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March 11, 2003
Mr. Barry O’Neill, President

Canadian Union of Public Employees

BC Regional Office, Suite 500

4940 Canada Way

Burnaby, B.C.  V5G 4T3

Re: Maple Ridge Town Core Redevelopment Project

Dear Mr. O’Neill,

As requested, we have reviewed your research paper concerning the Maple Ridge Downtown Core Redevelopment Project.  Your paper makes certain assertions and our purpose is to analyze them for accuracy and reasonableness.  In addition, you have asked that we comment on the assumptions used by BDO Dunwoody in their report to Maple Ridge and provide any additional observations or conclusions we might draw from this exercise as well .   

The issue at hand is whether the District of Maple Ridge (DMR) should have leased the Town Core Redevelopment Project in a Public-Private Partnership (the lease option) or should they have undertaken the project in the more traditional manner whereby they would develop it themselves or hire a developer (the build/buy option).  DMR commissioned BDO Dunwoody to prepare a report that compares the two options and the Council for DMR used this information to make their decision. 

Dunwoody arrived at a net disadvantage of the lease option, in the amount of $669,000, but commented that other important factors should be considered.  These other factors are listed in their September, 1999 memorandum and, as we review them, we arrive at the conclusion that they would apply to both options and not just to the lease option, as they suggest.  For example, on page 8, under paragraph 24, they state that under the build/buy option DMR would act as it’s own contractor or requisition design/build bids from developers.  In the next paragraph, they add a 15% surcharge to the build/buy option and attempt to justify this by stating the Developer in the lease
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option would have certain advantages such as a shorter time frame to construct the project, economies of scale, experience in operations and would assume financial and other risks.  If DMR was to hire it’s own developer, surely they would hire one with the experience, size and capacity to deliver these same benefits.  Indeed, they might have gotten a much better deal in the end, since the cost estimates used by Dunwoody are those given to them by the Developer and in our own research, we have found the costs for this type of construction add up to $28,256,125, based on today’s figures.  This is a saving of over $1 million. Even greater savings result, when you consider these costs would have been less in 1999. Admittedly, our findings here do not constitute a detailed quotation since we used average construction costs for each type of facility.  However, they do suggest that Dunwoody used the Developer’s figures for their own convenience.

On page 10 of their report, Dunwoody assumes the DMR would not construct the office building and hotel under the Build/Buy option.  On page 9 of this report, they state that “the municipal facilities that the District would construct under this option (the Build/Buy Option) would be identical to the facilities that the Developer intends to construct under the leasing option.”   This contradiction appears to let them have it both ways.

The community plan calls for an office tower and a hotel and it seems this should have been the assumption in the comparison of both options.

The Dunwoody reference to positive spin-offs to the community and profit sharing opportunities are likewise available under both options and should not have been attributed to the lease option only.

As you correctly point out, in your research paper, the Dunwoody report uses a Municipal Finance Authority (MFA) effective annual interest rate of 7%. The actual MFA rate at the time was between 5.49 and 5.99%.  I am not sure why Dunwoody would have used the higher rate.  We have applied the average of the two actual rates, ie. 5.75%, in our analysis of costs, which follows.
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Present Value Calculations

	
	       
	Dunwoody
	Revised
	Difference

	Rate
	
	7%
	5.75%
	

	25 years
	
	
	
	

	Lease payments
	$2,839,600
	34,798,000
	39,439,500
	

	Residual payments
	$9,149,000
	  1,686,000
	  2,261,330
	

	
	
	
	
	

	Total
	
	36,484,000
	41,700,830
	5,216,830


If we look at the actual dollars to be spent under each option, over the 25 year term, using the Dunwoody numbers, except for the 15% premium they added and adjusting for the interest rate used, the following results are obtained:

	Leasing Option
	       $000’s   

	
	

	Up front payment
	        4,000

	Lease payments including parking
	      71,000

	Residual payments
	        9,149

	DCC’s + proceeds on the sale of the land
	       (2,046)

	Incremental tax revenue
	       (5,425)

	     Total over 25 years
	      76,678


	Build/Buy Option
	       $000’s   

	
	

	Cost of construction*
	      29,413

	Interest on debt at 5.75% for 25 years
	      26,750 

	
	

	       Total
	      56,163


*Includes office space construction costs of $5,559,000.

The difference between the two is $20,515,000 in favour of the Build/Buy option.
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This amount is made up of the following:

Cost premium considered to be invalid


$ 4,412,000

Financing charges reduced to 5.75%, from 7% 

 11,989,000

Difference between the leasing option internal rate

of return of 10% vs Build/Buy interest rate used 
 11,585,000

DCC’s plus proceeds on the sale of land


  (2,046,000)

Incremental tax revenue




  (5,425,000)

Total





           $20,515,000
Several additional points are raised in your research paper and we agree with your findings that:

· Projected incremental municipal tax revenue attributed to the lease option is highly unrealistic and exaggerated.  

· The assumption that land used for the hotel and office tower would remain undeveloped is naïve and improbable.

· Costs associated with administering the lease option have not been factored into their analysis.

These assumptions detract from the validity of the Dunwoody report and other matters raise concern.  One wonders why Dunwoody would use an inflation rate of 1.5% in their projections, when a call to Statistics Canada would have provided them with a more accurate figure.  We made the call and were advised the average annual inflation rate for the past five years is 2.2%.

In addition to the points raised in your research paper, we note that the office tower project has been completed and has been downsized from nine floors to six.  The amount of space allocated to DMR is the same, so their share of the common area expenses will increase since they now occupy a larger percentage of the building.  We have not estimated this additional cost. 
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As a point of interest, note that the DMR financial statements were audited by KPMG in 2000.  The 2001 financial statements have been audited by BDO Dunwoody.  It appears Dunwoody has won over the audit as well as the hearts and minds of some of the more influential individuals in DMR despite the apparent inaccuracies in their report on this project.  There are references to a preliminary report prepared by KPMG.  Perhaps this preliminary report, which we understand is unavailable, will reveal why a change of auditors was made.

Please let us know if you require any further analysis or commentary.

Yours truly,

W. Murray MacDonald, CGA, CFP
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