Urban rail for all---Adopt PPP to achieve sustainable and

inclusive Urban Rail development in China
by: Hongye Fan, Chairman Assistant of China Metro

Good Evening everyone, | am very glad to be here representing China Metro. China Metro is a private
investor and operator focusing on urban rail PPP projects in China. Today | am here to share our thoughts on
how adopting PPP models could help optimize urban rail as a public service, and more specifically, about
how it can be more people-oriented.

Not long ago, | thought urban rail did well in serving people at all levels compared to other means of public
transport, until | realized that there are about 100 million disabled people in China, and how often have | met
a disabled person in the metro? Very rarely.

I looked up the issue online and an article dating back to 2007 caught my attention. Ms. Ruan, who was
disabled and sat in a wheelchair, went to several metro lines in a city and found there was no way for her to
enter the stations, as they provided no access for physically disabled persons. So she sued the city metro
company for depriving her citizen’s right of taking the metro. The charge was rejected because having
accessible facilities for disabled people was not included in the regulations and contracts of that metro
operator. Only after this lawsuit did the metro company start paying attention to this issue and improved the
accessibility to their new stations.

This story made me reflect: Why can’t we take the demand of disabled people into consideration before they
sue us?

My answer: our metro companies are good at managing people, but what we lack is the sense to serve.
Almost all of our metro operators in China are government subsidiaries, and they are tend to carry out orders
and act only within the rules and regulations that govern their operation. They seldom take initiative to go
beyond their mandated obligations, like the metro company that was sued.

To be fair, this is not entirely the metro companies' fault. When China built the first metro in 1960s, the
central government assigned the metro project to the military team for the sake of national security. In the
1980s, it was converted into a city government owned company. Empowered by the city government, metro
companies gained rights to invest in and operate urban rails, without competition, a model that still prevails
today. The investment comes from fiscal revenue or borrowing based on the city government credit. It is the
government who takes the ultimate obligation of debt repayment, not the company. It is the government who
covers all operational lost, not the company.

Thus, we see a mismatch between rights and obligations, and the vague boundary between being an
enterprise and a government. As a result, it is difficult to fulfill an effective contract between the government
and the company. Not as effective as between a government and a private company.

This development model resulted into a huge scale of local government debt, which amounts to about 15.4
trillion RMB to the end of 2014.



Recognizing this challenge, the central government designates PPP as a tool for reform and innovation of
public service supply.

Considering the market scale, population structure and developmental stage of infrastructure, PPP has a
unique significance in China, which equals to a successful reform known as “Bao Chan Dao Hu”, a more
international interpretation is the reform of property rights system.

Actually, the traditional state-owned metro company model completed the first step of Bao Chan Dao Hu,
because the city governments contract the urban rail projects to city-owned companies. This enables an
amazingly quick development of urban rail network construction, facilitating the evolvement of a highly
competitive market of infrastructure construction.

PPP is the second stage of Bao Chan Dao Hu. In this stage, city government brings in competition into
infrastructure investment and public service operation. And the contractors change from city-owned metro
companies to private companies such as China Metro, who can invest their own money and also operate the
metro by themselves.

Private companies are the union of people. Developing the private sector and protecting private companies’
rights is a conduit for maintaining people’s rights, and as such a key aspect of People-first PPP. Private
companies and people share equal status in society. This makes private companies better service providers,
and allows for people's effective supervision of them.

Private companies use their own capital to invest, take the ultimate obligation of a project company’s debt,
get returns from good operation, will and must fulfill effective contracts with the government. Because
private companies are not the governments’ children, if making any mistakes, it won't be pardoned by a
paternal government. So the government can strictly hold us accountable based on contracts without any
hesitation. This fundamentally solves the mismatch between obligations and rights. And private companies
are motivated to save cost and continuously optimize service.

How could we strengthen the motivation by project-wide scheme design? Our company has some experience.
We recommend a subsidy system, in which a city government and we agree on a cap for annual subsidy
according to existing operational cash-flow imbalance data. If the real loss is more than what was agreed, we
will bear the extra loss by ourselves. By improving service, we will reach a breakeven point of operational
cost and revenue. That is the starting point when government pays us reasonable return as a reward of good
work. In addition, we will also apply cutting-edge technologies to improve the profitability of urban rail, and
use the revenue from that investment to compensate the operational loss.

China is an open-minded country. China Metro is an open-minded enterprise. China is actively sharing the
experience and lessons learnt from the whole World. China Metro invites the investors and operators from all
over the world, to join this round of reform together, and make a difference towards urban rail for all. |
firmly believe that the application of “People first” PPP will enhance competition in urban rail development
and incentivize developers and operators to provide better services for their customers, including Ms. Ruan
whom | hope will enjoy metro access in all China’s cities in the future.
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