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OPPORTUNITIES FOR INFRASTRUCTURE PARTNERSHIPS

INTRODUCTION

| INTRODUCTION

The Government of the Northwest Territories
involvement in partnership infrastructure pro-
Jects has its roots in the January 1998 Budget
Address of the Minister of Finance. As stated in
the Address, the Government’s intent was to
increase investment in public infrastructure by
$100 million during 1998-99 and 1999-2000,
through the use of public/private partnerships
(universally referred to at the time as ‘P3s’). In
March 1998, the Minister of Finance announced
that the GNWT
would proceed with
12 P3 pilot projects,
known collectively as
the P3 Pilot Initia-
tive.

Ultimately, only 2
projects proceeded as
P3s: the Fort Smith
Aurora College Stu-
dent Housing project,
and the Arviat Health
Centre (up until
transfer to the Gov-
emment of Nunavut
following  division).
However, several of
the originally desig-
nated projects subse-
quently  proceeded
outside the P3 process, as capital construction
projects.
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In an effort to understand what happened during
the P3 Pilot Initiative, the GNWT commissioned
an evaluation, which was conducted in two
phases by KPMG. Phase 1 was a formative
evaluation, meaning that the overall intent of the
evaluation was to promote improvement in, or
further development of, the subject of the
evaluation. In other words, the intent of Phase I
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“[F P3§ ARE TO BE CONSIDERED
AGAIN IN THE FUTURE, WE
WOULD SUGGEST THAT A
BROADER RANGE OF POTENTIAL
ARRANGEMENTS BE CONSIDERED
... AND INDIVIDUAL POTENTIAL
PROJECTS BE EVALUATED MORE fits
THOROUGHLY FOR THEIR PO-
TENTIAL AS SUCCESSFUL 235,

was to identify possible changes in policies and
procedures to improve the delivery of partner-
ship projects. In addition, Phase 1 included the
development of an evaluation framework, to be
used as the basis of the subsequent evaluation
itself, during Phase II.

KPMG drew a number of conclusions from their
comprehensive Phase II evaluation of the P3
Pilot Initiative, including:

e The GNWT tried
to do too much,
too soon.
¢ Implementing
P3s is a form of
change manage-
ment — it needs a

high-powered
champion.

e P3s can generate
significant bene-

to govern-
ments, but they
are difficult to
implement.

e The difficulty in
obtaining  suffi-
cient numbers of
high-quality bids
was a major dis-
appointment.

If P3s are to be considered again in the

future, we would suggest a broader

range of potential arrangements be con-
sidered, and individual potential projects
be evaluated more thoroughly for their
potential as successful P3s. [KPMG
2001; pp. xii, xiii]

T

Nearly five years after the P3 Pilot Initiative, it
may be opportune to revisit partnerships for the
provision of public infrastructure. Why?
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OPPORTUNITIES FOR INFRASTRUCTURE PARTNERSHIPS

Growth. Growth, be it the result of resource de-
velopment opportunities or just higher than av-
erage birth rates, puts pressure on local services
and facilities. As growth occurs, governments
need to build new infrastructure and expand the
delivery of most services. All areas of govern-
ment activity are affected by growth.

At the same time, the increased burden on exist-
ing infrastructure due to significant growth tends
to quicken the ageing process, increasing the
social and monetary cost of service disruptions
due to maintenance, repairs or replacement.
Governments can fall into a cycle of ‘deferred
maintenance’ programs from which it is difficult
to escape without access to new financial re-
sources.

Government budgets have not kept pace with the
demand for public services that characterizes
growth. Out of necessity, the need to allocate
scarce public funds in accordance with some
type of prioritization methodology results in
funding for capital projects being the first to be
cut, and the last to be addressed. This ‘residuali-
zation’ of public infrastructure invariably leads
to capital funding shortfalls which increase each
year.

Accordingly, a Deputy Ministers’ Task Team on
Meeting Infrastructure Requirements was cre-
ated last year, with the mandate to “identify the
issues, principles and possible ways to mitigate
the continuing shortfall in capital funding™ [Task
Team Terms of Reference]

The Task Team identified three general tasks to
be completed in support of their responsibilities
to Cabinet:

1. Clarify core capital needs and develop
an infrastructure policy framework to
address those needs.

2. Identify the potential for alternative ser-
vice delivery, and the leveraging of in-
frastructure investments by the GNWT.

3. Identify strategies for coping with the
infrastructure impacts of resource de-
velopment.

JUNE 2003

THE PROBLEM

This report has been prepared by RT Associates
Ltd. to address the requirements of Task #2. In
particular, RT Associates Ltd. was contracted to:
e Undertake a literature review on con-
temporary approaches to partnership ini-
tiatives;
e Assess the value of implementing these
approaches in the NWT;
» Consult with community governments,
aboriginal development corporations

and private industry in order to identify
infrastructure issues and concerns, as
well as the level of interest in partner-
ship approaches; and

o Identify potential infrastructure partner-
ship opportunities.

THE NEW HOSPITAL IN INUVIK WAS ORIGINALLY CONSID-
ERED AS A DESIGN-DUILD-FINANCE-OPERATE (DBFO)
PROSECT UNDER THE P3 PILOT INITIATIVE, BUT PROCEEDED
AS A DESIGN-BuILD PROSECT.

In addition to the reviewed literature (Appendix
1), 50 representatives from community govern-
ments, aboriginal development corporations, the
Government of the Northwest Territories, and
other organizations were interviewed (see Ap-
pendix 2). Interviewees were asked about cur-
rent infrastructure priorities, interest in pursuing
partnerships, as well as issues and expectations
in terms of addressing community or regional
infrastructure needs. 27 of the 50 interviews
were conducted in person, the balance by tele-
phone.

Further, a workshop was held in Yellowknife in
March to discuss partnership issues and oppor-
tunities. Workshop attendees represented a good
cross-section of government and industry inter-
ests (see Appendix 3).
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THE PROBLEM

2 |HE PROBLEM

In 1999 the Federation of Canadian Municipali-
ties produced a report highlighting deficits in
environmental and transportation infrastructure
across Canada'. The Federation estimated that,
at the time, there was an investment shortfall of
$16.5 billion in water facilities (mains, storage
tanks and treatment plants) and $36.8 billion in
wastewater facilities (sewers, combined sewer
and separations and treatment plants).

The Federation went on to report National Re-
search Council estimates of investment shortfalls
in municipal and regional roads of almost $9
billion, and Canadian Urban Transit Association
estimates of public transit investment shortfalls
of more than $8 billion.

As Michael Wilson, chair of the Canadian
Council for Public-Private Partnerships told at-
tendees to the Atlantic Canada Conference on
Public-Private Partnerships in June 2000:

This is in just two sectors. It does not
begin to address recreation facilities,
housing, utilities. Nor does it even begin
to address hospitals and health care,
ports, airports, national highways,
bridges, schools and more.

In the Northwest Territories, one summation of
the problem is presented by the Department of
Transportation, in the 2000 strategy document,
Investing in Roads for People and the Economy:
A Highway Strategy for the Northwest Territo-
ries. In this document, the Department identifies
two priorities:

1. to undertake activities to maintain and
preserve highways and the related sup-
port infrastructure; and

2. to reconstruct and upgrade highways.

Federation of Canadian Municipalities. Quality of Life
Infrastructure Program Proposal. Ottawa: 1999.
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For just these two priorities, the Department has
estimated the cost to be $196 million. Further, to
upgrade and expand the NWT’s highway system
sufficient to provide safe and reliable access for
people and to facilitate resource development
will require an additional $433 million over the
next twenty years. [Government of the North-
west Territories Department of Transportation
2000; p. 24]

Meeting these needs with investments spread
over a 20-year time period would require about
$31.5 million per year, ignoring cost of capital
considerations. Yet the Department has a current
funding allocation of only about $16 million per
year for this work — half of what is required.

To paraphrase Michael Wilson, this shortfall is
in just one sector. Similar scenarios exist for
education, healthcare, corrections, social hous-
ing and community-based infrastructure.

A review of the GNWT’s most recent 20-year
Capital Needs Assessment reveals total identi-
fied capital needs of about $636 million over the
next 5 years, and in excess of $3.1 billion for the
next 20 years. Summarized by department:

In thousands of § S Years 20 Years
Health and Social Services 63,365 138,290
RWED 15,581 27,771
MACA 74,792 284,243
Public Works and Services 26,585 104,694
Justice 41,122 93,733
Transportation 228,639 1,700,595
ECE 110,317 414,737
NWT Housing Corporation 70,422 327,845
Legislative Assembly 1,810 14,310
FMBS 3,560 3,560
Totals 636,193 3,109,778
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For our purposes, perhaps a more instructive
view of GNWT capital needs emerges if these
needs are categorized not by department, but by
broad infrastructure types, as shown below”.

As noted earlier, the 5-year capital needs as-
sessment amounts to about $636 million. The
largest needs are in highways, schools, social
housing and airports, which together account for
60% of 5-year needs, and 76% of identified 20-
year needs.

THE PROBLEM

Yet in the 2003-2004 Main Estimates, the Capi-
tal Acquisition Plan identifies about $74 million.
A simple extrapolation of capital acquisition
funding over 5 years at current levels yields
$370 million in allocated funding for infrastruc-
ture needs. Again, this is only about half of what
is required. Clearly, other sources of funding are
required for currently identified infrastructure
needs.

CNWT INFRASTRUCTURE NEEDS. BY TYPE

2 The GNWT Capital Needs Assessment is not disaggre-
gated by infrastructure type. Therefore a number of as-
sumptions have been made by the authors in order to
create this view. Foremost among them is including
community libraries, museams and apartment buildings
with other municipal buildings.

JUNE 2003
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A POSSIBLE SOLUTION

3 A POSSIBLE SOLUTION

The limited success of the P3 pilot initiative
notwithstanding, recent experience in many
other jurisdictions suggest that private sector
participation in partnerships with the public sec-
tor can be an effective approach to addressing
infrastructure needs.

Partnership models have undergone significant
evolution in the last few years, as more and
more governments at all levels in many coun-
tries seek solutions to deal with increasing infra-
structure needs amongst all of the other demands
for public funds.

Consequently, there is now more history of suc-
cesses (and failures) with partnership approaches
to draw on; more experiences to share; less need
to “re-invent the wheel” in light of lessons
learned and passed on by others.

A history is necessary because, as Mr. David
Lindsay, the President of Ontario’s Superbuild
Corporation, says: “Success with partnerships
comes not with the signing of the partnership
agreement, or even with the initiation of the pro-
ject. Success is measured in terms of the benefits
that have been achieved through the partnership,
but these might not be evident until 5 or even 10
years later.” [personal communication]

The literature base is growing every day. Many
have contributed to the advancement of knowl-
edge in this area, and the knowledge itself is
changing, as theoretical studies undertake before
the fact give way to empirical studies undertaken
after the fact. We now know much more about
structuring partnerships, the processes needed
for creating and managing partnerships, and in
particular, the allocation of risk among the part-
ners involved .[Pearson 2001]

JUNE 2003

At the same time, experience has shown that
partnerships can combine the skills and experi-
ence of the private sector with the social con-
science of the public sector to create a synergis-
tic approach to infrastructure development.
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CONSTRUCTION OF THE NEW AURORA COLLEGE CAMPUS
IN INUVIK WILL PROCEED AS A PARTNERSHIP BETWEEN THE
GNWT, INuviaLum DevELOPMENT CORPORATION, AND
Cwict'IN DEVELOPMENT CORPORATION.

Perhaps more significantly, perceptions about
the role of partnerships have changed in the last
few years. Initially promoted as a means of sav-
ing money on infrastructure projects, the recent
experiences of partnership proponents suggest
that the intent of partnerships should be to use
public sector funds to lever more money for in-
frastructure projects.

In the words of Cynthia Robertson, a past Presi-
dent of the Canadian Council for Public-Private
Partnerships:
P3s and other partnerships “must be
seen as a service delivery and continu-
ous improvement opportunity, not as a
means to cut expenses from capital in-
vestment.” [Robertson 2001]
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TYPES OF PARTNERSHIPS

4 [YPES OF PARTNERSHIPS

The ‘traditional’ way of presenting useful ap-
proaches to the construction and maintenance of
public infrastructure is on a continuum, where
private sector involvement/responsibility in-
creases toward one end, and public sector in-
volvement/responsibility increases towards the
other, as shown below.

PUBLIC-PRIVATE PARTNERSHIPS

As would be expected, the literature is domi-
nated by research and opinions about public-
private partnerships (P3s). The common percep-
tion of a P3 is a project where the private sector

TYPES OF PARTNERSHIPS

The types of partnerships presented in this sec-
tion include comtracting out and corporate
sponsorships (at the public sector responsibility
end of the continuum); privatization (at the pri-
vate sector responsibility end of the continuum);
and public-private partnerships (P3s), com-
prehensive development agreements, joint
ventures and coneessions (which fall some-
where in the middle of the continuum).

JUNE 2003

partner finances and builds a piece of infrastruc-
ture, then negotiates a multi-year operating lease
with government. This is a somewhat narrow
view. The Canadian Council for Public-Private
Partnerships has developed a broader one:

A cooperative venture between the public and
private sectors, built on the expertise of each
partner, that best meets clearly defined public
needs through the appropriate allocation of
risks, rewards, and responsibilities.
[www.pppcouncil.ca]
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The only essential ingredient is some degree of
private participation in the delivery of what
would be considered to be public-domain ser-
vices. [Bennett 1999]

Stephen Beatty, a senior consultant with KPMG
llp, estimates that, between 1985 and 2000, there
were 2,098 P3 projects initiated world-wide, at a
total estimated cost of US$907 billion. Most of
these projects were in Asia (732 projects valued
at US$433 billion). Nevertheless, 44 projects’
valued at US$18 billion were implemented in
Canada during this same timeframe. [Beatty
2001]

TYPES OF PARTNERSHIPS

of — as noted in the above definition — the alloca-
tion of risks, rewards, and responsibilities.

For our purposes, we have adopted the P3 classi-
fication schema of Will Lipson, KPMG [per-
sonal communication], who believes that all P3
configurations can be reduced to three broad
categories (largely because the issue of transfer
of ownership to the public sector, which differ-
entiates some models in the literature, is a non-
issue) :
Design-Build models. Under a design-
build partnership approach, government
contracts with a private partner to design
and build a facility that conforms to

DROAD P3 CATEGORIES

Desicn buip
FINANCE OPERATE
MODELS

The literature is replete with discussions of dif-
ferent classification schemas for P3s [Allan
1999}, and up to 10 different models of P3s
{e.g., Government of B.C. Ministry of Municipal
Affairs 1999], the distinctions being mainly ones

19 water and wastewater projects; 14 road and rail pro-
Jects; 8 power production projects; and 3 airport/seaport
projects.
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Desicn/bBuin
OPERATE
MODFLS

DEsion/Bun
MODELS

specified standards and performance re-
quirements. Once the facility has been
built, the government takes ownership
and is responsible for the operation of
the facility. Access to private sector ex-
perience, plus the opportunity to imple-
ment innovative design and/or construc-
tion methods are oft-cited advantages of
a design-build approach [Government of
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B.C. Ministry of Municipal Affairs
1999] In addition, the design-build con-
tract is very often a fixed-price contract,
which protects the public partner against
cost overruns. [Cole Associates Ltd.
1997]

2. Design-Build-Operate (DBO) models.
The government contracts with a private
partner to design and build a facility,
with the proviso that the public partner
will negotiate a long-term operating
lease with the private partner, during
which the private partner has an oppor-
tunity to recover its investment and a
reasonable rate of return, in addition to
compensation for ongoing O&M costs.
Under a DBO model, the private sector
partner assumes the risks associated
with operating the facility, but very little
financial risk, as the long-term lease
forms the basis for seeking financing
from a third party.

3. Design-Build-Finance-Operate
(DBFO) models. The DBFO model is
very much like the DBO model, except
that more financial risk is assumed by
the private sector partner. The DBFO
model would be used in situations where
the government is not the only user or
tenant, and there would be opportunities
for the private sector party to attract an
additional revenue stream, for example
from other organizational users, or per-
haps user fees paid directly by consum-
ers. Proponents of DBFO models main-
tain that this ensures the most efficient
and effective facility is constructed, be-
cause, a) the needs of a variety of end
users must be considered in the design
and construction of the facility; and b)
the private sector partner has an incen-
tive to minimize life-cycle costs. In re-
turn, the community is provided with a
multi-use facility, without large up-front
capital outlay and/or incurring of long-
term debt

As the reader may correctly infer from the above

categorization of P3 models, there would appear
to be a very close relationship between the struc-

JUNE 2003

TYPES OF PARTNERSHIPS

ture of a partnership and the allocation of risk
between the partners. In the words of one P3
expert:

The specification of the desired alloca-
tion of risk will largely determine the
structure of the partnership. [Allan
1999]

The major categories of risk are:

e Design and construction risks;

e Commissioning and operating risks re-
specting availability, operating costs,
performance, and maintenance;

Demand risks relating to utilisation;
Risks respecting residual values;

e Risks resulting from obsolescence or
changes in technology;

® Regulatory risks, including changes in
taxation; and

¢ Financing risks. [Allan 1999: p.15]

e : -‘_:-E;g 1¥.
o ==

THE FORT SIMPSON VISITOR’S CENTRE HAS SUFFICIENT OF-
FICE AND BOARDROOM SPACE THAT IT COULD BE A MULTI-
USE FACILTY FOR ORGANIZATIONS BASED IN FORT Simp-
SON.

.“-
|

Advantages of P3s:

In general, the advantages cited most often in the
literature about P3 models, and in particular the
DBO and DBFO models include:

e Partnering allows the public and private
sector partners to focus on their respec-
tive responsibilities and strengths.
[Business Council of BC 2002}

e DBFO P3s (as well as DBO P3s) are an
effective way to bring private money
into the construction of new infrastruc-
ture facilities or into the substantial
renovation of existing ones.

e P3 agreements tend to reduce market
and credit risks for the private sector be-
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cause the government is the major cus-
tomer (sometimes the only customer),
reducing the risks associated with insuf-
ficient demand and ability to pay.

* P3s have been used in virtually all of the

provinces and territories of Canada.

[Beatty 2001] This history of P3 pro-
jects in Canada means that potential fi-
nancial partners and operators have less o

TYPES OF PARTNERSHIPS

length and complexity of most P3 pro-
Jects make these contracts difficult to
design, a fact that often negates the posi-
tive effects of the initial competition.
[Caplan 2001]

Choosing among the P3 variants depends upon a
number of issues, including the:

Degree of control desired by the govern-

of a learning curve to climb in structur- ment;
ing such transactions. * Ability of governments and private parties to
provide the desired services;
Disadvantages:

DBO and DBFO
partnership models
are not universal
solutions to the con-
struction and opera-
tion of public infra-
structure. The most
often cited disadvan-
tages of these types
of arrangements in-
clude:

e P3s gener-
ally involve
only one fa-
cility, which
limits  the
private sec-
tor partner’s
ability to
help  opti-
mize  sys-
tem-wide re-
sources  or
efficiencies.
[Allan 1999]
P3s provide
some com-
petitive  in-
centives for
efficiency
since private
companies
must com-
pete to win
the con-
tracts. How-
ever, the
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THE Dev CHO DRIDGE: A PaRT-
NERSHIP IN ACTION

e i CHO DRIDGE CORPORATION LT, 18
PROPOSING TO DESIGN, FINANCE. CONSTRUCT
AN OPERATE A BRIDGE ACROMW THE MACKENZH
RIVER ON THE YELLOWKNIFE HIGHWAY AT FT.
PrOVIDENCE. THIS WOULD BF DONE IN PART-
NERSHIP WITH GOVERNMENT, INDUSTRY, INVES-
TORS AND FINANCIAL INSTITUTIONS,

THE CORPORATION WOULD RABE SUFFICIENT
FQUITY AND DEBT FINANCING TO DFSIGN. FI-
NANCE. BUILDY AND MAINTAIN THF BRIDGE TO
AGREFD STANDARDS (A DBEO MODEL. THE
CNWT WOULD ENTER INTO AN AGREFMENT FOR
A 35 YFAR CONCESION PERIOD WITH THI

DRIDGE CORPORATION. DURING THIS PERIOD.
THE GNWT WOULD COMMIT TO A PAYING CON-
TRIBUTION FROM ONGOING EERRY /ICF BRIDGE
SAVINGS, THE GNWT WOoUTID AlSO AGRFE TO
COLLECT AND PAY ATOLL ON COMMERCIAL VE-
HICLES CROSMSING THF BRIDGE.

V\CCORDING TO THE PROPONENTS, THE PROJECT
OFFERS A NUMBER OF ADRVANTAGES, NOT THF
LEAST GF WHICEH 15 A NORTHERNM SQLUTION WITIH
MUNIFICANT FCONOMIC SPIN-0FFS, INCIUDING
DIRECT AND INDIRFCT FISCAL BENEFITS FROM THE
BLUSINESS AND EMPLOYMENT INCOMES GENER-
ATED BY CONSTRUCTION

DEr CHO PrIDGE Corio

DENCE - Ded CHO DrID T SHEET. NOVEMBER 2002

e Legal frame-
works for pri-
vate investment
and regulatory
oversight; and

® Availability of
financial re-
sources from the
public and pri-
vate sectors.
[Bennett 1999]

There would appear
to be a strong con-
sensus in the litera-
ture that the P3 is
best partnership
model for govern-
ments to:

e Institute the
user-pay princi-
ple for new in-
frastructure;

e Leverage private
sector invest-
ment;

e Obtain facilities
at lower cost in
shorter time-
frame; and

e Transfer risk.
[Pearson 2001]
®

To this, we would

add one more suit-

able situation: where
there is an opportu-
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nity to convert the provision of a public service
into a business. [Beatty 2001]

CONTRACTING Out

Contracting out (or ‘outsourcing’) is a familiar
practice in the public sector, but is not necessar-
ily considered a partnership approach. It perhaps
should be, because such contracts are — with ref-
erence to the definition of P3s adopted by The
Canadian Council for Public-Private Partner-
ships — cooperative ventures, taking advantage
of the contractor’s expertise, and structured to
meet clearly defined public needs. The private
contractor does not typically have a relationship
with the end-users and all financial interactions
are made directly with the government. [Bennett
1999]

FOUR YEARS AGO, THE TOWN OF INUVIK DISBANDED ITS
PUBLIC WORKS DEPARTMENT IN FAVOUR OF CONTRACT-
ING OUT. THE TOWN 1S RE-EXAMINING THAT DECISION.
BUILDING AND UTILIDOR MAINTENANCE 15 NOW DONE BY
MUNICIPAL STAFF.

That risk and responsibility remain with the pub-
lic sector partner limits contracting from consid-
eration as a ‘true’ partnership. Nevertheless, the
advantages cited in the literature with respect to
contracting out suggest that this form of working
with the private sector to deliver public services
is a logical stepping stone to partnershipping,

JUNE 2003

TYPES OF PARTNERSHIPS

because of the opportunity to build capacity in
the private sector.

Advantages of Contracting:

® Service contracts provide a relatively
low-risk option for expanding the role of
the private sector, and going through the
process of awarding them helps gov-
ernments gain a more complete under-
standing of their infrastructure systems.

e Service contracts have great potential to
provide better system operation, allow-
ing the government to obtain improve-
ments in performance and efficiency
through technology transfer and the ac-
quisition of technical and/or managerial
capacity.

e Contracts are generally the most com-
petitive form of delivering public ser-
vices. Since the contracts are reissued
frequently, contractors should be under
continuous pressure to keep costs low.
Also, because contracts are limited in
scope, the barriers to entry are fairly
low. For example, more businesses have
the capacity to install water meters or
repair water pipes than to operate an en-
tire urban water system. This not only
increases competition, but also provides
a greater opportunity for the government
to award the contract to a local business
without sacrificing cost or quality.
[Allan 1999]

Disadvantages:

e Service contracts do not involve signifi-
cant infusions of private capital, nor do
they necessarily create a base from
which to optimize entire infrastructure
systems. As a result, the contractor's ef-
fectiveness in improving the service per-
formance is limited by the government’s
ability to provide the necessary capital
investments and direction.

e Service contracts leave the government
in charge of many of the most explosive
political issues — the fee imposed for
services and the ownership of the under-
lying assets. Therefore, they do little to
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separate the operator from political in-
tervention.

* Municipalities are often under pressure
to award service contracts to the lowest
bidder without considering the busi-
nesses’ ability to provide high quality
service. This can stifle the private sec-
tor’s incentives to propose innovative
solutions to providing the service both
during the bidding process and during
service provision. [Montague 1999]

CONCESSIONS

Under a concession,
the government
awards the private
contractor (conces-
sionaire) full respon-
sibility for the deliv-
ery of infrastructure
services in a speci-
fied area, including
all related operation,
maintenance, collec-
tion and manage-
ment activities. The
concessionaire is

PORT HARDY WATER TREATMENT
FaciuTy: A DEesIGN-DuILD-
OPERATE CONCESSION

IN ORDER TO ADDRESS POOR WATERQUALITY
CONCERNS, THE DistrRICT OF PORT HARDY In
DLC.. WANTED TO EXPLORF BFTTER WATER
TREATMENT OPTIONS AND FINANCIAL PARTNER-
SHIPS WITH PRIVATE ENTERPRISE.

THE DISTRICT SIGNED A 2
CONTRACT IN 1999 WITH ADUALTA CORPORA-

C=YTEAR PERFORMANCE

TYPES OF PARTNERSHIPS

the concessionaire for the duration of the con-
tract, but they remain government property.
Concessions are usually awarded for time peri-
ods of over 25 years. The duration depends on
the contract requirements and the time needed
for the private concessionaire to recover its
costs.

The private sector operator is responsible for all
capital and operation costs — including infra-
structure, energy, raw materials, and repairs dur-
ing the contract life. In return, the private opera-
tor collects the tariff directly from the system
users. The tariff is typically established by the
concession contract,
which also includes
provisions on how it
may be changed
over time. [Bennett
1999]

In essence, a conces-
sion can be viewed
as a ‘bundling’ of
projects to create a
DBFO-type of part-
nership on a regional
(or  geographically
larger) basis.

responsible for any
capital investments
required to build,
upgrade, or expand
the system, and for
financing those in-
vestments out of the
tariffs paid by the
system users. The
public sector is re-
sponsible for estab-
lishing performance
standards and ensur-
ing that the conces-
sionaire meets them.

In essence, the pub-
lic sector’s role
shifts from being the
provider of the ser-

vice to the regulator of its price and quantity.
The fixed infrastructure assets are entrusted to
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TION (NOW [PCOR) TO DEMGN, BUHLD AND
OPERATE A WATER TREATMENT FACILITY AND RE-
LATED WATFRWORKS INFRASTRUCTURE. Fisanc-
ING WAN ARRANGED BETWEEN THE DISTRICT OF
PoRT HARDY AND AN INTERMEDIARY 1FASING
COMPANY . WITH GUARANTEES PROVIDED BY THI
PROVINCIAL COVERNMENT

[TPCOR 1y RESPONSIBLE FOR ALL TECHNOLOGI-
CAL PERFORMANCE. [T ALSO PROVIDED A COST
GUARANTEF FOR THE LIFF OF THF CONTRACT,
AND RECEIVES INCENTIVES FOR OPERATING COST
WVINGS, THE DisTRICT OF PORT HARDY 15 RE-
SPONSIBLE FOR REVENUE COULECTION FROM L=
FRS

L COUNCIL FOR PURLIC PRIVATE PARTSER-

THE Cax

FLECTED PUBLC-PRIVATE PARTNFR-

w29

Advantages:

e Concessions are
an effective way
to bring private
money into the
construction of
new infrastruc-
ture facilities or
into the substan-
tial renovations
of existing ones.

e Combining the
responsibility for
investments and
operations gives
the concession-
aire strong in-
centives to make
efficient invest-

ment decisions and to develop innovative
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technological solutions, since any gains in
efficiency will directly increase profits.

* Concessions are less prone to political
interference than government-operated
utility services because the service stays
under the same operator regardless of
changes in political positions. [Bennett
1999]

Disadvantages:

® Large-scale concessions can be politi-
cally controversial and difficult to or-
ganize. In particular, concessions often
suffer from a failure to undertake suffi-
cient dialogue and joint planning prior
to entering into binding contractual
commitments.

* Although concession contracts specify
performance targets, price adjustment
mechanisms, and service standards,
governments generally find that they
need to regulate concessions. This often
requires governments to expand signifi-
cantly their regulatory capacity.

e It is difficult to set bidding and contrac-
tual frameworks for concessions that are
likely to evolve over a period of 25
years of more. No one can predict in ad-
vance — with the level of certainty ap-
plied in traditional public sector bid
specifications — the most efficient and
effective ways to provide the desired
service over that period of time.

CORPORATE SPONSORSHIPS

Corporate sponsorships are a very controversial
issue in virtually every city that allows them
[Whitnall 1997]. In Canada, large private com-
panies pay millions of dollars for corporate
sponsorship, supporting everything from sports
arenas and teams to performing arts theaters.
These sponsorships have been viewed as com-
mercial transactions and as such were never un-
der the scrutiny of the public eye. In many cases,
these business transactions made good business
sense: from an advertising and community sup-
port perspective, sponsorships often cost no

JUNE 2003

TYPES OF PARTNERSHIPS

FAMILY CENTR
FUNDRAISING
CHALLENGE

i

=

A=
Be a |
part
of {
the

Dream...

THE TOWN OF INUVIK HOPES TO USE CORPORATE SPON-
SORSHIPS AND OTHER DONATIONS TO FUND UP TO $2 ML~
UON OF THE ESTIMATED $6-7 MILLION COST OF ITS PRO-
POSED NEW FAMILY CENTRE.

more than normal conventional commercial
product promotion and advertising.

When sponsorship enters the public sector arena,
it becomes a totally different matter. Municipali-
ties must demonstrate that corporations taste-
fully can lend name and logo to parts of build-
ings, programs and other assets. The sponsor-
ships must be discreet, of high quality and gov-
erned by a signed agreement clearly defining the
direction of both parties. [Whitnall 1997]

Indeed, the Town of Inuvik has recently
launched a comprehensive and sophisticated
campaign to attract corporate sponsorships for
its proposed new Family Centre. A Family Cen-
tre Sponsorship and Gift Book describes the pro-
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ject and its importance to the community, and
illustrates 21 different sponsorship opportunities.
For $3,000, a sponsor can have its corporate
name and logo on the door to the First Aid
Room. At the other end of the sponsorship spec-
trum, for $250,000, a corporate sponsor will
have the Family Centre named after it.

David Lindsay: in a municipal context, busi-
nesses that would not look at a DBFO project
may often be willing to provide a substantial
donation to that project, because of their assess-
ment of the risks entailed in the former versus
the latter type of par-
ticipation. [personal
communication]

Corporate  sponsor-
ship is an extremely
competitive domain.
Companies are
overwhelmed with
proposals, and must
be approached with

(COMPREHENSIVE DEVELOPMENT

TYPES OF PARTNERSHIPS

residents and aboriginal communities — mainly
through training, employment, business oppor-
tunities, and by supporting schools and educa-
tional programs.” [Kupfer 2003; p. 12]

COMPREHENSIVE DEVELOPMENT
AGREEMENTS

Comprehensive development  agreements
(CDAs) are agreements between a municipality
and a developer under which the developer, in
exchange for development approval, agrees to
provide specific on-
or off-site works
and/or amenities for
the broader commu-

AGREEMENTS DEST PRACTICES nity.

DE CONSISTENT. 1115 IMPORTANT THAT The
OCAL GOVERNMENTY APPLY MMILAR FEXPFCTA-

TIONS AND RULES WHEN NEGOTIATING IMFFERENT
AGREFMENTS,

works and
amenities provided
through a CDA are
over-and-above the
services that would

strong business cases
and in a professional
manner. [Heritage
Canada 2002]

As a source of funds
for public infrastruc-
ture, corporate spon-

PREPARE A STRATEGY. locat Gov-

ERNMENTS SHOULD PREPARE LONG TERM STRA-
TEGIC IPLaNS, OR FACILITIES STRATEGIES, THAT
CEEARLY OUTLINE THE COMMUNITY™S NEEDS AND
VIMION, AND THE DEVELOPERS RESPONSIBILITIES,
LOCAL GOVERNMENTS THAT USF SUCH PLANS AS
THE BaASMS FOR COMPREHENSIVE DEVELOPMENT
VGREEMENTS WILL HAVE A STRONG BASK TO

be required to facili-
tate development of
the particular site,
and that would be
secured through de-
velopment  works
agreements, devel-
opment cost charges

sorships have been
used successfully for
recreation programs
and maintenance,
buildings, parks, and
information technology upgrades.
1997]

WITHATAND CRITICIM,

B.CL DEVELOIMENT

[Whitnall

Are corporate sponsorships appropriate for other
forms of infrastructure? In a complimentary
study on coping with the infrastructure impacts
of resource development — directed by Yellow-
knife-based Terriplan Consultants Ltd. — it was
noted that “corporations tend to support more
social or human services than physical infra-
structure”. [Kupfer 2003; p. 6] Further, some
corporations that had provided infrastructure in
aboriginal communities believed that there were
“more appropriate ways to provide benefits to

JUNE 2003

and other finance
tools.

FisanNcE CHoCBE CuinE v 51

Specific types of
works and amenities
that might be secured through a CDA would in-
clude:
e social housing;
e ljbraries;
e fire halls;
s greenspace development (e.g., parks,
walkways and trails). [Government of
B.C. Ministry of Municipal Affairs
2000]

The rationale for CDAs is that new development

should, to the extent possible, have a neutral im-
pact on municipal services. CDAs are used by
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many municipal jurisdictions in Canada to ob-
tain contributions from developers toward com-
munity works and amenities, in exchange for
development approval, thus helping to achieve
the desired neutral impact on municipal services.

TYPES OF PARTNERSHIPS

be secondary to the developers’ own needs. That
is, the developers would be willing to invest in
such infrastructure as hydro-electric develop-
ment or the development of gravel resources if it
proved to be a cost-effective solution to pipe-

CDAs, by necessity,
are negotiated on a
case-by-case basis.
Factors such as
changing economic
conditions, variable
city-developer rela-
tions and the spe-
cific needs of the
local community
serve to make each
development project
distinct.  Notwith-
standing the unique-
ness of each case, it
is important for a
municipality to
adopt a consistent
approach to CDAs.
Such an approach
reduces uncertainty

[HE ATHABASCA TRIBAL COUNCIL:
DUILDING HUMAN AND PHYSICAL
CAPACITY THROUGH A CDA
INCREASED Ol AND GAS ACTIVITY IN THE NORTH-
FASTERN PART OF ALBERTA HAN HAD A SIGNIFICANT
IMPACT ON SURROUNDING FIRST NATIONS COM-
MUNITIES, THE ATHABASCA TRIBAL \COUNCIL —
REPREAENTING FIVE FIRST NATIONS — RECENTIY
SMGNED A 3-YFAR AGREEMENT WITH THF ATHA-
BASCA REGIONAL DEVEIOPERS — A GROLP OF
COMPANIES WORKING IN THF AREA.

THE AGRFEMENT ADI WESES ENVIRONMENTAL 8=
SUEY, EMPLOYMENT AND TRAINING INITIATIVES.
WD PHYSICAL INFRANTRUCTURE DEVELOPMENT.
[HE ATHABASCA TRIBAL COUNCIL HAS COMPAN-
IO AGREEMENTVWITH SLE THREF LEVELS OF GOY-
ERNMENT TO PROVIDE *TOM LIP" FUNDS FOR
PROGRAMN COVERFD UNDER THE AGREFMENT,

1 " T an + ar 1 oy s 1 TF AT TN W
THE CasaDian COoUNOIL Bk IPuBsic TRIVATE AR INER

SELECTED PUBLIC-PRIVATE [ARTNER-

line-specific needs.
A CDA would help
to ensure secondary
benefits to commu-
nities from such in-
frastructure  devel-
opment. This con-
firms Kupfer’s ob-
servation that corpo-
rations will invest in
infrastructure  that
they need for a par-
ticular project
[Kupfer 2003; p. 5]

JOINT VEN-
TURES.

Joint ventures can
be undertaken Dbe-
tween public sector
partners, or between
public sector part-
ner(s) and private

for developers
which, in turn, re-
duces  transaction
costs associated
with the negotiating
process. [Govern-

ment of B.C. Minis-
try of Municipal Affairs 2000]

The Town of Inuvik is very aware of the poten-
tial infrastructure contributions that may come
with a Mackenzie Valley pipeline, citing “in-
creased access to hydro-electrical sources, natu-
ral gas, fibre optics and gravel resources™ as just
some of the benefits that may result’. The idea
of a comprehensive development agreement be-
tween pipeline developers and Beaufort-Delta
communities is very appealing to Inuvik’s civic
leaders, but the point was made during consulta-
tions that the benefits that might accrue to com-
munities under such an agreement would likely

Excerpted from the planned agenda for the Inuvik Petro-
leum Show, scheduled for June 18-19, 2003.

JUNE 2003

sector partner(s).

Joint venture part-

nerships are alterna-
tives to full privatization in which public and
private organizations assume co-responsibility
and co-ownership for the delivery of infrastruc-
ture services. Under a joint venture, the partners
can either form a new company or assume joint
ownership of an existing company. [Bennett
1999]

Joint ventures are useful when all partners have
an expectation of benefit - be it profit, an eco-
nomic or a social return. Under a joint venture,
the public and private sector partners must work
together from the earliest possible stages (i.e.,
often right from the pre-feasibility stage.

Typically they're used when shared use is re-
quired to make the project financially viable, or
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there are opportunities for complementary reve-
nue-producing businesses side-by-side with the
provision of public services. Joint ventures are
characterized by a sharing of the financing re-
quirements, and a sharing of any revenues that

TYPES OF PARTNERSHIPS

e Early participation by the public and
private sector partners allows for greater
innovation and flexibility in project
planning and helps ensure that both the

might accrue. [Caplan 2001]

Advantages of Joint Ventures:

public and private partners are able to
optimize their goals.

Disadvantages of Joint Ventures:

» Joint ven- » In some cases
tures com- local govern-
e pe “THE DIG PIPE™: A JOINT VEN- ment sharehold-
vantages o f
oWl TR E (N WATER DELIVERY oy
sector with % 1994, THE REGION OF HAlTON 1IN ONTARIO sponsibilities,
ILCESCC SO (1F NTIFIFD THE NFED FOR NEW WATER AND which can lead
sponsibility WASTEWATER DELIVERY INFRASTRUCTURE IN to a conflict of
ARG SO ORDER TO SUPPORT NEW SUBURBAN DEVELOD- interest for the
SN MFNT. THE REGION DECIDED TO HAVE THE PRO- municipality in
iR £CT FUNDED BY LAND DEVELOPERS IN ORDER maintaining both
el (> REDUCE THE IMPACT ON TAXPAYERS, public account-
tor. ability and an

e Under P THF REGION CREATFD WHAT IT CALLED A "PART- eye on maximiz-
joint ven- NERSHIPF TRIANGLE™, INVOIVING THF L?ft_-l'i.}\: AN lng returns to the
ture, both REGUIATORY OVERSEER., THE DEVELOPMENT venture. This
the  public COMMUNITY AS FUNDING SOURCE. AND THT can increase the
and private CONSTRUCTION TEAM AS THF DESIGN-BUILD risk of political
LV Bl CONSORTIUM, PHASE | OF THE PROJECT BECAMF interference and
LR UG OV N AS THE DIG PIPE™ SINCE IT CONSISTED reduce potential
invested in OF NFW WATER - AND WASTERWATER. MAINS. gains from pri-
NS G A D2 0)1FCT PLANNING. FINANCING. RISK FOR COST vate sector man-
oA TIMATES, COST OVERRUNS AND PROJECT COM- agement.
RGN 110N TIMING WaS SHARED AMONG THE THiREr TR sector
have a i eT S organizations
strong inter-  [EMMAINY [!ft_ \JE.I\RFI'I RISKS AND A FINED PRICE tend to foous on
est in seeing FOR THE DESIGN-BUILD ALLOWED IIFE CEVELOP- the “bottom
the venture ERS TO SFCURE EXTERNAL FINANCING, WHICH line”. Govern-
work. This WOELULD NOT HAVE BFEN HKELY UNDER A CON- ments focus on
N UV ENTIONAL ARRANGEMENT. the process.
for better s Cousch POk Pustic s PaRTNER- These differ-
conflict 15 SELECTED PUBLIC-PRiv ences are often
manage- i FANADA, I 36 manifested  in
ment. the timetables

e Full respon-

sibility for investments and operations
gives the public and private sector part-
ners a large incentive to make efficient
investment decisions and to develop in-
novative technological solutions, since
any gains in efficiency will directly in-
crease their profits.

JUNE 2003

each sector con-
siders reasonable and can create barriers
during the project development phase. [Ben-
nett 1999]

An important point to keep in mind about joint
ventures is that the early involvement of both
parties that is required for joint ventures typi-
cally precludes the use of traditional public ten-
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der procedures and promotes the use of alterna-
tive procedures such as direct negotiation. This
can raise concerns about transparency, which
could affect acceptability and additional private
sector investment. [Bennett 1999]

PRIVATIZATION

Privatization is the process of transferring own-
ership of a public good or service to the private
sector. [Allan 1999]

Privatization
is not a part-
nership, but is
included be-
cause in one
particular
case that has
implications
for how pub-
lic  services
are delivered,
privatization
lead to a par-
ticularly  in-
triguing type of partnership: the consumer ser-
vices corporation, a name given to the organi-
zation that is Nav Canada.

Nav Canada purchased and operates the air
navigation system that used to be part of Trans-
port Canada. Nav Canada is a non-share capital
corporation. This means that no one owns equity
in Nav Canada. The corporation is capitalized as
a public debt issuer in the capital markets, with
some $2 billion in fixed income securities.
[Crichton 2003]

What makes Nav Canada unique is that consum-
ers — users of Nav Canada’s air navigation ser-
vices — play a prominent role on Nav Canada’s
Board of Directors. In the words of John Crich-
ton, the President and CEO of Nav Canada, the
rationale for a consumer services corporation is:
user pay — user say. [Crichton 2003} Crichton
goes on to enumerate the advantages of a con-
sumer services corporation:

e Separate system operator from regulator

JUNE 2003

TYPES OF PARTNERSHIPS

Maintain or enhance safety
Improve customer service
Invest where needed

Improve operational efficiency; reduce
overhead

e Reduce bureaucratic restraints

The key point to make about consumer services
corporations is that it is very much a bottom-up
approach. In other words, the consumers of the
services provided by the organization — not gov-
ernment, not industry per se, drive the model.

“NAVCANADA IS THE IDEAL PUBLIC PRIVATE
PARTNERSHIP: PRIVATE CAPITAL. CON-
SUMER-DRIVEN GOVERNANCE AND CON-

SUMER-DRIVEN MANAGEMENT ARE RUN-
NING AN ESSENTIAL PUBLIC SERVICE FOR-
MERLY OPERATED BY THE GOVERNMENT.

ANTHONY FRUL. 2002
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LESSONS

5 LESSONS FROM
OTHER JURISDICTIONS

There are lessons to be leaned from virtually all
of the articles reviewed, many of which have
been incorporated into the material presented in
the previous chapter. This chapter presents ex-
amples from other jurisdictions, chosen to high-
light important lessons:

1. England’s Private Finance Initiative: opti-
mizing the sharing of risk with the private
sector;

2. Ontario’s Superbuild Corporation: organiz-
ing to give capital spending a higher profile;

3. Vancouver Airport Services Ltd.: taking a

private sector approach to the delivery of
public services;

4. New Zealand’s Westland District Council:
matching costs to benefits in an effort to
identify who should pay for what public ser-
vices;

5. the United Nations’ Public-Private Partner-
ships for the Urban Environment: using in-
ternational expertise to build leadership and
capacity at the community level; and

6. the Emerging Africa Infrastructure Fund:
mobilizing and consolidating financing to
facilitate the construction of community in-
frastructure.

HARNESSING PRIVATE SECTOR
STRENGTHS: ENGLAND’S PRIVATE
FINANCE INITIATIVE

Arguably no jurisdiction has made greater use of
partnerships than England. Faced with a growing
need for new and renewed infrastructure con-
comitant with a desire to keep public spending
under control, the then Conservative government

JUNE 2003

to introduce the Private Finance Initiative (PFI)
in 1992. When the Labour government came to
power in 1997, they continued the PFL. There
were three fundamental types of PFI projects:

1. projects undertaken by the private sector
with cost-recovery by means of user-charges
imposed on the final user;

2. projects involving the sale of services to the
public sector, with costs being recovered
from the relevant public body or bodies by
these sales or lease proceeds (e.g., privately
financed prisons and the provision of rolling
stock to state railroad lines; and

3. joint ventures, where the cost of the project
was met partly from public funds and partly
from private sources, with overall project
control resting with the private sector.
{Allan 1999: 10]

Early projects focused on the transportation sec-
tor, but a year later the government announced
that National Health Service organizations
would no longer have access to public funds for
capital projects unless they could show that they
had carefully explored PFI options and found
them to be impractical. [Montague 1999]. To-
day, Partnerships UK, the organization that
promotes and constructs partnership deals, is
involved in virtually all public infrastructure
requirements’'.

Partnerships UK is a public private partnership with a
public mission. It has been promoted by the Government
to take forward and expand the initial work undertaken
in-house by the UK Treasury, in developing public-
private partnerships. Partnerships UK is not an adviser. It
acts as a “partnership developer’, working in partnership
with public bodies to promote and construct partnerships
with the private sector.
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In the early days of the PFI, emphasis was
placed on shifting risk to the private sector. But
over time, it became evident that the best value-
for-money could be achieved by pursuing the
optimal allocation of risk, with each partner tak-
ing on the particular risk that it was best able to
manage [Allan 1999; p. 15]

It is important to note that the PFI does not re-
sult in new investment for infrastructure. The
public authority will ultimately pay back the
private consortium the money it has borrowed,
interest on the loan and also shareholder profits.
[Rowland 2002]
However, Bennett
Jones LLP, in a 2001
study of the Private
Finance Initiative for
the Ontario Hospital
Association, dis-
covered that the risk-
adjusted cost of
capital was in fact
less than the public
comparator.  Their
research led them to

conclude that,
following the
introduction of the PARTNERSHIPS UK WEBSITE
Private Finance

Initiative, financing
rates became more competitive as P3 markets
matured. [CCPPP 2002]

England’s experience with the PFI has much to
teach about risks and rewards in partnerships.
From the Partnerships UK website:

Above all, PPPs are about making the
best possible use of taxpayers funds. Ex-
perience has taught us that excessive
risk transfer is not smart - either the
bidders will charge an excessively high
risk premium or they simply balk at ac-
cepting the risk altogether. We seek op-
timal, not maximum, risk transfer.

Another of the lessons to be learned from the
PFI is that the structure has to be simplified and
responsibilities made clear. It was acknowledged
that departments and agencies had to be ac-

JUNE 2003

RISK PREMIUM OR THEY SIMPLY

BALK AT ACCEPTING THE RISK AL-
TOGETHER. WE SEEK OPTIMAL,
NOT MAXIMUM, RISK TRANSFER.™

LESSONS

countable for their procurement decisions, but
the complexity of many PFI transactions re-
quired a level of commercial knowledge and
experience that was in short supply in the rele-
vant public agencies.

Another requirement evident in the early stages
of the PFI was the need to transform roles, re-
sponsibilities and thinking within the public sec-
tor. The successful exploitation of public-private
partnerships requires that government bodies
change from being the owners and operators of
assets into intelligent purchasers of long-term
services. [Allan
1999; Bennett 1999]

“EXPERIENCE HAS TAUGHT US THAT
EXCESSIVE RISK TRANSFER IS NOT
SMART - EITHER THE BIDDERS WILL
CHARGE AN EXCESSIVELY HIGH

After a decade of
involvement with the
PFI , the UK gov-
ernment is taking a
more strategic ap-
proach to the use of
public-private part-

nerships This
means that, rather
than considering

every infrastructure
construction project
to be a potential
partnership with the
private sector, senior
staff in Partnerships UK are looking at particu-
larly for those projects that offer the best value
for money.

We now see PPPs not only as a way of
boosting investment in public infrastruc-
ture but also as an essential part of the
Government’s continuing mission to
modernise the public sector - so [PPPs]
have acquired a strategic as well as just
a financial dimension. [Partnerships UK
website]
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ORGANIZING TO ENCOURAGE PART-
NERSHIPS: ONTARIO’S SUPERBUILD
CORPORATION

The Ontario SuperBuild Corporation was cre-

LESSONS

ing Ontario’s infrastructure deficit. [personal
communication]

One of the early challenges for Superbuild was
how to bring private sector expertise into the

ated in December
1999, in response
to the Ontario Jobs
Investment
Board’s Report, 4
Road Map 1o
Prosperity. In the
report, the Board
called attention to
the province’s
growing infra-
structure  deficit.
The government
responded by cre-
ating the Super-
Build Corporation:
a $20 billion, five-
year initiative to
address Ontario's
infrastructure
needs and meet the
economic chal-
lenges of the new
millennium. These
goals will be ac-

SUPERBUILD CORPORATION

THE ONTARIO SUPERDUI D CORPORATION WAS
CREATELDY IN [.-'[le MBER 1999, IN RFEAPONSF TO THI
UNTARIO JOBS INVESTMENT BOARDS REPORT. 4
NOAD MAP 1O PROERITY, IN THE REPORT. THF
DBOARD CALLED ATTENTION TO THF PROVINCE'S
GROWING INFRASTRUCTURF DEFICIT. THF GOVERN-
MENT RESPONDED BY CREATING THE SLrErDBUILD
CORPORATION: A $20 BILLION. FIVE-YEAR INITIATIVE
1O ADDRFS ONTARION INFRASTRUCTURF NEED
AND MEET THE FCONOMIC CHALLENGES OF THE NFW

MILLESNIUM, THESE GOALS WL BE ACCOMPUSHED
THROUGH INNOVATIVE PARTNERSHIPS WITH THE PUB-
LIC AND PRIVATE SECTORS.

W PART OF THE GOVERNMENTS LARGIR ECONOMIC
PLAN, THE MUPERDUND CORPORATION Wil CON-
TINUE TO IDENTIFY OPPORTUNITIES FOR PRIVATI
SECTOR INVOIVEMENT IN THE DEIVERY OF GOV-
FRNMENT PROGRAMS AND SERVICES. THE ONTARIO
SWrERDUILD CORPORATION 18 AN AGENCY OF THE
MINSTRY OF [INANGE AND REPORTS DIRECTIY TO

‘P3 system’ on the
public side.
Through  experi-
ence, Superbuild’s
senior staff have
come to the reali-
zation that it is
better to use pri-
vate sector P3 ex-
pertise on an as-
need basis through
consulting  con-
tracts, rather than
attempt to staff an
internal unit.

Another lesson
learned by Super-
build senior staff
is — in DBFO pro-
Jjects — not to fixate
on capital costs,
but rather, to re-
member that such
projects will often

complished | : o
through innovative THE MINISTER OF FINANCE.
partnerships  with

the public and pri-
vate sectors.

Proponents of P3s argue that partnering can al-
leviate chronic under-investment that arises be-
cause capital spending tends to have a lower po-
litical priority than expenditures on current ser-
vices. [Business Council of BC 2002]. Accord-
ing to the President of Superbuild, one of the
objectives of the Government of Ontario in es-
tablishing Superbuild Corporation was indeed to
give a higher priority to capital spending by the
Province. Indeed, Mr. Lindsay contends that the
main goal in creating the Superbuild Corpora-
tion was to provide a strategic focus for capital
spending, and secondarily, to bring more inno-
vative financing approaches to bear in address-
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last 25-30 years,
and more often
that not, will entail
substantially more
in O&M expenditures over that period than the
initial capital outlay.

MORE EFFECTIVE AND EFFICIENT AIR-
PORT MANAGEMENT: VANCOUVER
AIRPORT SERVICES LTD.

In 1991 the Auditor General raised the issue of
federal Transportation Department spending on
airports. From 1992-1993, Transport Canada
studied the feasibility of privatizing the airport
system, and in 1994 announced the National
Airport Policy, designed in part to transfer air-
port operations to local authorities. The intent of
the NAP was to reduce costs and improve effi-
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ciencies by changing the role of the federal gov-
ernment from airport owner and operator, to that
of owner and landlord (although the federal gov-
ernment would maintain its role as airport regu-
lator). Pursuant to the NAP, the federal govern-
ment retained ownership of the 26 large airports
identified as part of the National Airports Sys-
tem. However, these airports were to be leased
long-term to Canadian airport authorities, that
would be respon-
sible for financial
and operational
management.

(Ownership  of
regional/local and
other smaller air-
ports would be

NERSHIP

transferred to
regional inter-
ests.)

Vancouver Inter-
national Airport
was one of the

HAMILTON INTERNATIONAL AIRPORT:
A LEASE-DEVELOP-OPERATE PART-

In 1995, THE CITY OF HAMILTON SOUGHT A PUBLIC-
PRIVATE PARTNERSHIP TO FLMINATE THE OPFRATING
DIEFICIT, AND REALIZE THE FULL ECONOMIC POTENTIAL
OF TS AIRPORT. IN RESPONSE TO AN REDP, TRADEPORT
INTERNATIONAL CORPORATION (A CONSORTIUM OF A
LOCAL LAND DEVELOPMENT COMPANY. THE LABOURERS
INTERNATIONAL L'SION OF NORTH AMERICA, AND
VANCOUVER AIRPORT SERVICES | TD.) ASSUMED FULL

LESSONS

Turks & Caicos; Bermuda; Jamaica, and five
airports in Canada, including Cranbrook, Kam-
loops, Fort St. John, Hamilton, and Moncton.

VRAS makes substantial investments in up-
graded airport infrastructure, and makes a profit
from its airport operations. ‘Traditional’ revenue
streams available to VRAS include airline user
charges (e.g., landing fees, concession fees and
leasing space in-
side an airport)
and airport im-
provement fees
(paid by all pas-
sengers  passing
through the air-
port). However,
the operating phi-
losophy intro-
duced by the
Vancouver Inter-
national  Airport
Authority, and
now marketed by

four original air-
ports to move to
privatization, to-
gether with Cal-
gary, Edmonton
and Dorval in
Montreal. Since
1992, Vancouver
International Air-
port has been op-
erated by the
Vancouver Inter-

national Airport
Authority — a
community-

based, non-share,

RESPONSIBILITY FOR OPFRATIONS UNDER A 40-YEAR
LEASE AGREEMENT. TIROM 1996 TO 2001, THE CONSOR -
TIUM INVESTED OVER §15 MILLIDN IN RUNWAY UP-
GRADES AND NEW CARGO AND PASSENGER FACIHLITIES.
PRIOR TO THE PARTNFRSHIP, THE AIRPORT WAS LOMNG
300,000 ANNUALLY. T NOW OPERATES PROFITABLY.
WITH NO COST TO TAXPAYERS. AND A PROFIT-SHARING
ARRANGMENT WITH THE CITY OF HasMitton.

IN JUNF 2002, VANCOUVER AIRPORT MsFRVICES 18-
VESTED §22-MILLION IN TRADFPORT INTERNATIONA
CORPORATION. BECOMING THF MAIN SHAREHOLDFR
OF THE AIRPORT AND DEMONATRATING TS CONFI-
DENCE IN THE AIRPORTS GROWTIH AND FUTURE.

AnAraN COuNCIL FO

VRAS, is to iden-
tify and exploit
non-aeronautical
revenue streams.
The two best ex-
amples of these
are creating and
leasing retail
space inside an
airport  (shops,
restaurants, bars,

entertainment);
and developing
and leasing land
adjacent to an
airport for com-

not-for-profit or- FCTS: SELECTED PUBL
ganization. '
The Vancouver
International Airport Authority later established
a subsidiary company — YVR Airport Services
Ltd. (YVRAS) — to market its management ex-
pertise, operating philosophies and operating
systems around the world. VRAS now operates
14 airports in: Santiago, Chile; the Dominican
Republic (four airports); Montevideo, Uruguay;
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plementary  in-
dustrial develop-
ment (i.e., busi-
nesses that mar-
ket products or services to airlines, or businesses
that rely on air transportation for importing raw
materials and/or exporting finished products).
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For airport owners, this management approach
translates into lease and profit-sharing revenue,
rather than operating losses.

Airports around the world are increasingly real-
izing the value of a strong commercial orienta-
tion. They are no longer merely institutional fa-
cilities engaged in the transportation of travel-
lers; rather, airports are dynamic entertainment
and retail complexes that capitalize on market
opportunities generated by the flow of passen-
gers and other airport users. Extra revenue
earned from these commercial sources helps to
reduce aeronautical fees and charges, which
makes airports more competitive and allows
them to attract additional business. Further, by
using a commercial approach in the infrastruc-
ture design phase, airports can lower costs, di-
versify revenues, safeguard the bottom line and
move more quickly toward financial independ-
ence. [YVRAS website]

MATCHING CosTs TO DENEFITS: NEW
LEALAND’S WESTLAND DISTRICT
CounciL

The Westland District Council of New Zealand
is a large rural area on the west coast of the
South Island. The population of the District, ac-
cording to the 2001 Census, is 7,776, of which
3,087 live in one main community, Hokitika.
The main growth opportunities are associated
with the tourism and mining industries.

Westland District Council provides a wide range
of municipal services to the people of the Dis-
trict. These services are funded by rates, user
charges, government grants or varying combina-
tions of these. Other sources of revenue are divi-
dends from businesses owned by the Council,
and interest on invested funds.

Council, in it's mission statement, states that it
will “adopt a user pay philosophy where appro-
priate”. [Westland District Council 2002] This
objective underpins the Council’s Funding Pol-
icy, which is presented in the following para-
graphs. It implements this user pay philosophy
through matching costs and benefits.
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However, the Council notes that to adopt true
user pays may adversely impact on small rural
locations. For example, to fully fund all the costs
of providing water and sewerage in small rural
townships could be prohibitive. The Council
considers that grouping similar activities to-
gether for funding purposes is fair and ensures
the ongoing viability of the entire District.

e s 2 o

THE WESTLAND DISTRICT OF NEW ZEALAND HAS A SMALL
POPULATION BASE, BUT LARGE TOURISM POTENTIAL,

In analysing the services it provides, the Council
considered more than 100 different activities for
which it is responsible, ranging from highway
repairs, to rural firefighting, to the conducting of
local festivals. To simplify the process, these
activities are grouped together under 21 different
functions, such as Inspections and Approvals,
Resource Management, Provision of Housing
for the Elderly, Road, Waste Management, etc.

Each service is then classified according to
which of three types of benefits it provides.
These types of benefits are:

1. Direct Benefits are benefits received di-
rectly by an individual group. For example a
building permit provides direct benefit to the
builder or property owner who has applied
for it.

2. General Benefits are benefits provided to
the District or the community as a whole.
For example Civil Defence provides the
general benefit of providing the security of
the District during natural disasters, and re-
serves and playing fields provide a general
benefit in their overall contribution to the
positive recreational image of Westland.

3. Control of Negative Effects is needed to
protect the District from actual or potential
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problems. Animal control is an example of
this type of service.

The Funding Policy requires the Council to en-
sure that, unless there are good reasons, funding
should be derived as closely as possible from the
individuals or groups who benefit from each
particular service. To ensure this, a three step
process is applied to each separate activity under
Council control.

Annual capital expenditures are considered
to be a cost of operations for the purposes of
matching costs and benefits. For large projects,
the Council has access to grants from the New
Zealand government, as well as the ability to
borrow funds. In the case of large projects, the
annual amortization charges in considered in
cost allocation analyses.

1. Economic Cost Allocation. First, the costs of
an expenditure need are allocated in a way
that matches the costs to the benefits re-
ceived (to the community generally, to indi-
viduals or groups, and over time). This in-
volves a theoretical allocation based on eco-
nomic principles. For example, the Council
is statutorily responsible for building inspec-
tions and approvals.

2. Modifications and Alternatives. The theo-
retical allocation of costs from Step One is
then modified after taking into account ex-
perience and/or special considerations (e.g.,
development incentives, reduction of finan-
cial impact on disadvantaged groups, statu-
tory obligations, etc.) The initial economic
allocation of funding for building inspec-
tions was 50% from developers, and 50%
from general funds. However, the Council
subsequently determined that the economic
cost allocation should be adjusted because
the cost allocation does not reflect Council’s
responsibility to provide for the administra-
tion of its statutory role.

Public funding should cover fixed costs, with
direct costs recovered from those who re-
ceive direct benefits. The funding was there-
Jfore modified to 66% public funding, 34%
private. [Westland District Council 2002; p.
8]
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3. Selecting a funding tool. Finally, the actual
funding mechanisms (i.e., the percentage of
service costs to be raised from property
taxes and user fees, respectively) are deter-
mined in a way which achieves or nearly
achieves the allocations from the previous
steps, after taking account of practicalities
such as the lawful options available (rates,
uniform annual charges, fees, etc), the effi-
ciency of the mechanisms, and the transpar-
ency of the rating system.

As noted earlier, the Westland District Council
has adopted the position that the funding for
municipal services should be derived as closely
as possible from the individuals or groups who
benefit from each particular service. This is not
unique to the Westland District Council, but has
been a practice of many municipal governments
in New Zealand since the mid-1980s. [Govern-
ment of New Zealand 2002]

DBUILDING CAPACITY AND LEADER-
SHIP: PUBLIC-PRIVATE PARTNERSHIPS
FOR THE URBAN ENVIRONMENT, A
UNITED NATIONS DEVELOPMENT
PROGRAMME

Following the 1992 Earth Summit, the United
Nations Development Programme (UNDP) initi-
ated a global programme to promote public-
private partnerships to improve urban environ-
mental services in the developing world.
UNDP's Public-Private Partnerships for the Ur-
ban Environment programme (PPPUE) became
operational in 1995. Between 1995 and 1999,
the PPPUE Programme introduced its joint ven-
ture PPP methodology through 9 projects in 8
countries (Colombia, Costa Rica,, Namibia,
Philippines, Poland, Tunis, Turkey, and Zim-
babwe). The selected projects were in the water,
wastewater, sanitation, and energy services sec-
tors.

PPPUE concentrated on projects that by virtue
of their size and socio-economic impact were
not attracting mainstream technical and financial
support or the financial and international con-
tracting community's attention (that is, projects
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of less than $25 million). PPPUE also sought out
projects that, by building on their latent revenue
streams (polluter pays and user fees, for exam-
ple), would transform an environmental problem
into a successful business, profitable enough to

attract  private-sector investments. [Bennett
1999]

Lessons learned during this phase of the PPPUE
included:

e Project development takes time and re-
quires local leadership and continuity.

e High-level political commitment is es-
sential. National Governments need to
create the right policy and legal envi-
ronment to make PPP development at
the local level possible.

e Local governments are at the frontline
for PPP development in environmental
services. They need to build the capacity
to become equal partners with business.

¢ The national private sector is the driving
force in small and medium sized in-
vestments.

e NGOs and communities are important
partners in project development.

¢ Partnerships are sustainable only if they
are mutually beneficial.

Building mutual trust is vital.
A new approach in development assis-
tance needs time to be accepted.

e A focus on joint ventures alone is too
narrow. A new approach based on al-
ternative PPP solutions for different
situations from a wide and open spec-
trum of options should be developed.
[Bennett 1999]

MOBILIZING FINANCING FOR PUBLIC
INFRASTRUCTURE: THE EMERGING AF-
RICA INFRASTRUCTURE FUND

In sub-Saharan Africa, the inability of local
lenders to provide long-term loans, and the un-
willingness of international banks to provide
loans because of unfavourable risk perceptions,

impedes the ability of the local private sector to
provide needed public infrastructure.
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A feasibility study, funded by the Public-Private
Infrastructure Advisory Facility’, recommended
establishing a fund that would allow conven-
tional lenders to reduce their risk exposure on
infrastructure loans, and in time, to facilitate the
development of local capital markets.

Acting on the recommendations in the study, the
UK Government Department for International
Development recently (January 2002) estab-
lished the Emerging Africa Infrastructure Fund
as a consortium of major development organiza-
tions and international banks. The main objec-
tive of the fund is to provide competitive long-
term subordinated loans to infrastructure com-
panies operating in sub-Sahara Africa.

The Fund is not small, capitalized at US$305
million: contribution capital of US$100 million
provided by the UK Department for Interna-
tional Development; US$120 million in com-
mercial debt provided by two UK-based banks
— Standard Bank Group and Barclays — and
US$85 million from three other international
banks.

The Fund will be wholly focused on the private
sector, and will provide loans and loan guaran-
tees to viable local development and construc-
tion companies for infrastructure projects which
will have “a positive developmental effect on the
host economy”. [www.dfid.gov.uk]

2 The Public-Private Infrastructure Advisory Facility
(PPIAF) is a muiti-donor technical assistance facility
aimed at helping developing countries improve the qual-
ity of their infrastructure through private sector involve-
ment. Launched in July 1999, PPIAF is a joint initiative
of the governments of Japan and the United Kingdom,
working closely with the World Bank. The information
in this section is taken from PPIAF’s website:
www.ppiaf.org, as well as the website of the UK De-
partment for International Development:
www.dfid.gov.uk.
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CONCEPTS AND IssUES

6 (CONCEPTS AND ISSUES

There are several important issues and concepts
arising from the literature review, and informed
through the consultation process. These are pre-
sented in the following sections.

PUBLIC INFRASTRUCTURE: WHO
SHOULD OWN IT?

It should be evident that governments do not
acquire, or otherwise pay for, infrastructure for
the purpose of building wealth, but rather, to
facilitate the provision of public services. Con-
sequently, the overriding consideration in the
choice of any approach to infrastructure devel-
opment is the achievement of public policy
objectives. [Pearson 2001]

Public policy objectives can be framed as broad-
based ‘motherhood’ statements (e.g., healthy
communities, sustainable economic develop-
ment), but for the purpose of assessing partner-
ship approaches, those from Steven Beatty’s
presentation to the Canadian Forum on Public
Procurement in 2001 are useful:

e To obtain maximum value from an
opportunity;

» To maximize service at a reasonable
cost; or

e To minimize cost at an acceptable ser-
vice level. [Beatty 2001]

In order to achieve these objectives, government
does not necessarily have to own infrastructure.
Indeed, in the case of the UK’s Private Finance
Initiative, the any proposed new infrastructure is
often immediately considered to be a partnership
opportunity. In a presentation made by Peter
Burroughs of University College London Hospi-
tals in England to the Canadian Council for Pub-
lic-Private Partnerships provided an informative
illustration of the interface between the public
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and private sectors in the case of a major hospi-
tal redevelopment project.

In this example, reproduced from his presenta-
tion at the top of the next page, a number of key
points are made:

o In the case of the provision of healthcare
services, actual service delivery and
hospital management remains within the
public sector. Two major in-house clini-
cal services, pharmacy and pathology,
are often retained within the public sec-
tor, but may also be provided through
partnership arrangements.

s The hospital facilities themselves, cater-
ing and support services, provision and
maintenance of medical equipment, as
well as the provision of information
technology services (IT in the figure),
are provided by the private sector under
partnership agreements.

¢ In annual budgeting terms, servicing the
infrastructure — the “bricks and mortar”
of the program — accounts for only 20%
of required funds. As other authors have
noted, in the context of lifecycle costing,
infrastructure costs are often a minor
component.

]

!
THE *STEAM PLANT" IN FORT SIMPSON. DOEs THE GNWT

HAVE TO OWN PUBLIC INFRASTRUCTURE IN ORDER TO
DELIVER PUBLIC SERVICES?
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THE PUBLIC-PRIVATE INTERFACE IN ENGLAND
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This type of thinking is not new: most of the
office space required for GNWT employees —
particularly in Yellowknife and the Regional
centres — is leased from the private sector. But
where the presumption in the GNWT’s Capital
Needs Assessment is that financing for infra-
structure needs will come from public funds, the
presumption in the UK is that financing for in-
frastructure needs will come from the private
sector, unless there is a compelling reason to
exclusively use public funds.

There may indeed may other considerations
which impact whether or not a facility or other
type of infrastructure should be owned by the
government, but responsibility for the provision
of public services is not one of them.

VALUE FOR MONEY

The literature presents many examples of in-
vestments in infrastructure where the intent was
to maximize value or maximize service levels,
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rather than to minimize service costs. [Bennett
1999; Burroughs 2002; CCPPP 2001; Trebil-
cock 1996]

Indeed, cost is almost never the only reason for
partnering; nor is it always the most important —
a number of other factors have become key driv-
ers of partnering. Data collected from State gov-
ernments in the United States have shown that
flexibility, access to personnel or skills not
available in-house, increasing political support
for partnering, and tapping of private-sector in-
novation are more important drivers of partner-
ing. [Moore 2000]

Increasingly in the literature are references to the
utilization of partnerships to maximize ‘value
for money’. [Allan 1999; Business Council of
B.C. 2002; Caplan 2001; Government of Victo-
ria, Australia 2000; Ireland Department of Fi-
nance 2001; Lane 1998; Moore 2000]. Accord-
ing to many authors, in the context of the provi-
sion of public services, value for money is
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achieved when public interests are advanced
through the most cost-effective outcomes.

One could argue that maximizing value for
money satisfies all three of Beatty’s public pol-
icy objectives (obtain maximum value from an
opportunity; maximize service at a reasonable
cost; or minimize cost at an acceptable service
level)]. Consequently, it deserves a prominent
place in the consideration of desirable public
policy objectives.

Partnerships Victoria has succinctly identified
the conditions under which a real potential to
deliver value for money exists:

® A Government need has been defined in
measurable output terms;

» The project is structured to optimize risk
allocation in order to generate the incen-
tives for cost-effective, high quality ser-
vices;

e There is an identifiable market of bid-
ders prepared to compete for the oppor-
tunity to undertake the project [and bids
will be invited only when it is clear that
there is scope for a private proponent to
add value.];

e There is scope for private parties to
demonstrate particular skills and/or in-
novative capacity; and

» The project size justifies the transaction
costs and ongoing management costs.

[Government of Victoria, Australia
2000] '

Achieving these conditions in the NWT for ob-
taining value for money would probably mean
bundling projects to obtain economies of scale.
However, as one interviewee stated during con-
sultations:

How do you reconcile this approach
with telling companies like Diavik and
Imperial Oil to ‘de-bundle’ their pro-
Jjects in order to maximize the opportu-
nities for local employment and local
business development?
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MuLti-Use FACILITIES

The problem with considering single-use or sin-
gle-purpose facilities in terms of partnership op-
portunities is that the GNWT will end up paying
the full cost of the facility over the term of the
lease, which is not necessarily the lifetime of the
building. Now it is true that the facility may be
of no use to another lessee upon the completion
of the GNWT’s lease obligation of return to the
private sector partner,

Multi-use facilities, on the other hand, can pro-
vide opportunities to reduce costs to the GNWT
through the introduction of other revenue
streams, and consequently, can be attractive to
potential private sector partners. Other revenue
streams could take the form of design and con-
struction with other tenants in mind, and/or the
introduction of other uses or services for which
users pay directly.

" \

A HAMLET GARAGE IN FORT MCPHERSON. THINKING MULTI-
USE AND/OR MULTI-TENANT EVEN AT THIS LEVEL MAY RE-
VEAL PARTNERSHIP OPPORTUNITIES.

Unfortunately, three of the four areas of greatest
need in the GNWT’s 20-year Capital Needs As-
sessment involve what are traditionally viewed
to be single-use facilities: schools, airports and
social housing. However, thinking about multi-
use, multi-tenant situations may reveal attractive
partnership opportunities:

e alternative uses for school facilities dur-
ing non-classroom hours;

e business opportunities compatible with
new and/or upgrading airport facilities;
and

e opportunities to ‘bundle’ social housing
with other housing needs in the design
and construction of multiplexes.
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The planning and design of al! facilities should
be undertaken within the context of identifying
multi-use or multi-tenant situations.

USER FEES

The user fee concept was endorsed as a means of
raising funds for infrastructure development at
the United Nations
Conference on Envi-
ronment and Devel-

CONCEPTS AND ISSUES

adversely impact the residents of small rural
communities. That’s why their theoretical allo-
cation of benefits based on economic principles
is modified through policy to take into account
such considerations.

A similar situation exists in the NWT with re-
spect to charges for water and wastewater ser-
vices. All customers pay user fees for water and
wastewater services.
However, those that

Nt e ol \ COUNCIL MAY. BY BY-LAW. g il e
Pl R OVIDE FOR THE ESTABLISH- nomic rates, while

MENT, LEVY AND COLLECTION OF

In fact, the user fee
concept was incor-
porated into Section
18(8) of Agenda 21,

the action plan PORATION.
adopted by the 178

governments  who

participated in

UNCED:

In developing and using water re-
sources, priority has to be given to the
satisfaction of basic needs and the safe-
guarding of ecosystems. Beyond these
requirements, however, water users
should be charged appropriately.

However, it is important to note that Section
18(15) qualifies the above intentions:

Field studies on the willingness to pay
should be conducted in rural and urban
Situations.

Willingness to pay remains a big issue. 10 years
later, the authors of the National Guide to
Sustainable Municipal Infrastructure are still
saying that user fees need to be assessed when it
comes to determining, and paying for,
appropriate levels of service. [INGSMI 2000]

The reader will recall that the Funding Policy of
New Zealand’s Westland District Council, in-
troduced in the previous section, is predicated on
a “user pay philosophy where appropriate”. But
policymakers there recognize that user fees may
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CHARGES FOR SERVICES PRO-
VIDED BY THE MUNICIPAL COR-

Cimes. TOWNS AND VILLAGES ACT. SECTION 169.

the fees for those
that can’t afford it
are reduced accord-

ingly.

It must also be noted
that even in a small,
mostly rural region
like Westland, all of
the communities are
tax-based. Consequently, the Westland District
Council is making policy decisions based
sources of financing which include taxes in addi-
tion to user fees. The 27 non-tax-based commu-
nities in the NWT don’t have access to general
tax revenues. They rely on grants from the De-
partment of Municipal and Community Affairs
to redress the imbalance between tax-based and
non-tax-based communities in this regard.

A defensible rationale for when and where to
implement user fees in the NWT would be
needed. We are not suggesting that user fees be
implemented for existing services. However, as
a means of paying for new or enhanced services,
or as part of a capital financing strategy, user
fees are a legitimate municipal financing tool
[Beatty 2001; Government of B.C. Ministry of
Municipal Affairs 2000; Government of New
Zealand Treasury 2002; Pearson 2001]
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TAX-BASED VERSUS NON-TAXED-BASED
MUNICIPALITIES

All of the representatives of non-tax-based
communities interviewed during the course of
this research expressed concerns with the
GNWT’s capital planning process. Some inter-
viewees expressed the view that there were actu-
ally two capital planning processes: one for
community priorities, and another for GNWT’s
perception of community priorities.

This was less of an issue in tax-based munici-
palities, mainly because tax-based municipalities
have better access to the human and financial
resources necessary to undertake and implement
capital planning.

It is probably no small coincidence that the con-
cerns of non-tax-based communities are articu-
lated in the Interim Report of the Special Joint
Committee on Non-Tax-Based Community Af-
Jairs, given that the consultation on infrastruc-
ture partnership opportunities followed shortly
after the Special Joint Committee’s own consul-
tations with non-taxed-based communities.

Many leaders and residents of smaller
communities do not have sufficient con-
Jidence in the GNWT's capital planning
and capital funding. They express the
view that the capital planning and capi-
tal funding does not respond to the
needs of the smaller communities. They
consider that many decisions about pro-
Jects and project funding seem to be un-
fair. [Special Joint Committee on Non-
taxed Community Affairs 2002; p. 3-1]

Indeed, the Special Joint Committee is recom-
mending that the GWNT introduce a meaning-
ful, integrated consultation process on capital
planning, as well as the provision of support to
communities to assist them to undertake their
own capital planning, project management and
engineering. [Special Joint Committee on Non-
taxed Community Affairs 2002; p. viii]

The capital planning recommendations of the
Special Joint Committee, if implemented, will
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reinforce a partnership approach to infrastructure
development, by providing some of the tools —
i.e., better capacity and planning processes — that
municipal governments will need.

DELINEATING Risk

As noted earlier, the underlying principle for a
successful partnership is that the risk be borne
by the party best able to manage or influence the
outcome. And indeed, much of the evolution in
the P3 model over the last few years has been in
the delineation of risk. [Allan 1999, Beatty
2001, Pearson 20017

Private sector financing usually makes very little
sense if Government is assuming most or all
project risks. [Santangeli 2001] Because there
will always be a wide variety of risks associated
with potential projects, the structure of a part-
nership project needs to take account of which
party is best able to take responsibility for man-
aging such risks as:

e Design and construct risk — to cost,
quality and time;
Commissioning and operating risk;
Service under-performance risk;
Industrial relations risk;
Maintenance risk;
Technology obsolescence risk;
Regulation and legal change risk;
Planning risk;
Price risk;
Taxation risk;
Residual value risk; and
Demand (or volume/usage) risk (e.g.,
metered water use by tenants).

Allocating risks is a negotiated process between
the partners, and assumes that the partners have
(or can obtain) the expertise necessary to make

3 See the Government of Victoria Department of Treasury
and Finance publication, Partnerships Victoria: Risk Al-
location and Contractual Issues, for a comprehensive
discussion of risk identification and mitigation strategies
in the context of partnerships. This document is available
in .pdf format from the Partnerships Victoria website:
WWWw.partnerships.vic.gov.au.
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informed decisions on risk allocation. Such deci-
sions will also recognise two general principles:
e  Whoever is allocated risk must have the
freedom to choose how to handle and
minimise it; and
* Materiality must be considered. [Gov-
ernment of Victoria, Australia 2000]

What are reasonable risks to transfer to the pri-
vate sector? The position of interviewed private
sector representatives was that it would be unre-
alistic for the public sector partner to transfer
risks over which neither party could exercise
control (e.g., long term fuel costs).

In entering into partnerships, governments gen-
erally switch from being a provider to a regula-
tor of the service. This means that governments
must become sophisticated in their understand-
ing of what risks private sector firms can and

cannot assume.
Uik
£*_:

IF THE MACKENZIE RIVER ICE ROAD IS REPLACED WITH A
BRIDGE, THE GNWT WILL SWITCH FROM BEING A SERVICE
PROVIDER TO A SERVICE REGULATOR..

@it

PROTECTION OF THE PUBLIC INTEREST

What is the ‘public interest’? According to Part-
nerships Victoria, the public interest has a num-
ber of aspects:

health and safety

privacy

access to information

access for disadvantages groups

legal rights

consumer rights [Government of Victo-
ria, Australia 2000]

How does protection of the public interest apply
in a partnership approach? Governments must
ensure that basic social needs are met while the
individual goals of the other partners are hon-
oured. [Bennett 1999]
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The Government of Victoria in Australia has
formalized its commitment to protecting the
public interest, by developing an impact assess-
ment protocol [Government of Victoria, Austra-
lia 2000]. This assessment will include the im-
pact of the project on:

e Effectiveness. Is the project effective in
meeting the Government’s objectives?

® Accountability and transparency. Do
the partnership arrangements ensure that
the community can be well informed
about the obligations of the Government
and the private sector partner?

e Affected individuals and communi-
ties. Have those affected been able to
contribute effectively at the planning
stages, and are their rights protected
through fair appeals processes and other
conflict resolution mechanisms?

e Equity. Are there adequate arrange-
ments to ensure that disadvantaged
groups can effectively use the infrastruc-
ture?

e Public access. Are there safeguards that
ensure ongoing public access to essen-
tial infrastructure?

e Consumer rights. Does the project pro-
vide sufficient safeguards for consum-
ers, particularly those for whom the
Government has a high level of duty of
care, and/or are most vulnerable?

® Security. Does the project provide as-
surance that community health and
safety will be secured?

The B.C. Taskforce studying partnerships was of
the view that, properly handled, the public inter-
est can be safeguarded or actually enhanced.
[Government of BC 1999] Their recommenda-
tions were effectively an elaboration of an ap-
proach to public interest protection presented by
Stephen Beatty of KPMG, in a presentation to
the Canadian Forum on Public Procurement:

Develop and effectively monitor stan-
dards: service level standards; opera-
tional standards;, safety standards.
[Beatty 2001]
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WOULD PARTNERSHIPS WORK IN THE NWT?

7 WOULD PARTNERSHIPS
WORK IN THE NWT?

In a word, yes.

Would partnerships significantly impact the pro-
vision of infrastructure in the NWT? Probably
not. The experience in England with the Private
Finance Initiative notwithstanding, there are far
fewer cases in the NWT where a partnership
approach could be successfully implemented.
Because the NWT is a large territory with a
small population base, there are issues of scale,
distance and diversity which do not apply to
England. There is less opportunity for multi-
use/multi-tenant approaches; fewer projects for
which a business case could be made, thereby
attracting private sector interest; a smaller pri-
vate sector upon which to draw; and access to
capital to augment public funds is more con-
strained.

In short, partnerships are not a panacea; they are
just one tool available to the GNWT to address
infrastructure needs.

Is there interest among aboriginal development
corporations and private industry in partnerships
with the GNWT. Absolutely! All of the corpora-
tions interviewed expressed an interest in pursu-
ing partnership opportunities with the GNWT.
The proviso was that the corporation would only
look at opportunities where a reasonable return
on their investment could be obtained, but this
attitude is not unique to the NWT, and, indeed,
is characteristic of private sector interest any-
where.

The Workshop that was convened in Yellow-
knife March brought together a wide cross-
section of individuals to discuss partnership is-
sues and opportunities. A summary of the obser-
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vations and issues that arose during roundtable
discussions provide very useful insight into both
the needs and attitudes of potential partners.

OBSERVATIONS AND [SSUES
FROM THE WORKSHOP

e Focus more on the potential synergies
from partnerships than on risk transfer
issues.

e Multi-use facilities and multi-revenue
streams are key considerations for part-
nership approaches.

e  When applying comparator methodolo-
gies in the assessment of potential part-
nership projects, there is a need to use
fully-burdened cost calculations.

e What are the opportunities to leverage
other financing for infrastructure pro-
Jects? The private sector is inherently
capable of seeking these out.

e If structured correctly, public-private
partnerships represent opportunities for
skills transfers from the private sector to
the public sector.

e Partnership opportunities should not be
limited to capital projects, as there are
probably opportunities to partner for
service delivery as well. In particular,
non-facility-based programming should
be considered in the context of partner-
ship opportunities.

e It is not sufficient to focus only on the
principles and policies that would en-
courage and support partnership ap-
proaches; equal emphasis must be given
to process as well. (The discussion
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around open, cooperative capital plan-
ning that dominated the afternoon ses-
sion was indicative of the need for proc-
ess-oriented methodologies.)

The GNWT can try to be innovative and
creative in its approaches to financing
and building public infrastructure, but it
is inherently institutionalized: policies
and procedures to encourage partner-
ships must be consistent with overall
goals, objectives and statutory obliga-
tions.

*  What is the appropriate mechanism for
selecting and negotiating agreements
with partners that may preclude the tra-
ditional tendering process, yet still
maintain public accountability?

DISCUSSIONS DURING THE CONSULTATION PORTION OF
THIS STUDY WERE REPLETE WITH EXAMPLES OF PARTNERSHIP
OPPORTUNITIES, FROM THE PROVISION OF OFFICE SPACE
TO SMALL-SCALE HYDRO-ELECTRIC POWER GENERATION.

All of the discussions with community govern-
ments, aboriginal development corporations and
private industry representatives were character-
ized by interested and informed conversations
concerning partnership opportunities. The results
of these conversations are elaborated in the next
section.
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OPPORTUNITIES

8 OPPORTUNITIES FOR

NFRASTRUCTURE
DARTNERSHIPS

Most services provided by government could
benefit from bringing the strengths of the private
and public sectors together. Public private part-
nerships may be less suitable for government
services to which access cannot be restricted,
such as services with ‘public good’ characteris-
tics (including bylaw enforcement, environment
protection and social services). They may also
be less suitable for essential services (such as
policing, fire protection and other emergency
services). Government officials and public
groups tend to be more receptive to the provi-
sion of more specialized recreation facilities,
transportation services, solid and liquid waste
management or utilities through public-private
partnerships. [Industry Canada 2001]

This chapter presents a brief outline of some of
the potential infrastructure partnership opportu-
nities that have arisen during consultations.

ROADS

S-YEAR CAMTAL NEEDA S131.458.000

§L3T5 185000

20-YEAR CAlITAL NEED

There has already been some participation by the
private sector in highway infrastructure. For ex-
ample, funds have been contributed recently by
PetroCanada Ltd. ($261,000) and Devon Canada
Corp. ($867,000) for enhancement of the winter
roads between Inuvik and Aklavik, and Inuvik
and Tuktoyaktuk.
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At present the Mackenzie Valley Winter Road is
only open to heavy loads for an average of five
weeks. The Department of Transportation has
requested incremental funding from the federal
government to institute a bridge—building pro-
gram, in order to extend the haul season from 5
weeks to 8 weeks. [GNWT Department of
Transportation 2000]. Such an extension to the
haul season may provide enough of a benefit to
the oil and gas industry to elicit some interest in
partnershipping.

THE FEDERAL GOVERNMENT IS CONTRIBUTING FUNDS FOR
TRANSPORTATION INFRASTRUCTURE IN THE NWT UNDER
THE INFRASTRUCTURE CANADA PROGRAM. DECAUSE OF
THEIR STATUTORY RESPONSIBILITIES, THE FEDERAL GOV~
ERNMENT SHOULD BE A PARTY TO ANY AND ALL DISCUS-
SIONS WITH THE PRIVATE SECTOR ON PARTNERSHIP OPPOR-
TUNITIES IN THE TRANSPORTATION SECTOR..

Further, the Department of Transportation in-
tends to study the opportunities for improving
the entire transportation infrastructure of the
Mackenzie Valley. The estimated cost of con-
structing an all-weather road from Wrigley to
Tuktoyaktuk is $500,000,000, about 36% of the
Department’s total estimated 20-year capital
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needs assessment. Given the magnitude of the
costs involved, and the fact that any improve-
ments in highway infrastructure in the
Mackenzie Valley would benefit industry as
well as the communities, it stands to reason that
the oil and gas industry should be approached
for partnering opportunities. As noted earlier,
corporations will invest in infrastructure that
they need for a particular project [Kupfer 2003;
p- 5]. The approach should therefore be a col-
laborative one, in which both the GNWT and the
oil and gas industry identify the benefits from
all-weather road construction in terms of in-
creased access for exploration, development and
construction; and reductions in re-supply costs.

The federal government should be party to any
discussions involving transportation infrastruc-
ture, for three reasons. Firstly, the enormity of
the costs involved. Capital needs for projects
involving highways, bridges, community access
roads and winter roads account for 21% of the
total GNWT 5-year capital needs assessment,
and, more significantly, 44% of total 20-year
capital needs.

Secondly, as Workshop participants correctly
pointed out, the federal government has statutory
responsibilities in this sector.

Finally, royalties collected from the oil and gas
and mining industries could be used to partially
offset access road construction. However, these
royalties flow directly to the federal government
(with exceptions in some recent land claims
agreements), of which a small portion is re-
turned to the GNWT indirectly through formula
funding agreements, and programs such as Infra-
structure Canada. This contrasts sharply with the
situation in British Columbia, where an exten-
sive system of all-weather roads has been con-
structed by the forest industry in exchange for
reductions in stumpage (royalties) otherwise
payable to the B.C. government for the right to
harvest that province’s timber resources.
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FERRY OPERATIONS

§2,050.000
$5.195.000

- 5-YEAR CAPITAL NEEDS

- 20-YEAR CAPITAL NEEDS

Lost among the excitement surrounding the re-
markable efforts of the Deh Cho Bridge Corpo-
ration is a small opportunity to look at ferry op-
erations at other river crossings in the context of
partnership opportunities. The reader may recall
that one of the situations where a partnership
makes sense is when there is an opportunity to
convert the provision of a public service into a
business. The ferry crossings on the Liard, Peel
and Mackenzie (at Tsiigehtchic) Rivers probably
don’t have sufficient traffic volumes to consider
a business model based on tolls and other reve-
nue streams generated from operations. Never-
theless, there may be opportunities to partner
with private sector service providers to achieve
value for money in ferry operations. Red River
Inc., the development arm of the Gwichya
Gwich’in Council, currently provides a number
of administrative services in support of the ferry
operations at Tsiigehtchic. During consultations,
senior staff of Red River Inc. expressed an inter-
est in exploring further partnering opportunities
in ferry service management and operations with
the GNWT.
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Rep RIVER INC., THE DEVELOPMENT ARM OF THE
CwicHYA GwiCH'IN COUNCIL, IS INTERESTED IN FURTHER
PARTNERSHIP OPPORTUNITIES IN FERRY SERVICE OPERA-
TIONS AT TSHGEHTCHIC.
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AIRPORTS

5-YEAR CAPITAL NEEDS $73.336.000

$231.079,000

20-YEAR CAPITAL NEEDS

Airports, like roads, is a program where the
GNWT’s identified capital needs are large. It is
also a program with significant annual program
delivery costs: according to the 2003-2004 Main
Estimates, direct program delivery costs (exclu-
sive of program management and administrative
costs) are budgeted at $14,537,000.

In southern Canada, many airport authorities
have made — or are in the process of making —
the transition from solely an institutional model
based on the transportation of travellers, to a
business model which capitalizes on market op-
portunities generated by the flow of passengers
and other airport users. The extra revenue earned
from commercial opportunities helps to offset
O&M costs, and in many cases, reduces aero-
nautical fees and charges, which makes airports
more competitive and allows them to attract ad-
ditional business. In the case of airports like
Vancouver, Calgary and Hamilton with high
passenger volumes, the transition to a business
model turned what was once an annual operating
loss into an annual profit.

But passenger volumes need not be high in order
to apply the model. The Cranbrook Airport, in
Cranbrook B.C., recorded 74,000 passengers and
15,000 aircraft movements during 2001.
[YVRAS website]. By comparison, Inuvik re-
corded 16,555 aircraft movements in 2000. Fur-
ther, Norman Wells had 14,690, and Yellow-
knife recorded 58,359 aircraft movements the
same year. [GNWT DOT website]

In the case of Cranbrook, the challenge facing
City Council during the mid-1990s was:

1. how to more effectively and efficiently
manage their airport; and

2. how to obtain financing to construct
new facilities and managing existing
airport infrastructure to meet increasing
demands.
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1997 the City of Cranbrook entered into a long-
term contract with Vancouver Airport Services
Ltd. to provide contract management services
for the operation and maintenance of the airport.
The airport is now constructing new facilities as
part of a long term growth strategy aimed at at-
tracting more air carriers (and hence more tour-
ists, and more aircraft-related businesses).
[www.airhighways.com/cranbrook.htm]

When the current volumes of aircraft move-
ments in and out of Yellowknife, Norman Wells
and Inuvik are considered in the context of the
tourism and resource development potential of
the NWT, there would appear to be clear oppor-
tunities to apply the business model that has
worked well in the case of Hamilton, Cranbrook
(and many other airports exemplified in the lit-
erature).

THE YELLOWKNIEE AIRPORT RECORD 58,359 AIRCRAFT
MOVEMENTS IN 2000, MORE THAN ENOUGH - IN LIGHT OF
THE EXPERIENCE OF SOME REGIONAL AIRPORTS IN SOUTH-
ERN JURISDICTIONS — TO CONSIDER THE APPLICATION OF A
BUSINESS MODEL THROUGH AN OPERATIONS PARTNERSHIP.

Airport operations represent an excellent oppor-
tunity to apply the lesson that a partnership ap-
proach works well when there are opportunities
to identify and exploit new or incremental reve-
nue streams arising directly or indirectly from
the provision of public services.

HYDRO-ELECTRIC POWER

Preliminary studies indicate that the Northwest
Territories has the potential to generate more
hydro power than James Bay or Churchill Falls,
using modern run-of-the-river technology that
eliminates the need for large dams and massive
flooding. [Government of the Northwest Territo-
ries 2002; p. 14]
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As a vpartnership opportunity, hydro-electric
power arose during discussions with some of the
aboriginal development corporations, including
the Lac La Martre Development Corporation in
Wha Ti, the Fort Norman Metis Land and Fi-
nancial Corporation in Tulita, the Denton’Cho
Corporation, and the Denesoline Development
Corporation in Lutselk’e.

IMAGINE A PARTNERSHIP BETWEEN THE NWT Power COR-
PORATION, ABORIGINAL DEVELOPMENT CORPORATIONS,
AND RESOURCE DEVELOPMENT COMPANIES, TO EXPLORE
HYDRO-ELECTRIC POWER GENERATION POTENTIAL.

As reported in News North on April 16", the
Lutselk'e Dene Band has signed an agreement
with a Regional Power, a company that special-
izes in building small hydroelectric plants. They
are looking for a river that can generate up to 50
megawatts of power, enough to supply both the
Ekati and Diavik diamond mines.

Are there significant life-cycle cost savings op-
portunities associated with the provision of hy-
dro-electric power from small-scale develop-
ments?. This in itself is reason for further study,
and doubtless the NWT Power Corporation has
been active in this for many years. That commu-
nities could benefit secondarily from providing
power to resource development companies (as
noted above, as well as introduced earlier in
connection with the proposed agenda for the
Inuvik Petroleum Show), is reason for further
studies to be undertaken within the context of
identifying partnership opportunities.
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WATER AND WASTEWATER TREATMENT

5-YEAR CAPITAL NEEDS! $8.923.000

331,983,000

20-YEAR CAPITAL NEEDS'

This is an interesting partnership opportunity in
that many of the conditions for pursuing the
construction and operation of water and waste-
water treatment plants as partnerships are al-
ready present:

» water and wastewater were consistently
rated the highest priorities of community
governments;

® private sector expertise already exists, in
Ferguson Simek Clark Architects and
Engineers (and equally importantly, the
interest in undertaking such projects as
partnerships exists in this firm as well);
and

e there is support within the GNWT for
considering water and wastewater
treatment plants as good candidates for
partnershipping, because of the opportu-
nities inherent in such arrangements to
optimize life-cycle costs.

¢ -

A UTILIDOR PUMPING STATION IN INUVIK.

PusLic HousING

5-YEAR CAPITAL NEEDS §70.422.000

§327.845.000

20-YEAR CAPITAL NEEDS

* Estimated water and sewage treatment infrastructure
costs for non-tax-based communities only.
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Public housing is another program with signifi-
cant capital needs. Recently, the NWT Housing
Corporation explored partnership opportunities
to provide public housing under commercial
lease terms in Inuvik, whereby the Housing
Corporation is the ‘anchor tenant’, taking 50-
60% of space in the building, with the rest being
leased on the open market. The Corporation is of
the opinion that this was a good deal — cost-wise
~— that would probably work in other Level 1 and
some Level 2 communities where a housing
market exists.

PUBLIC HOUSING: A PARTNERSHIP OPPORTUNITY IN LEVEL I
AND 2 COMMUNITIES?

However, for Housing Corporation officials, the
important consideration is the O&M costs asso-
ciated with public housing. Even though capital
funding is available from the Canada Mortgage
and Housing Corporation under a declining scale
through 2038, O&M costs are prohibitive.

The Corporation is aggressively promoting
home ownership, whereby public housing is
purchased by the tenant (or other buyer). This
effectively frees up O&M funding to apply to
other units. In other words, the additional O&M
funding associated with new public housing
units outweighs any cost advantages that might
be achieved through partnership approaches to
the construction of such units.
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PROVISION OF OFFICE SPACE

5-YEAR CAPITAL NEEDS $9.800.000

$39.200.000

20-YEAR CapITal NEEDS

The GNWT has obtained office space from the
private sector for years. There was strong inter-
est expressed by aboriginal development corpo-
rations in continuing this process, by providing
office space to the GNWT through a partnership
approach. However, as observations and lessons
from the literature review have pointed out,
there are few advantages to be gained from tak-
ing a partnership approach to single-use facili-
ties where the GNWT is the only tenant.

Partnership opportunities in the area of the pro-
vision of office space could probably be en-
hanced with more up-front effort in the planning
of multi-use and/or multi-tenant facilities.

PARTNERSHIP OPPORTUNITIES COULD PROBABLY BE EN-
HANCED WITH MORE UP-FRONT EFFORT IN THE PLANNING
OF MULTI-USE AND/OR MULTI-TENANT FACILITIES.

RECREATIONAL AND CULTURAL FA-
CILITIES

5-YEAR CAPITAL NEEDS $17.260.000

$73.276.000

20-YEAR CAPITAL NEEDS

Evidence from the literature review, as well as
the experiences of some of the interviewees,
suggest that corporate sponsorships and user
fees can be successful means of financing and
operating recreational and cultural facilities.

3 Estimated costs for office renovations and leasehold
improvements identified in the 20-Year Capital Needs
Assessment.
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e e

YELLOWKNIFE'S NEW TWIN-PAD ARENA I$ BEING FINANCED
FROM A VARIETY OF PUBLIC AND PRIVATE SECTOR
SOURCES, INCLUDING CORPORATE SPONSORSHIPS AND
USER FEES. THIS TYPE OF PARTNERSHIP FUNDING APPROACH
COULD BE APPLIED TO ALL RECREATIONAL AND CULTURAL
FACILITIES.

Perhaps it is time for the GNWT to re-think its
policies on funding such facilities outright, with
a view to encouraging financing approaches
which embrace a wider array of partners.

OTHER OPPORTUNITIES
MuNiCiPAL BUILDINGS

5-YEAR CAPITAL NEEDS

$7.190,000

20-YEAR CAPITAL NEEDS $50.188.000

HeaLTH CeENTRES, HOSPITALS AND NURSES RESIDENCES

5-YEAR CAPITAL NEEDS $§46.307.000

20-YEAR CAPITAL NEEDS $119.653.000

CORRECTIONS FACILITIES

5-YEAR CAPITAL NEEDS
20-YEAR CAPITAL NEEDS

517,414,000
362,934,000

OTHER TERRITORIAL BUILDINGS

5=YEak Cabimar NEFDS $27.619.000

sI.397.000

20-YEAR CAPITAL NFFDS

One of the more fascinating outcomes from the
Workshop was a consensus among participants
to explore a more open, integrated and coopera-
tive capital planning process in the NWT. The
concept involves the GNWT, community gov-
ernments, and the federal government coming to
the table with their respective capital construc-
tion needs. Also at the table would be aboriginal
development corporations, developers, builders
and other interested private sector business peo-
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ple. The outcome of such a round-table review
and discussion of capital needs — according to
Workshop participants — would be an identifica-
tion of projects suitable for partnershipping.

It is difficult to identify specific projects before-
hand, because the very premise of such an ap-
proach is to collaboratively examine projects on
a case-by-case basis in order to judge relative
partnership merits. Partnership approaches could
apply to municipal buildings, health centres, cor-
rections facilities and other GNWT buildings.
From the literature review and Workshop dis-
cussions, it is likely that the most promising pro-
Jects would be those where there are multi-
use/multi-tenant applications, or where addi-
tional non-government revenue sources can be
introduced. A collaborative approach to project
identification is worth pursuing.
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MAKING PARTNERSHIPS WORK

o How CouLD WE MAKE
PARTNERSHIPS WORK?

What is necessary for identifying and imple-
menting successful partnerships? Some of the
more important requirements are presented in
this chapter.

AN ENCOURAGING ATTITUDE

Community governments, aboriginal govern-
ments, the private sector, need to know that
partnerships are, and will be, one of the tools
that will be employed by the GNWT to address
infrastructure needs.

Such an attitude is exemplified by the Govern-
ment of Ireland in its Framework for Public Pri-
vate Partnerships:

Public Private Partnerships (PPPs) are
crucial to the delivery of priority eco-
nomic infrastructure projects under the
National Development Plan and to the
provision of quality public services.
[Government of Ireland 2001]

AN ENABLING PoLicY FRAMEWORK

The essential elements of a policy framework
were well researched and documented by
KPMG during their formative evaluation of the
P3 Pilot Initiative. The policy recommendations
arising from this assessment were based on their
own (considerable) experience with best prac-
tices. Their summary comments in that regard
are reproduced here:

e Establish an appropriate context and
scope for the P3 Policy which would,
for example, include a broader defini-
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tion of P3 and define a specific “owner-
ship” for the policy.

o Establish a range of objectives for the
P3 initiative (and how they may be ra-
tionalized if they are competing objec-
tives.

* Identify specific criteria regarding pro-
ject evaluation and selection.

® Address market capacity as part of the
criteria development and evaluation
processes.

* Identify areas of control e.g., related to
public accountability which will not be
shared with the private sector.

* Specify accountability for aspects of
policy and public input.

e Exclude unsolicited proposals from the
P3 process. [KPMG 1999; pp. 41,42]

A TEAM APPROACH

In order to prepare itself for the unique nature
and requirements of public-private partnerships,
governments must identify who, within its or-
ganization, will have the responsibility, authority
and accountability for decisions with respect to
P3 projects. A small team should be established
which, in general, will focus its efforts on under-
taking the following responsibilities:

e Consulting with political decision mak-
ers, staff, unions, the public, and the pri-
vate sector to define preferred partner-
ship structures, acceptable levels of risk
and minimum service requirements;

* Providing a single point of entry for the
private sector to approach government
with P3 initiatives;
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s Providing a single point of contact for
community governments, in order to as-
sist in the identification of issues, and to
direct community governments to the
appropriate sources of expertise and/or
resources for resolution;

* Developing and managing a communi-
cations strategy to educate staff and the
public on the benefits of partnerships;

e Working with departments to identify
and evaluate existing and future P3 op-
portunities; and
Ensuring that partnership initiatives re-
ceive an appropriate level of review, in a
timely manner, and are conducted ac-
cording to the P3 policy. [Industry Can-
ada 2001]

Ideally, the team would have expertise in the
following areas:
¢ Contracts and contract law
® Procurement process & specifica-
tions/contract management needs
e Risk management techniques and con-
tingency planning
e Terms and conditions of individual con-

tracts

e Government accounting and financial
management

* Relationship management [Industry
Canada 2001]

A COMPLETE, FAIR AND TRANSPARENT
PROCESS FOR IDENTIFYING AN
IMPLEMENTING PARTNERSHIPS

Why is process important? To produce appropri-
ate information for the purpose of decision mak-
ing and to protect the integrity of the decision
making process. [KPMG 1999; p. 3]

PWS already has a process in place to deliver
conventional capital construction projects. How-
ever, partnerships are all ‘one-offs’, and the
process for dealing with P3s will necessarily be
one-offs as well. These processes will need to be
well-devised, will require in-house expertise to
deal with, and will necessitate some kind of
linkages with the extant process, in case a pro-
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ject starts out as a P3 but ends up as a capital
construction project.

The reader is encouraged to review the 1999
KPMG report Review of Government of North-
west Territories Public/Private Partnership Pol-
icy and Implementation Guidelines and Request
Jor Qualifications and Request for Proposal
Documents for a comprehensive presentation of
the essential elements of a complete, fair and
transparent process for implementing partner-
ship projects.

A CONDUCIVE CAPITAL PLANNING
PrROCESS

The recommendation arising from the Workshop
to pursue a more open, cooperative and inte-
grated capital planning process, was presented in
the previous chapter.

Opening what has traditionally been a closed-
door process to potential partners may be a more
effective way of identifying — on a case-by-case
basis — not only partnership opportunities, but
much of the process for proceeding with projects
as partnership opportunities as well.

e,

= o —
= = —rr -
- o = j - ";_" —

L .
CHIEF JuLius ScHoOL 1IN TORT MCPHERSON. SCHOOLS
HAVE BEEN BLILT AS PARTWERSHIP PROIFCTS IN OTHER. 1L-
REDICTIONS WITH VARYING DECREES OF SUCCES, WE
PROBABLY NEED TO LOOK AT AL WAPTIMG OB INCI FREPORAT
ING SCHOOLS INTO MULTI-PURPOSE FACIUTIES IN ORDER
TCY SEE THE PARTNERSHIP OPPORTUNITIES

One of the suggestions arising from the Work-
shop was that there be two streams established
for capital budgeting: one for the more tradi-
tional capital construction projects (generally
speaking, large, single-purpose facilities or
equipment acquisitions); and a second, smaller
stream for projects for which value for money
may be achieved by considering partnerships
(generally speaking, multi-use facilities, oppor-
tunities for introducing non-government revenue

PAGE 39



OPPORTUNITIES FOR INFRASTRUCTURE PARTNERSHIPS

streams, or service improvements through the
acquisition of private sector expertise not avail-
able within government.)

FINANCIAL INCENTIVES

The material presented in the previous chapter
suggests that many — if not most — partnership
opportunities exist at the community and re-
gional levels. Further, it is worthwhile to restate
the high level of interest displayed by both pri-
vate sector and municipal Workshop participants
in a more open, cooperative planning process in
order to identify specific opportunities. In light
of these observations, what could the GNWT do
in order to support and encourage partnership
initiatives at the community and regional levels?

Infrastructure NWT is proposed as an institu-
tional approach to infrastructure funding, with a
focus on providing financial support for partner-
ship approaches initiated and developed at the
community or regional level. There are two op-
tions proposed for consideration:

1. Investment Fund. As an investment
fund, Infrastructure NWT would be
modeled on the Emerging Africa Infra-
structure Fund presented in an earlier
chapter. The fund would be underwrit-
ten by the GNWT, in partnership with
the federal government. The GNWT’s
share of the fund would come from the
second stream funds identified in the
capital planning process, as discussed in
the previous sub-section. The Govern-
ment of Canada would be encouraged to
provide funds from the Canada Infra-
structure Program. Municipal or abo-
riginal organizations could approach the
fund for funding for infrastructure pro-
jects consistent with the intent of the
second stream capital plan (e.g., multi-
use facilities where non-government
revenue streams are identified, or pro-
jects for which value is added through
service improvements by the application
of new and innovative private sector ex-
pertise. Funding could take the form of
contributions, subordinated debt, and/or
loan guarantees. In most cases, contribu-
tions would be proportional to the ex-
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pected government use of the facility or
service. However, in cases where project
proposers were able to attract a greater
percentage of required funding on its
own, for example from a resource de-
velopment company operating in prox-
imity to the affected community, addi-
tional contribution funding could be
made available on some type of match-
ing basis. Loan repayments would be re-
turned to the Fund.

2. Crown Corporation. By adding ele-
ments of the organizational approach of
Ontario’s SuperBuild Corporation, In-
frastructure NWT could be established
as a crown corporation, assuming own-
ership and management of the GNWT’s
current infrastructure assets. The corpo-
ration would then have the asset base,
any lease revenues that might flow from
such assets, additional financing consis-
tent with Option 1, plus borrowing ca-
pacity consistent with its asset base. Un-
der this scenario, Infrastructure NWT
would work with community govern-
ments, aboriginal development corpora-
tion and the private sector in a more ac-
tive role, to encourage and develop part-
nership approaches to infrastructure as
an additional tool for infrastructure de-
velopment generally. It would also be in
a position to using its finances to lever-
age other monies, be it from the private
sector, or other levels of government.

Access to financing can be a problem for NWT-
based businesses. By providing subordinated
debt and loan guarantees through Infrastructure
NWT — under either option — conventional lend-
ers could reduce their risk exposure on infra-
structure loans, thereby making it somewhat eas-
ier for project proposers to finance their projects.
The second option — the crown corporation —
broadens the involvement of the GNWT by add-
ing a more active role in developing partnership
projects.

PAGE 40



OPPORTUNITIES FOR INFRASTRUCTURE PARTNERSHIPS

CAPACITY-DUILDING STRATEGIES

Of all of the lessons learned from an examina-
tion of partnership experiences in other jurisdic-
tions, one of the most prominent is the need to
build capacity. This necessity was emphasized
by many authors [Allan 1999, Bennett 1999,
Caplan 2001, Ferreira 1996, Government of Ire-
land 2001, Pearson 2001], and was a recurring
theme in the consultation. Indeed, building the
capacity to develop, execute and manage part-
nership arrangements was identified as an issue
by both community governments and aboriginal
development corporations.

Projects requiring substan-

MAKING PARTNERSHIPS WORK

be based on consideration of the needs
of each project and will be assessed
against a rigorous public interest test
which will examine the potential impact
upon privacy, security, consumer rights,
public access and equity. [Government
of Victoria, Australia 2000]

tial institutional change or [EEMA@ @LIE GOVERNMENTS

large capital investments
will require capacity build-
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1999]

PuBLIC ACCEPTANCE

The success of the PPP programme requires
widespread public support. [Government of Ire-
land Department of Finance 2001]

That’s why an effective communications strat-
egy is so important. However, the experience of
other jurisdictions is that public acceptance is an
on-going and constant requirement. Partnerships
Victoria, in Australia, explicitly reviews each
potential partnership project in terms of public
acceptance:

Choices between public and private
provision of public infrastructure and
related ancillary services will be made
on practical grounds. Such choices will
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CONCLUSIONS

10 CONCLUSIONS

Opportunities for partnership approaches abound
in the Northwest Territories. Most do not have
the allure, scale and potential impact of the Deh
Cho Bridge Corporation’s project, but they are
opportunities with potentially real benefits none-
theless.

Tre HaMLET OFFICE IN FORT MCPHERSON. COMMUNITY
GOVERNMENTS WANT GREATER INVOLVEMENT IN THE
CNWT's CAPITAL PLANNING PROCESS. THIS COULD LEAD
TO THE IDENTIFICATION OF MORE PARTNERSHIP OPPORTU-
NITIES.

The best partnership opportunities are those that
allow the private sector to add value in the pro-
vision of public services. As we have seen, the
most promising implementations of this ap-
proach include multi-use facilities, service im-
provements through private sector demonstra-
tion of expertise and/or innovative capacity, and
taking a business approach to a public sector
project.

A business orientation provides opportunities to
introduce new, non-government revenue
streams, and to leverage private sector invest-
ment, both of which have the effect of reducing
costs to the government. However, any project
where value for money can be introduced or in-
creased through private sector participation is
worthy of consideration. Partnerships don’t have
to always be about providing infrastructure —
there may be opportunities to achieve value for
money in service delivery as well.

The most promising opportunities would appear
to be in:
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airports;

hydro-electric power generation;

water and wastewater treatment;
recreational and cultural facilities; and
collaborative approaches to municipal

infrastructure projects on a case-by-case
basis.

Partnerships are about the optimal allocation of
risk. Indeed, the specification of the desired al-
location of risk will largely determine the struc-
ture of the partnership. From the literature re-
view and discussions during consultation, it
would appear that projects in the above-noted
categories would provide the best opportunities
to share risk with community governments, abo-
riginal development corporations, and local in-

dustry.

Equally importantly, the level of interest among
community governments, aboriginal develop-
ment corporations, and local industry is high.
The proposal arising out of the Workshop to
pursue a more open, cooperative capital plan-
ning process is further evidence that partnership
approaches need to be re-visited by the GNWT.

Throughout the literature review, during conver-
sations with those with considerable experience
and expertise in partnerships, and in identifying
important lessons to be learned, it was hoped
that a comprehensive listing of key success fac-
tors might emerge. The reality is that only two
key success factors characterized virtually all of
the articles, and all the discussions with experts:

e The need for a political champion with
the desire to defend the principles and/or
objectives of partnering; and

e Public acceptance of partnerships as a
practicable tool to address infrastructure
needs is crucial.
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11 NEXT STEPS

NEXT STEPS

In order to move the discussion of the concepts,
issues and opportunities forward, it is recom-
mended that the Deputy Ministers Task Team:

1.

Promote discussion — within the GNWT — of
the contents of this report, together with the
findings from the other two components of
the Task Team’s overall study. There are a
number of areas where the findings from the
policy research commissioned earlier, and
the concurrent work on the infrastructure
impacts of resource development, can in-
form this research (and vice versa).

PARTNERSHIPS ARE ABOUT PEOPLE WORKING TOGCETHER
TO CREATE SOLUTIONS TO COMMLUNAL PROGLEMS.

2. Engage the Department of Finance and Fi-

nancial Management Board Secretariat in
discussions on the creation of an investment
fund to support partnership approaches, con-
sistent with the Task Team objective to ex-
amine the potential for leveraging infrastruc-
ture investments in the NWT. It may be ad-
vantageous to consider financial incentives
for infrastructure projects initiated at the
municipal or regional levels, particularly
when project proposers can bring third party
funding to the project. It would also be ad-
vantageous to enhance such a fund with
funding from the Infrastructure Canada Pro-
gram. For example, the acknowledged pri-
orities of the Infrastructure Canada Program
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include water and wastewater systems, a
sector where many of the preconditions for
partnerships approaches already exist in the
NWT. So there is some rationale for consid-
ering federal funding. However, the ramifi-
cations of this and other organizational is-
sues are not addressed in this report.

Pursue discussion with senior management
of Ontario’s SuperBuild Corporation. This
organization has much to offer in terms of
increasing the profile of capital spending,
and organizing to promote partnerships
among and between all levels of government
and the private sector. The senior manage-
ment of SuperBuild believer that partner-
ships are just one tool among many that can
be employed to address infrastructure needs,
so it may be instructive to broaden these dis-
cussions beyond simply partnership ap-
proaches.

Examine how the capital planning process
itself might be modified to encourage part-
nership approaches. This follows from
Workshop observations that, if there are
partnership opportunities to be found, the
parties to a more open, integrated capital
planning process can find them.

Extend discussions to include community
governments, aboriginal development corpo-
rations, and private sector representatives.
This should be done at the earliest opportu-
nity following compilation and analyses of
the information acquired through execution
of the four previous steps. An effective way
to demonstrate commitment to partnerships
is to invite partners into discussions about
partnerships.

Communicate with the public at every stage.
Public acceptance of partnerships as a prac-
ticable tool to address infrastructure needs,
is crucial.
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COMMUNITY GOVERNMENT REPRESENTATIVES
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John McKee, SAO
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Tom Wilson, Mayor/Bernice Swanson, SAO

Chief Dennis Deneron
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Lorne Antle, SAO

Shirley LaMalice, Manager
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David Kravitz, SAO
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Tim Mercer/Glen Jarbeau
Alec Simpson, SAO
Louise Reindeer, SAO
Gordie Clark, Mayor

Peter Clarkson, Mayor
Keith Dodge, Mayor

Tom Lee, SAO

Enterprise

Hamlet of Fort Liard

Hamlet of Fort Providence
Village of Fort Simpson
Sambaa K'e First Nation (Trout Lake)
Pehszeh Ki Dene Council, Wrigley
Deninoo Community Council
K’atlodeechee First Nation
Lultselk'e First Nation

Town of Hay River

Dettah

Gameti First Nation

Hamiet of Rae

Wha Ti

City of Yellowknife

Town of Norman Wells
Tulita

Hamlet of Fort McPherson
Town of Inuvik

Paulatuuq

Hamlet of Tuktoyaktuk

ABORIGINAL DEVELOPMENT CORPORATIONS

Tom Connors
Patrick Schmidt
Grant Bealing/Dan Koebal
Rita Cli/Lyall Gill
Bob Johnson
Robert Kelly
Angus Lennie

Neil McFadden
Rick Phaneaf

Tom Lee

Randy Sibbeston
Don Sandercock
Racheal Catholique
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Gwich'in Development Corp, Inuvik
Inuvialuit Development Corp., Inuvik
Red River Inc., Tsiigehtchic

Liidli Koe Band/Nogha Enterprises, Fort Simpson
Dogrib Resources Development Corp, Yellowknife
Yamoga Land Corporation, Fort Good Hope

Fort Norman Metis Land and Financial Corp., Tulita

Denton'Cho Corporation

Lac La Martre Development Corp., Wha Ti
Tuktoyaktuk Development Corp., Tuktoyaktuk

Metis Local #52, Fort Simpson
Beaver Enterprises Inc., Fort Liard
Denesoline Dev Corp., Lutsel K'e
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Bruce Rattray
Lew Voytilla
Peter Vician
Marsh Wilson

OTHER INTERVIEWEES

Jane Peatch

Michael Ross, Will Lipson
David Lindsay

Eric Christensen

Ron Kent

Vern Christensen
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Municipal and Community Affairs
Public Works and Services

Financial Management Board Secretariat
Transportation

NWT Housing Corporation

Canadian Council for Public-Private Partnerships
KPMG

Ontario Superbuild Corporation

Diavik Diamond Mines Inc.

Ferguson Simek Clark Engineers and Architects
Mackenzie Valley Environmental Impact
Assessment Review Board
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WORKSHOP ATTENDEES

WORKSHOP ATTENDEES

Blake Lyons (president)
Clarence Wood (Inuvik)
Kevin Diebold (Norman Wells)
Winnie Cadieux (Enterprise)
Yvette Gonzalez (staff)
Kelly Hayden

Bill Aho

Alan Vaughan

Graeme Dargo

Debbie DeLancey

Douglas Johnson

Bruce Rattray

Peter Vician

Marvin Zaozimy

Russell Neudorf

Tom Beaulieu

Clay Buchanan

Lew Voytilla
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NWT Association of Municipalities

NWT Association of Municipalities

NWT Association of Municipalities

NWT Association of Municipalities

NWT Association of Municipalities

NWT Chamber of Commerce

NWT Construction Association

Ninety North Construction and Development Ltd.
Aboriginal Summit

Municipal and Community Affairs

Municipal and Community Affairs

Public Works and Services

Transportation

Transportation

Transportations

NWT Housing Corporation

Resources, Wildlife and Economic Development
Financial Management Board Secretariat
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