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Abstract

The purpose of this study is to examine the possibility of
private sector financing on urban rapid transit. Specifically, focus
is given to financial feasibilities for the proposed Seoul
Metropolitan Subway Phase 3. The Seoul’s Metro Phase 3 is
planned to be built and operated under Build Transfer and Operate
(BTO) contracts by private consortia.

The proposed Metro Phase 3 system will provide a new 138km
of high speed underground railways, including line 9, 10, 11, 12
and line 3 extension. The estimated construction cost of the
system is around $13.4billion(1999 prices). Outline of the Seoul °*
Metropolitan Subway Phase 3 is shown in Table 1.

<Table 1> Qutline _of the Seoul Metropolitan Subway Phase 3

Line Route Section | Length Esczlgaﬁd Ridersbin o 2021
(km) {Cost(1996% p

_ | billion) (thousands/day)
Kimpo~Noryangjin 18.15 172 1,432
Line 9 Noryangjin ~Kangnam 830 0.78 842
_ Kangnam-Hanam 12.98 1.19 536
_|Namseoul ~National Assembly| 17.20 168 1,150
Line 10 National Assembly 600 064 375
Seoul Station~Chungyangni | 740 0.79 748
Chungyimni-Topyong 780 0.82 458
Puchon ~Sachon 1419 159 1,062
o Sachon~City Hall 6.48 064 - 943

Line 11 : ,

City Hall~Shinsa 7.40 0.63 675
Shinsa~Kwachon 949 103 798
Line 12 Wangsipni ~Songbuk 12,60 1.04 1,034
pne 3 Suseo~Okum 350 030 199




On the basis of the financial analyses, the following conclusions

were reached: o

B the line-based private financing projects, as a whole, represent
high financing risks and infeasibilities for each party involved;

B a wholly-private or public sector financing option is neither
viable nor financeable, as the private(or public) sector’s cost of
funds would signjﬁcantly exceed the project’s financial returns,
regardless of the section cornisidered;

B the public sector risks and financial support would be
minimized if construction, operating and financing risks were to
be shared with the private sector or to be invested section
basis; | | |

§ Noryangjin~Kangnam in line 9, Seoul Station~Chungyangni in
line 10, and Sachon~City Hall 'sectibn in line 11 are viable and
financially superior to any other sections by NPV criterion (see
<Table 2>). -

Seoul Metropolitan Gr—¢rment(SMG)'s principal aims in the
project are; to secure the constructi_bn of the lines by private
funds; to transfer to private companies a significant part of the
- risk associated with the project; and to allow a prbper return to
private investors. Nevertheless SMG _expects to make a substantial
cbntribﬂtion to the costs of the project, in recognition of the
benefits to national and regional travellers and the project’s

economic effects.



<Table 2> Results of financial analyses

Net
Scenario | Line Route Section Length | Jresen hariod®” ank
($ milliomy| vear)
Line Kimpo-Noryangjjn 1815 -1545 -
9 Noryangijin ~Kangnam 830 344.3 16 2
Kangnam~Hanam 1298 | -1,1710 -
» Nmsﬁg“‘mﬂ;"m 1720 | -5069 | -
CCuon . .
Base L;Ee Nahg:;lngsts;eéggbr 6.00 —2389 _
Private Seoul Station~Chungyangni| 740 | 3538 | 16 1
Financing Chungyangni~Topyong | 7.80 | 3680 -
Puchon~Sachon 14.19 ~-682.5 -
Line Sachon~City Hall 6.48 577.0 14 3
11 City Hall~Shinsa 740 -1133 -
Shinsa~Kwachon - 949 -288.8 -
Line ..
12 ‘Wangsipni ~Songbuk 12.60 -95.0 -

(1) Based on the $ 085 fare base in the first operation year of 2004, and increase 5%
annually,
(2) Includes 8% returns of the capital cost invested.
- means not paid back within 30 years after operation.
Note: The scenario and ranking findings apply only to the private sector and are based on the
assumption that the private sector will have an investment rate of 33% of the total
estimated capital cost.

The successful bidders will take a substantial part of the
contribution, and make a return in their investment by leving a
charge on users, The exact amount and timing of the SMG's
financial contribution will be determined by the competition. SMG
also prepares to shoulder a proper share of risk associated véith
the project.



Competitions will be launched on and after July 1998 to find
private sector consortia to build and finance for sections of the rail
tracks. Construction is planned to. start in 1999 and the new lines
will be open by stages in the early years of the next century. The
project needs to be authorized by the Private Chpital Inducement
Act, which was enacted on December 1994,
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