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Background
The Canada Line, formerly known as the Richmond-Airport-Vancouver Line, is unique in that it represents one of the few transit lines in the world that is being developed and financed with private sector capital through a concession agreement. The project is being developed by a special purpose entity, Canada Line Rapid Transit Inc. (CLCO), which is owned by four government shareholders. CLCO’s shareholders include Transport Canada, the Ministry of Transportation for the Province of British Columbia, the Vancouver International Airport Authority (YVR), and TransLink. TransLink is the regional transit agency in the Vancouver metropolitan area. Administratively, CLCO is a subsidiary within TransLink. 
To accelerate the delivery and construction of the project, a concession contract that uses availability payments was entered into with the private sector concessionaire, InTransitBC. By attracting private financing, project development was accelerated to permit completion in time for the 2010 Winter Olympics. With an availability payment concession, a private company (or public entity) provides full or partial financing to develop a project. The concessionaire is then reimbursed based on compliance with construction milestones, facility availability, quality, and system ridership. The project was procured through a competitive process in which there were three proposals submitted and a Best and Final Offer (BAFO) provided by two of the bidders. As part of the due diligence process, a Value-for-Money analysis was conducted prior to the procurement. Notwithstanding, project costs increased from C$1.35 billion to C$1.90 billion. This increase in costs required additional public funding, scope reductions, and the use of controversial “cut and cover” construction methods to close the funding gap. Table 1 summarizes the main elements of the project. 
Table 1: Project Description

	Lead Public Agency:
	Project development and oversight is conducted through the Canada Line Transit Inc. (CLCO), an agency that is owned by four public agencies. CLCO is a subsidiary within Translink. 

	Existing Conditions
	The project is a greenfield transit line that will connect with the SkyTrain system, which consists of two existing transit lines. 

	Description
	The Canada Line is a C$2 billion 12.1 mile (19.5 km) rail transit line that will connect downtown Vancouver, the City of Richmond and the Vancouver International Airport. The project involves the construction of a tunnel, an elevated guideway, a park & ride facility and 16 stations. 

	Goals
	Project objectives include improved connectivity, increased mobility, and reduced congestion. The project will support the movement of visitors during the 2010 Winter Olympics and 2010 Paralympics Games. Specific objectives include: (i) adding transportation capacity along one of the region's busiest corridors, offsetting the need for more roads and bridges; (ii) providing efficient and reliable transit access to businesses and services in the corridor; (iii) reducing vehicle congestion and improving air quality; and (iv) improving access to Vancouver International Airport, the Port of Vancouver, the Trade and Convention Centre.

	Estimated Cost
	C$1.9 billion 

	Contract Type
	Design-Build-Finance-Operate-Maintain (DBFOM)

	Contract Duration
	35-years, including construction. 

	Revenue Sharing
	CLCO shares in 50 percent of potential refinancing gains. 

	Non-Compete Provisions
	The concessionaire is prohibited from directly competing or allowing competition at the park and ride facilities as well as advertising on the transit line that would impact parking operations at the Vancouver International Airport. There are no other non-compete clauses in the concession agreement. 

	Construction Began
	October 2005

	Operation Begins
	September 2009

	Fare Setting Authority
	TransLink will be responsible for setting fares on the Canada Line. 

	Facility Ownership
	Transport Canada, the Province of British Columbia, the Vancouver International Airport Authority (VYR) and TransLink own CLCO and all project fixed assets. During the contract period, InTransitBC is responsible for acquiring and holding all non-fixed assets, which are defined as equipment, road vehicles, tools, and inventories. 

	Construction and Availability Payments 
	The concessionaire is entitled to receive construction and availability payments of up to C$1.1 billion. Construction payments are linked to contractually specified milestones. Availability payments are based on meeting performance requirements associated with transit ridership, system availability, station accessibility, safety, and quality. 

	Public Sector Benefits
	The DBFOM delivery mechanism has accelerated project development and has encouraged project completion in advance of the 2010 Winter Olympic Games. Elements of the Canada Line project had been in the planning stages since the 1970s. The project is intended to increase mobility and decrease congestion. It is estimated that the project will add additional capacity that is equivalent to 10 additional road lanes. 

	Value for Money Analysis
	During procurement, it was estimated that the project would generate about C$92 million in cost savings over traditional delivery methods.  Between procurement and contract execution, project cost estimates increased from C$1.3 billion to C$1.9 billion or more than 40 percent. 

	Impact on Debt Limits
	Most of the public funding for the project is through grant funds provided by the four shareholders in CLCO. The remaining funding is being provided by the City of Vancouver and the concessionaire. Of the public agencies that are providing financing for the project, only TransLink has taken on approximately $75 million in debt. The impact on public debt limits appears to be relatively minimal. 


The C$1.9 billion, 12.1 mile (19.5 km) north-south rail transit line will run between downtown Vancouver, the Vancouver International Airport, and the City of Richmond. This corridor is home to over 40 percent of population in the Vancouver metropolitan area, which had a total population of 2.6 million in 2006. The growth in regional population has increased has lead to increased road congestion along the corridor. By connecting to existing rapid transit lines and the Vancouver International Airport, the project will increase mobility within the region. The project involves the construction of the following elements: 

· A main line with 13 stations that runs from the City of Vancouver to the City of Richmond;

· A secondary line with 4 stations (including the Bridgeport Station which also connects to the main line) that provides transit service to the Vancouver International Airport; 

· An underground tunnel from Waterfront Station in downtown Vancouver that runs south under Granville Street, Davie Street, False Creek, and Cambie Street to south of 64th Avenue;  
· An elevated guideway climbing from south of 64th Avenue across the Fraser River to the Bridgeport Station in Richmond, and continuing west to Sea Island;
· From Bridgeport Station, an elevated, at-grade, and fully separated track to Vancouver International Airport and an elevated track to central Richmond along No. 3 Road; 

· A park-and-ride facility at the Bridgeport station and bus transfer areas at Marine Drive, Bridgeport and Richmond City Center stations; and 
· An Operations and Maintenance Centre (OMC) located north of the Bridgeport Station.
Project configuration can allow for the expansion of the transit line to include four additional stations. The Canada Line is scheduled to become operational in September 2009 and will connect with the Expo and Millennium transit lines of the SkyTrain system. The SkyTrain system will also include the Evergreen line, which is scheduled to become operational in 2014. Although considered part of the SkyTrain system, the Canada Line will be operationally independent from the SkyTrain's existing lines during the term of the concession contract. Figure 1 provides a map of the Canada Line including the connections to the SkyTrain system. 
Figure 1: Project Map
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Source: TransLink
Enabling Legislation 

The British Columbia Provincial Government has been actively pursuing the development and financing of transportation and other infrastructure projects through PPP delivery mechanisms for over ten years. In 1998, the Municipal Act was amended to allow: (i) the provision of public funds to a private sector firm involved in a public-private partnership (PPP); (ii) local governments to acquire or dispose of property necessary for a PPP; and (iii) the use of contracting procedures that are used in the private sector. As of June 2008, Partnerships BC had 13 major projects under construction or operational and 5 more projects under procurement. Partnerships BC’s portfolio had a total capital investment of C$9 billion, of which approximately C$5 billion was provided by the private sector for highway, transit, water treatment, and hospital projects. Most projects receiving provincial funding require the preparation of a full business case as a condition for project approval.
Through the Company Act of 2002, the Province created Partnerships BC, a corporation wholly owned by the British Columbia government that is responsible for pursuing “…more efficient and effective approaches for the provision of services and infrastructure.” Partnerships BC is charged with using PPPs to deliver “capital projects that meet public needs at minimum life-cycle cost with an optimum sharing of responsibilities among the partners.” Project evaluation and selection is centered on the Value-for-Money (VfM) approach, which requires demonstrating that a project delivered through a PPP provides greater value and reduces lifecycle costs compared to traditional procurement methods. Under this approach, the PPP project is compared to a Public Sector Comparator (PSC), which in Canada is a “best case” estimate of project capital and lifecycle costs if the project were to be procured under design-bid-build or similar procurement mechanisms. 
The legal framework for the Canada Line was further codified by the Concession Agreement, which was executed in March 2005 and subsequently amended in July 2005. The concession contract established the primary roles, responsibilities, risk allocation, and dispute resolution mechanisms for the parties involved. In November 2007, the province of British Columbia approved legislation changing the governance structure and official name of TransLink from the Greater Vancouver Transportation Authority to the South Coast British Columbia Transportation Authority.  The new authority assumed greater responsibility for the planning, financing and development of a regional transportation network in Vancouver metropolitan area, including public rail and buses, major roads and bridges. Its authority includes, but is not limited to, the ability to carry out the following:

· Raise revenues through fuel and sales taxes, levies, tolls and user fees; and motor vehicle charges; 
· Acquire and condemn land; and
· Provide transportation services, and any other services it offers, to areas outside the transportation service region.
Although it has significant authority for its planning and operations, the Regional Transportation Commissioner must approve all cash fare increases greater than the rate of inflation, customer complaint procedures, and any proposed sale of major assets. 
Project Financing
The project is being financed through a combination of funds provided by multiple public sector agencies (82 percent) and private entities (18 percent). In all, public agencies are providing approximately C$1.5 billion. The largest source of funds is from the Canadian federal government which is providing an estimated C$450.0 million. An additional C$435.0 million in funding is also being provided by the BC Provincial Government. This amount includes C$165.7 million in future operating costs and a C$15 million contingency. Annual availability and volume payments are tied to the ability of the concessionaire to fulfill the performance requirements delineated in the concession contract. 

TransLink is providing C$300.0 million in funding for the project, which includes C$8.6 million for the development of a pedestrian/bike bridge and a C$15.0 million contingency. TransLink has also taken out a $75 million credit facility on the behalf of CLCO. This amount has not been included in the overall sources of funds for the project. The Vancouver Airport Authority is providing a total of C$300.0 million for the project. An estimated C$250.0 million will be used to develop of the portion of the Canada Line that extends to the airport. The remaining C$50.0 million will be used for common costs on the project. An additional C$29.0 million is being provided by the City of Vancouver.

The concessionaire, InTransitBC, is responsible for providing the remaining funding for the Canada Line project, which is estimated at roughly C$349.0 million. The concessionaire is taking on design and construction risk. In this manner, InTransitBC is required to assume the costs associated with potential overruns and obtain financing for these works. The concessionaire has taken out a C$45.2 million revolving credit facility with a Canadian bank. As of December 31, 2009, this credit facility has not been drawn upon. Table 2 provides a summary of the sources and uses of funds for the project.  
Table 2: Source and Uses of Funds for Project Capital Costs, in C$ 2008 Million 
	Sources 
	Amount 
	% Total

	Government of Canada
	450
	24%

	Province of British Columbia
	435
	23%

	TransLink
	335
	18%

	Vancouver International Airport Authority (YVR)
	300
	16%

	City of Vancouver
	29
	2%

	InTransit BC
	349
	18%

	Total Sources
	1,898
	100%

	Uses 
	Amount 
	% Total

	Design and Construction
	1,697
	89%

	Property Acquisition
	127
	7%

	Management Costs
	74
	4%

	Total Uses
	1,898
	100%


Source: Canada Line Rapid Transit, Inc,. Financial Statements, December 31, 2008
Project Planning and Delivery Method
In 2000, the four public shareholders that agreed to fund the project established a special agency—the Richmond-Airport-Vancouver Company (RAVCO). Because the project was renamed as the Canada Line, RAVCO was also renamed as Canada Line Rapid Transit Inc. (CLCO). Legally, CLCO is a subsidiary of TransLink (or its successor), the regional transit agency. CLCO’s shareholders include Transport Canada, the Ministry of Transportation for the Province of British Columbia and the Vancouver International Airport Authority, and TransLink. The city of Vancouver, the city of Richmond, the Greater Vancouver Regional District, and the port authority were given shareholder privileges in CLCO. 
Initial project design was based on a study prepared by Macquarie Infrastructure Group, which was intended to minimize funding from the public sector. Two major designs were considered: (i) a transit line that is fully separated from road traffic, the fully separated option would involve significant tunneling and elevated sections; or (ii) a transit line that is partially separated from road traffic. In the development of the public sector comparator, it was determined that the fully separated approach would have higher initial capital costs, lower operating costs, higher traffic, and a better revenue stream compared to the partially separated transit line. During procurement, potential bidders were allowed to select between the two design options and to put forward their proposed solutions based on the specifications delineated in the RFP. At the time, it was estimated that the public sector could provide up to C$900 million with the remaining funding coming from the private sector. This was based on a cost estimate of C$1.35 billion. By contract execution, total project costs increased by approximately 40 percent to $1.90 billion. 
The procurement process conducted consisted of the following stages: (i) the issuance of a Request for Expression of Interest (RFEI) in November 2002; (ii) the issuance of a Request for Proposals (RFP) in December 2003; (iii) the submission of Best and Final Offers (BAFO) by two of the bidders; (iv) contract award in December 2004; (v) contract execution in March 2005; and (vi) the execution of an amended contract in July 2005. Ten proposals were submitted in response to the RFEI. This was narrowed down to three bidders who responded to the RFP. The three consortia that submitted proposals included:
· RAVLink Transportation, consisting of Fluor Canada, Siemens AG Canada, MTR Corporation, and Balfour Beatty Capital Projects;

· RAVxpress, which included Bombardier, AMEC, Bouygues Travaux Publics, and Bilfinger Berger, and 

· SNC-Lavalin and Serco. 

Based on the evaluation of the proposal received, RAVxpress and the SNC-Lavalin consortium were invited to submit a BAFO. In a comparison to the Public Sector Comparator, it was determined that both submittals provided value for money to the public sector. The selection of the SNC-Lavalin consortium was based on its lower bid of C$1.9 billion. In addition to SNC-Lavalin, InTransit BC also included the pension funds, BC Investment Managed Corporation, and Caisse de depot et placement du Quebec. By the time that the contract executed, Serco had dropped out of the consortium.
This bid was greater than the revised C$1.76 billion estimates that had been approved by TransLink’s Board of Directors in December 2004. To close the financing gap, additional funding was provided by the federal government, provincial government and TransLink. Project costs were also reduced through the elimination of a station, the reduction in station size to accommodate 3 car-trains rather than 4 car-trains, and the postponement of a pedestrian walkway. 
The project is expected to be completed by September 7, 2009 in advance of the 2010 Winter Olympics, which are scheduled to begin in February 2010. Figure 2 summarizes the procurement process for the Canada Line. 
Figure 2: Canada Line Procurement Process 
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Sources: Siemiatycki, Matti “Implications of Public-Private Partnerships on the Development of Urban Public Transit Infrastructure” in the Journal of Planning Education and Research (2006) and RAVCO (2003)

InTransit’s Requirements 
The Concessionaire has agreed to design, construct, partially finance, operate, and maintain the facility. The 35-year contract term includes construction. The Concessionaire has assumed price and schedule risk and is responsible for cost increases of over C$10.0 million. InTransitBC is also eligible to receive payments upon the achievement of certain design and construction milestones. There are separate construction milestones for the main line and the airport connector line. As of December 31, 2008, these payments totaled C$1.1 billion. 
Through funding from the Province and TransLink, CLCO will make monthly payments to the Concessionaire based on system availability, ridership, and quality. To achieve the maximum possible internal rate of return (IRR), the concessionaire must fully satisfy the construction and operational performance requirements listed in the concession agreement. In the version of the concession contract that was released to the public, the maximum IRR amount was redacted.  In addition, the concessionaire is required to pay federal sales and corporate income taxes. 
The concession agreement also contains a non-compete clause which prohibits the concessionaire from impacting the parking operations of the airport authority. During the term of the concession agreement (including any extensions) InTransitBC is prohibited from carrying out the following activities:

· Advertise, promote or allow the promotion of the Park & Ride Facility as an alternate parking facility for users travelling on the Airport Connector;

· Permit or authorize overnight parking at the Park & Ride Facility at parking rates less than those charged by YVR for overnight parking;

· Permit any advertising of park & fly or similar services, other than the park & fly services operated by VYR; and
· Without the direct approval of YVR, operate or permit the operation of commercial businesses near any portion of the Airport Connector that directly targets air travelers, e.g. duty free sales and car rental services. 

Availability Payment Mechanism

In general terms, the concessionaire will receive monthly availability payments based on system performance. These payments are subject to the Goods and Services Tax (GST) in Canada. Project availability payments are calculated with respect to the following components:

· Availability Payment, e.g. access to stations and safety; 
· Quality Payment, e.g. train arrival times and headways;
· Volume Payment, e.g. ridership during peak and off-peak periods; and
· Special Events Adjustment to the volume payment as a result of a special event that increases ridership above a three-day average.
Payments to the concessionaire that are based on availability and quality are tied to performance standards delineated in the concession agreement. For example, one factor used to determine the availability payment amount is the extent that transit services are interrupted for system improvements and maintenance. Interruptions related to system improvements are capped up to 157 hours/year and a total of 314 hours for the first three years of operations. Similarly, interruptions related to O&M activities are capped up to 47 hours/year and 589 hours for the first three year of operations. The frequency of service interruptions is one of number of factors that impact availability payment amounts. 
Payments based on ridership are linked to forecasts of annual ridership levels for each of the 16 stations along the Canada Line, which can be adjusted as conditions warrant. In particular, either CLCO or the concessionaire can opt to initiate an updated forecast of traffic levels on the Canada Line if there is an “optional rebasing event” which could potentially impact ridership. Optional rebasing events can include revisions in local bus services and schedules, the adoption of traffic demand initiatives and bridge tolling policies, fare increases, change in fare zones, and/or the planned construction of new stations. Volume payments are adjusted if there is a special event that increases ridership levels. 
CLCO’s Requirements

CLCO is the primary oversight agency for the project and is responsible for reviewing and overseeing concessionaire’s compliance with the contract. CLCO is also taking on ridership and revenue risk. Independent analyses of the transaction have raised concerns with respect to projected traffic levels, which could result in reduced revenues of up to C$8.0 million per annum. In particular, it was estimated that annual ridership would be approximately 32.7 million passengers per year in 2010 and 38.5 million passengers in 2020. These estimates were based on the following assumptions: (i) 57,000 daily passengers would switch from existing bus lines; and (ii) 5,100 daily passengers on the airport connector line. As a basis of comparison,  there were about 75,000 to 80,000 daily riders along the corridor and another 2000 riders on the airport shuttle in 2003.  

TransLink’s Responsibilities
In addition to providing financing for the project, TransLink has joint and several liability for all amounts due and payable by CLCO to the concessionaire. In the event of non-payment by CLCO, the concessionaire is entitled to carry out legal actions against either agency in order to recovery CLCO’s payment obligations. 

Requirements of the Other Public Sector Partners
By providing over C$1.5 billion in funding, the four major public shareholders in CLCO have a significant role on the project. This amount includes the C$166 million provided by the BC Province to cover the performance payments to InTransitBC. In addition to being granted shareholder privileges in CLCO, the City of Vancouver and City of Richmond are also involved in the following activities: (i) support for the development of the construction management, traffic management, and stakeholder consultation plans; (ii) utility relocation; and (iii) support for public outreach activities. 

Project Challenges 
The project has attracted controversy due to the significant increase in costs at the end of the procurement, concerns about inflated ridership estimates, and project design. In particular, the change in project design after project award has generated negative publicity and lawsuits. During the public consultation process, it was assumed that underground construction would involve tunnel boring for the entire transit line. Once the winning bid was published, it became known that cut and cover construction would be used along Cambie Street as well as in the Yaletown and Richmond segments. The cut and cover construction method was adopted from InTransit BC’s proposal, since this approach was considered to be less costly and had a shorter construction schedule compared to deep-bore tunneling. However, the cut and cover approach is  more invasive and significantly affects local businesses. There were also concerns regarding the use of cut and cover along Cambie Street, which was designated as a heritage area in 1993.  After failed appeals to the provincial government for compensation, store operators sued for compensation. A June 19th, 2009 court decision ruled in favor of a store owner along Cambie Street, who was awarded C$600,000 in damages. This decision is likely to be appealed. Figure 3 provides a picture of cut and cover construction activities along Cambie Street.
Figure 3: Construction Activities along the Canada Line
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Value for Money
In November 2004, a value for money analysis was conducted that compared the proposals that were received in relation to the public sector comparator (PSC). The PSC was based on the following estimates:

· Construction, operation, and maintenance costs related to the Canada Line if the project were to be procured, constructed, and operated by the public sector;

· Base and incremental revenues generated by the Canada Line, which could accrue to CLCO as a result of the project;

· Cost of responsibilities assumed by TransLink and other public agencies, e.g. right-of-way acquisition, utility relocation; and 
· Impact of the risk allocation. 
Based on the value-for-money analysis, it was expected that the public sector would achieve an estimated C$92 million in cost savings compared to the PSC. Some of these cost savings relate to the potential reduction in bus services, which would reduce TransLink’s long-term operational costs. However, this analysis was based on an estimated project cost of C$1.35 billion. A subsequent value for money analysis was conducted during proposal evaluation, which determined that both bids provided value-for-money to the public. Despite these analyses, estimated project increased to C$1.9 billion at contract execution, requiring the contribution of additional public funding, scope reductions, and the use of the cut and cover construction methods. 
It should also be noted that the BC Provincial Government’s application of the Value-for-Money approach has attracted some critical responses. Among the complaints listed include: (i) the use of inappropriate interest rates for the PSC; (ii) understatement of project procurement costs; (iii) the slow public dissemination of Value-for-Money evaluations; and (iv) inconsistent application of Value-for-Money analyses. In its review of the transaction, the Canadian Council for Public-Private Partnerships noted that Partnerships BC's various roles—promoter, negotiator, procurement manager, financial advisor—may create a conflict of interest that could weaken the appearance of impartiality.
Public Sector Benefits 
Elements of the Canada Line had been in the planning stages since the early 1970s. In this manner, the development of the project as a concession contract helped to ensure that the project could be completed in time for the 2010 Winter Olympics. CLCO anticipates that the Canada Line will add additional capacity equivalent to nearly 10 road lines. CLCO also anticipates that revenues generation will be sufficient to cover operating costs during the 35-year contract, precluding the need for operational subsidies. 
Impact on Debt Limits

Most of the public funding for the project is from grants provided by the Government of Canada, the BC Province, the Vancouver International Airport and TransLink. Of these agencies, only TransLink has taken on debt for about C$75 million. Consequently, the impact on provincial and local debt limits appears to be minimal. Moreover, any refinancing gains that the concessionaire enjoys during the project period must be shared equally with CLCO. 
Contact: Brad Larsen 651-366-4821/ brad.larsen@state.mn.us
Mn/DOT’s Innovative Finance Website: www.dot.state.mn.us/funding/innovative
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