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Introduction

The request for proposals by the City of Sudbury is intended to solicit proposals from private companies for the design, construction, operation and management of a multi-pad ice rink facility at Countryside Arena or the Sudbury Arena. The submissions are to be in accordance with the Strategic Business Plan developed by the Canadian Arenas Corporation.  The City sees a need to expand and improve ice rink facilities and use them as a way of promoting further economic spin-offs and enhancing the profile of Sudbury as a venue for tournaments, competitions and other related events.  It is argued that this will enable the City to reduce the operational deficit of the six (6) existing ice rink facilities and “to maintain the debt free status of the Municipality.”  It is also argued that the development of a new expanded facility will also allow the City to generate an operational surplus by the year 2002.

While CUPE recognizes the need and desirability of expanding ice rink services, we do not believe that it is necessary or desirable to establish a Public Private Partnership (P3) that provides the private sector with a greater role in the delivery of such services.  We believe that the City would serve the residents and users of the service much better if it were to enlist the private sector in designing and building the expanded arena while the city financed, owned and operated the facility.  The reasons for this are based on our own research and experience as well as an examination of the proposals submitted by private companies in response to the City’s RFP.

A Flawed Rationale and a Flawed Process

The stated rationale for a P3 is that it is in keeping with the Strategic Business Plan.  Unfortunately, it is a business plan that was developed by a company that has a vested interest in establishing a P3.  In fact, the company, Canada Arenas Corporation, has submitted one of the proposals for developing a new expanded ice rink facility.

In light of this, the Strategic Plan needs to be rethought.  Having an operations-and-management firm design a business plan, limits the City’s options and biases the City towards a private sector approach.

Another stated rational for a P3 is that it allows the private and public sector to work together to meet community needs. It certainly does allow them to work together, but in our view it does not meet the needs of the community in the best way. We argue that a continuing strong municipal role in service delivery will better serve the community’s needs.

It is also argued by the private sector that a P3 will allow the required capital to flow to the project. We argue that a P3 will bring the necessary capital to the arenas project, but it will do so at a higher cost to the community, in both financial terms as well as reduced public accountability and loss of control by the Municipality.

There are five proposals from the private sector.  The Campbell Group wants to establish a design, build, own, operate partnership through an entity called “Play North.”  It would involve an expansion of the Sudbury Community Arena.  Perry and Perry wish to also establish a design, build, own and operate partnership that involves an expansion of the Countryside Arena. This would be done through an entity called the Sudbury Youth Developement and Tournament Centre (SYDTC) under a 15 year agreement.  The Canadian Arenas Corporation (CAC) also wants to establish such a P3, one that is very similar to what it advocates through the Strategic Business Plan.  Sports Facilities Incorporated (SFI) also proposes a design, build, own and operate arrangement for a term of 20 years with an option to renew for another five years. However, SFI, and the Sudbury Wolves Hockey Club Limited which wants an operations and management contract for 15 years, did not develop detailed proposals.

An examination of these submissions raises serious questions about the viability and appropriateness of greater private sector involvement in the delivery of ice rink services in Sudbury.  If such a project needs to go forward, the City and the broader community is better served by having the Municipality purchase, own and operate it.  The following are our reasons for taking this position.

P3s Mean Private Profits and Higher Service Fees

The planning principles outlined in the Strategic Business Plan and upon which the P3 is to be implemented can be used to illustrate the problems with a P3 approach.  The first principle is that the private partner must comply with the City’s philosophy of providing affordable leisure pursuits while recognizing the importance of the private sector’s profit orientation.

It seems that the City does not see any tension between these two goals. 

Experience demonstrates that the private sector not only seeks a profit but actually seeks to maximize profit. It does this by pushing prices (user fees) as high as the market will bear. The result is that costs to taxpayers or users increase, thus effectively limiting access to the service for a section of the population.  Such an outcome has a most deleterious effect on the poorest and most needy.

The Strategic Business Plan actually acknowledges that the private sector “strives to achieve market prices” and that it “is obligated to serve shareholders interests first”.  However, it is suggested that a P3 arrangement would nullify or dampen this private sector goal.  CUPE contends that the P3 would change municipal practices and goals rather than those of the private sector.

The Business Plan states that most municipalities offer ice rink time “at a subsidized level relative to market rates.”  The Plan does not recognize that this has meant greater access to facilities for taxpayers and their families.  This is something Sudbury should be proud of rather than embarassed by.  The real issue for the private arena companies is that such municipal practices have limited the companies’ ability to provide such services at a profit.  As the Business Plan concludes, “until ice time rentals increase to provide appropriate economic returns on capital, direct private sector involvement will be limited.”

Clearly, private sector involvement will entail increased ice rental fees as well as other service fees and the elimination of any kind of “subsidy.”  Specifically, the Business Plan states that the expansion of facilities under a P3 “assumes a small to moderate rate increase in rental rates to the minor sports groups.”  A closer look at the proposals demonstrates that the users of the facilities will indeed be negatively impacted.

The proposal by Perry and Perry to expand the Countryside facility estimates that revenues from ice rink rentals would increase by three per cent a year over the life of the agreement.  The CAC proposal suggests that ice rental fees would increase by 2% per year but this would necessitate deficit financing for the first ten years of operation. The way in which the CAC would make profit is to have an operations and management contract for the facility.

The proposal by the Campbell Group suggests that users would indeed pay to ensure investor dividends. It proposes to sell 48 shares to private investors at $250,000 each. Each investor would be guaranteed a three per cent return on investment in the first year moving to a 10 per cent return in the fifth year. That is indeed a nice guaranteed return in today’s financial market. However, it appears that the City would obtain only 5% of net revenues after taxes.

In order to guarantee this return, the Campbell Group also anticipates an increase in revenues of 2% in the first year, 5% each year after until the fifth year and then an annual increase of 1.2%.  This is for all revenues in total, including ice rentals and ancillary service fees such as concessions, advertising and parking.

However, the Campbell submission shows that there would in be huge increases in ice rental fees. In year one they estimate that ice rental fees will be $838,820, increasing by almost 19% in the second year, another 21% in the third year, and more than another 11% in the fourth year. The amount of increase would decline each year after that until the fifteenth year of the contract when there would be approximately a 2% increase.

In comparison, according to the proposal, the revenues from corporate suites and many concessions would be flat-lined for the first five years as these exorbitant ice rental fees are implemented.  Such treatment is very unfair.

Can the City guarantee that initial ice rental fees for a new P3 facility would be reasonable and that they would not increase more than the rate of inflation?

P3s mean higher borrowing Costs

Another principle of the Strategic Business Plan is that the private partner must have the financial capacity to undertake the project.  However, it is widely acknowledged that the public sector can borrow capital more cheaply than private corporations. This fact means that the residents of Sudbury and users of the facilities will eventually pay more as higher borrowing costs need to be repaid. 

The higher cost of private sector borrowing is actually acknowledged in a letter to CAC from Richard Ternieden of RBC Dominion Securities.  He states that financial institutions would be willing to finance the project at a rate of approximately 0.25% to 0.50% above the Muncipality’s public bond borrowing rate.  Furthermore, the borrowing rate for the private partner will still be a preferred rate because it is partnering with the Municipality. In a sense the Municipality is guaranteeing the loan. This would be done through a Special Purpose Vehicle (SPV) as proposed by CAC in their submission and in the Business Plan they drafted for the City. Under such an arrangement, the Municipality sponsors the financing through the SPV and yet does not have it count as Municipal debt. This is known as “off balance sheet” funding. 

In addition to better funding terms guaranteed by the City, the private partners are also relying on other funding from the public. For instance the Campbell Proposal is to raise $4 million of the $24 million required through federal and provincial funding programs. Another $12 million is to be raised through private investors and the remaining $8 million is to be financed through borrowing. They are proposing debt financing of 8% over 25 years, higher than that anticipated by RBC Dominion and the other bidders.

The CAC proposal is also based on financial support from other government funding, debt financing of approximately $6 million at 7% amortized over 25 years, and another $3.25 million contributed by the community. The Perry and Perry Proposal preliminary costs are estimated at $9 million, $2 million of which would be raised from community “contributions” and $4.5 million to be raised through a Northern Ontario Heritage Fund financing contribution at 0% and repayable over fifteen years at $300,000 per year. Interestingly, the proposal argues that this is necessary because the projected revenues could not support debt financing of $7 million at even a 7% interest rate, another indication that private sector financing is too costly.

It is also noteworthy that the proposals suggest a 15 year development and operations contract, but financing is to take place over 25 years?  Why is there this anomaly?  Also, financing over 25 years as opposed to 15 years will undoubtedly increase the costs of financing.  The public sector can finance over a much shorter period (15 years) and thereby save some thousands of dollars in interest payments.

P3 funding should be counted as municipal debt because the Municipality is still ultimately responsible for it and will ultimately pay if the debt is not repaid. Off balance funding is in effect a charade that disguises the financial liabilities of the municipality. 

The obsession with avoiding government debt is misguided. Governments, including municipalities, are in the business of providing services to their residents and if debt funding is required to do so, then municipalities should finance such debt. This is especially true where the financing will not lower the municipality’s credit rating. A relatively small loan (less than $25 million) will certainly not adversely affect the credit rating of a municipality such as Sudbury.  

Will the City do a proper comparative analysis of the costs of financing such a project through the City and through the private sector?  If financing is cheaper through the City, will the Municipal Council do the right thing and keep the financing, ownership and operation of the project public?

Public Accountability and Control

The need for full participation of “Stakeholders” is another principle that is supposed to guide the P3 process.  This is to be assessed on the basis of consultation and communication with the public and the need for a dispute mechanism once the facilities are completed.  

The private sector can be long on promises and short on delivering such promises.  Holding the private sector accountable on issues such as service quality, public input and optimal maintenance of the facilities is a difficult task.  No contract can easily assure that responsibilities are fulfilled when it comes to these issues.  A contract cannot anticipate every kind of problem and where it is silent or ambiguous the resolution will be costly and/or in favour of one party or another.  The constant monitoring necessary by the City to ensure such compliance would be very expensive as would be the negotiation and administration of a contract with a successful bidder.

The Business Plan suggests that the private sector partner could form a joint management board with the City to develop policy and give direction to facility managers. It also suggests that An advisory Committee could be set up to assist the management board and that members of the board could even be remunerated.  Any such board or Advisory Committee would likely deal more with the finances mandate of the facility and not deal effectively with day to day issues.  This probably would be left to the manager.

If the City were to maintain full control of such a project and not involve the private sector in the financing and operation aspects, the entire community would be assured that its concerns would be met directly through their elected officials and the city staff whom they direct.  Inserting a private sector partner and a complex contract between the residents and the Municipality will not provide nearly the same accountability.

There is even a question as to whether the residents, users and the Municipality would be dealing with the same parent company throughout the life of the agreement.  For example, the Campbell Group’s proposal would allow the new private sector entity, Play North, to transfer ownership of the lease agreement to another private partner.  Companies come and companies go, but municipalities are here for the very long term.

How would the City ensure public accountability and the best service possible under a P3 arrangement?  Isn’t complete public ownership and operation of ice rink facilities the best guarantee of public accountability and high service quality?

Sharing Costs and Risks

The fourth principle outlined in the Business Plan is that both the City and the private sector company must contribute financially to the project and share its risks.  However, the expectation is that the City will lease the land and the existing assets under very generous terms ($100,000 per year).  The Business Plan also suggests that the private sector, represented by the SPV, not be subject to realty taxes or development charges.  All of the proposals enthusiastically embrace these suggestions.  Basically, the City would be turning over its assets to the private sector while the private sector guarantees little in return.

The private sector would finance the construction phase of the project, operate the service at a profit for 15 years or more and then turn it over to the City for “nominal consideration.”  As for the operational costs of the facilities, the City would be liable for any operational shortfall if net revenues did not cover the debt payments. While there would be a provision for sharing of surplus revenue, the private sector partner would manage the facilities on a fee-for-service basis. Clearly the private sector would get a very good deal.

For example, in its proposal, the Campbell Management Company wants to expand the Sudbury Arena and own/operate it under a new public private enterprise called Play North Entertainment. It requests that the City rent or lease the Sudbury Community Arena and the land around it for $100,000 per year. Also that the City exempt it from property tax; that the City provide an eight year grace period whereby it will not approve any similar facility; that the City support Play North’s application to the Canada Jobs Fund for $1.5 million, its application to the Northern Ontario Heritage Fund for $2.5 million as well as its application to FEDNOR; finally that it be given control of the $600,000 currently allocated to  Life Safety Upgrades project that the City now controls.

After all this, the Campbell proposal has the temerity to then claim that one of the benefits to the City of such a project is that the “majority of risk” will be borne by private partner.

Likewise, the Perry and Perry proposal suggests that the ownership and operations of the Countryside Arena be transferred to the SYDTC “for no cost” for at least the 15 year amortization period. The City is also to guarantee that the new facility be assured of all summer ice rental time and that ice rentals at two of the existing arenas be discontinued.

As for the sharing of revenue, the Perry and Perry Group suggest that after the 15 year amortization, the City and SYDTC hold a 25% and 75% capital asset share respectively.  All net earnings would be distributed on this basis. Finally, if the City wanted to buy out the private sector partner it would do so “at market value” and recognizing the same proportional asset allocation.

Other municipal assets would be affected.  For example, the CAC expects that a $3.2 million contribution to the project would be sourced from the sale of the Cambrian Arena, the sale of the leasehold interest of the Barrydowne Arena, the application of capital expenditure savings from the Cambrian and Barrydowne arenas, and finally community fundraising.

The assertion that the City is rewarded through such a P3 because it involves some transfer of risk from the City to the private sector is indeed shallow.

The financial risk for the private sector is minimal because the capital financing will be guaranteed by the Municipality.  As stated above this will not only ensure a lower borrowing rate to the private sector, but it also leaves the City liable in the case of failure.  Despite the creation of a third party corporate entity that includes all the private partners and the City, the banks are likely to demand seizure of the assets in the case of failure; assets that are now the property of the City and its residents.

By any criteria, this does not suggest a transfer of risk from the public to the private sector.  Will the City not recognize that the P3 approach offers no protection to the City from financial risk and other kinds of liability?

The Effects on Labour
Generally speaking, the private sector also realizes profit through P3s by reducing operating costs. This takes the form of cutting back on staff and service. The result is that fewer jobs are maintained and service quality and maintenance suffers as the private sector cuts corners.

One of the expectations raised by the project is that it will create jobs. The Campbell-Play North proposal claims that it will create between 150 and 200 jobs includes those in the spin-off services such as concessions, advertising, parking, etc.

However, expanded service at either the Countryside or the Sudbury arenas would mean the shifting of demand from the Capreol and Barrydown Arenas and a “significant downward pressure on the revenues from those arenas,” if not their complete closure.

Employee wages would also likely suffer under a P3.  The Campbell-Play North proposal estimates very substantial increases in ice rental revenues but only a 2% increase per year in the cost of wages and benefits for its employees. The Perry and Perry Group and CAC also make the same assumptions about wage and benefit trends.

Historically, since World War II, inflation has averaged approximately 4%. The 1-2% inflation of the last several years is very atypical and is not likely to continue in the long-term. It is to be expected that labour wages and benefits will be able to keep pace with inflation over the long-term. The assumption that inflation will stay very low or that workers will not keep abreast of it is wrong and underlies a low regard for employees who provide these services. 

The CAC proposal seems to go even further in advocating suppressed wages.  The documentation suggests that the CAC might be counting on increasing its profit over time through wage cutting measures. For instance it indicates that the total salary and benefits package will be $493,062 in the first year of operation and $471,145 in the sixth year of operation. Specifically, that the hourly wage for the building operators and service staff will decrease from $20 per hour to $14 per hour over the same time period.

Another example is the Campbell proposal which assumes that in year five (about 2005), arena maintenance employees will be receiving $10.00 per hour while box office and canteen staff will be earning $8.00 per hour. These are very bold (and unfair) assumptions.

Shouldn’t ice rink employees see their wages increase over time instead of remain stagnant or decrease?

The Alternative

Ongoing research on P3s commissioned by CUPE and conducted by professor John Loxely of the university of Manitoba indicates that P3s are not a good deal for the public.  In fact, one of Professor Loxely’s studies was of a proposal to build a P3 arena in Port Alberni, British Columbia.  The City finally rejected the P3 proposals and decided to publicly finance, own and operate the facility.  Professor Loxely’s study will be available upon request.

With P3s the financing is more expensive, the services more costly to users, and service quality and accountability are eroded.  The submissions show that the proposed partnership between the public sector and the private sector is not based on equality.  The private partner obtains guarantees, subsidies and virtual risk free profit.  The City and the residents get higher rental fees and ultimate liability for the debt.  

If the City sees the need for a new ice rink facility, it should be prepared to finance and operate it as a public facility.  The City could easily finance the project, contract the private sector to design and build it and then operate the facilities itself. Under such an arrangement, the City maintains complete ownership and control over the assets as well as the operation of the facility.  It can borrow the capital cheaper than can the private sector without affecting its credit ratings, eliminate the profits that would accrue to the private sector, keep user fees as low as possible and retain all net earnings from operation of the facilities rather than see most of them go to the private sector.

Will the City step back from its bias towards a P3 ice rink facility and assess the benefits of keeping the financing, ownership and operation of the facility public?  We firmly believe that this would be in the interests of the City and the entire community.

