Measure R funds 1o support the
repayment of QTIBs issued to finance capital expenditure on the Project as well as on
other projects in the LA Metro program. However, as noted in the previous paragraph,
the Project does not require this leveraging mechanism to ensure the availability of
sufficient Measure R revenues to meet the capital costs of the project during the
construction period.

Therefore, the potential challenges associated with the amendments 1o section 54 and
subsequent enactment of QTIBs legislation at the federai level represents a relatively
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minor risk to the project’s financial viability in the context of the other funding risks
discussed above, particularly reductions in FTA New Starts funding and
cancelled/deferred transportation bond issuances for Prop 1A and Prop 1B at the State
level.

3.4. Economic Risks

The uncentainty surrounding the ability to forecast inflation of costs and revenues over
the expected construction timing and operations life of the asset is a fundamental risk.
The impact of inflation is influenced by the timing of the expenditures and the demand
for the underlying commodities and labor associated with the Project costs. Therefore,
the ability to deliver the Project within the funding plan will be impacted by:

» Any delay to the Project schedule, whether to the start of construction or its
duration; and

= Higher than projected increases in labor costs and commeodities prices which
may result from the overheating of the labor market and the scarcity of certain
types of building materials as construction demand ramps up after this recession.

The current forecast construction cost inflation for the Project is 2% for 2011 and 3% from
2012 to 2020.2Evidence of the variability of forecasts has been provided below, where
data indicate that annual consumer price inflation has ranged between 4.99% and
0.54%* within the last 10 fiscal years.

Figure 5: CPI Index for LA Region, CA, and National
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Overall, the Project faces the risk that an economic recovery combined with the total
program demands on commodities and labor will lead to construction and operational
costs growing at a faster rate than currently planned by Metro.
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4.0 P3 PROCUREMENT OPTIONS ANALYSIS

This section summmarizes the delivery options for the Project and describes the evaluation
of each option against specific objectives defined by Metro staff.

4.1. Summary of the Design-Build Option

Metro is planning to procure the Project under either one or two Design-Build contracts,
covering the delivery of the tunnels (including the stations and structural box
excavation) and the design and delivery of the tunnef boring machine (“TBM”), and
including the stations, track work, systems and systems integration tesfing. Metro plans
to retain contro! over the performance specifications for the TBM and for executing
necessary ufility relocation work. In addition, Metro would retain the following activities
outside of the Design-Build contract(s):

» Initial design activities {Preliminary Engineering {“PE"} work] for the Project;
»  Acquisition of right of way (ROW};

= Vehicle procurement { expected to be done under a system wide rolling stock
procurement);

« Rail operations and maintenance, as well as routine and capital maintenance
for the tunnel and civil structures. It is expected that these activities will be folded
into existing operations on the Metro Gold Line, Metro Blue Line and Mefro
Exposition Line with the formation of continuous routes both north-south and
east-west; and

»  Expansion of the Metro Operations Center.

The Project construction costs are to be funded as described under Section 1.5.

4.2. Summary of the Design-Build-Finance-Maintain Option

A Design-Build-Finance-Maintain {"DBFM”} approach has been identified in the eariier
Task 3 analysis as an alternative that might suit the Project scope and Metro’s desire fo
retain rail operations and rolling stock procurement. This option would be achieved by
expanding the Design-Build concept fo include components of the ongoing routfine
and capital maintenance activities, as described below, over a contract term that
could be up to 35 years.* The DBFM developer would typicaily be compensated by @
series of annual payments linked to the quality of service and availability of the asset for
use by Metro.

“Denver RTD Eagle P3 — 35 year availability payment deal
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4.3.

Analysis of the Options

The delivery options have been analyzed against the following criteria, developed from
program objectives as defined by Meftro staff:

Opftimize risk transfer;

Achieve a cost effective use of public funds;

Ensure asset quality throughout the lifecycle;
Accelerate project delivery; and

Provide highest-qudlity service for the traveling public.

4.3.1. Optimize Risk Transfer

A key value driver in project delivery is the dllocation of risks to the parties best able to
manage them. By seeking an optimal allocation of risk, project best achieves its
potential for delivering value for money to Mefro. The ability of each project delivery
option to transfer risk has been analyzed as follows:

Contract size and scope: As noted above, Metro plans to use a Design-Build
approach to procuring the Project, but has not yet decided whether 1o use one
or two contracts. Reducing the number of contracts from two to one will have
the positive effect of reducing the number of contractor interfaces; increasing
the size and scope potentially allows a greater cpportunity for innovation in
delivery. Adding the maintenance component under the DBFM approach could
lead to further reductions in the risk premium, depending on the size of the
maintenance component, by creafing a greater incentive on the part of o
private developer to manage and mitigate risks by being responsible not only for
design and construction but for the maintenance of the asset throughout its
lifecycle.

Cost and pricing: It is not expected that the degree to which Metro will be able
to transfer construction and pricing risk would be different between the DBEFM
option and a DB option, as both are based on a design-build contracting
approach for the Project construction. Under the DBFM delivery model, however,
pricing and inflation risk for the future maintenance component is transferred o
a private developer reducing the risk profile retained by Metro, including the
following identified risks:

o Uncertainty in forecasting future costs;

o Deferred or poorly performed maintenance resulting in reduced asset life
and higher replacement cost;

o Obsolescence of components included under the DBFM contract; and
o Uncertainty in the cost of equipment replacement.

Even with those risks transferred, though, it is unlikely that the developer's base
cost of maintenance will be lower than Metro’s, as it will have to carry a very
high overhead for such a smali section of the infrastruciure. The difficulty of
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working within a constrained site, in many places deep underground and
without adjacent areas for thecontractor's material and equipment storage,
and of scheduling crews over such a small Project base, wili franslate directly in
higher costs than would be achievable if the logistical and overhead costs were
spread over a wider base. This “diseconomy” of scale is a direct result of the
relatively short (1.9 mile) length of the Project.

= Metro retained risks:Several items included in the Project scope create delivery
risk for the Project that will likely not be fully transferable under either option and
for which Metro will retain some shared risk. These include:

o The consiruction of deep stations;
o Geotechnical conditions of the Project right of way;
o The presence of contaminated soils; and

These are in addition to those risks that Metro has chosen to retain s its own,
such as right of way acquisition and utility relocation.

» Size of the maintenance component:Under the DBFM option, maintenance
responsibilities for some of the infrastructure are transferred to the DBFM
contractor. Due to the small scale of the completed Project, and the likelihood
that many of the installed components will need no significant maintenance for
vears, the size of the maintenance component of the overall contract will be
very smalll. Therefore, it is highly unlikely that the addition of maintenance would
cause a developer 1o be willing to shift risks or returns beyond the construction
period, meaning that the Private Partner would expect to be repaid the bulk of
construction funds shortly after completion and would not be willing to place
them at risk over the life of the asset. [Note: the potential for risk fransfer would
be substantially increased if the maintenance responsibilities for the existing
Metro Blue, Gold, and Expo Lines were included in the proposed DBFM.)

« Maintenance Interface risk:While the *DB” portion of the DBFM option may
increase the potential for innovation in delivery by allowing for a greater
construction scope to be delivered by a private developer, addition of the
maintenance responsibility may offset some of those benefits. The location and
functionality of the Project create unigue interface risks to the entire system,
given that it connects two rail lines that run fo the north, scuth, and west of the
Project. The areas of responsibility between the various operators, maintainers
and contractors will be difficult to define and may well create an environment
where disputes occur and prove difficult to resolve. The ability to establish and
implement a risk and performance based contract, such as a DBFM, for a central
section of the network situated within two existing lines presents a significant
challenge and a risk to the Project.

= Expansion of the Metro Operations Center timing: The Project’s operational start
date is dependent on the fiming of the delivery of other system wide
components, including the Metro Operations Center and vehicle acquisition,
which are outside the scope of either option analyzed herein. However, under ¢
DBFM option, which includes an ongoing maintenance component, any delay
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to the start of operations caused by Metro would likely result in a claim for
developer compensation. This would not be a factor in the DB option.

Life cycle maintenance (replacement) risk: This risk is fransferred under the DBFM
option for a period of approximately 35 years. The benefits of this risk fransfer will
have the largest impact on those assets with shorter replacement cycles such as
systems and communications equipment, station mechanical, electrical and
plumbing facilities, and elevators and escalators. Longer life assets, such as
structures and track, have replacement cycles longer than the contract term,
and therefore the DBFM contractor's activities will be limited to preventative
maintenance for these elements.

4.3.2. Achieve a Cost Effeciive Use of Public Funds

Achieving a cost effective use of public funds depends on several factors in the Project
delivery.

Construction pricing inflation:The risk that project capital costs increase due to
inflation and exceed available funding may be transferred t¢ a private
developer under both DB and DBFM approaches.

Maintenance price inflation:The risk that the project maintenance costs increcse
over the term due to inflation and exceed available funding may be transferred
to a private developer under the DBFM approach. However, the economy of
scale that Metre may achieve using a system wide approach to maintenance
may outweigh the benefits of transferring this risk to a private developer.

Schedule delays: In the short term, developing and negotiating a DBFM contract
may present a schedule risk to the Project potentially leading to cost overruns
due to Metro’s relative lack of experience in performance based contracting. In
the long term, Metro would be able to manage schedule risk post-commercial
close by agreeing to a fixed date delivery agreement under either a DB or DBFM.
However, several risks remain with Metro under either delivery option:

o Metro change orders;

o Delays in right of way acquisition or property access due to delayed utility
relocation;

o Delays in environmental approvals;
o Stakeholder negotiations; and
o Securing federal, state and local funding on schedule.

Market capacity:Maximizing the competitive tension of a procurement process
under a DB or DBFM will require a number of sufficiently experienced market
participants. The financial close of the $1.6 bilion Eagle P3, between Denver RTD
in Colorado and private consortium in August 2010 provides indication that there
is capacity and interest in the current fransit infrastructure market for a Project of
this size ($1.3 billion). However, the relatively limited size of the maintenance
component of this Project and the potential risks associated with managing only
a small segment within a larger network may prove challenging for private
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developers and investors and has the potential to limit the responses, and
consequently competitive tension.

» Use of private finance:A DBFM would allow Metro to better leverage its available
public funds, both by bringing private equity into the project and by using
private finance to bridge initial funding gaps. By structuring the project as an
availability payment over a defined term, Metro may be able to use Measure R
funds to make payments to the private developer while not impacting its debt
capacity. This would allow for a greater use of funds on hand in the near term
and create budget certainty for the entire fransit program.

4.3.3. Ensure Assetf Quality Throughout the Asset Lifecycle

By combining whole-life maintenance components and replacement responsibiiities
with the construction of the Project, as under a DBFM agreement, a private developer is
able to optimize risk management and increase value engineering opportunities.
However, with regard to the Project, these benefits may be limited as discussed below.

»  The integrated nature of the Project within the rail network would create
difficulties in implementing a performance monitoring system that effectively
makes the private developer accountable and incentivizes appropriate
behavior.

= A DBFM approach typically incentivizes a private developer to manage the risk
of construction and maintenance so as to result in a pre-defined level of service
for the public, which if not achieved has a financial impact on the developer
through lower payments. This approach relies on an apility to monitor and
enforce a performance regime. Such a regime may be difficult fo monitor for the
Project tunnel components due to the short tunnel length of this Project,
however, may be practical for the station elements. Separating out responsibility
for the stations and key components such as elevators and escalators would be
feasible, either combined with construction or simply as along-term
maintenance contract, and is a recommended course of action.

4.3.4. Accelerate Project Delivery

Several risks have been noted that may impact the Project’s implementation schedule
and timing of operations start. These include:

«  Schedule delays that may be caused through changes in scope, delays to
permitting, profracted stakeholder negotiations, and delays in site access due to
delayed right of way acquisitions or utility relocations, among other generd
construction delay issues;

= Delays caused through the inability to secure the amount of funding as
scheduled to meet project needs; and

» Uncertainty in the completion timing of external components required for the
Project operations start date, including the Operations Center and vehicle
acquisition.
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Both delivery options use a design-build approach to the construction phase, thrcugh
which the schedule may be accelerated by value engineering opportunities enhanced
by combining the responsibilities for design and build — for example, undertaking
concurrently early works while design process is still underway. However, under both a
DB and DBFM the project schedule will remain aft risk of delay through those elements
that Metro retains responsibility for both within the Project scope, such as the ufilities
and right of way components, and cutside of the project scope such as delivery of the
Operations Center.

Extending the pre-construction period to accommodate a lengthy document
preparation and negotiating period for the DBFM could also create schedule delay.

But the largest potential deiay arises from the risks associated with the security and
commitment of funding sources. If the America Fast Forward plan is unsuccessful and
the FTA New Starts Full Funding Grant application is unsuccessful or altered in terms of
fiming and amount, then a DBFM coption based on leveraging Measure R would allow
Metro the opportunity to continue with the Project delivery, although perhaps not at
the lowest overall cost

4.3.5. Provide Highest-Quality Service for the Traveling Public

Several risks have been noted that may impact the service guality for the traveling
public associated with the Project. These include:

=  Delays during the construction period for almost any reason can put pressure on
all parties to meet the operational start date at all costs. If those costs include
short-cutting performance and acceptance testing protocols and schedules or
opening for service without full acceptance, there can be a long-term impact
on system qudality under either a DB or DBFM approach.

= Failure by Metro to enforce the DB confract’s construction standards, properly
perform acceptance testing, and perform required warranty service could
affect long-term system qudlity.

= Failure to properly manage and monitor the long-term maintenance obligation
of the Private Partner under the DBFM may conftribute to the risk of reduced
service quality if performance of maintenance by the private developer is not
clearly monitored through a proper regime and interface risk with Metro rail
operations is not effectively managed. The ability to monitor the performance of
maintenance services of a private developer within the small section of the line
(excluding the stafion components) will be difficult due to the embedded nature
of the project within the network.

4.4. Results of Options Analysis

The analysis has been summarized below.
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Table 6: Results of Options Analysis

Optimize risk
transfer:

Construction

Maintenance

A single DB coniract may lead to
greater innovation as the DB
contractor is able to optimize the
approach by having greater
responsibility.

Integration of the Project into the

A single DB contract may lead 1o
greater innovation as the DB
contractor is able to optimize the
approach by having greater
responsibility.

Combining construction and
maintenance will lead to better
lifecycle planning

and Ops existing transit network is of critical
importance. Metro is proposing to - Interface risks may occur due
meet this risk by using existing to connectivity to two separate
operations and maintenance lines at the North and South of
capacity on existing lines to cover the Project;
the needs of the Project. - Setting a performance regime
that optimizes the risk transfer
may be difficult for a Project
located within 2 existing lines.
Achieve The DB option would include a The cost per mile (Project totals 1.9
most cost fixed price DB contract fo be miles} associated with adding the
effective use | funded mainly from New Starts additional maintenance
of public [($819m)} and Measure R {$160m). component under the DBFM
fundls option may not lead to value for

money as compared to the DB
opftion, when considering the risk
transfer issues described above,

Ensure asset

Responsibility for the Project over

The DBFM option would likely face

guality the life would be met under challenges in the development
throughout existing Metro's practices and and enforcement of a
the lifecycle | guidelines. performance regime due to the
integrated nature of the Project
with respect of the Network.
Accelerate Metro is proceeding toward an The DBFM option may potentially
project expected ROD in Winter 2012 for a | require a longer lead time due to
delivery DB delivery option. A major the additional complexity of a
schedule risk to the Public option negotiating a performance based
delivery is the Project reliance on contract including a maintenance
60% New Starts funding. component,
Provide It is expected that operations and | The Project size may limit the
highest- maintenance responsibilities for the | ability to monitor performance and
quality Project will be incorporated within | may increase the risk of service
service for the network. quality reduction for non-station

the traveling
public

compenents by enhancing
interface risk.
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The options assessment appears to show that due to the size of the project and its
critical importance to the network cperations and connectivity, itis likely that the
potential costs associated with fransferring the responsibilities of any ongoing
maintenance component to a private partner would most likely outweigh the benefits
of risk fransfer and private sector innovation.

However, the ability to leverage Measure R funding as an alternative to the existing
funding plan is worthy of consideration.

Given that the Project relies extensively on as-yet approved federal funding from the
New Starts program of the FTA, its start date and uliimate schedule are quite
dependent on the fiming and amount of such grant funding. Should the Project secure
a Full Funding Grant Agreement, the amount willimmediately be set, but the fiming will
still be at risk of Congressional budget appropriations and perhaps even re-
authorization of the Surface Transportation Act. However, delay in the receipt of funds
can in and of itself affect the project cost, as lack of funds when programmed can
cause delays which then cause inflation ¢ increase project cost.
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5.0 P3 FINANCING OPTIONS

This section describes the components of private finance vsed in P3 projects and the
current P3 financial market.

5.1. Summary of Sources for the Proposed P3 Option

Under the proposed DBFM, the Project capital cost would be fundedpartiaily by private
finance, to be repaid over the life of the contract term (usually 20- 35 years} in the form
of an availability payment. Unlike a user-fee based project, where revenues are paid by
users and demand risk is fransferred to the private develcper, under an availability
vayment structure the contractual payments would be paid over time from Metro
funds {such as Measure R sales tax revenues). The payments would be sized to repay
debt, to provide areturn on invested capital, and to cover the contractual annual
maintenance fees.

This difference impacts the financial structure as follows:

» Depending on the credit of the revenue source, higher ievels of debt to equity
may be achieved compared to user-fee based projects;

» The required returns for an equity provider may be comparatively lower
(compared to user fee dedls) due to the reduction in the risk profile; and

= Lenders may require comparatively lower debt coverage requirements and
allow shorter ‘tails’ {a period of time at the end of a P3 contract during which
there is no debt repayment, providing comfort to lenders that debt may be
repaid).

For transit projects, whose revenues do not cover their operating costs let alone provide
for any repayment of capital, availability based financings are the only choice. The
cost of financing P3 projects will generally be higher on a pure financial basis than
publicly funded transactions that can use long-tenor tax-exempt debt.

5.1.1. Options for Private Finance

Severdl sources of private finance are available for a project delivery and are discussed
below. Debt options available include bank loans, Private Activity Bonds and TIFIA (for
transport related projects).
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Figure é:Major Sources of Funds for Transportation P3 Deals 2007 - 2010
(shown in $ billions)

Public funding
$3.6

TIFIA $3.5

B Equity $2.3

PAB $2.0

Source: Data sourced from Infraleals

5.1.1.1 Bank Debt

Due to the dominance of tax-exempt financing in the US, the use of bank debtin US P3
transportation deals has been limited. In December 2010, the Long Beach Court
Building, ¢ social infrastructure P3 dedal, reached financial close using a short term bank
loan. A year prior to that, Port of Miami Tunnel reached financial close using a bank
facility of $342 million combined with TIFIA finance of $341 million. Currently, shorter
tenors on bank debt mean that this form of capital carries a greater refinancing risk -
and potentially higher future cost - than a bond. However, it does have the advantage
that proceeds are drawn periodically, as required, avoiding "negative carry” interest
costs associated with bond financings. Banks often offer a shorter route to financial
close than does the bond market, as the level of documentation and disclosure
required is less burdenscme and therefore often less expensive 1o prepare.

5.1.1.2 Private Activity Bonds (PABs)

PARBs are tax-exempt bonds issued through a conduit established by a state or local
government agency for the purpose of funding eligible expenditures, the proceeds of
which may be used by one or more private entities for a qudiified project. At this time
USDOT is reporting approved PAB allocations of $5.1 billion, out of legal maximum of $15
billion. Recently, Presidio Parkway in Northern California received an allocation of $592
million - with financial close awaiting the resolution of ocutstanding litigation - and the
Eagle P3 transit project in Denver, Colorado reached financial close on $397 million in
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PABs in August 2010. PABs offer an all-in cost of debt that can be less expensive than
bank debt, as well as a long-dated solution that removes refinancing risk from the table.

PABs include several constraints including
s+ An dllocation must be received from USDOT prior to issuance;
s  95% of proceeds must be spent within 5 years;
s Funds cannot be used to acquire orimprove existing assets; and
e Federal rules governing arbitrage on invested funds must be followed.
5.1.1.3 Transportation Infrastructure Financing Innovation Act (TIFIA)

The USDOT competitively awards credit assistance for transportation projects to eligible
applicants, which include state departments of transportation, fransit operators, special
authorifies, local governments and private entities. Although not truly “private finance”,
as the program is funded by the US Treasury, TIFIA is considered ¢ tool that supports
bringing private finance to projects.

There are several benefits and challenges associated with TIFIA assistance summarized
below:

=  Alow cost of debt (SLGS rate plus cne basis peint) — 4.38% for a 35 year loan on
July 7th, 20115;

»  Repayment terms which include accrual of interest and principal to allow
projects to overcome early cash flow constraints;

» Demand exceeds funding supply, therefore applications are on a competitive
basis;

= Funds permitted are limited 1o 33% of eligible project costs;
» Aninvestment grade rating is required for facilities senior o the TIFIA loan; and

» The TIFIA office requires the loan to carry a ‘springing’ lien in the event of
bankruptey such that TIFIA debt ranks paripassu with senior debt.

5.1.1.4 Private Equity

Sources of private equity include financid! institutions, pension funds, private developers
and infrastructure funds. Equity providers typically provide the smalier share of funding,
as compared to debt. For example the Eagle P3 equity component was $54 million,
against $397 million in debt [or a 14% debt to equity ratio). Equity providers are paid a
return after all project costs, debt service and taxes have been paid. Equity return
requirements vary widely based on the project’s credit and risk profile, and range from

*Source: FHWA TIFIA website
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the low teens for availability payment investments to the mid-20s for user fee
transactions.

5.1.2. Recent Precedent P3 Transacltions

A number of P3 fransactions have been completed in the US despitethe financial
market turmoil over the last few years. Over $12 billion in transportation infrastructure
deals have reached financial close since fall 2007. Most recently, the fransit P3 market
has witnessed the successful financial close of Denver's $1.6 bilion Eagle P3 project. The
Denver RTD has transferred the design, build, finance, maintenance and operational
responsibilities for the development of a total of approximately 35 miles of commuter
light rail in and arcund Denver, adding connectivity between Denver International
Airport and Denver Union stafion, The concession included responsibility for rolling stock
procurement and maintenance anddevelopment of the reguired maintenance facility.
RTD retdined control over fares and service levels.

The project was awarded under an availakility payment structure 10 a consoertium
including Balfour Beatty, Macguarie, Fluor, Uberior Fund and John Laing plc. The
financial structure developed by the consortium included $54 million in equity {provided
by Fluor, Uberior Fund and John Laing plc) and $3%7 million in Private Activity Bondss,
along with $1.03 billion of FTA New Starts money under a Full Funding Grant Agreement.

The consortium will be reimbursed with construction payments of over $1 billion during
the design-build period and then paid annual service payments {availability payments)
during the operations period. The availability payments have been structured over ¢ 35
year term” and are subject o deductions based on service and availability. The
availability payment has been divided into two components — an cperations and
maintenance component which requires appropriation by the District, and a second
component payable from and secured by a subordinate tien on the RTD sales tax
revenuess.

Source: infraDeals
7 Source: InfraDeals

8RTD PAB Offering Statement
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6.0 CONCLUSIONS

This analysis has identified several possible challenges and opportunities in delivering this
Project under ¢ DBFM option. These were considered against the criteria develeped
from program objectives defined by Metro staff:

»  Optimize risk transfer;

v  Achieve g cost effective use of public funds;
»  Ensure asset quality throughout the lifecycle;
= Accelerate project delivery; and

» Provide highest-quality service for the traveling public.

In ferms of challenges, there aretwo factors that affect both the ability to optimize the
transference of risk to a private developer long term and the ability to achieve
effective use of public funds. As these factors are endemic t¢ the Project definition and
10 its function within the Metro operating system, it is difficult to imagine any options at
this point that would minimize the risks associated with each of these factors, The short
length of the Project, and the relatively small package of civil works 10 be maintained
after construction, coupled with the strategic importance of this 1.9 mile segment o the
intferconnectivity of the entire Metro system, together create arisk envelope for private
development that is not likely to produce a positive value for money for a full-scale P3
opftion.

» Project scale:The cost benefit of fransferring a relatively small maintenance
component to a private developer under a DBFM may be minimal for this small
segment {1.92 miles) that has strategic importance and interconnection 1o the
network operated by Metro. Both the cost of performance itself and the cost
and difficulty in administering such a contract are likely to result in a base cost for
a private developer that would be higher than Metro’s for deing the same work.

» Inteface:The interface risks for the Project will likely be increased under a DBFM
approach as the private developer would have to interface with the continuous
north-south and east-west routes created by the Project. It would be difficult to
define a clear demarcation of maintenance responsibilities, diluting the benefit
of risk transfer to Metro. Opportunity for risk transfer to a private developer is for
greater where the developer is responsible for end to end service of a discrete
segment of rail track or line.

In ferms of opportunities, private finance offers an opportunity to potentially deliver
more projects earlier in the overall Metro program for the same level of funding,
depending on the outcome of legislation efforts to amend Section 54 of the Internal
Revenue Code, which would enable Metro to leverage Measure R.

The DBFM approach could allow an alternative approach of either raising QTIBs or tax-
exempt revenue bonds to cllow Metro to leverage public funding sources such as
Measure R through availability payments.The downside of using private finance is that it
comes typically at a higher cost of capital — this additional cost is outweighed if
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effective risk fransfer to the privaie developer can be demonstrated in the long ferm.
Given the chailengesin this Project associated with interface risk and diseconomy of
scale, effective risk transfer may prove difficult.

The reliance of the project funding plan on FTA New Starts funding is a significant risk to
project schedule and cost regardless of which delivery option is selected. The project
was approved into Preliminary Engineering in January 2011 at which time it is
understood that the FTA noted several items of concem including the project cost
estimate, the size of FTA New Starts funding included in the plan relative to other
funding sources, and the implementation schedule proposed by Metro.

The analysis leads to the conclusion that, based on the limited scope of the project and
its crucial location and function, a Design-Build approach for the Project under which
ongoing maintenance and operations are retained by Metro appears to be the most
suitable P3 approach. Under this approach Metro can benefit from risk transfer and
economies of scale within the design and constructicn component, and Metro can
maintain an economy of scale for the operations and maintenance.

An efficient variation would be to carve out non-tfransportation related critical elements
such as elevators and escalators and perhaps even the stations themselves and
procure them separately under DBM or even DBFM contracts, linking long-term
performance of these easily measurable assets with compensation.

Given this recommendation, the next step would be to specifically identify those assets
and their related components for which it would be best to link maintenance to
construction and installation and begin developing separate performance standards
for them in addition to completing preliminary engineering.
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EXECUTIVE SUMMARY

Objective

The objective of this business plan is to develop and analyze a range of possible
delivery options for the Westside Subway Extension project {Project) and to determine
what, if any, role there might be for private participation in the design, construction,
financing, and/or maintenance of the Project or of particular project components.

Historically, the Los Angeles County Metropolitan Transportation Authority (Metro) has
delivered large infrastructure projects using fraditional delivery methods such as Design-
Bid-Build. Public Private Partnerships (P3) are innovative contractual arrangementsthat
share the project costs, risks and returns between public and private entities 1o deliver
projects more efficiently, quickly and cost-effectively.

Project Description

The Project is an 8.96 mile extension of the existing Metro Purple Line subway with seven
stations west from its current terminus at the Wilshire/Western station through Mid-
Wilshire to UCLA / Westwood. The proposed technology is heavy rail fransit compatible
to the current Metro Rail operations for the Metfro Red and Purple Lines.

The estimated capital cost of the Project is between $4.17 and $4.49 billion (2010
dollars) or approximately $5.34 billionin Year of Expenditure dollars. Operations and
maintenance costs are estimated to be $37.9 million {2010 dollars) in 2035, Funding
sources have been identified including Measure R, local agency contributions,State
LONP Reimbursement Fund and FTA New Starts — Section 5309.

The Project is currently in the preliminary engineering and environmental approval
stage of development. Record of Decision is anficipated in March 2012. The
administrative draft of the final environmental impact statement / report was submitted
to the FTA on June 27, 2011.

The Project is one of six Measure R program projects selected by Metro for further
analysis of P3 potential, following an initial screening completed in Tasks 1 & 2, and an
inifial quantitative analysis completed in Task 3.

This Project is included as one of the 12 designated by Metro and the City of Los
Angeles as part of its 30/10 plan, which seeks to use innovative finance and delivery
options to advance project delivery faster than would be achievable under
conventional options. It was approved by the voters of Los Angeles County as eligible
for receipt of Measure R funds authorized by the 2008 referendum.

Risk Assessment

To deliver the Project, Metro will need to mitigate, transfer or share a significant number
of risks. This report builds on the work done by Metro and its consultants in identifying the
following key risk areaqs:

Public Private Parinership Weslside Subway Business Plan
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» availability of land including easements and temporary construction access;

= difficult ground conditions including gasecus ground, watery soll, potential
subsidence and numerous potential events related to tunneling:

= uncertainty in final scope with respect fo final location and alignment of stations
and track, provision of allowances for future expansions, environmental and
archaeological mitigations {such as relocation and storage of fossils);and,

= uncertainty in the timing and availabiiity of local, state and federal funds.

Risks such as those summarized above may act 1o increase the cost of the Project and/
or delay the date of completion. In addition, there are uncertainties in the cost of future
maintenance, repair and replacement of tunnel infrastructure, station eguipment,
signals, track and systems. The risks identified above may be mitigated, transferred or
shared by Metro's implementation strategy.

Delivery Options Considered

Various P3 delivery options were developed as potential alternatives to the Design Build
Build (DBB)approach currently being considered by Metro. P3s are contractual
arrangements between a governmental agency or authority and a private entity for
the primary purpose of developing, operating and/or mainiaining 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 facilitaling private
sector participation in the provision of public works and thereby transferring 1o 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
infrostructure projects. P3 options considered in this analysis include several
combinations of DBB, Design Build {DB)., and Design Build Finance Maintain (DBFM) and
are summarized in the table below:

Public Option 3 x DBB Tunnels By Metro By Metro By Metro
3 x DB Stations

1 x DB Track, Systems

Enhanced Public 1 x DB Tunnels By Metro By Metro By Metro
Opticon 1 x DB Stations
1 x OB Track, Systems
P3 Alternative 1 1 x OB Tunneis By Metro By Metro By Metro
1 x DBFM Stafions. Track and Systems
P3 Alternative 2 1 x DBFM Tunnels, Stations, Track and Systems By Metro
P3 Alternative 3 1 x DBFM Tunnels, Rail Yard, Stations, Track and Systems | By Metro

+ maintenance of existing Red / Purple Line

Public Private Partnership Weslside Subway Business Plan
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The options shown above assume that operations and the procurement / maintenance
of vehicles would be excluded. P3 Alternative 3 was developed as an exception to this
rule for comparative purposes.

The P3 alternatives contemplate different combinations of DBFM contracts whereby
Private Partner is compensated with an annual payment to cover the maintenance of
the facility, the repayment of debt and a return to the equity provider. In return, Metro
oays a fixed price, only increased to reflect changes in general inflation and adjusted
for poor service quality or lack of availability of the asset.

Under aproposed DBFM approacha portion of the project capital cost would be
provided by private investors, to be repaid over the life of the contract term {usually 20-
35 vears) in the form of an availability payment. The availability payment would be paid
over time using alloccated Metro funds (such as Measure R sales tax revenues).

Private finance sources may include bank debt, private activity bonds, federal credit
assistance autherized by the Transportation Infrastructure Financing Innovation Act
(TIFIA) and private equity.

Each opfion was found to have advantages and disadvantages to Metro as
summarized below, with the P3 Alternative 1 ranking the highest when measured
aggainst Metro's P3 programmatic goals. Notwithstanding that ranking, the P3
Alternativel also presents risks in execution to Metro, which as an agency has no
experience in procuring, negotiating, and overseeing such arrangements with Private
Partners.

Public Option

One of the main advantages of the Public Option is thatthe DBB and DB procurement
delivery approaches are familiar to Metro staff throughtheir recent experiences.This
procurement structure entails the letting of smaller construction packages, which allow
more {and smaller) firms to bid on the Project. Additionally, as is its usual practice, Metro
wouldretain control over all maintenance interfaces and activities.

However, the Public Option has significant risks related to the timing and availability of
funding that couid affect the project’s progress. It also has substantial interface risks
between designers and contractors and between multiple contfractors. Due 1o the
advanced level of design that will have been completed by the fime the contracts
arebid, there is limited opportunity for contractor innovation in funneling means and
methods and lifecycle enhancements. Under this option, Metro retains the risk of cost
and schedule uncertainty for the tunnels, as well as all maintenance, repair and
replacement cost risks.

Enhanced Public Option

For the Enhanced Public Option.economies of scale could be achieved by combining
contracts into larger DB packages. This aiso has the added benefit of increased
cpportunity for innovation in design and construction of tunnels by transferring all
design responsipility and risk to the bidders, thus allowing constructabllity to be front
and center during the design process. This option also transfers constructionschedule
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risk tothe DB contractor for tunnels and stations. And, because the bidders will have full
design and consfruction responsibility, it may be possible to obtain long term warranties
on certain construction elements, minimizing some of the post completion risk to Metro.

In the Enhanced Public Option, Metro refains the risks related o the timing and
availability of funding, but reduces its exposure 1o the interface risk between contfracts
for funnels, statfions and track, which should allow for fewer change orders and price
adjustments over the contfract term.

As in the Public Option, Metro retains maintenance, repair and replacement cost risk.
P3 Alternative 1

Building on the Enhanced Public Option, P3 Alternative 1 achieves even greater
economies of scale than the previous two options by letting significantly larger
contracts, thereby also delivering an improvement in the management of interface risk
between contracts. Intrinsic to the nature of P3 contracts is the fransfer of completion
risk to the Private Partner. This alternative allows for private finance to support public
funds for part of the project. It also provides scme certainty of lcng-term maintenance
costs and a life-cycle approach tc Asset Management by putting responsikility for
maintenance onto the private partner.

A disadvantage could bepotential duplication of maintenance staff, communications
and safety equipmentwith existing Metro operations

P3 Alternative 2

P3 Alternative 2 has similar advantages to P3 Alfernative 1 with respect to economies of
scale, opportunity for innovation by cembining design, construction and maintenance
activities, reduction in interface risks and opportunities for private finance. A further
benefit of this option is the increased transfer of maintenance risks associated with the
tunnel infrastructure,

This option infroduces interface and performance measurement risk associated with
work at the rail vard {(which would need to be used by Metro and the P3 provider) and
additional interface risk between the proposed extension and the existing Purple tine.
There would also be a possible duplication of maintenance staffing which may erode
efficiencies.

P3 Alternative 3

The final option would require a major organizational change program for Metre in
order to hand over maintenance activities on the Red / Purple Line, for which there is
no precedent in the United States. This option has similar advantages as P3 Alternatives
1 and 2 with respect to economies of scale, cpportunity for innovation by combining
design, construction and maintenance activities, reduction in construction interface
risks and opportunities for private finance and similar disadvantages with respect to the
size of contracts, limited competition, and need for specialist advice.
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Importantly, this option eliminates potential interface issues between Metro and the
Private Partner that might occurin P3 Alternatives 1 and 2. That would allew for clearer
measurement of the Private Partner's performance and provide for innovation and cost
reduction in Mefro's current maintenance work on the Red / Purple Line. This option
would deliver increased certainty of future costs of maintenance, repair and
replacement.

Analysis and Results

The Enhanced Public Option and P3 Alternative 1 were carried forward for further
analysis against Metro's program goals and the evaluation criteria. The Public Option
was retained for comparison purposes.

The program geoadls and evaluation criteria are qualitative and include:
= Achieve most cost-effective use of public funds.
= Accelerate project delivery.
»  Opftimize risk transfer.
»  Ensure asset guaiity througheout the life cycle.
» Provide highest-quadiity service for the traveling public.

The Enhanced Public Option was shown to perform better against the evaluation
criteria than the Public Option. The primary advantage is the additional transfer of
tunnel construction cost and schedule risks. The alternative may not accelerate project
delivery over the Public Option, and there is likely to be minimal improvement on life
cycle quality or service to the fraveling public since neither option proposes any form of
maintenance risk transfer. The procurement process for the Enhanced Public Option
maintains the current schedule of the Public Option.

P3 Alternative 1 performed better against the evaluation criteria than both the Public
Optionand the EnhancedPublic Option. It proposes a similar level of risk fransfer for the
consiruction elements of the project but advances this concept further into the
maintenance of stafions, tfrack and systems. The procurement process for P3 Alternative
1 maintains the current schedule of the Public Option. Private sources of finance dllow
Metro more flexibility between up front funding requirements and funds that may be
leveraged. The later availability of Measure R funds may make private sources of
finance an attractive option for this Project. Private finance may also be an atffractive
option if the P3 availability payments do not count as public debt. The higher cost of
capital can be outweighed bythe benefits of effective risk fransfer to the Private
Pariner. P3 Alternative 1 provides Metro with increased certainty of maintenance, repair
and replacement costs for siations, track and systems.

In conclusion, this analysis indicates that P3 Alternative 1 allows Metro to benefit from
private sources of finance while offsetting the higher cost of capital against life cycle
efficiencies gained from the bundling of design, construction and maintenance
services.
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1.0 PROJECT DEFINITION

1.1. Description of Project Scope

The Locally Preferred Alternative (LPA) for the Wesiside Subway Extension project
(Project) is an 8.96 mile extension of the existing Metro Purple Line subway with seven
stations west from its current terminus at the Wilshire/Western station through Mid-
Wilshire to UCLA / Westwood as shown in the graphic below.

The Project is included in the Southern California Area of Governments' Regional
Transportation Plan for 2008 and Metro's 2009 Long Range Transportation Plan. The
proposed technology is heavy rail fransit compatible with the current Metro Rail
operations for the Metro Red and Purple Lines.

Figure 1: Regional Transportation Projects
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This Project is included as one of the 12 designated by Metro and the City of Los
Angeles as part of its 30/10 plan, which seeks to use innovative finance and delivery
options to advance project delivery faster than would be achievable under
conventional options. It was approved by the voters of Los Angeles County as eligible
for receipt of Measure R funds authorized by the 2008 referendum.
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Figure 2: Westside Subway Extension LPA
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Figure 2 illustrates the LPA; the location of three of the seven stations has not yet been
finalized.

The Project includes the construction of seven new stations west of the existing
Wilshire/Western station:

. Station 1: Wilshire/La Breq;

Station 2: Wilshire/Fairfax;

. Station 3: Wilshire/La Cienega;

. Station 4: Wilshire/Rodeo:

. Station 5: Century City;

. Station é: Westwood/UCLA; and
. Station 7: Westwood/VA Hospital.

The Project aiso includes the expansion of the current Metro Red Line Division 20 Rail
Yard and necessary ancillary facilities including special frack work (tail tracks, pocket
fracks, crossovers and double crossovers), fraction power substations, emergency

Public Private Partnership Wesiside Subway Business Plan
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generators and vent shafts, The location of the rail yard in relation to the start of the
Project is indicated in Figure 3.

Figure 3. Location of Proposed Rail Yard Expansion

Start of
Extension

Proposed
Rail Yard

For the purposes of this analysis, the Project scope excludes the Rail Operations Center
and the purchase of 104 new heavy rail vehicles. It is assumed that these two items will
be procured separately by Metro. The cost of these items has been retained in the
overdll estimate (see below) for consistency with the Draft EIS/EIR and potential later
total project cost comparisons.,

Heavy rail transit was selected for its atfributes such as high passenger carrying
capacity, high levels of service predictability, higher speeds and the ability to expand
capacity with multiple unifs.

The stations will be below ground in a structural “box™ that is accessed from street level
via stairs, escalators and elevaters. A mezzanine level will hold ticketing facilities. 450-
foot platforms will be at a lower level and allow level boarding for full accessibility.
Stations will include various shafts for air circulation and passenger facilities such as
lighting, seating, signage. safety and security systems.

1.1.1. Scope Opftions

At the time of approval to enter Preliminary Engineering. the exact location of three
stations was still o be determined:

=  Option 4, Station 5: Century City (either at Santa Monica Blvd or Constellation
Blvd);
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=  Option 5, Station é: Westwood/UCLA (either on-street or off-street); and
«  Option é, Station 7: Westwood/VA Hospital [either north or south of Wilshire).

The decision on Option 4 [the lccation of the Century City stations) will impact the
alignment of the Project between Beverley Hills and Century City.

1.1.2. Phasing Options

The Draft EIS/EIR evaluates two minimum operable segments (MOS) but no reference to
these is included in the Board definifion of the LPA:

= MOS 1 interim terminus at Wilshire/Fairfax (extension to include two new stations);
and

= MOS 2 interim terminus at Century City [extension to include five new stations).

This report assumes that it is Metro's intention to build the entire project and not
consider MOS alternatives unless forced to do so.

1.2. Summary of Project Construction Costs and Schedule

The table below summarizes the estimated capital costs for the LPA in 2010 dollars.

Table 1: Capital Costs

SCC Cost Categories .

10.0 Guideways and Track Elements $ 864,870
20.0 Stations, Stops, Terminals, Intermodal $ 886,151
30.0 Support Facilities: Yards, Shops, Admin Buildings $ 134,431
40.0 Sitework and Special Conditions $ 298,108
50.0 Systems $ 145,240
600 Right-of-way, Land, Existing Improvements $178.173
700 Yehicles $ 528,528
280.0 Professional Services $ 775,764
20.0 Project Contingency (Unallocated) $ 383,327
100.0 Finance Charges $ 161,270
Total Cost (2010} Dollars $4,377.842

Source: Application te Enter Preliminary Engineering. June 2010

Note that vehicles and a contribution tfowards the expansion of the existing Rail
Operations Center are excluded from the scope of the Project but these items have
been included within the cost estimate above. This is for consistency and to enable
direct comparison with the project estimate as per the Draft EIS/EIR and later updates.
The business plan assumes that these costs need to be funded as part of the Project,
even if the actual werks are procured separately.
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The Metro "Cost and Financial Analysis” Report dated Auvgust 2010 provides capital cost
estimates for the options still under consideration. This gives a range of projects costs
between $4.17 and $4.4% billion.,

The capital cost of the Project in Year of Expenditure dollars is $5.34 billion including
estimated finance charges.

Figure 4 illustrates the capital expenditure profile of the Project.

Figure 4: Capital Cost Expenditure Profile
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1.3. Summary of Operations and Maintenance Cosis
The operating and maintenance cost of the Project in horizon year 2035 is':

= $37.9min 2010 dollars, or
= $79.4min Year of Expenditure dollars

The above operating and maintenance cost? is the total system cost to Metro for
Aiternative 2E {the Board-approved LPA}. The cost includes operations, vehicle

'Metro Draft Operations and Maintenance Cost Report — Addendum (120G} doted Cctober 12, 2010
2The Metro “Cost and Financial Analysis” Report dated August 2010 detalls that the Subway Extension
Segments 1, 2 and 3 will incur $46.9 million YOE operating and maintenance costs in 2034/35.
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maintenance, non-vehicle maintenance and general administration. Non-vehicle

maintenance represents approximately 35% of the total.

1.4. Summary of Implementation Schedule

The implementation schedule for the Project is subject to continuous change. For the
purposes of this report, the schedule for implementotion of the Project following the

Record of Decision is as shown below.

Table 2: Project Timeline

FTA Record of Decision

March 20, 2012

FTA Approval to Enter Final Design

September 10, 2012

Final Design Contract Award

October 2012

Early Sysiem Work Agreement Approved by FTA June 2012
Completion of Final Design June2013
invitation for Bids Advertised for Contracts 1, 2 and 3 June 2013

Full Funding Grant Agreement Awarded and Signed by FTA

September 2013

Notice to Proceed for Contracts 1, 2 and 3

February 2014

Completion of Property Acgquisition April 2014
Completion of Utllity Works April 2014
IFB Advertised for Contract 5 {or Contracts 5, 6, 7 and 8 if 2015
separate)

NTP for Contract 5 (or Contracts 5, 6, 7 and 8 if separate) 2016

IFB Advertised for Contract 4 2016

NTP for Contract 4 2017
Substantial Completion 2022
Revenue Operations Date 2023

Source: Level 1 Management Schedule presented to FTA March, 2011

1.5. Summary of Project Funding Sources

Metro has allocated a total of $5,340.1 million in public funding for the Project from g
varety of local, State, and federal sources, as summarized in Table 3 below. This funding
amount includes environmental planning costs of approximately $35 million and

financing costs of $216.1 million.
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Table 3: Summary of Project Funding Sources

Measure R QTIBs $2,097.9 39.3%
Measure R TIFIA $440.8 12.0%
Meassure R Cash $311.1 5.8%
Local Agency Contributions $153.4 2.9%
State

State LONP Reimbursement Fund $73.2 1.4%
Federal

FTA New Starts — Section 5309 $2,063.7 38.6%
TOTAL $5.340.1 100.0%

Source: FTA New Starts Financial Template, October 2010 update

The Project funding plan relies heavily on an FTA New Starts contribution of $2,063.7
million, or nearly 40% of the total funding required. At this time a Full Funding Grant
Agreement (FFGA) is expected toward September 2013 following FTA award of a
Record of Decision in March 2012.

Measure R sales tax revenues totaling $3,049.8 milion have also been pregrammed for
the project accounting for 57.1% of the fotal project cost. The accelerated project
schedule presumes the availability of two federal programs to leverage Measure R
dollars, the Transportation Infrastructure Finance Innovation Act (TIFIA) and Qualified
Transit Improvement Bonds {QTIBs}. As Measure R sunsets in 2040, this analysis presumes
that all financings backed by Measure R mature by that date.

In July 2011, USDOT selected the Project to receive the full $640.8 million TIFIA loan
amount sought by Metro. The final application is pending, with issuance of the TIFIA
loan contingent upon final approval in early 2012.

Itis also proposed that the Project receive $2,097.9 million in proceeds from a new form
of federally subsidized bonds called "QTIBs”, which would e repaid from Measure R
funds. As envisioned, the interest on QTIBs would be in the form of federal income tax
credits equivalent to the yield on similarly rated debt instruments, and would therefore
not need to be paid in cash by Metro, effectively representing a 100 percent federal
subsidy of the interest. The $2,097.9 million in QTIB proceeds are assumed to be fixed-
rate serial bonds with a 30-year amortization and level principal payments. Legislation
authorizing $50 billion of such bonds was infroduced in July 20711 and is pending within
the Senate Finance Committee.

Other committed funding sources include Local Agency Contributions and State Letter
of No Prejudice [LONP) Reimbursement funds.
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Figure 5; Project Funding Profile
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During the construction period starting in FY 2012, the “early” funding sources currently
programmed to support the project’s capital costs include State LONP funds, FTA New
Starts and proceeds from Measure R-backed QTIBs. Local agency contributions are to
be contributed later starting In FY 2017 through the closeout in FY 2023. The risks
associated with the timing and quantum of funding from these various sources are
discussed later in this report.

1.6. Environmental Impact and Process

1.6.1. Current Status of Environmental Approval

The Project is currently undergoing Preliminary Engineering (PE) and preparation of the
Final Environmental Impact Statement / Environmental Impact Report {Final EIS/EIR)
document. The Project received approval to enter PE by the Federal Transit
Administration (FTA) in January 2011. This followed Metro Board approval of the Draft
EIS/EIR and selection of Locally Preferred Alternative in October 2010.
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Table 4: Milestones Achieved

Completion of Alternatives Analysis

January 22, 2009

Metro Board Approval of Draft EIS/EIR

October 28, 2010

Mefro Board setection of LPA

Cctober 28, 2010

FTA Approval to enter PE

January 5, 2011

Submission of Admin Draft FEIS/EIR to FTA

June 27, 2011

Completion of Preiiminary Engineering

November 4, 2011

1.6.2. Timeframe for Environmental Approval

The schedule for project implementation assumes that the Record of Decision will be

issued early in the spring of 2012, as outlined below.

Table 5: Milestones to be Achieved

Notice of Availability (NOA) of Final EIS/EIR

January 6, 2012

Metre Board Adopt the Project
CEQA Notice of Determination {NOD)

February 23. 2012

FTA Record of Decision

March 20 2012

Source: Level 1 Management Schedule presented to FTA March, 2011, augmented by recent discussions

with Metro staff
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2.0 EVALUATION APPROACH

2.1. Objectives of Business Plan

Under this Task 4 of the P3 Program, the InfraConsult Team was requested to develeop a
business planfor the Westside Subway Extension project (Project) that includes a review
and analysis of potential delivery options. The Project is one of six Measure R program
projects selected by Meftro, following an initial screening completed in Tasks 1 & 2, and
an initial guantitative analysis completed in Task 3. Section 2.1 describes the fransition
from Task 3 to Task 4 in more detail,

The objective of this business plan is to develop and analyze a range of possible
delivery options for the proposed Project and to determine whot, if any, role there
might e for private participation in the design, construction, financing, and/or
maintenance of the Project or of particular project components.

The business plan includesa summary description of the Project followed by an anaiysis
of key Project information relevant to delivery options: scope, schedule, cost, funding
and risk. This Project information is used to develop a short list of potential delivery
options in accordance with the following assumptions:

= rolling stock will be procured separately by Metro;
» rolling stock maintenance wiill be performed by Metro; and

» vehicle operations will be retained responsibilities for Metro.

Based on these requirements the range of delivery options available for selection falls
between the following two delivery options, each representing one end of a spectrum
of risk transfer established by the scope limitations described above:

» Design-Bid-Build {DBB) - under which Metro would retain the responsibility for
design, construction, operations, maintenance and finance with limited risk and
responsibility transferred to a private entity; and

» Design-Build-Finance-Maintain [DBFM) - under which o Private Partner would
take the responsibility for design, construction, financing and nen-vehicle
maintenance under one P3 contract.

The business plan describes several possible delivery options that foll within this range
and analyzes selected options against Metro's stated evaluation criteria.

The conclusions of this business plan are based on the advantages and disadvantages
of the selected delivery options and the extent to which the options meet Metro's
evaluation criteria relative to the current delivery option that Metro is understood o be
following for this Project. The andalysis is gualitative in nature and does not aftempt to
calculate or compare the cost of each option.
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2.1.1. Transition from Task 3

Since the conclusion of Task 3 in October 2010, the Metro Board approved the Westside
Subwaly Extension project (Project) Draft Environmental Impact Statement /
Environmental Impact Report (Draft EIS/EIR) and selected a Locally Preferred
Alternative [LPA). The Federal Transit Administration [FTA) approved the Project’s entry
into Preliminary Engineering in January 2011. Work is now underway on Preliminary
Engineering and the Final Envircnmental Impact Statement / Environmental Impact
Report (Final EIS/EIR}.

The LPA is very similar in scope to the Project Definition developed in Task3. That
implementation timeframe assumed Record of Decision in 2011, construction work
beginning in 2014 and completion of all segments occurring in 2023.

Further work has since been undertaken by the Metro project team on the evaluation
of station locations, minor alignment options, engineering design, review of
environmental impacts and preliminary approach to contract packaging. Although this
work has resulted in updaoted data on cost, schedule and funding, there has been no
substantial change to the Project from the scope that was assumed in Task 3.

The P3 option recommended in the Task 3 report assumed that the capital cost, non-
vehicle maintenance, capital madintenance and financing responsibilities for the Project
are assumed by a P3 partner and that transit operations are provided by Metro. In Task
3, a strategic assessment of the Westside Subway Extension project (Project] compared
the Net Present Vcaiue cost of delivering the entire Project as a DBFM confract with the
default public sector comparator mode of delivery, which was assumed to be DRB.

Task 3 indicated that the DBFMoption was considered worthy of further analysis in Task 4
to determine more specific P3 alternatives that could accelerate delivery, encourage
private sector innovation, lower life cycle costs and increase certainty of cost and
schedule.

2.2. Approach for Evaluation of Alternate Delivery Options
For this Task, the analysis of clfernative delivery options was completed in two stages,

The first stage was to develop a short list of potential delivery options based on a more
detailed understanding of the Project with respect to scope, schedule, cost, and
funding. The analysis assessed the risks fo project delivery regardless of how the project
is to be procured. For example, this Project involves significant challenges with respect
to tunneling through gassy ground under a dense urban environment with highly
restricted access to construction staging areas. Such delivery risks will have 1o be
managed regardless of whether the Project is delivered as a design-bid-build, design-
build, a combination of both, or some other form of contractual arrangement.

Risks were analyzed in the following categories:

= construction cost and schedule risks;

=  maintenance cost risks; and,
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= funding risks.

Although the above apply to all delivery options, financing and other commercial risks
depend on how the Project is procured. The next stage of the analysis was 1o
summarize Metro's current preferred delivery option and analyze any associated
financing risks.

The development of initial options was aiso constrained by the following assumptions:

« rolling stock will be procured separately by Metro;
= rolling stock maintenance will be performed by Metro; and

= vehicle operations will be retained by Metro.

This led to the development of a short list of P3 delivery options, which were then
analyzed in detail using a “procurement options analysis™ matrix {in Appendix A). The
analysis reviewed the mgijor risk areas and explained how each delivery option
addressed those risks. The first stage concluded with the dismissal of options that were
found to be sub-optimal and the selection of delivery options to be ancalyzed further.

The second stage of analysis explored the degree to which each delivery option
camed forward met Metro’s program goals (described in Section 2.3 below).

Metro's current preferred delivery option is included in the analysis to enable a
comparison of the "public option” with the P3 alternatives. Each goal is addressed in
turn with a narrative to explain how each of the options provided advantages or
disadvantages.

The selection of delivery option is complex and likely o be based on multiple qualitative
and guantitative factors, not all of which are addressed in this initial business plan. The
business plan’s conclusions therefore summarize the results of the analysis in terms of the
key advantages and disadvantages of each option. Should Metro wish to examine one
or more options in more detail, Section 7.0 of this plan recommends specific areas for
further analysis to assist with the selection process.

2.3. Program Goals

As part of its P3 Program, Meftro identified five major goals and related evaluation
criteria for delivery of its Measure R program. The criteria were used to assess the
relative ability of various project delivery approaches 1o achieve these godls, including
cost certainty, cost savings, schedule certainty, project delivery acceleration, risk
fransfer optimization, lifecycle cost savings, and service quality. These goals are:

=  Optimize risk transfer. By allocating risks to the party best suited to manage them,
an optimadl risk profile may be achieved. The benefits of this approach include
enhanced certainty of project price and delivery schedule. Risk transfer does not
necessarily result in savings to Metro, as the potential cost of the risk transferred
will be included in the private sector’s bid price.
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s Achieve the most cost-effective use of public funds. Metro has identified cost
containment as a major policy consideration in the implementation of its
Measure R program. By exploring alternative delivery opftions, Metro may be
able to leverage public sector funds and resources, achieve price certainty and
enhance value for money.

v Guarantee timely project completion and/or accelerate project delivery.
Schedule certainty is of great importance 1o Metro, both for financial and public
acceptakility reasons. The delivery of projects on-tfime enhances credibility with
the public and allows for better budget management and planning. Metro has
identified a desire to accelerate transportation project delivery as the regions’
highways face capacity constraints.

»  Ensure asset quality throughout project lifecycie. Metro’s objectives for the P3
program include ensuring that the ongoing quality of assets included in the
project scope is maintained to a high standard throughout the proposed
analysis/contract period.

= Provide highest-quality service for the fraveling public. Regardless of project
delivery model, Metro has identified a key objective fo be that the quality of
service should match the same high performance standards that Metro already
offers.

As shown in Table 6, example evaluation criteria were developed to guide the
assessment of each project delivery option's potential to fulfill the goals of Metro's P3
Program.
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Table 6: Metro P3 Program Goals and Example Evaluation Criteria

Optimize risk
transfer

Transparency/availability of information for private sector to
price risks and submit “fixed price” bid

Ease of modifications required to adapt existing service
contracts

Flexibility of the proposed project to enable private-sector
innovation

Compatibility of procurement method with regulatory
requirements (Buy America/fiabor law/local hire/alternative
fuel/grean construction policies, eic.)

Ability of private sector to comply with insurance requirements
{potential capacity issue)

Achieve a
cost-effective
use of public
funds

Price certainty to Meiro

Certainty and quantum of project funding streams, both short
and long term

Maximum leveraging of public funds

Ability of option to provide greater access to alternative sources
of finance

Metro control over fare setting and revenue sharing with private
sector partner

Guarantee
timely
completion-
Accelerate
project defivery

Abillty to guarantee schedule certainty

Potential to accelerate project delivery

Ensure asset

quality Ability to measure/monitor contractor performance/output on
throughout lifecycle

lifecycle

Provide

highest-quality | Ability to achieve operational performance/quality and safety
service for the for the traveling public

traveling public
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3.0 PROJECT RISKS

This section presents a qudlitative summary of the technical risks that Metro has in
delivering the Project, regardless of the adopted procurement approach. The focus is
mainly on technical risks related to meeting the project objectives with respect fo cost,
schedule and qudility.

The analysis is split into two sections representing the main areas of project delivery risk:

= Risks that may impact design and construction costs and completion date; and

= Risks that may impact the cost of long term asset maintenance, rehabilitation
and replacement,

A detailed discussion of how Metro’s current intended procurement approach and a
selected number of P3 alternatives address these risks is included in the following
Section 4.0. That section describes how each procurement alternative affects Metro’s
ability to mitigate, fransfer or accept risk.

3.1. Construction Cost and Schedule Risks

Construction phase risks arise from uncertainties such as project scope, physicai
constraints, stakeholder needs, contractor perfermance and the cccurrence of
unforeseen events that ultimately act to increase or decrease the final cost of the
Project and accelerate or delay its completion date. As design progresses many of
these uncertainties will be resolved, for example, uncertainty in ground conditions will
be reduced following more extensive geotechnical investigations. Until the issues are
resolved, these risks will be allowed for in the cost and schedule of project in the form of
confingencies.

Metro has caried out several analyses on the construction ¢ost and schedule risks
associated with the delivery of the Project. The information in this section has been
extracted and summarized from three main sources:

»  Westside Subway Extension Risk Assessment Report [173B) dated August 2010;

»  Westside Subway Extension Draft EIS/EIR Section 6.5 Risks and Uncertainties dated
September 2010; and

= FTA Program Management Oversight Consultant risk matrix dated October 2010.

In addition to these Metro socurces, the discussion below also incorporates PPP risk
analysis carried out by the InfraConsult feam as part of its Task 3 Strategic Assessment
report.

Several source documents were reviewed, including:

=  Weskide Subway Extension Draft EIS/EIR — September 2010;
= Westside Subway Extension Risk Assessment Report {173B) — August 24, 2010; and
=  LACMTA FTA Risk Matrix (extract) — October 18, 2010.
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The review indicated that most of the Project construction risks relate to three key areas:
(1} uncertainty over easements, land acquisition and temporary access for construction
activity; (2} uncertainty over geotechnical conditions and theirimpact on tunneling
and underground station box censtruction; and (3) uncertainty in the final scope of the
Project.

3.1.1. Easemenis, Land Acquisition and Temporary Access

Due to the dense urban location of the project, there is uncertainty in the cost of
property takes, and a risk that owners may litigate or refuse to give up the land. This risk
was specifically identified af the proposed Rodeo Drive station, around UCLA and the
VA hospital. Related to this risk area is the location of temporary and permanent
disposal of excavated material that could be contaminated.

Several aspects of the Project require agreements with land owners and tenants. Delays
in execuling such agreements may impact Project cost and schedule. Specific areas
that could be problematic are the location of cut and cover crossovers at the VA
Hospital and UCLA; the potential provision of a frack connection structure to allow a
future connection to West Hollywood; a potentidl allowance for future expansion of the
Westwood/VA Hospital station; the potential provision of replacement parking at VA
Hospital station; and the location/number of exits at each station.

3.1.2. Geofechnical Conditions, Tunneling and Underground Stafion Box
Construction

Geotechnical investigations were ongoing at the time of this report but several issues
have been identified. Tunneling is expected to encounter tar sands, which may clog
slurry machines and separation parts. Gaseous ground has been identified which may
result in difficutties related to sedaling the tunnel from gas, especially at cross passages
and tunnel joints.

During construction, unexpected soil conditicns such as watery soil may lead fo face
loss and sink holes. Unanticipated ground water may lead fo a requirement for
additional dewatering, but this may encourage the flow of gas. There is also arisk that
tunneling in this area may encounter obstructions such as abandoned oil wells.

Tunnel boring machines are designed for these types of conditions but variable or
unexpected conditions may result in additional costs of equipment repair and
replacement due to excessive cutter wear. Tunneling operations that may increase
cost and delay the advance rate also include loss of face, alignment problems and
mixed face conditions. These risks have been specifically identified between the
Wilshire/La Brea and Wilshire/Western stations.

Tunneling will be carefully planned to avoid settlement strain in surrounding
infrastructure but there is always a risk that settlement may occur, parficularly for the
taller buildings at Westwood/Constellation.
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3.1.3. Uncertain Scope

As with all major projects that are in the preliminary stages of design, there is uncertainty
in the scope and caost of construction. Contfingencies are included in the cost estimate
but there is a risk that these may be exceeded in the final cost of the Project.

Ongeing discussion with stakeholders may result in scope changes that have to be
accommodated during later stages of design, resulting in additional costs and possible
delays. There is also risk that addifional environmental mitigations beyond those
required by the Record of Decision may be required that would add to the overall
Project's costs; for example, should construction uncover fossils, the Project would have
to be expanded to include the cost of the removal and protection of fossil remains.

Additionally, unexpected on-line utility relocations and off-line utility protections may be
required following further utility surveys or uiilities found during construction. Potential
utility issues include the sewer drain at Westwood/UCLA and the confidentiality of plans
associated with the federal General Services Adminisiration [GSA) site.

While these risks are typical for an underground urban transit project, the size of this
Project and the density of the urban area that it passes through make these risks
especially significant. Known hazards such as gaseous soils, far sonds and the high
probability of finding fossils can and are being mitigated in the current design process,
but there will still be uncertainty over the size of the impact that these hazards could
have on the overall cost construction schedule.

Schedule impacts are particularly difficult 1o estimate s risk events often have @
consequential effect that can result in other costs/delays that would not have
otherwise occurred. This difficulty is compounded when there are multiple contracts for
construction.

3.1.4. Pricing Risk

Cne of the differences among the procurement options is the level of risk transfer.
Under its traditional procurement structure, Metro retains the risks and asscciated costs
of those risks. Under the proposed alternative arrangements, Metro transfers secme or all
of these risks to the contractor, with the contractors’ price reflecting the amount of risk it
is assuming. How that risk is priced wiil vary based on how well the contractor feeis it is
able to manage that risk, and how accurately it is able to predict the cost of assuming
it. Generdlly, a contractoris prepared to accept a higher level of risk in a
DBFMprocurement asit has much greater control of the design and delivery of the
project than in a more traditioncal DBB approach. So, for those project elements with a
high amount of unknowns during the bid stage, such as funneling or environmental
remediation, it is advisable for Metro to attempt to mitigate those costs by continuing
with design, site and geotechnical investigation to a greater level of detail than would
normally be expected in aDBFM procurement.

To mitigate the post completion risk of the tunneis, a long term warranty with liability to
the DB confractor would heed to be part of the contract documents.
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3.1.5. Schedule Risk

The current schedule for the Public Opticnshows an FTA Record of Decision in March
2012 and an award of final design contract in October 2012. Invitations for Bids
advertisement for Contracts 1,2 and 3 is anficipated in June 2013,

Table 7 below provides details of recent examples of the duration of the procurement
process for DB or DBFM contracts, showing an average of approximately 15-18

months.

Table 7: Recent Examples of DB / PPP Procurement Durations

June 2009

preparafion of documents

Reguest for Qualificafions issued September 2009
Shortlist announced December 2009
Request for Proposals issued May 2010

Proposals Due

October 2010

Award of Contract

Procurement team commenced

December 2010

December 2009

Award of Contract

Procurement team commenced
preparation of documents

pregaration of documents

Request for Qualifications issued March 2010

Shortlist announced April 2010

Request for Proposals issued August 2010

Final Proposals Due June 2011
July 2011

June 2009

Request for Qualifications issued

February 2010

Shortlist announced

Request for Proposals issued

April 2010

July 2010

Proposals Due

Qctober 2010

Award of Contract

December 2010 (signed January 2011}
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It would fake 18 months for a Metro DBFM procurement process, 50 the earliest possikle
award date would be May 2013, This is in line with the examples detfailed in Table 7
above and maintains the current schedule of the Public Option.

3.2. Contractor Performance Risk

A performance bond is a promise by the contractor that the contractor will complete
the work, and a promise by the surety that it will take one of the following actions if the
contractor fails to perform: (&) step in to finish the work, (b} find ancther contractor to
finish it, or (¢) pay damages to the owner, up 1o the limits stated in the bond. In the
event of a contractor default, the bond covers the risk of cost overruns over and above
the contract price up to the bond amount,

Potential contractors must have sufficient financiai capacity to obtain performance
bonds, in some cases equal to the monetary amount of the individual contract
packages.

Limits on the amount of performance bonding available to individual confractors vary,
with limits for a small pool of larger contractors in the neighlborhood of $250 million per
contract. For projects with performance bond requirements exceeding that amount,
the larger contractors may form joint ventures to enable the bonding requirements to
be met, or project phasing/packaging can be adjusted to meet market limits. The
ability of the contractor(s) to cbiaqin performance bonds for contracts of this size
represents a procurement risk.

Under the Transit Design-Build (DB} Law (Public Contract Code section 20209.5 et seq.),
Metro has discretion to determine the amount of the performance bond, within the
parameters of a statutory requirement that the amount must be sufficient to cover the
design-builder's services. Since the projects will be federally funded or financed, FTA
policy must also be taken info account. FTA requires grantees o obtain performance
bonds from their construction contractors in an amount equal ¢ 100 percent of the
contract price unless a lower amount cr alternative security is justified. For large transit
projects such as Metro's, FTA is generally willing to approve a reduced bond amount,
recognizing that a 100 percent bond is not necessary to cover the risk and that a
requirement to obtain a 100 percent bond would severely impact competition. Other
transportation agencies with federally-funded projects have used a range of
performance security requirements for their projects.3

3 The FTA recently approved ¢ 50 percent performance bond for the Santa Clara Valley Transportation
Authority's Sillcon Valley Berryessa Extension Project, expected to cost $800 milion. For the Denver Regional
Transit District’s [RTD) Eagle P2 concession agreement, awarded in 2010, FTA approved an alternative
approach to performance security for the project, allowing the concessiondire 1o provide either o
payment/performance bond or letter of credit. The amount of the security for the Eagle project is set
annually, equal to 50 percent of the total eamed value of the design-build work for the upcoming year plus
5 percent of the value of future work. Given the six-year completion schedule, the required security is
significantly less than 100 percent of the value of the design-build work, The Denver RTD request for

approval relied heavily on the fact that the concessionaire would be providing financing.
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Under the procurement approaches analyzed as part of the business plans, the
consolidation of mulfiple contracts into a single contract is cited as a potential
advantage for Metro, as it reduces the number of interfaces that must be managed by
the agency in ifs oversight of a project. At the same time, Metro's appreach o
contract packaging must consider its duty to ensure that performance security will be
sufficient to cover the project risks. Metro should also consider the impact of larger
contract packages on the ability of smaller contractors to participate as principals, and
on the number of teams able to propose. with the resulting impact on level of
competition and prediciable increase in Metro's costs.

In determining an appropriate performance bond amount, Metro should take into
account the project risks to be covered by the bond, conditicns in the surety markets,
limitations affecting formation of teams, and the maximum amount that potential
teams would be able to bond. The availability of bonds and the amounts available are
determining factors in establishingmaximum contract sizes.

3.3. Maintenance Cost Risks

Predicting maintenance costs while still in the preliminary engineering phase is quite
problematic, due to the unknown final scope of the Project, as-yet unspecified
mechanical and electical equipment, uncertainties about actual operating
procedures, the complex interaction between preventive maintenance and
replacement cycles, and the difficulty of predicting economic factors such as inflation
that have significant impact on the cost of future activities.

This analysis does not refer to any formal risk assessment that Metro may have
undertaken on future maintenance costs. The main risk issues presented below were
developed specifically for this report. These are risks that may impact the cost of long
term asset maintenance, rehabilitation and replacement:

1. Uncertainty in using past cost data to predict future costs;

2. Uncertainty in real growth of maintenance costs over an extended time period
(note that Project operations and maintenance estimate only provides the costin a
single horizon year, 2035);

3. Materials, utilities, labor and equipment cost infiation;

4. Unexpected soil conditions may reduce the life of the subsurface structures, for
example, corrosion of tunnel lining and tunnel/station steel reinforcement from
acidic soil;

It should be noted that reducing the amount of a performance bond does not directly result in a premium
reduction, because the premium is determined based on the level of risk associated with the project. Even
though the surety's potential total exposure is reduced when the bond amount goes down, the surety’s
primary risk Is for the “first dollars” out, and the lkelihood that the surety will be called upon 1o pay cost
overruns does not change just because the bond amount is lower, For this reason, it is not uncommon for
oroject owners (such as the Denver RTD} to accept letters of credit or other altternative performance
security for P23 projects, since the premiums to obtain a letter of credit are based on the value of the letter
of credit rather than on the cost of the project.

Public Private Partnership Westside Subway Business Plan
Program 25 January 2012



5. Deferred or poorly performed routine maintenance that could accelerate the
deterioration of assets resulting in reduced life and higher costs of major
rehabilitation or replacement;

6. Obsolescence of system components such as communications, signals and other
systems;

7. Excessive wear and tear due to change in conditions that exceed design
specifications, for example, higher than expected volume of passengers using
glevators and escalators;

8. Uncertainty in cost of equipment replacement, not only of the equipment itself but
the soft costs of installation, for example, due to restricted working hours, working at
night, etc.;

9. Poorly installed equipment/low quality components/poor quality construction that
could result in increased maintenance costs and unexpected need for replacement
outside of warranty period; and

10. Change in maintenance standards, procedures and safety standards such as
working hours,

3.4. Funding Risks

This section summarizes the risks faced by Metro in delivering the project within the
planned funding approcach, specifically:

= Variations in the timing of planned and programmed funding availability;
«  Changes in the amount of available Metro funds: and

« The ability to secure requested amounts of Federal funding.

The following is a discussion of the specific risks associated with the various funding
sources that are currently planned for the Westside Subway Extension project.

3.4.1. FTA New Starts

With such a large component of the Project costs being funded from the federal New
Starts program, the status of that program ond its overall funding levelpresent a
significant risk to the Project schedule and cost.

Prior to award of the FFGA the Project funding plan remains at risk of changes in both
the quantum and timing of agreed-upon funding amounts under the FTA News Starts
program. In its FY 2012 Transportation Appropriations bill, the House and Senate
increased funding to the New Starts program by $358 miillion for a total of $1.2 billion in
2012. Future funding levels remain unknown past FY 2012 at this time.

Given the current uncertainty surrounding a timeframe for a surface transportation
reauthorization bill in Congress and the unknown future budget for the New Starts
program, there may be limits imposed on the amount of annual FTA funding that Metro
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can receive both forindividual projects and coilectively as an agency for its other New
Starts projects.

Figure 6:FTA New Starts Annual Funding Amounts Assumed in Financial Plan
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The FTA has also indicated to Metro that an assumption of receipt of greater than $100
million in New Starts funding in any one year may be overly optimistic. The financial plan
assumes annual amounts exceeding $100 million in several years, ranging up to $323.6
million in FY 2019. Amounts in excess of $100 million per year total $967.5 million, as
shown in Figure 4. To accommodate these annual limits, the total New Starts funding
amount for the Project may need to be drawn down over a longer period or may need
to be reduced below the current 38.6 percent share of tofal project costs.

3.4.2. Measure R

Measure R funds totaling $3,049.8 million have been programmed for the Project.
Measure R funds are dependent on the ccllection of the sales tax, driven by the local
economy. As a result, reduced sales tax receipts from a prolonged economic downiurn
may impact Metro’s ability to deliver the enfirety of its Measure R transit program. An
indication of the recent volatility in sales tax revenues can be seen from the receipts for
Proposition A and Proposition C over the past 5 years.*

4 Refer to chart flusirating Propaosition A and C, and Measure R sales tax receipts at
hitp:/fwww.metro.net/about/financebudget/taxes/. Accessed August 2011.
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Figure 7: Sales Tax Receipts for Prop A and C
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A large portion of the Measure R revenues are expected to be delivered early through
loan programs such as TIFIA or the proposed QTIBs in which the federal government is
anticipated to subsidize the cost of financing for the Project. The Project’s accelerated
schedule under the “30/10" inifiative depends on the availability of these leveraging
mechanisms. The first drawdown of QTIBs proceeds for the Westside Subway Extension is
currently scheduled to cccurin FY 2013, while TIFIA ioan proceeds are contributed later
beginning FY 2017. Without TIFIA or other proposed bond instruments, the schedule of
Measure R revenues would revert back 1o the adopted 2009 Long Range Transportation
Plan, which would deiiver the project in three phases, with completion in FY 2034, Such
a schedule would likely aisc affect the Project cost, due to inflation and longer term
exposure to interest rate fluctuations.

The climate of fiscal austerity at the federal level and a reluctance to approve new
programs without offsetting revenue or budgetary cuts creates a considerable risk that
the QTIBs legislation either will not be enacted by Congress or that it may not offer a 100
percent interest rate subsidy sought by Metro. A bill has been infroduced authorizing
the issuance of $50 Billion in bonds whose holders would receive federal income tax
credits rather than cash payments, but that legisiation, the Transportation and Regiconal
Infrastructure Bonds {TRIP} Act of 2011, has not been reported cut of committee and its
fate is uncertain. Under these circumstances there is a risk of project cost overrun or
delay due to a potential requirement for reprogramming of project funds.

3.5. ECONOMIC RISKS

The uncertainty surrounding the ability to forecast infiation of costs and revenues over
the expected construction timing and operations life of the asset is a fundamental risk.
The impact of inflation is influenced by the timing of the expenditures and the demand
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for the underlying commodities and labor associated with the Project costs. Therefore,
the ability o deliver the Project within the funding plan will be impacted by:

»  Any delay to the Project schedule, whether to the start of construction or its
duration; and

= Higher than projected increases in labor costs and commodities prices which
may result from the overheating of the labor market and the scarcity of certain
types of building materials as construction demand ramps up after this recession.

The current forecast construction cost inflation for the Project is 2% for 2011 and 3% from
2012 to 2020.5 Evidence of the variability of forecasts has been provided below, where
data indicate that annual censumer price inflation has ranged between 4.99% and
0.54%¢ within the last 10 fiscal years.

Figure 8: CPl Index for LA Region, CA, and National
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Overall, the Project faces the risk that an economic recovery combined with the total
program demands on commeodities and labor will lead to construction and operational
costs growing at a faster rate than currently planned by Metro.

SSource: Administrafive FEIS/FEIR mMay 2011
sCdlifornia Department of Finance daia website
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4.0 P3 PROCUREMENT OPTIONS ANALYSIS

This section presents the resulis of the andilysis fo compare Metro's current intended
procurement approach with several P3 alternative approaches using evaluation criteria
established by Metro. The sections below define each procurement alternative and
present the results of the analysis of each option with reference to a detailed martrix
included in Appendix A.

The procurement alternatives were developed using the conclusions from Task 3, more
recent project information and a detailed understanding of the project and its risks as
presented above. It is acknowledged that there may be other possible alternatives that
are variations of the alternatives presented below. The intention of this analysis was to
develop a limited number of inifial alternatives that were significantly different in order
to ilustrate the key advantages and disadvantages associated with them. Having
“screened" these alternatives, two were analyzed in more detail.

As a comparison against the Public Cption, four procurement alternatives were initially
developed. The first was called the “Enhanced Public Option” as it represents an
incremental change in the Public Option. The other three were called "P3 Alternatives”
1,2and 3.

A summary of the Public Option and alternatives is shown in Table 8.

Table 8: Summary of Procurement Alternatives

Public Option 3 x DBB Tunnels By Metro By Metro By Metro
3 x DB Stations

1 x DB Track, Systems

Enhanced Public 1 x DB Tunnels By Metro By Metro By Metro
Option 1 x DB Stations
1 x DB Track, Systems
P3 Alternative 1 1 x DB Tunnels By Metro By Metro By Metro
1 x DBFM Stations, Track and Systems
P3 Alternative 2 1 x DBFM Tunnels, Staticns, Track and Systems By Metro
P3 Aliernative 3 1 x DBFM Tunnels, Rail Yard, Stations, Track and Systems | By Metro

+ maintenance of existing Red / Purple Line

The initial development of alternatives assumed that operations and the
procurement/maintenance of vehicles would be excluded from all of the options. P3
Alternative 3 was developed as an exception to this rule for comparative purposes as
the implications of including O&M may apply to other projects in the future.
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Note that P3 Alternative 3 considers a broader scope than the other alternatives as it
contemplates the transfer of all maintenance work for the existing Red / Purpie Line as
well as delivery and maintenance of the extension. For the Public Opfion and other
alternatives, Metro would continue to maintain the existing system as per current
arrangements.

Section 4.1 describes the Public Opticn. An analysis of the financial and economic risks
associated with this option is presented in Section 4.2.

Section 4.3 presents four initial alternative options and a narrative that expiains the
reasons for selecting two of these alternatives for further analysis. Section 4.5 compares
the Public Option with the selected alternatives using Metro’s evaluation criteria.

4.1. Definition of Public Option

The “public option” is defined as Metro’s intended procurement approach to delivering
the Project:?

»  The tunnels and station structural boxes are to be constructed under three
separate construction contracts following final design by Metro {design-bid-
build, DBB):

o Contract 1: Wilshire/Western station to Wilshire/La Cienega tunnel
(including vent shaft) approximate value $637m;

o Contract 2; Wilshire/La Cienega station to Century City station
approximate value $492m; and

o Confiract 3: Century City to end of line [including "mid line vent sfructure™)
approximate value $471m.

»  Metro will design and procure the Tunnel Boring Machines and that there will be
two for each contract, sixin total.

» [tis assumed that Metro will undertake preliminary utility relocation work under
separate specialist contracts and negotiate with public and private utility
owners.

= The Division 20 Rail Yard expansion will be procured as a separate design-bid-
build {DBB) contract (Contract 4, approximate value $199m).

«  Station finishes will be procured as three separate design-build (DB) contfracts
(Contracts 5, 6 and 7, approximate values $214m, $267m and $367m).

=  Trackwork, systems and systems integration testing will be procured as one
design-build [DB) contract (Contract 8, approximate value $319m).

» The Rail Operations Center and 104 new heavy rail vehicles will be procured
separately by Metro.

Source: Potential Construction Coniract Requirements, dated February 3, 2011
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* A Program Management / Construction Management team will be procured
separately by Metro.

=  Metro will operate the trains, signals, ficketing and other services as per existing
arrangements.

=  Metro will carry out ail reutine and preventive maintenance and asset
replacement of civil infrastructure, systems, signals and vehicles for the Project
and the existing Red / Purple Line.

In addition to the project delivery [cost and schedule) risks identified in Section 3
above, the Public Option procurement approeach infreduces additional commercial
and financial risks. On the posifive side, however, the DBB option gives Metro full control
over Project design and allows it to control the timing and structure of all associated
financings.

4.2. Alternative Procurement Opfions

This section presents four initial alternative options followed by the reasons for selecting
two of these alternatives for further analysis. The next section then compares the Public
Option with the selected alternatives using Metro's evaiuation criteria.

4.2.1. Enhanced Public Opfion

Description

The Enhanced Public Cption proposes a single design-build (DB} contract for the design
and construction of the extension tunnels and station boxes and a single design-build
{DB) contract for the design and construction of all seven stations. Given the long lead
times for the design and procurement of tunnel boring machines, this oplion assumes
that Metro will continue to design the TBM to an advanced levels {»60%} and then
convey the design to the bidders.

Other components of the Project will be procured as per Metro's current intended
approach:

«  One DB Confract for track, systems and systems integration;

= One DBB Contact for Rail Yard;

«  Program Management Oversight team procured separately;

=  Metro maintenance {ali};

» Vehicles procured separately;

» Rail Operations Center developed separately; and

«  Metro responsible for operations.

Advantages and Disadvanfages

This altermative was developed to consider the potential advantages of combining the
tunnel and station contracts in larger packages. The primary benefits are to achieve
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greater economies of scale and to minimize the interface risk between contractors,
especially with respect to the construction of the tunnels in three segments. In order to
achieve Metro's proposed schedule for project delivery under 30/10, this alternative
maintains the three segment approach, utilizing three sets of Tunnel Boring Machines
{TBMs).

The TBMs and tunnel lining could be designed to advanced levels by Metro's designers
but the design would be finalized by the DB contfractor. This arrangement allows Metro
to continue with geotechnical investigations that minimize the level of risk associated
with unknown ground conditions. Metro would provide its design and geotechnical
information to bidders during the procurement of tunnel contractors, but the
contractors would be responsible for finalizing the design and for all delays and cost
overruns during construction itself. Metro undertaking this design and associated site
and geotechnical investigation mitigates the potential cost to Metro of the tunneling
risk transfer.

By allowing DB contractors to findlize design and construction methodology Metro
would also be dllowing bidders to develop innovative approaches to key risk areas
such as site preparation, lay down areqs, access points and public interfaces, as well as
design and construction methods.

A disadvantage of this approach is that the substantial contract size may limit the field
of competition, thereby having an upward effect on prices. The tunnel coniract would
be in excess of $1billion so joint ventures would have to be formed in order to achieve
the likely assumed levels of performance securities. But this is normail for the market for
large tunnels, and has the benefit that fewer contracts would be required to be
procured, managed and coordinated

This consolidation will reduce some interface risks, but will not eliminate them entirely.
For example, interface risk will still be present between the tunnel contractor and the
station and track contractors. Additionally, this option does net mitigate the significant
funding and financial risks that the Project faces.

A DB approach involves a deparfure from Metro's fraditional DBB methodology for
tunnel construction. To successfully fransfer risk 1o the contractor, it is important that the
bid specifications be open enough to encourage the contractor to employ innovation
in both design and construction means and methods. Should Metro require too many
specific design elements, the DB contractor will be unwilling to assume full design risk,
and Metro may find itself with a sub-optimal risk fransfer. The DB contractors will also
resist accepting completion risk if they do not have the freedom to plan and execute
the work in the manner they deem most appropriate and efficient, It is likely that Metro
will require specidlist support to develop the performance-based criteria and confract
documents for this type of DB work.,

A further benefit of the strong DB contract is that it will allow Metro to transfer post
compiletion risk to the DB confractor, in the form of ¢ long term warranty. Recent
examples of this are included in Table ¢ below.lt is worth mentioning that the
concessionaire for the Port of Miami tunnel project obtained an extended 10 year
warranty in addition to the 2 year construction warranty.
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Table 9: Warranty Provisionsin Various Design-BuildTunnel/Trench Contracts

WSDOT

2010 Standard design- Two year period for the No warranty
Alaskan Way Toll Tunnel build warranty. tunnel structure, the tunne! | bonds, but
Viaduct appreach structure and all | performance
systems, equipment, bond covers
fixtures and other tunnel warranty work
appurtenances.
warranty period for alf
other work is the Iater of [Q)
one year after physical
completion or (b) final
acceptance.
MAT 2009 A. Generdl Two year warranty on all Performance
concessionaire | nderwater obligation to work security {10%
Port of Miami tunnel, bridge | correct all Extended ten yeaor letter of credit)
Tunnel Project® | \idening and | henconforming or | werranty {commencing to remain in
roadway defective work upon expiration of two place through
improvements | B. Additional year warranty) on: initial two year
warranty {through {a) defects or warranty
expiration of nonconforming work period.
extended ten year | related to all Sfructural Parent
warranty period) Elements:? and company
that as of (b} that tunnel and other | JUaranty
substantial secures design-

completion, the
tunnel and the
other primary
components of the
Project will be safe
and designed and
constructed in
accordance with
the technical
requirements of the
concession
agreement.

primary components of the
Project will be safe and
designed and constructed
in accordance with
concession agreement
technical requirements.

builder
obligations
during
extended
warranty
period.

2 Pursuant to concession agreement with Florida DOT.

? Structural Elements are defined as "foundations, columns, walls, floors, beams, slaks, tunnel and bridge
structures, tunnel lining, roof supporting structures, roofs, roads and other internal and external load-
bearing structures essential fo the stability or strength of the Project”
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Southern 2007 General warranty Two years. Performance
Nevada Water | ynderwater that work will bond remains in
Authority tunnel comply with effect through
Lake Mead contract two year
Intake No. 3 documents. correction
Shafts and period, subject
Tunnel to Design-
Builder's right to
reduce the
amount.
City of Reno 2002 Standard design- Five year period for No warranty
ReTRAC Project | pepressed build warranty. warranties regarding water | bonds, but
railway Warranties not fightness. performance
applicable to One year warranty for all bond covers
railroad work. other elements of the warranty work
Project
Alameda 1998 Standard design- One year after the Final Performance
Corridor Street and rail | build warranty Acceptance Date or such | bond to remain
Transportation For the bypass longer term as may be in place unfil
Authority track/storage track | required under an one year after
Mid-Corridor design, warranty of | applicable City Agreement | Final
Design-Build fitness for use is not | o Utility Agreement(s). Acceptance
Project applicable and
warranty against
defectsis limited to
construction
defects, and the
period.
Alaska DOT 1998 Performance Two years (contract No information
Whittier Access | 1unnel warranty for major | provided for an extended | avaiiable
Project, Tunnel | modification | systems. warranty as well as a two
Segment® Design-builder was | Year operation petiod).

required to
complete
performance
testing to validate
design and
performance
criteria prior to
opening the tunnel
o traffic

WPrpject information based on SEP-14 evaluation report.
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AHandia 1997 Standard design- Five years for the tunnel Performance
Design and Highway build warranty. structure, the tunnel Bond remgains in
Furnishings connector approach structure and all | effect through
Atlantic City/ and tunnel systems, equipment, warranty
Brigantine fixtures and other junnel period, subject
Connector! structure appurtenances. to Contractor's

One year warranty period | fight to provide

for all other Work. replacement
bonds reducing

bond amount.

4.2,.2. P3 Alternative 1

Description

P3 Alternative 1 proposes a single DB contract for the design and consiruction of the
extension tunnels and station boxes and a separate, single DBFM contract for the
design, construction and maintenance of stations, frack, systems and systems
integration.

The DBFM contract includes a single contract for design, construction, and
maintenance of all non-rolling stock components over a proposed 30-year period. The
length of the concession term is based on recent market precedent for fransit P3s in the
United States, calibrated to fall within the maximum loan repayment term of 35 years
under the TIFIA program, which would likely form an integral component of any P3
financing strategy. but ultimately limited by the sunsetting of Measure R in 2040. Under
the DBFM option, the Private Partner would be responsible for providing financing at the
appropriate time for a portion of the design and construction costs. As with both the
Public and the Enhanced Pulklic Options, Metre would retain responsikility for funding
ROW acquisition, advance utility relocations, and vehicle contracts.

The Private Partner would aiso be responsible for maintenance of all passenger stations,
frack, civil works, including tunnels, aerial structures, elevators/escalators, as well as
communication systems.

The level of service would be defined in the DBFM confract for preservation of civil
works and systems in a state of good repair over the concession period and
enforceable via contractually specified penalties and/or withholding of availakility
payments.

Pursuant to public-private partnership agreement with NJDOT, SJTA.
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Other components of the Project would be procured similarly to Metro's current
intfended approach:

»  One DBB Contact for Rail Yard;

»  Program Management Oversight team procured separately;
»  Metro maintenance of tunnels and vehicles;

»  Vehicles procured separately;

» Rail Operations Center developed separately; and

= Metro responsible for operations.

Advanfages and Disadvantages

This alternative is similar to the Enhanced Public Optionfor the delivery of the tunnels
and station boxes so the advantages and disadvantages such as reduced interface
risk, construction methodology, ond use of land and easements for lay down areas are
similar to those described above.

The introduction of DBFM for station fit-ocuts, track, systems and systems integration is a
significant change from the Enhanced Public Option due to the fransfer of
maintenance responsibilities to the same enfity that is responsible for its design and
construction. The design and construction part of the contract would be similar to the
Enhanced Public Option, which also combines these parts of the Project into one large
contract package, thereby resulting in similar advantages and disadvantages to those
described above.

The added scope of maintenance in this alternative is limited to activities that could
mostly be performed from the stafions during system closures. Direct access via stations
Instead of from the rail yard is an advantage because the rail yard is approximately six
miles from the start of the Project and is mostly used for vehicle maintenance rather
than infrastructure and systems maintenance. Additional market soundings would be
required to determine if high-rail activities could be cost-effectively added to the
maintenance scope.

The infroduction of private finance allows Metro to change the way it funds the project
and reduces some of the funding risks associated with the project. Instead of Metro
providing all of the funds up-frent, it could seek t¢ enter into a contract with a Private
Partner to finance that portion of the project not funded by grant money. Typically,
Metro would pay the Private Parther a lump sum completion payment when the
stations open and the system is operational, covering scme or all of the capital cost of
the construction, followed by annual payments over the remainder of the contract
term covering any unpaid capital investment, maintenance expenses, debt service if
any, and return on equity. Both types of payment would be closely linked to
contractual performance requirements and deductions would be made if
performance targets were not met.

This optionwould be designed and developed assuming life-cycle risk tfransfer meaning
thatthe Private Partner has a strong incentive to design and construct the Project in @
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way that maximizes maintenance efficiencies and reduces costs. A significant
advantage to Metro is that it has certainty of maintenance costs for the duration of the
contract because they are part of the payment to the Private Partner and agreed
during the procurement. Metro therefore fransfers the risk of maintenance cost
escalation and benefits from a coniractually enforceable program of regular and
periodic maintenance perfermedaccording to specifications.

One of the potential impediments to this approach is the potential lack of US market
capacity, including the availability of performance and payment securifies. As thisis @
hew concept, the potential size of Metro’s program including all of the Westside
stations, track, systems and system integration, could well exceed the market capacity.
A structured program of industry outreach if the best way to determine the market
interest level. If this interest proved to be insufficient, the approach could be adjusted
to separate the stafions from the frack, systems and systems integration {which should
always be kept as one package). A further separation couid package the stations into
two or even three contracts but this would reduce the potential for economies of scale
and bulk purchasing agreements. It would also intreduce more interfaces between
contractors and limit the ability of those Private Partners to make up for any schedule
delays that may still occur. A single Private Parther has much more flexibility in making
up for schedule delays on one part of a large Project by allocating its resources to
another part until the cause of delay has been resclved.

To avoid potential duplication of maintenance staff and communications and safety
equipment with Metro, a clear maftrix of responsibilities would need to be developed
and included in the contract documents. The general preference to aveoid a potential
interface between Metro employees and those hired by the Private Partner
accordingly limits the types of non-vehicle maintenance activities that can be
performed.

Meftro would need speciaiist support for developing contract documents, in particular
for the development of performance specifications for the maintenance work.

Finally, the separation of maintenance work for stations, track and systems within the 9
mile extension from the rest of the Red/Purple Line system creates an additional
interface risk. Within the stations the risk is probbably low as they are relatively isclated
facllities, but the maintenance of signals and systems would have to be carefully
planned and defined in the contract documents for this alternative to work.

4.2.3. P3 Alternative 2

Desctription

P3 Alternative 2 proposes & single DBFM contract for the design, construction and
maintenance of the extension including tunnels, station boxes, stations, frack, systems
and systems integration. The DBFM contract will include responsibility for routine
maintenance, preventive maintenance and repiacement of wayside infrastructure
{including tunnels, stations and frack), signals and systems over a 30-year period. Its
terms and general structure are described in the P3 Alternative 1, above,
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Other components of the Project will be procured as per Metro's current intended
approach:

= One DBB Contact for Rail Yard;

»  Program Management Oversight team procured separately;
=  Metro maintenance of vehicles;

= Vehicles procured separately;

»« Rail Operations Center developed separately; and

= Metro responsible for operations.

Advantages and Disadvantages

P3 Alternative 2 is a significantly larger contract than P3 Alternative 1 and is likely to be
in excess of current single-project capacity for performance surety. The alternative is
therefore excluded from comparison with the Public Option and Enhanced Public
Option.

The main advantages of this larger contract for the design, construction, financing and
maintenance of the entire Project [except for the rail yard) include: increased
economies of scale by combining the construction of stations with tunneis; increased
opportunities for innovation in design and construction, in particular with respect to
construction methodology such as optimum use of lay down areas and more
opportunities for schedule acceleration; enhanced interface risk reduction by making
one contractor team responsible for a larger amount of the project; significant transfer
of completion risk due to a likely payment structure that includes strict performance
based requirements and therefore additional oversight from lenders; increased
cenrainty of future maintenance ¢osts for more of the Project and ensuring a life cycle
approach to design, construction and maintenance: and ability to reduce financing
risks.

The alternative also has a number of disadvantages, including that theincreased scope
of infrastructure maintenance would likely require access to the rail yard which is also
{and predominantly] used by Metro for vehicle maintenance and the maintenance of
the rest of the Red/Purple line. This creates an interface between Metro and the Private
Partner that may make monitoring of compliance with performance measurement
more difficult. A potentially increased level of duplication of staff, communications and
safety equipment will be required for operatfions and maintenance. Metro will still have
to provide staff and equipment for operations as this is retained, but the Private Partner
would also need separate staff and equipment for maintenance, especially within the
stations. Construction contract interface risk would be largely transferred but there
would sfill be maintenance interface risks between the Project and the existing
Red/Purple line at Wilshire/Western station location; this interface would need to be
carefully defined in the contract documents.
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4.2.4. P3 Alternative 3

Description

PPP Alternative 3 proposes a single design-build-finance-maintain {DBFM) contract for
the design, construction and maintenance of the extension including tunnels, station
boxes, stations, track, systems and systems infegration as per Alternative 2 plus handing
over responsibility for maintenance of the existing Red and Purple Line including tunnels,
stations, track and systems for a 30-vear period.

The contract would include the design, construction and maintenance of the Rail Yard
expansion and handover of the entire facility to the Concessionaire. Vehicle
maintenance would be included for existing and new vehicies. The confract would
include responsibility for routine maintenance, preventive maintenonce and
replacement of all wayside infrastructure {including tunnels, stations and track],
vehicles, signals and systems over a 30-year period.

Metro wilt continue to operate the trains, ticket machines and other direct customer
services. A sub option proposes including the procurement of 104 new vehicles into the
same contract. Other assumptions are:

«  Program Management Oversight feam procured separately.
»  Rail Operations Center developed separately.

Advantages and Disadvantages

Alternative 3 is an even larger contfract than Alternative 2 so it has also been excluded
from the evaluation comparison in the next section. A brief discussion is included here
to introduce the concept and address its main advantages and disadvantages.

Some of the advantages extend from the previousily discussed aliernatives such as
increased economies of scale, reduced interfaces between contractors, ability to
intfroduce innovation ete. The primary additional benefit to Alternative 3 is that it
removes the maintenance interface between the Project and the rest of the Red /
Purple line. This significantly reduces the risk of operational conflicts at the rail yard since
the Private Partner would be enfirely responsible for its operation, including the
construction of the expansion. Metro may continue to have some access to the rail
yard {such as for driver facilities or other operational needs) but the yard would
otherwise be leased to the Private Partner for the duration of the DBFM contfract.

Another significant difference is that by including vehicle maintenance in the scope of
the contract the Private Partner would be better able to manage the wheel-rail
interface risk that is critical to the maintenance of track and vehicles. Closer
coordination between the maintenance of these two parts of the system should result in
lower maintenance costs over the long term and may extend asset life as well.

The disadvantages are primarily due to contract size and the organizational impacts
that this option would have within an agency that dees not currently contfract out any
transit operations or significant levels of infrastructure / vehicle maintenance. There Is no
precedent for this structure in the US and there are clearly potential risks to whoever
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takes on the picneering role. The transfer of existing cperations and maintenance
would require significant levels of due diligence in order to get a fixed price contract
that does not include very high contingencies. The challenge of crafting and then
enforcing performance standards for high-velume daily fransit service would also
require significant expertise and management time and attention, as well as
stakeholder buy-in. Metro would have 1o work very closely with industry over an
extended procurement period to develop a "bankable” project. Significant levels of
advice and support may be required for this level of planning and development.

A further complication would be the need to renegotiate labor agreements for existing
infrastructure and vehicle maintenance. Preliminary discussions with Metro have
indicated that there may be flexibility with new systems but that it would be very
difficult to negotiate existing work.However, it may be possible for a "Project Labor
Agreement” [PLA) fo be negotiated and to include job protection over the term of
existing labor agreements whereby the Privafe Partner accommodates certain
elements of the agreements and introduces new benefits such as increased levels of
fraining.

4.3. Analysis of Selected Procurement Alternatives

Following the analysis presented in Section 4.2, it was determined that the Enhanced
Public Option and P3 Alternative 1 would be taken forward for comparison against the
Public Option. The table below summarizes the alternatives taken forward for
evaluation.

Tabile10:; Public Option and Selected Alternatives

Public Optien 3 x DBB Tunnels By Metro y Metro
3 x DB Stations
1 x DB Track, Systems
Enhanced Public 1 x DB Tunnels By Metro By Metro By Metro
Option 1 x DB Stations
1 x DB Track, Systems
P3 Alternative 1 1 x DB Tunnels By Metro By Metro By Metro
1 x DBFM Stations, Track and Sysiems

The comparison below is based on Metro's established evaluation criteria.

In order to focus the analysis, the evaluation criteria have been applied primarily to: {1)
the construction of the tunnels and station boxes; and, [2) system maintenance. These
two aspects were selected following the identification of key risks in the previous
sections.
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4.3.1. Criteria 1: Achieve Most Cost-Effective Use of Public Funds

Price certainty:The Public Option allows Metro to gain a ketter understanding of the
cost of tunnel construction as it will be undertcking 100% design before going out 1o bid,
but history has shown that the bid prices are usually significanily less than the final
construction cost due to scope changes and claims. The Enhanced Public Option
transfers more completion risk to the contractor along with responsibility for final design
and DB contracts are typically much more restrictive on allowable ciaims. With the
Enhanced Public Option and P3 Alternative 1, fixed prices will be agreed when the
confracts are signed. As long as the confracts transfer appropriate levels of risk, this
transfer should not result in significant levels of contingency added to prices.

Economies of scale:The Enhanced Public Option and P3 Alternative 1 should achieve
economies of scale due te the smaller number of contracts for the same scope of work.
The difference between the Enhanced Public Option and P3 Alternative 1 is likely to be
minimal since the only difference is the inclusion of track and systems with the station fit-
out work and these involve different sorts of materials and equipment. There may be a
diseconomy of scale in P3 Alternative 1 with respect to maintenance work as Metre has
the advantage of maintaining the rest of the Red/Purple Lineg system. This means they
already have equipment and labor in place so the addition of ¢ miles may not result in
a proportional increase in cost to Metro. The P3 Alternative 1 Private Partner would
need fo have its own equipment and iabor.

Leveraging funds and access to alternatives:P3 Alternative 1 includes sources of private
debt and equity that are repaid over the contract period. This additional financing
mechanism may be a significant benefit to Metro although a determination of cost-
effectiveness would need to be made based on a quantitative comparison between
this and the Public Opticon. The Public Option and the Enhanced Public Opticn do not
allow for private sources of finance.

4.3.2. Criteria 2; Accelerate Project Delivery

Schedule certainty:The use of DB contracts in the Enhanced Public Option and P3
Alternative 1 should provide more certainty o Metro that the construction phase of the
Project will be completed on time compared to the DBB contfracts envisaged in the
Public Option. Fewer contracts in the Enhanced Public Option and the P3 Alternative 1
may result in fewer confiicts between contractors and ailow the contractors thot have
a larger scope of work to adjust their work around difficulties and make up for lost time
by advancing another part of the Project.

Acceleration:The Project is currently undergeing Preliminary Engineering so it is not too
late to choose an alternative procurement option without delaying the schedule. The
Enhanced Public Option will take longer to procure because performance
specifications will have to be developed, but once this is done the construction
schedule may be compressed if the contractor is able to start preliminary work while
design is still under way. This, however, is limited by the long lead time and crifical path
nature of TBM design and manufacture, The P3 Alternative 1 may require additional
time to develop P3 procurement documents and time for proposers to develop their
technical and financial submissions. However, Metro would be able to leverage P3
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orocurement documentation and processes developed in both California and other
jurisdictions to reduce this timescale.

4.3.3. Criteria 3: Optimize Risk Transfer

Availability of information to price risk:The Public Option will generate the most
information prior t¢ tunnel construction, because Metro and its engineers will complete
final design. A similar level of technical data could be made available for the
Enhanced Public Option and the P3 Alternative 1, but it would be left to the Private
Partner to interpret the data in its design so as 1o fransfer the risk of design away from
Metro. Under the P3 Alternative 1, the Private Partner’s ability to price the long-term cost
of maintenance and thus transfer that risk away from Metre will depend heavily on how
well the contract terms define and measure performance and dllocate responsibility for
consequential responses to actions of others, including Metro’s service levels and its
responsibility to maintain rolling stock.

Ability to measure performance:The Public Option and the Enhanced Public Option will
result in similar levels of risk transfer, but the use of several contfractors in the Public
Opticn may make it more difficult to establish fault if a claim arises, particularly at the
physical interfaces between contractors. The use of DBB in the Public Option may make
it difficult to establish whether a problem on site is due to the design or to the
construction methodology. The Enhanced Public Option and the P3 Alternative |
combine these activities and transfer them to a singie entity which eliminates the
problem. The inclusion of some maintenance services in the P3 Alternative 1 will require
clear definition of scope andaccess o and use of facilities in the contract doecuments.
The relatively small level of maintenance proposed — compared to the other P3
Alternatives — should make it easier to isclate and measure performance because the
Partner will not need to utilize the rail yard.

Ease of contract document development:.The Public Opticnwill be the most straight-
forward contract to develop as Metro has extensive experience of DBB for funnels. The
Enhanced Public Option and the DB part of the P3 Alternative 1 may call on more
recent experience from DB projects such as the Eastside Extension. Including private
finance, ¢ long term agreement and transfer of mainfenance risk will make the P3
Alternative 1 a much more complex procurement option so wili require significant
amounts of new work in preparing the contract documents. Experience can be drawn
from other Agencies that have implemented similar approaches such as Denver RTD,
and from expert technical, business and financial advisers

Flexibility o enable innovation:The Public Cption allows for some innovation in
construction methodology but this will be lImited at the time of bidding because 100%
design plans will have already been prepared. The Enhanced Public Option and the P3
Alternative 1 allow potential Private Partners much more Iatitude in developing design
and construction options during both the procurement and implementation phases
ond may result in lower cost to Metro. P3 Alternative 1 is the only option that provides
incentives for a single entity to take a life cycle view of system components and to try
and reduce the overall cost of the installation and maintenance over a long period.
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Compatibility with regulations:The Enhanced Public Option and the P3 Alternative 1
propose much larger contracts than the Public Option and are likely to atfract
international competition, which may require a heightened scrutiny to ensure
compliance with federal, state and focal regulations and laws they may be less familiar
with. However, as most international firms in this market have US subsidiaries and partner
with US firms, this should not be a major concern. There should not be any major
differences between the alternatives for environmental impacts, green consiruction
policies, sustainability efc.

Avdailability of perfformance and payment securities: As discussed in Section 3.2, this
presents a major challenge for all large contracts, and will particularly do so for the P3
Alternative 1 which contemplates only two coniracts for the delivery of approximately
$4bn of construction work. It will be the least difficult for the Public Option, as its
contract packages are the smallest. As the tunnel contract in the Enhanced Public
Opticn is likely to be larger than $1bn, this may also present insurance difficulties.
Current surety market conditions indicate that bonding availability above $250 million
per contract is highly limited. There are other performance options, such as joint
ventures or acceptance of corporate guarantees or letters of credit in lieu of
commercial sureties that can mitigate this issue.

4.3.4. Criteria 4: Ensure Asset Quality throughout Life Cycle

Extent of life cycle risk transfer.The Public Option and the Enhanced Public Option do
not transfer any maintenance performance or cost risk away from Metro. P3 Alternative
1 transfers a limited amount of maintenance cost and replacement cost risk for frack
and system components as well as station equipment. The scope of this is largely
mechanical and electrical equipment which typically has a life cycle (or obsclescence
shelf life) of under 25 years. P3 Alternative 1, a proposed 30-year DBFM contract, would
allow Metro to transfer the performance risk of the system elementsover the term of the
contract, requiring the Private Partner to maintain, replace and even upgrade all
component parts. If maintenance or replacement costs rise steeply in the next 30 years,
Metro would have protection under the P3 Alternative 1 but not under thePublic Option
or the Enhanced Public Opftion.

4.3.5. Criteria 5: Provide Highest-Quality Service for the Traveling Public

Ability to achieve and measure operational pefformance/quality: None of the
alternatives contemplate any transfer of operations responsibility or risk away from
Meitro. However, P3 Alternative 1 would include some customer service aspects such as
maintenance of station facilities like elevators and escalators. P3 Alternative 1 would
include strict performance requirements that could be linked to payments so that if, for
example, an escalator was out of service for a certain period of fime, the contractor
would not be paid its full amount until the escalator was back in operation. The
contractor would therefore have a strong incentive 1o keep such equipment
operational to meet customer service objectives. This level of accountability is not
featured in alternatives the Public Option or the Enhanced Public Option.
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5.0 P3 FINANCING OPTIONS

This section describes the components of private finance used in P3 projects and the
current P3 financial market.

5.1. Summary of Sources for the Proposed P3 Option

Under theDBFM approach the Private Partner would be compensated with a
contractually fixed annual payment for the maintenance of the project, the repayment
of debt and a return fo the equity provider. That payment would be increased annudilly
o reflect changes in an agreed-upon inflation rate and could be decreased by
adjustments for failure to meet contractual obligations regarding service qudlity or
avdilability of the asset.

Under the P3 Alternative 1, a portion of the project capital cost would be paid for by
the Private Partner, and repaid over the life of the contract term in the form of an
availability payment. Unlike a user-fee based project, where revenues are paid by users
and demand risk is transferred to the private developer, under an availability payment
structures the payments would be paid over time from Metro funds (such as Measure R
sales tax revenues).

5.2. Options for Private Finance

Sources of available finance include bank loans, Private Activity Bonds and TIFIA (for
transport related projects). These are discussed below,

5.2.1. Bank Debt

Due to the dominance of tax-exempt financing in the US, the use of bank debt in US P3
transportation deals has been [imited. In December 2010, the Long Beach Court
Building, a social infrastructure P3 deal, reached financial close using a short term bank
loan and a year prior to that Port of Miami Tunnel reached financial close using a bank
facility of $342 millicn combined with TIFIA finance of $341 million. Shorter tenors on
bank debt mean that this form of capital carries a greater refinancing risk than a bond;
however, it does have the advantages that proceeds are drawn periodically, as
required, avoiding “negative carry” interest costs. Closing can alsc be a simpler task,
and usually requires no third-party ratings. But it is important to note that bank debt may
belimited in its availability in the short term due in part to the Eurcpean debt crisis which
could restrict the amount of finance that could be raised for a project of this scale.

Public Private Partnership Westside Subway Business Plan
Program 45 January 2012



Figure 9: Major Sources of Funds for Transportation P3 Deals 2007 - 2010 (shown in $
billions)

Public funding
$3.6

TIFIA $3.5

® Fquity $2.3

PAB $2.0

5.2.2. Private Activity Bonds (PABs)

PABs are tax-exempt bonds issued through a conduit established by a state or local
government agency for the purpose of funding eligible expenditures, the proceeds of
which may be used by one or meore private entities for a qualified project. At this time
USDOT is reporting approved PAB allocations of $5.9 billion, with $2.2 billion aiready
issued, out of legal maximum of $15 billion. Recently, Presidio Parkway in Northern
California received an allocation of $592 million and the Eagle P3 transit project in
Denver, Colorado reached financial close on $3%27 million in PABs debt in August 2010.
PABs offer an all-in cost of bond debt that can be less expensive than bank debt; as
well as a long-dated solution that removes refinancing risk for the private developer.
The use of a PAB issue includes several constraints includingthe requirement to meet
federal standards, to spend 95% of funds within 5 years and the requirement to comply
with arbitrage rules on invested funds. Funds can only be spent on new assefs.

5.2.3. Transportation Infrastructure Financing Innovation Act (TIFIA)

The USDOT awards credit assistance for fransportation projects to eligible applicants,
which include state departments of fransportation, transit operators, special authorities,
local governments and private entities. There are several benefits and challenges
associated with TIFIA assistance summarized below:
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»  Alow cost of debt (SLGS rate plus one basis point} — 4.38% for a 35-yearloan os
at July 7th, 2011;12

»  Repayment terms which include accrual of inferest and principal to allow
projects to overcome early operations phase cash flow constraints;

» Demand exceeds funding supply, therefore applications are on a competitive
basis;

= Funds are available periodically and may therefore impact project schedule;
»  Funds permitted are limited to 33% of eligible project costs;
» Aninvestment grade rating is required for facilities senicr to the TIFIA loan; and

= The TIFIA office requires the loan 1o carry a ‘springing’ lien in the event of
bankruptcy such that TIFIA debt ranks paripassu with senior.

The two-year reauthorization bill recently reported out of committee (S. 1813, or MAP-
21) contains numerous changes to TIFIA that would have the effect of making more
funds available for more projects under a streamlined application process. That bill's
passage is ot certain, however,

5.2.4. pPrivate Equity

In general, sources of private equityfor P3 transactions include financial institutions,
pension funds, private developers and infrastructure funds. Equity providers typically
provide the smaller share of funding, as compared to debt. For example, the Eagle P3
equity component was $54 million, against $397 million in debt (or a 14% debt to equity
ratio). Equity providers are paid d return after project costs, debt service and any
taxation costs have been paid. As a result, returns to equity providers are varied and
due to this increased risk of repayment providers of equity require a higher cost of
funds.

Under the P3 Alternative 1, the Private Partner will contribute a portion of the project
costs as equity, and expect to achieve areturn on it That returmn is ¢t risk for the life of
the contract, as the Private Partner’s equity stake has long-term exposure through the
maintenance period. This helps to maintain rigorcus standards of performance due to
concession conditions pendalizing the equity investor if the standards fall below
predetermined levels, The loss of equity would be the result of deductions being made
from the availability payment for non-compliance of performance standards.

The equity investor would also have exposure through life-cycle expenditure if
ncreased capital replacement programs are required earlier in the asset life due to
lack of routine maintenance or poor construction quality.

2Source: FHWA TIFIA website
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5.3. Recent Precedent P3 Transactions

Several P3 transactions have been completed in the US despite financial market
conditions over the last few yvears. Over $12 billion in transportation infrastructure deals
have reached financial close since fall 2007. Most recently the fransit P3 market has
witnessed the successful financial close of Denver's $1.6 bilion Eagle P3 project. The
Denver RTD transferred the design, build, finance, maintenance and operational
responsibilities for the development of a total of approximately 35 miles of commuter
light rail in and around Denver, adding connectivity between Denver international
Airport and Denver Union station and including rolling stock precurement and
maintenance facility development.

The project was awarded as an availability deal by Denver RTD to a consortium
including Balfour Beatty, Macquarie, Fluor, Uberior Fund and John Laing plc. The
financial structure of developed by the consortium included $54 million in equity
(provided by Fluor, Uberior Fund and John Laing plc) and $3%97 million in Private Activity
Bonds.3More than $1 billion in censtruction funds came from a full funding grant from
FTA.

For the completion of the DBFOM the consortium will be reimbursed with construction
payments of over $1 billion during the design-build periocd and service payments
(availability payments) during the operations period. The availability payments have
been structured over a 35-year term!4 and are subject 1o deductions based on service
and availability. The availability payment has been divided intc two components — an
operations and maintenance componeant which requires appropriation by the District,
and a second component payable from and secured by a subcrdinate lien on the RTD
sales tax revenues.’>

13Source: infraDedals
Heource: InfraDeals
15RTD PAB Offering Statement
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6.0 CONCLUSIONS

The Westside Subway Extension project faces significant technical, commercial and
funding risks as has already been well established by Metro, its environmental and
design consultants and the Federal Transit Administration PMO consultants. This business
plan summarizes key risk areas and develops several potential alternative delivery
options that could help Metre to manage those risks in a cost effective way. As
discussed in previous reports, optimal risk transfer will help Metro to deliver its projects
more efficiently. A range of risk transfer options were considered in this report and
analyzed against Metre's P3 Program goals and evaluation criteria.,

Four initial alterncatives were developed from an analysis of project delivery risks and o
consideration of how those risks could best be managed. A wide variety of risk transfer
options were consideredincluding: an increased use of design-build with farger
construction packages to reduce interfaces; the transfer of different levels of
maintenance responsikility combined with private finance and performance based
availability payments; complete transfer of the new and existing Red and Purple Lines
to a private sector maintenance company as part of a large package that is privately
financed and repcid using Measure R and other funds.

The P3 Alternative 2 option to transfer significant levels of maintenance risk was
eliminated from further analysis, primarity due to the ditficulty of separating private
maintenance from the maintenance of the rest of the facility when the rail yard is
located so far from the Project. Infrastructure maintenance would require shared use of
the rail yard and could result in performance measurement difficulties, making it difficult
to clearly establish the necessary performance based payment mechanism.

The P3 Alternative 3 option to fransfer the maintenance of the existing system was
dropped from further analysis due to the magnitude of the organizational change that
Metro would have to undertake to make it a success. Although there are potential risk
transfer benefits to this approach, it would significantly delay the delivery of the
extension and that is counter to Metro’s desire o accelerate the Project.

Two remaining options include:

The Enhanced Public Option proposesa single DB contract for the design and
construction of tunnels and station boxes and a single DB contract for the design and
construction of all seven stations. Tunnel and tunnel boring machine design would be
taken 1o advanced levels by Metro due to the long lead time for fabrication of the TBM,
In addition to including larger packages than the Public Opftion, the Enhanced Public
Option could include icng term warranties with liability coverage which would be in
accordance with best industry practice and minimize the post completion risk 1o Metro.

P3 Alternative lincludesa single DB contract for the design and construction of tunnels
and station boxes and a separate, single DBFM contract for the design, construction
and maintenance of stations, frack, systems and systems integration. The DBFM
contract would include responsibility for routine maintenance, preventive maintenance
and replacement of signals and systems over a 30-year period.
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These options were analyzed against the P3 Program goals andevaluation criteria
developed by Metro:

=  Achieve most cost-effective use of public funds.
« Accelerate project delivery.

»  Optimize risk transfer.

»  Ensure asset quality throughout the life cycle.

» Provide highest-quaility service for the traveling public.

Each option was shown to have some merit but also potential chalienges, but the P3
Alternative 1 performed best against Metro’s stated goaits.

The Enhanced Public Option was shown to perform better against the evaluation
criteria than the Public Option, in particular with respect 10 the optimization of risk
transfer. The Enhanced Public Option would allow additiondl fransfer of critical risks such
as ground conditions and general tunnel construction performance to the contractor,
allowing Metro to gain cost and schedule certainty for the tunnel contract(s). It does
not, however, accelerate project delivery over the Public Option, and there s likely to
be minimal improvement on life cycle quality or service to the traveling public since
neither option contains any maintenance risk fransfer.

The Enhanced Public Option should allow Metro to achieve a meore cost-effective use
of public funds, since contingency amounts set aside for claims can be reduced due to
the fixed price nature of the proposed DB contracts. Neither Public Option involves any
form of private financing but the Enhanced Public Option may provide Metro with more
assurance that its funding will match the profile of construction with less concern over
delays and cost-overruns. The Enhanced Public Option maintains the current schedule
presumed in the Public Option.

P3 Alternative 1 was shown to have significant benefits when analyzed against Metro’s
stated evaluation criteria. Its DB and DBFM contractsaccomplish a similar level of risk
transfer for the construction elements of the project as do the two Public Options, but it
advances this concept further into the maintenance of stations, track and systems. P3
Alternative 1 maintains the current schedule presumed by the Public Option.

P3 Alternative 1allows the introduction of private sources of finance for a substantial
part of the project, allowing Metro more flexibility between up front funding
requirements and funds that may be leveraged. The later availability of Measure R
funds may make private sources of finance an attractive option for this Project. The
downside of using private finance is that it comes typically at a higher cost of capital,
which can be outweighed by effective risk transfer to the Private Pariner in the long
term.

An additional benefit of the P3 Alternative 1 is certainty of maintenance costs over
thecontract periocd and added incentives for performance due to the potential for a
performance based payment mechanism and the need by the Private Pariner to
achieve anficipated equity returns,
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In conclusion, the objective andlysis of delivery options against Metre's program goals
indicates that P3 Alternative 1 is more likely to meet those goals than the Public Option
or the Enhanced Public Option.

The primary reascns are:

» the introduction of private finance to accelerate the project by leveraging
future revenues and allowing funding flexibility;

» optimal fransfer of delivery risk for construction and long term maintenance of
certain components; and,

»  improved assurance of asset quality through the life cycle of those selected
components.

P3 Alternative 1 dllows Metro to benefit from private sources of finance while offsetting
the higher cost of capital against life cycle efficiencies gained from the bundling of
design, consfruction and maintenance services.

In order to mitigate the cost of the risk fransfer, particularly for the tunnel design, it is
recommended that Metre continue with design, site and geotechnical investigation to
a greater level of detail than would nermally be expected from a DBFM procurement.

Several issues need to be considered further to validate this conclusion. Metro's needs
may change over time due 1o internal and external influences — for example, there may
be further changes in the quantum and fiming of public funding and Metro's ability to
raise municipal debt finance that make P3 more or less atfractive. Metro may
undertake further analysis on the use of design-build contracts for tunneling work and
the outsourcing of asset maintenance work — both of which are core requirements for
P3 Alternative 1 to be implemented.

P3 Alternative 1 represents a step change in procurement policy as Metro has ne prior
experience of the design-build-finance-maintain approach. Althcugh this analysis
present several potential advantages of the approach, experience in other jurisdictions
indicates that P3 benefits increase over time as maore experience is gained. Metro may
be able to work towards the full DBFM approach by implementing and learning from
incremental changes.
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7.0

NEXT STEPS

It is recommended that Metro consider the following steps to further establish the
delivery options that are likely to best meet its program goals:

1.
2.

Approve selected option(s) for further analysis

Develop a more detailed definition of the delivery option based on latest
technical information from Metro Planning and Construction

Carry out a quantitative analysis of construction costs, schedule, mainienance
costs and funding / finance assumpticons to establish project feasibility under the
selected delivery option

Conduct targeted industry outreach through one-on-ones with selected
developers and industry forums to establish market interest and capacity for the
selected delivery cption(s)

Use quantitative data and industry outreach feedback to further refine and
improve the definition of the delivery option; activities may include a
commercially focused risk workshop and the development of a formal Request
for Interest

Prepare a comprehensive Business Case for the selected oplion that quantifies
the costs and benefits to Metro of pursuing the selected delivery option
compared with the most lkely alternative

Present the Business Case for Board approval and {assuming approval is
granted) issue a Request for Qualifications
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