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Introduction

On behalf of Local 51 of the Canadian Union of Public Employees we would like to thank the Mayor and the Councillors for the opportunity to appear at Town Council of Dieppe on the question of water in the greater Moncton area.  In our presentation we would like to address some very important issues. We hope that this brief will help in our effort to have a good dialogue between the Town of Dieppe and Local 51 on the question of water.  It is our intention today to present to you an analysis of the consequences of Public Private Partnership and an analysis of the agreement that the City of Moncton has with US Filter for the filtration plant. We would also like to make the council aware of some of the tactics used by international companies like Vivendi (the owner of US Filter) in their efforts to get more contracts in the public sector.

US Filter Canada Inc has made an unsolicited proposal to the City of Moncton for the management, operation and maintenance of water distribution, sanitary sewers and stormwater systems. There are a number of problems with the discussions that are taking place. First, why is the City of Moncton having privatization discussion with US Filter Canada Inc.? What is the mandate of the City and when was it decided to privatize the water system?

Local 51, of the Canadian Union of Public Employees has a number of problems with the discussions taking place behind close doors. So far, what we know is that US Filter Canada Inc is proposing a partnership with the City of Moncton. These types of partnerships have been exposed by the auditor general of the province of New Brunswick. He has demonstrated that it did and will cost more to the taxpayers in the case of the Ever Green school in Moncton, ($900,000.00 more), the case of the Wackenhutt jail in Miramichi, ($400,000.00 more), and on the Moncton-Fredericton Highway ($25,000,000.00 more only on the borrowing costs). On the question of the Moncton-Fredericton Highway we have shown that it will cost extra money for operation and maintenance. 

Public Private Partnerships are instantaneous decisions that have long term effect on the administration of public services. For example, in the case of the Moncton-Fredericton highway the provincial government lost any possibility of receiving Federal money for the construction. Based on the formula used on other highways built in this province it means that the province could lose as much as $300,000,000.00 in revenue from the Federal government. The same is true for water, sewage and stormwater system in Moncton. With the Canada-New Brunswick Infrastructure Program, Moncton will receive $6,600,000.00 from the Federal and Provincial governments with an investment of  $3,300,000.00 of municipal money. We know that there is more money available from the same program. The City of Moncton should not make long term commitments because we don’t know how much more money could be available. The study done by R.V. Anderson Associates Limited called the Water Main Renewal Strategy for City of Moncton said that the City needed $70,000,000.00 in investment for the next 20 years. It means around $3,500,000.00 a year. It means that the $10,000,000.00 received from the Canada – New Brunswick Infrastructure Program would cover 2.86 years or until 2004, and that there would be an additional $60,000,000.00 needed for the next 17.14 years to complete what will be needed in infrastructure money for water distribution, sanitary sewers and stormwater systems. Why then rush into an agreement with US Filter Canada Inc when things are underway in a normal fashion?

There is another important problem with public-private partnerships. With the North American Free Trade Agreement (NAFTA) and the other world agreements such as the General Agreement on Trade in Services, big multinationals have been able to acquire rights that are above our laws and above agreements that we may sign. The main implication is that we will not be able to return to a public service without being sued to stop that, or possibly paying big fines to those companies as compensation. Signing such deals has long terms implication and ties the hands of a municipality in an important manner. 

We are also very concerned with accountability. This City Council is accountable to the citizens of Moncton. You have public meetings, you have to produce minutes, budgets, reports, etc. When citizens inquire about your activities you have to answer. You have to abide by different laws that govern municipal governments. Also, you are elected and the citizens can judge your performance every 4 years.  Companies on the other hand, are only accountable to their shareholders and they don’t have to answer any questions from the citizens. There is no democracy involved.  Because they answer to their shareholders, their interest is not the best services, the best quality of water, but is the biggest profit possible. To get more profits, private water companies in the United Kingdom have increased the water bill by 84% to 142% in the last ten years. In France, where water is largely privatized, the cost of water has gone up by 61 % between 1991 and 1997, and by 118 % in Paris between 1984 and 1997. 
  They have also cut in the services, and the quality of water has diminished. 

US Filter Canada Inc. is owned by Vivendi a giant French company. Vivendi purchased US Filter in 1999. It operates worldwide with over 260,000 employees. Recently it has purchased Seagram mainly for its interest in the communication sector. One of the problem in making long term commitment with a company is that one cannot say what will happen to US Filter Canada Inc. in 5, 10, 15 or 20 years from now? Who will own it? What will be their ethics? What will be their commitment to Moncton and their citizens? We don’t know and nobody knows. This is the kind of problem facing the municipality of Hamilton-Wentworth in Ontario. After giving away a contract for the sewage system to Philipps Utilities, this company went bankrupt and the municipality is facing a problem to find out who will operate the sewage system. 

US Filter in Moncton

US Filter with 85% control and the Hardman Group with 15% control entered into an agreement with the City of Moncton to finance, design, build, manage, operate, maintain, upgrade and equip the water treatment plant for a period of 20 years. 

The arrangement between the city and its private sector partners enabled Moncton to assume ownership without having to make any up-front capital investment in the facility.  This was achieved in the following way: upon completion, the City of Moncton “purchased” the plant from US Filter and The Hardman Group for $23.1 million.  At the same time the city entered into a 20-year lease and license agreement giving US-FILTER / GMW Ltd. exclusive rights to operate the facility and sell finished water to the municipality.  The consortium was required to pay the full amount of the lease to the city in addition to the amount of the license fee.  The deal was structured so that these two amounts equalled the cost of the plant.  Consequently the two payments cancelled each other out.  

The City of Moncton pays the consortium an amount of  $2,680,999.92 a year as capital cost component and an amount of $639,000.00 a year for fixed operating cost component and an amount of $42,263.52 a year for capital repair and replacement reserve component for a total of $3,362,263.44 of fixed rate per year.  In addition, the City has to pay for variable chemical cost component, variable electricity cost component and variable sludge handling cost component.  In return, the City is supposed to get turbine generator power cost savings.  It is interesting to note that the total tally for all these costs for the year 2000 was $4,224,106.00
 for the City of Moncton. 

Assessing cost

One of the selling points for going with a public-private partnership is that it will save money.  In the case of US Filter, Moncton Mayor Brian Murphy was quoted: “our decision to partner with USF Canada and The Hardman Group will save ratepayers approximately $12 million in capital, engineering and operating costs over the term of the agreement and reduce the public’s risk and liability”.
  In a paid advertisement the City of Moncton said: “The partnership arrangement shows lower annual operating costs: $3.8 million versus the city’s cost to operate of $4.8 million. The overall savings, then, would be 11.2 per cent in a partnership agreement”. 
  As we have already stated, the price paid for water treatment charges for 2000 was $4,224,106.00 or a difference of $424,106.00 of additional cost compared to the promise of 1998.

In the same advertisement the City claimed: “The water treatment plant would cost $23.1 million in a partnership arrangement, close to a 10 million dollar savings (in capital costs) compared to a traditional city approach of $32.8 million”.
  On this part we really believe that the City is comparing apples and oranges. The $32.8 million cost is based on a proposal to build a plant that would have had three times the water capacity compared to the one that was built for a capital cost of $23.1 million.  What would have been the cost of building a 22.5 million gallons/day in the traditional way has never been estimated to our knowledge.  We are quite certain that it would have been much less than $32.8.

Under the deal, Moncton ‘owns’ the facility but pays the company a capital cost component in the water price.  This component is fixed (Schedule E of the Agreement) at $223,417.00 per month for the 20-year term of the Operating Agreement.  On a capital cost of $23.1 million, this monthly payment carries the equivalent of a 10% interest rate, well above the rate of 5.854% at which the City could have borrowed at that time.

However, Article 7 of the Development Agreement provides that the company finance the facility by taking a loan equivalent to no more than 86% of the cost of the facility at a 7% per annum interest rate over a period not to exceed 18.5 years.  This would imply a loan of $19,873,514.00 and an equity contribution of {$23.1 million - $19.9 million  =} $3.2 million.  At simple interest, the monthly loan payment during the 18.5 years would be $158,959.00.  The balance of the monthly capital cost component in the water price of $223,417.00 - $158,959.00 = $64,458.00 is therefore presumably available as payment to the equity component of the capital cost. After 18.5 years the whole amount of the capital cost component in the water price would be earned by the equity holders. This implies a return on equity of a little short of 24% per annum.   This is the main attraction of the P3 from the private sector perspective; there are few relatively risk-free investments, which would yield this kind of guaranteed return over a 20-year period.

Assuming that Moncton could have borrowed at 5.854% for 20 years (the average yield on New Brunswick 20-year bonds in May 1998; source: Wood Gundy files), the current arrangement is costing the taxpayers/water users of Moncton some $14.5 million undiscounted over the lifetime of the project or about $8.56 million in today’s money. 
  This is the real price Moncton is paying in order to achieve off the books accounting status. 

Yet, the capital cost component of the water price is nothing more than debt servicing and the implied value of the debt being serviced is simply the sum of future capital cost component water charges, discounted back to today’s money.  If we assume Moncton could have borrowed at 5.854% p.a. then the implied value of the debt is actually $31.55 million!
  That this does not show on the books of Moncton as a debt in no way reduces Moncton’s liability to the Company for the debt.  The bookkeeping arrangements are designed to hide the reality that while Moncton may ‘own’ the facility, it hasn’t yet paid for it and won’t for 20 years.  By the company paying Moncton up-front both for the license to operate the facility and rent to occupy the facility, Moncton was able to ‘pay off’ the cost of the facility and avoid having any debt on its books. 

If, instead of hiding the debt payment in the water price, Moncton were to enter into an explicit lease agreement with the company, then under guidelines issued by the Canadian Institute of Chartered Accountants (CICA), the lease would be declared a capital lease and both the costs of the facility and the present value of future lease payments would have to be shown on Moncton’s books.  This would be the case because it is clear that Moncton would own the facility after 20 years, because it would have received substantially all the economic benefits to be derived from the facility over this period and because the company would have recovered its investment and made a profit as a result of the lease.  For all these reasons, the CICA would have declared such a lease agreement a capital lease.  Because of the creative bookkeeping, the real nature of the debt relation is hidden.  But the debt is still real.

As what we have shown above, there were extra costs for the City of Moncton by going to a public-private partnership. In the end, it will be the taxpayers that will have to pay more because consumers of water pay user charges in the City of Moncton. The following table illustrates that this is already happening.

Water user charges 1995 to 2000
:

	Year

Actual
	2000

Actual
	Dollar

Increase
	Per cent

Increase

	2000
	$11,419,012.00
	$4,882,039.00
	74.68%

	1999
	$ 6,536,973.00
	$   210,298.00
	3.32%

	1998
	$6,326,675.00
	$   332,893.00
	5.55%

	1997
	$5,993,782.00
	$   392,579.00
	7.01%

	1996
	$5,601,203.00
	$   140,821.00
	2.58%

	1995
	$5,460,382.00
	
	


As you can see from the table, water user charges were going up at a normal rate between year 1995 to 1999.  You could even argue that it was due to an increase in the number of users reflecting Moncton increasing population. The increase of $4,882,039.00 from 1999 to 2000 can only be explained by the additional costs brought by the new water treatment plan. We are not saying that if the City had built the treatment plant that there would no additional costs to the users.  But because the City is paying an additional sum of $14.5 million undiscounted over the lifetime of the project or about $8.56 million in today’s money, financing costs had to be passed on to the users. The question arises as to whether the towns of Dieppe and Riverview and their citizens will have to pay this extra cost in their water bills. 

This brief analysis of the water treatment plant clearly shows the risks of going to public-private partnership for financing projects.  Our analysis used the same method as the Auditor General of the Province of New Brunswick when he showed the extra cost of public-private partnership in the case of Wackenhutt, Greenarm and the Fredericton-Moncton highway. 

Corruption and bribes

Another area that we would like to deal with in this presentation is the question of corruption and bribes practised by many of the international water companies including Vivendi.  In a report, author David Hall talked about the situation in France: “In Angoulème, the former mayor and one time minister was jailed for two years, with another two suspended, for taking bribes from company bidding in public tenders, including Générale des Eaux (now Vivendi) (Reuters, 1 July 19997).  Executives of Générale des Eaux were also convicted of bribing the mayor of  St-Denis (Ile de Réunion) to obtain the water concession.  Suez-Lyonnaise and Vivendi, together with Bouygues, are also the largest construction companies in France and as such have been the subject of recent investigations, in a scandal described as “an agreed system of misappropriation of public funds” (Le Monde, 10 December 1998)”.
  Recently, a major scandal has made the headlines in France and it is involving the French President Jacques Chirac.  Chirac was mayor of Paris from 1977 to 1995.  A number of companies including Suez Lyonnaise des Eaux and La Générale des Eaux (Vivendi) are accused of bribery and giving money to Chirac’s political party.  Chirac has been ordered by a judge to testify.  Using the French constitution as a shield, he has refused to testify. 
 All of this involves millions of dollars paid to political parties in Paris.  In French politics, political parties are very involved in municipal politics. The French Communist Party has still a lot of influence in many municipalities. This political party and its president are presently in court and are accused of accepting around $3.9 million from Générale des Eaux (Vivendi).
  

Conclusion

This short presentation has outlined some of the problems associated with dealing with large multinational companies such as Vivendi.  Again, the so-called advantage of public private partnership has been shown to be a publicity stunt. We have demonstrated that the present agreement between the City of Moncton and US Filter is costing a lot more to consumers than if the City had done the project on its own.  If companies like Suez Lyonnaise des Eaux and Vivendi are prepared to resort to bribery to get contracts, it shows that it is very dangerous to deal with them.  What kind of ethics do they have?  Will they fulfil their promises?  We are certain that Moncton is better to stay on a steady road of public services than go on the slippery slope of public-private partnership and privatization. We are also convinced that the town of Dieppe has no advantage with these types of agreement. 
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