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What's a P3?

P3s Defined - CCPPP

« “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 resources, risks and rewards” —
Canadian Council for Public-Private
Partnerships
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P3s Defined - Quebec

* “A long-term contract under which a public
body allows a private sector enterprise to
participate, with or without financial
contribution, in designing, constructing and
operating a public work” — PPP Quebec

P3s Defined - BC

« “A partnership arrangement in the form of a
long-term performance-based contract
between the public sector (any level of
government) and the private sector (usually a
team of private sector companies working
together) to deliver public infrastructure to
citizens” — Partnerships BC
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P3s Defined as AFPs - Ontario

« Ontario defines a P3 in terms of an
alternative financing and procurement (AFP)
—i.e., “a range of infrastructure project
delivery methods which use private expertise
and financing to strategically rebuild vital
infrastructure, on time and on budget, while
ensuring appropriate public control and
ownership” — Infrastructure Ontario

P3 Models & Degree of Private
Sector Risk and Involvement

Figure 2.2 — Models of Public-Private Partnerships
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Source: The Canadian Council for Public-Private Partnerships




Procurement

Comparing Traditional to P3

TRADITIONAL PROCUREMENT VERSUS P3

for the public interest

TRADITIONAL PROCUREMENT T0 P3 PROCUREMENT
Less competition and innovation - ore private sector involvement
Govemment bears most risks - Risk is shared with the private sector
Public borrowing for new assefs - More private capital
Taxpayers purchase assets - Taxpayers purchase a bundle of services
Inefficient procurement - On-time delivery of assets
Govemment responsible - Government responsible

for the public interest

Source: Yukon Economic Development, Overview of Public-Private Partnerships
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P3 Offices in Canada
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Meeting Challenge of One-Offs

 First wave of P3 projects (e.g., Confederation
Bridge FC 1992 and Highway 407 ETR — FC
1999) were mainly one-offs

* A lesson from these one-off experiences was
the importance of developing centralized
public procurement agencies with access to
significant expertise

New Wave of Interest

» British Columbia kicked off the new wave of
interest in P3s — established Partnerships
BC in 2002

¢ Quebec and Ontario followed suit with their
own infrastructure development offices (i.e.,
PPP Quebec - 2004 and Infrastructure
Ontario - 2005)

* The Federal P3 project office, PPP Canada
Inc. (P3C) is now up and running
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Infrastructure Procurers

« P3s are proceeding, or have been
undertaken, in Alberta, Manitoba, Ontario,
Quebec, New Brunswick, Nova Scotia, Yukon
and Nunavut

 Also being actively considered in PEI and
Saskatchewan

« Governments are moving from “providers” to
“procurers” of infrastructure

Partnerships BC

— A company (wholly-owned by
Province) that brings together
ministries, agencies and the private
sector to develop projects through P3s

— Its mission is to evaluate, structure
and implement P3 solutions that serve
the public interest in BC
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Partnerships BC

— Is BC government’s centre of
expertise for P3s

— Provides specialized P3 advisory
services (ranging from project
planning to project management)

— Also serves as resource for the private
sector looking to invest in BC

PPP Quebec

— Is agency of Province

— Its mission is to contribute to the renewal of
public infrastructure and the enhancement
of services delivered to citizens

— Advises the Quebec Government on P3
matters such as project selection and
prioritization
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PPP Quebec

— Its mandate is to inform public bodies,
departments, the business community and the
general public on the concept of public
management in the P3 mode

— It provides advisory services to public bodies for
the evaluation of the feasibility of P3 projects and
for the negotiation, conclusion and management of
P3 contracts

— Departments are required to use PPP Quebec’s
services for any project in which a P3 is considered

Infrastructure Ontario

— Is crown corporation dedicated to renewal
of Province’s public infrastructure through
AFPs

— Uses private financing but also provides
Ontario municipalities, universities and
other public bodies with access to
affordable loans to build and renew public
infrastructure




Infrastructure Ontario

— Sets project criteria, brings together public and
private sector, conducts procurement process and
ensures public interest upheld during life of project

— Intends to bring private-sector expertise, ingenuity
and rigour to process of managing and renewing
Ontario’s public infrastructure while shifting risks of
cost and schedule overruns away from taxpayers
and onto the private sector

— Committed to adhering to expected and planned
life-cycle costs of project

PPP Canada Inc. (P3C)

— The Federal Budget 2007 provided
$25 million over five years for a new federal
office to help execute P3 projects, with the
office’s mandate being two-fold:

« identifying opportunities and executing P3s
at the federal level

» overseeing the assessment of P3 options
for projects seeking funding from federal
infrastructure initiatives
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PPP Canada Inc. (P3C)

— In 2008, the program parameters of the P3 Fund
were described as including:

— targeting the same categories of projects as the
Building Canada Fund

— investing in P3s using a range of innovative
financing instruments, such as loans, loan

guarantees, non-voting shares and repayable
contributions

— being a key priority of P3C, a federal crown
corporation, during its transition to full
operational status

PPP Canada Inc. (P3C)

— On January 19, 2009, Finance Minister
Flaherty announced the appointment of
Gregory Melchin as Chair and John
McBride as CEO of P3C
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PPP Canada Inc. (P3C)

— On January 27, 2009, the Federal Budget
2009 provided that:

— P3C would coordinate an initial call for
applications to the P3 Fund in 2009-10

— The Government would work with P3C
management to ensure that the appropriate
legislative and policy frameworks were in
place to support the P3C’s successful promotion
of P3s in Canada

Infrastructure Funding in Canada
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Federal Infrastructure Funding

— Several already-existing programs were ramped up
in Federal Budget 2009 including:

— Building Canada Fund ($8.8B)
— Gateways & Border Crossing Fund ($2.1B)

— Asia-Pacific Gateway and Corridor Initiative
($1B)
— Public-Private Partnership Fund ($1.26B)

— Will focus on new fund in Budget 2009 — i.e., the
Infrastructure Stimulus Fund

Infrastructure Stimulus Fund

— The Federal Budget 2009 established a
new $4-billion fund to provide funding to
construction-ready infrastructure projects

— The fund supports construction of
infrastructure projects to be built over the
next two construction seasons (2009-10
and 2010-11)
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Infrastructure Stimulus Fund

— The fund’s guidelines were published only a
couple of weeks ago

— Eligible projects under the fund are the
rehabilitation or retrofit of existing
infrastructure assets, or the construction of
new infrastructure assets, that can be
substantially completed before March 31,
2011

Infrastructure Stimulus Fund

— Requirements for funding:

* Project incrementality - Work is
incremental construction activity that
would not otherwise have been done by
March 31, 2011. Funding can be used to
provide missing funding that allows a
project to proceed, or could be used to
accelerate a project planned for future
years to be built by March 2011
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Infrastructure Stimulus Fund

— Requirements for funding:

* Project readiness — Project must be
construction-ready and likely to be
substantially completed by March 31,
2011

Infrastructure Stimulus Fund

— Requirements for funding:

* Project merit - Merit focuses largely on
construction-readiness and whether
proposed work is needed to maintain
safety and prolong the economic life of
assets
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Infrastructure Stimulus Fund

— Requirements for funding:

* Financial leverage - The ability for a
given project to leverage additional
capital (from either the province,
municipality, not-for profit sector or the
private sector) will be considered when
making project decisions

Infrastructure Stimulus Fund

—Eligible project categories include:

* Port and Cruise Ship Infrastructure
 Airport Infrastructure

» Short-line Rail Infrastructure

» Highway Infrastructure

 Local Road Infrastructure
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Infrastructure Stimulus Fund

—Eligible Costs
» Capital construction costs

« Direct and necessary costs for the
successful implementation of an eligible
project

Infrastructure Stimulus Fund

—Ineligible Costs

« Costs incurred for projects intended to be completed after March
31, 2011

» Land acquisition, leasing land, buildings, equipment and other
facilities, real estate fees and related costs

* Financing charges, legal fees and loan interest payments

» Goods and services costs which are received through donations
or in-kind

« Employee wages and benefits, overhead costs as well as other
direct or indirect operating, maintenance and administrative
costs

» Taxes for which the ultimate recipient is eligible for a rebate, and
any other costs eligible for rebates
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Infrastructure Stimulus Fund

—Cost Sharing

¢ Federal funding for provincial or territorial assets, from
all federal sources, not to exceed one-half of the total
eligible costs of the project

e Federal funding for municipal and non-profit sector
assets, from the Infrastructure Stimulus Fund, not to
exceed one-third of total eligible costs of the project

* Federal funding for private sector assets, from all federal
sources, not to exceed one-quarter of total eligible costs
of the project

Private Finance & Credit Crisis

— Will credit crisis and recession impact
Canadian P3s?

— Probably, at least in short term:

— The current credit crisis means that financing is
now a greater challenge for P3 project sponsors

— Lenders are taking smaller, shorter term, and
more secured positions with project finance
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Private Finance & Credit Crisis

— Makes project pricing and value for
money calculations more difficult

— Makes for increased refinancing risk (and
there is growing debate as to whether the
private sector should take this risk or
share it with government)

Private Finance & Credit Crisis

— At CCPPP panel held April 21, 2009, the
consensus was that the P3 model was in
transition and would adapt to reflect this time of
market uncertainty — perhaps see government’s
as co-lenders, guarantors, grantors etc.

— Same point made in Infrastructure Partnerships
Australia’s report Financing Infrastructure in
the Global Financial Crisis, March 2009
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Private Finance & Credit Crisis

— P3s are not just about financing but also the
“quality of the solution” — e.g., innovation
and design of project

The P3 Model in Canada




P3s Defined

- AP3

1) is an appropriate risk allocation that:

« A) encourages efficiencies in lifecycle costing through linking
design and operations

« B) allocates risk to the party best able to manage it
— 2) involves private financial participation
— 3) is for a public purpose or good

mcmillan

Right Project

— P3s That Work:
— (A) The right project
* Key factors:

* Project size (transaction costs, risk/reward trade-off,
sufficient scale)

* Real scope for innovation in design and service delivery

» Definable and reliable revenue stream

« Synergies in design, building, operations and maintenance

» Potential for risk/reward upside (based on fair risk allocation)

mcmillan
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Government Partner Skills

— (B) A Government partner with project and contract
management skills
e Three key factors:
(1) Government, community and private sector support
* Appropriate legislative framework
 Clear lines of responsibility within government
« Consistent, accountable and transparent process
« Competitive process

mcmillan

Government with Plan

(2) A Government with a clear, long-term business
plan
* Based on reliable information
* Needs assessment
 Accurate forecasts
« Value for money
« Reasonable public sector comparators
Clear output specifications
» Service need and service quality requirements
Risk analysis
» Appropriate risk allocation
 Fair and transparent procurement strategy

mcmillan
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Institutionalized Expertise

(3) Appropriate expertise

— Legal, technical and financial aspects

— Depoliticized decision-making process

— Specialized procurement agency:
» Conduct value-for-money analysis
« Fair procurement process
* Assess and implement appropriate risk allocation
* Monitor and enforce contractual compliance

Risk Allocation

— (C) A balanced and effective risk allocation

* Ensuring that the risk is measured and allocated to the party
best able to manage it.

5/13/2009
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Appropriately Allocating Risk

APPROPRIATE ALLOCATION OF RISK

PUBLIC SHARED PRIVATE
Legislative changes - Inflation Design
- Changes to project scope - Taxation - Construction costs
Land acquisition - Permitting Operating and maintenance costs

Governance
- Sustainable political support

- Catastrophic events

Operating performance

- Technological obsolescence
Financing

- Commissioning

Source: Yukon Economic Development, Overview of Public-Private Partnerships
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Transportation P3s in
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Canada




The Transportation Infrastructure Gap

e Canada’s transportation infrastructure covers a diverse
set of public and private owned assets, including roads,
bridges, public transit, rail, airports, border crossings,
and ports

* Much transportation infrastructure suffered _
underinvestment in last 25 years — public spending has
failed to accommodate public needs

* The government entity responsible for transportation and
highway safety pegged investment spending required for
provincial and municipal public transportation
infrastructure at $89 B for the 2004-2013 period (ports
were not included in this figure)

Challenges for Transportation P3s

— Traffic demand forecasts are notoriously unreliable
e Flyvbjerg study:
 Rail: 9 of 10 projects were off by an average of 106%
¢ Road: 50%: actual vs forecast variance was +/- 20%
o 25%, it was 40%
* No improvement in 30 years of experience
— Risk allocation
e Tolls vs. availability payments

» Operating revenue to match O&M or O&M plus capital or full risk
transfer — is it sustainable?
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Challenges for Transportation P3s

— Competition from other subsidized modes of transport
lead to greater traffic/business flow uncertainty

— Design/build split from operate/maintain
(Upgrades to existing system with an existing operator)
* Risk gaps between the two entities
e Loss of innovation potential (design/operation synergies)
e Integration problems
* Reduced lifecycle cost efficiency

Challenges for Canadian Port P3s

In Canada:

— Ports “orphaned” in the 90’s

— The retreat of the federal government

— The absence of a “public good” rationale as a result

— Canada Marine Act constraints?

— Absence of a committed government partner?

— Traffic flow challenges

— Absence of public sector comparators (value for money)




— Developing procurement vs. port operations expertise
e Use provincial agencies?
e Federal P3 office?
— Risk allocation issues
e First Nations
» Force Majeure
* Security
e Construction Risk
» Design/operation synergies
e Change in Law

— Accountability and Transparency

Challenges for Canadian Port P3s

Opportunities for Port P3s

— Project size is large

— Definable and potentially reliable revenue stream
— Potential for operator upside

— Design-Build and Operate-Manage synergies

— Need for investment and growth

— Port authorities looking for innovative mechanisms

5/13/2009



5/13/2009

P3 Checklist

— Proceeding with a P3 is appropriate when
there is:

* A significant opportunity for private sector
innovation in design, construction, service
delivery, or use of an asset

» Clearly definable and measurable output
specifications for payment-on-a-services-
delivered basis

» An opportunity for the private sector partner to
generate non-government streams of revenue,
to help offset public sector costs

P3 Checklist

— Proceeding with a P3 is appropriate when:
» Some risks can be transferred to the private
sector
* Projects of a similar nature have been
successfully developed using a similar method

» The private sector has sufficient P3 capacity
(expertise and availability) to successfully
deliver project objectives
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Selected CPA Infrastructure
Projects

Port Metro Vancouver

Pacific Gateway,
DP3 and Terminal 2 Infrastructure Projects
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Deltaport Third Berth Project

— DP3is a Port Metro Vancouver and TSI Terminal
Systems Inc. initiative to expand existing container
operations at the Deltaport container terminal at
Roberts Bank in Delta, BC

— Estimated capital cost of project is $400 million

— Project is scheduled for completion in fall 2009

Deltaport Third Berth Project

— DP3 will increase capacity at Deltaport by up to 600,000
TEUs by adding a third berth and 20 hectares of
container storage facilities to the existing two-berth
container terminal

— The third berth will be operated by TSI (a private
company) that operates the existing Deltaport container
terminal
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Terminal 2

— T2 is a proposal to expand container capacity at Robert
Banks by adding a new three-berth container facility

— The project schedule for T2 is yet to be determined

— PMV has selected a joint venture between APM
Terminals North America and SNC-Lavalin as the
preferred proponent for the T2 project and will negotiate
a business agreement “to complete and operate” T2 as
the next step in the partner selection process
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Port of Prince Rupert

Pacific Gateway and

Fairview Container Terminal Infrastructure Project

Project Participants

e Prince Rupert Port Authority: contributed $25 M

¢ Maher Terminals: obtained a 30-year concession to be
exclusive operator of terminal and invested $60M in equipment
for facility including container cranes, lift trucks and the EDI
system; also won option to develop a larger operation later

e Canadian National Rail (“CN"): contributed $30 million in
upgrades to the British Columbia intermodal rail link and new
equipment

*  Federal Government: contributed $30 M
* Province of British Columbia: contributed $30 M
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The New Terminal

e The $170M 500,000 TEUs Fairview container
terminal, with funding support from the
Governments of BC and Canada, was
completed on budget and on time in fall 2007

* Terminal design and operations planning was
collaborative effort between Port, CN Rail and
Maher Terminals

Operating Agreement

* Maher Terminals granted a 30-year lease with an
option to develop a larger operation later

» Details confidential but what is public is that:

* The terminal is located on federal land
administered by Port and leased to Maher

* Maher designs, finances, builds, operates and
maintains building, cranes and other terminal
infrastructure on land

» Port shares in Maher’s success operating terminal
by getting paid a container fee
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