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Building a Rail Transit System:

The Private Sector Role

In November 1996, Puget Sound
voters chose to raise their taxes to allocate
nearly $4 billion over the next decade to
implement two new rail systems to connect
points in Pierce, King and Snohomish
counties. These systems will cost billions
of dollars to build, and could include a
massive tunnel underneath Capitol Hill and
the Lake Washington Ship Canal as part of
a new light rail system. So far, all the
financial risks for these new systems will
be entirely borne, as wusual, by the
taxpayers. Does this have to be the case?

Vancouver, BC based infrastructure
consultant Jonathan Huggett says no.
Huggett, who has over 25 years of
experience building public works projects
including Vancouver's SkyTrain, says that
by wusing an open and competitive
implementation process the Regional
Transit Authority could significantly lower
their costs. He thinks they have four
options before them, all of which deal with
their relationship with the private sector
and its ability to infuse competitive
pressures into public processes.

Options for Rail Transit
Construction

The Traditional Government
Method: In the traditional method, a
public agency designs a facility, contracts
with the private sector for its construction,
and then operates it. The taxpayers assume
all the risk of cost overruns and of
inefficient operation. Where the public
facility also has the "upside" or profit
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potential, experience shows that the lack of
competitive incentives and disciplines
make realization of any upside unlikely at
best. Huggett says this method is "the
worst risk, highest cost, and biggest recipe
for a disaster."

Design/Build or
Design/Build/Operate: Using the
increasingly popular Design/Build model,
the public agency establishes end-result
criteria such as service quality and
expansion details, technology issues, and
performance standards. Teams of private
sector land developers, engineers, and
contractors then engage in a competition to
design a project, bidding on the whole
thing. Traditionally, the design phase of
any public works project is the most
expensive, and consequently where most
savings can occur if competitive pressures
are brought to bear by those firms
designing the project.

A variant with even more cost-
savings potential is Design/Build/Operate,
whereby the winning team in a
Design/Build competition also receives a
franchise to operate the facility. Many
public projects are often "goldplated”,
meaning simply that they are overdesigned
because capital budgets are separate from
maintenance budgets. Private operators
integrate these budgets, creating an
incentive to design a project with the
optimum cost for its entire life.

Add Private Finance: Mobilization
of private financial resources to augment



or even replace public funding requires
innovation,  risk-sharing, and  most
importantly trust, but can relieve taxpayers
from higher project costs and permits more
rapid construction. Adding private finance
should only be done with a private sector
partner prepared to assume its share of
risk. The new interchange on Interstate 5
near DuPont (built in record time and
under budget) was paid for by a private
landowner willing to assume the risk of
underwriting the entire project cost in
exchange for the gains they receive from
the interchange's rapid construction.

In designing rail systems private
finance could come into play in the siting
and construction of stations. During the
final phase of building the SkyTrain
system in Vancouver, land owners
recognized the substantial value of siting
stations adjacent to their property. After
receiving general instructions from the
public agency about routes and locations,
three private sector land developers came
forth at their own cost with proposals to
finance, design, build and operate three
stations. The result? Costs were voluntarily
shifted directly from taxpayers to the
private developers who benefitted from the
increase in their property's value.

Total Service by the Private
Sector: The construction of America'’s rail
network in the 19th Century relied on
public support through condemnation
power and financial assistance through
land grants, but the responsibility and risks
of construction and operation fell upon the
entrepreneurs who built the railroads. It is
unrealistic to expect the Regional Transit
Authority to franchise its entire system to
the private sector. Legal and regulatory
obstacles stand in the way of any such
idea.

But, opportunities exist short of
this. The RTA could choose a location for

a rail station and offer private land
developers the opportunity to finance,
design, build and operate the facility, with
associated revenue-producing activities
like parking garages and retail stores
oriented to commuter's needs. Public goals
are met by the construction of a first-class
rail station, while private interests bear the
cost, risks, and benefits of building and
operating the facility.

What criteria could the RTA use in
choosing the best option for building the
public's new rail systems? These four
general factors might be helpful:

First, determine the best package
of system provisions.

Second, determine the best
financial package for the specific project -
how to best capture value for money.

Third, determine whether the
traditional model can squeeze the most
efficiency out of operating and maintaining
the new systems or if some other model
could perform better.

Finally, determine an appropriate
and cost-effective procurement process.

Conclusion

What this all comes down to is
properly allocating risks. In a project the
size and scope of the Regional Transit
Authority, the question remains whether it
is appropriate for taxpayers to bear the
entire burden of building a system which
will benefit some and hurt others. As
Jonathan Huggett advises, "the facts
are...the only way that public sector
manages risk is usually dipping deeper in
the taxpayer's pocket.” When risk is not
managed wisely in the private sector
shareholders lose their money and
managers lose their jobs.
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