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Privatization without Competition

The term “privatization” implies that it is a way to reap the
benefits of the key element of private sector operations -
competition.

But If government activities are "privatized" without choosing
the highest value alternative, the result can be increased rather
than decreased costs.

In practice, in most of the cases in which New York State
contracts out for the performance of professional services, state
taxpayers do not get the benefit of either reduced or higher
quality work.

This is particularly true in the contracting out for engineering
design services in regard to tansportation construction projects.



3 Audit Reports by 2 State Comptrollers
and a Study by by Outside Accounting
Firm All Reached the Same Conclusion

m  Almost 16 years ago, in May 1990, in issuing an audit report
on the Department of Transportation: Use of Consultant
Engineers (Report 89-S-45), State Comptroller Edward V.
Regan said that “The State Department of Transportation could
save millions of dollars by reducing its reliance on outside
engineering services for design, supervision and inspection
and, instead, increasing its own engineering staff.”

m  But since then, the situation has gotten worse rather than better.



3 Audit Reports by 2 State Comptrollers
and a Study by by Outside Accounting
Firm All Reached the Same Conclusion

® In 1998 and 2001, Regan’s successor as State Comptroller, H.
Carl McCall, issued reports on the same subject with similar
conclusions.

m A study completed in 2000 by the international accounting firm
KPMG under a contract let by the New York State Department
of Transportation found “consultants are approximately 75%
more costly than in-house design resources" and
"approximately 50% more expensive than the cost of in-house
Inspection resources.”



A 2005 Study by the Fiscal Policy
Institute Attempted to Estmate the Fiscal
Impact of These Differences

m \We used state accounting system reports to isdentify the
amount of money that the state spent on engineering
consultants during each of the last four fiscal years.

m  \We then applied the cost differential factors from the KPMG
report to estimate the amounts that the state government could
have saved If it had the staffing necessaryy to do this work in
house.



Capital Construction Object Codes
Covering Professional Consultant Services

Object Code |Description

Capital Projects - Consultant Services - Architects -
71090 :

State Projects

Capital Projects - Consultant Services - Engineers -
71100 :

State Projects
21105 CapltaI_PrOJects - Consultant Services - Bridge

Inspection

Capital Projects - Consultant Services - Engineering
71110 .

Supervision
71115 Capital Projects - Consultant Services - Material Testing
71120 Capital Projects - Consultant Services - Other




New York State Spending for Capital Projects Consultant
Services, 2001-02 through 2004-05

(in millions)

Expenditure Types 2001-02 2002-03 2003-04 2004-05 4-Year Total
Architectural Consultant

Services - State Projects $25.7 $22.4 $27.4 $26.2 $101.7
Engineering Consultant $127.8 $121.4 $128.2 $143.6 $521.0
Services - State Projects

Bridge Inspection Consultant

Services $10.9 $23.5 $19.2 $27.1 $80.8
Engineering Supervision

Consultant Services $56.1 $56.0 $61.0 $71.3 $244.4
Material Testing Consultant

Services $6.9 $8.2 $7.1 $7.8 $30.1
Other Capital Projects

Consultant Services $35.5 $38.7 $22.3 $34.4 $130.9
Total $262.8 $270.2 $265.3 $310.6 $1,108.9




Change from 2001-02 to 2004-05 in Spending for Consultant Engineers and Other
Capital Projects Professional Services Consultants

(in millions)

2001.02 2004-0 Change from 2001-02 to
. 2001-02 2004-05 2004-05
Expenditure Types Disbursements @ Disbursements

$ Change % Change
Architectural Consultant Services - State Projects $25.7 $26.2 $0.6 2%
Engineering Consultant Services - State Projects $127.8 $143.6 $15.8 12%
Bridge Inspection Consultant Services $10.9 $27.1 $16.2 148%
Engineering Supervision Consultant Services $56.1 $71.3 $15.3 27%
Material Testing Consultant Services $6.9 $7.8 $0.9 14%
Other Capital Projects Consultant Services $35.5 $34.4 -$1.0 -3%
Subtotal - Disbursements Reported with Capital o
Construction Professional Services Object Codes $262.8 $310.6 $47.8 18%
Engineering Consultant Services Disbursements
Reported Under "Other Services" (5699) Object $20.6
Codes
Total $331.2




Estimated Savings from Replacing Capital Projects Consultants with State Employees
(based on State Fiscal Year 2004-05 Disbursements)

(amounts in millions)

Estimated State Employee

Expenditure Types Actual Consultant Costs Costs to Complete Same Estimated Savings
Work

Architectural Consultant Services - State
Projects $26.2 $15.0 $11.2
Engineering Consultant Services - State
Projects $143.6 $88.3 $55.2
Bridge Inspection Consultant Services $27.1 $18.1 $9.0
Engineering Supervision Consultant
Services $71.3 $43.9 $27.4
Material Testing Consultant Services $7.8 $4.8 $3.0
Other Capital Projects Consultant Services $35.5 $21.2 $13.2
Subtotal - Disbursements Reported with
Capital Construction Professional Services $310.6 $191.3 $119.2
Object Codes
Engineering Consultant Services
Disbursements Reported Under "Other $20.6 $12.7 $7.9
Services" (5699) Object Codes
Total $331.2 $204.0 $127.1




Skyway deal appears lucrative for private investors, Chicago
Once thought too high, $1.8B seems to be right

BY MARC CHASE and KEITH BENMAN
Times Staff Writers
This story ran on nwitimes.com on Monday, January 23, 2006

* * X *

The consortium created to run the 8-mile gateway to Chicago, Skyway
Concession Co. LLC, does not give out figures on traffic flows or
financial results, according to Avis LaVelle, a company spokeswoman.

The Bond Buyer newsletter, a publication of Thomson Financial, put
Skyway profits under city ownership at $20 million to $25 million per
year in an article just after the winning bid was announced. And that was
before tolls were increased.



CITY OF CHICAGO, ILLINOIS
CHICAGO SKYWAY

STATEMENTS OF REVENUES, EXPENSES AND
CHANGES IN NET ASSETS (DEFICIT)
YEARS ENDED DECEMBER 31, 2004 AND 2003

TOLL REVENUES
CONCESSION AND OTHER REVENUES
Total operating revenues
OPERATING EXPENSES:
Administration
Operations

M aintenance

Total operating expenses before
depreciation and amortization

DEPRECIATION AND AMORTIZATION
OPERATING INCOME

NONOPERATING REVENUES (EXPENSES):
Investment (loss) income
Interest expense

Total nonoperating expenses

(Loss) income before operating
transfers out and capital grants

OPERATING TRANSFERS OUT

CAPITAL GRANTS

CHANGE IN NET DEFICIT

TOTAL NET ASSETS (DEFICIT)—Beginning of year

TOTAL NET DEFICIT—End of year

See notes to basic financia statements.

-13-

2004 2003
$ 41140582  $ 39,716,085
50,592 53,530
41,191,174 39,769,615

3,647,170 2,942,746

5,829,515 5,602,064

2,736,738 2,872,564
12,213,423 11,417,374

8,670,221 7,049,818
20,307,530 21,302,423

(78,160) 1,813,279
(21,489,148)  (19,076,631)
(21,567,308)  (17,263,352)

(1,259,778) 4,039,071
(96,000,000)

7,734,089 1,687,532
(89,525,689) 5,726,603
(45,024,170)  (50,750,773)

$(134,549,859)  $(45,024,170)




For Immediate Release
Contact: Lisa Schrader
Phone: 312-744-1835
Wednesday, January 26, 2005

01.26 City Closes Skyway Concession Sale Transaction

Receives Payment For 99-Year Lease That Will Reduce City Debt,
Create Reserve Funds, and Invest in People and Neighborhoods
""But Long Term Financial Challenges Remain' Says Budget Director

The City of Chicago this morning closed the concession sale of the Chicago Skyway and entered into
a lease with winning bidder Cintra-Macquarie Consortium, authorizing them to operate the tollway
for 99 years. In turn, Cintra-Macquarie Consortium provided City of Chicago taxpayers a single
$1.83 billion payment via wire transfer at the time of the closing.

* * *

Tolls for passenger autos on the Skyway are limited under the agreement to no more than $2.50 until
2008, $3.00 until 2011, $3.50 until 2013, $4.00 until 2015, $4.50 until 2017, and $5.00 starting in
2017, unless inflation is higher during that period, with later adjustments equal to the greater of 2%
per year, the increase in inflation, or the per capita GDP increase.

Limits on commercial vehicles are comparable to passenger autos except that the agreement
includes a congestion pricing provision, which permits a further 40% increase in daytime
commercial tolls if the operator has a program in place for granting a reduction equal to that amount
for commercial vehicles between the hours of 8 p.m. and 4 a.m.



New York Sun: Pataki Taking a Cue From Sale of Chicago Skyway
February 14, 2005 Edition
Section: New York

Pataki Taking a Cue From Sale of Chicago Skyway
BY BRIAN McGUIRE - Staff Reporter of the Sun February 14, 2005

ALBANY - Faced with a giant projected budget gap and a wobbly credit rating, the city of Chicago
decided to pull the trigger last year on a plan it had been contemplating for nearly a decade: the
privatization of an eight mile

toll road known as the Skyway.

* * *

"There are a lot of political challenges in New York," an official with the firm behind the Skyway
deal, Chris Leslie, said. Mr. Leslie, executive director at Macquarie Securities, a Manhattan-based
subsidiary of the Australian firm, said: "Our stance is that we are very well placed to handle
something like this, but it's difficult for us to push because it's so complicated. We would certainly
be interested in a transaction, but New York will be making the decision, not us."

* * *

Meanwhile, Mr. Leslie at Macquarie said those contemplating privatization should not be overly
optimistic about the its potential impact. He said such a deal would generate revenue, but that he
could not make promises about

whether the transfer would make the state's transportation infrastructure more efficient. "I don't know
that we'd be more efficient at running the Thruway," Mr. Leslie said. "I don't think there's any
discussion about efficiency. That's not any part of the story as far as we're concerned."



TOLLROADSnhews™  January 24, 2005

PRIVATIZATION

Chicago Skyway handed over to Cintra-Macquarie after wiring
$1830m

* * %

The concessionaire expects to make major savings in costs. They
will modernize toll collection by implementing an I-PASS/E-ZPass
trnasponder tolling system. Meanwhile toll collectors are being
recruited with pay in the range $10 to $12/hour versus $20/hour
more typical of state and city toll facilities.



TOLLROADSnews™ December 29, 2005
Chicago CFO touts Skyway privatization benefits

Privatization of the Skyway was "a boon for this city," writes the
City of Chicago chief financial officer, Dana Levenson in the Wall
Street Journal (2005-12-29).

* * * *

On taking over they immediately cut toll collection costs
drastically by hiring labor at market rates ($12 to $15/hr) rather
than bloated costs paid by the union-controlled city ($20/hr+).
Also within months they introduced electronic tolling.





