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EXECUTIVE SUMMARY

CUPE recognizes the need for improved and expanded sports and recreation facilities in the City of Oshawa.  We do not believe that it is necessary or desirable to enter into a public private partnership (P3) arrangement, relying on the private sector to design, construct, finance (in part), own, operate and manage a new facility.

Numerous P3 arenas have been abandoned by the private sector in Canada.

Experiences in communities such as Guelph, Victoria, Cranbrook, Port Alberni, Maple Ridge, and elsewhere, provide important lessons for the City of Oshawa.

The higher cost of borrowing by the private partner and the need to generate profits make the projects more expensive, explaining in part why they fail.  The projects would have cost less and been more sustainable had they been publicly financed.

P3s result in increased public costs, hide debt, reduce accountability, and do not provide value for money.  They cheapen the labour pool and compromise quality and access to City services, with negative impacts on the community.

There are limitations to the amount of risk that can be transferred to the private sector. Once a deal stops being profitable, the record shows that it is the public partner who is ultimately responsible and the taxpayer who pays.

Instead of pursuing a P3, the City has two better options:

The question of cost regarding refurbishing the old Civic Auditorium should be revisited, particularly in light of already escalating costs with the proposed new facility.  We believe that the city would better serve the residents of Oshawa and users of the services by enlisting the private sector to design and expand the old Civic Auditorium, while keeping the financing and ownership in-house.

If the City opts to build a larger, more expensive facility in the downtown core, CUPE is confident that the City is able to fully finance that new facility and maintain ownership and control over its operations and revenue as well.  This would reduce the cost of the project, may provide substantial income for the City of Oshawa, and will ensure that good jobs are protected for public sector workers.

The City of Oshawa should pursue the reliable and affordable alternatives to P3 financing that exist, both to expand its sports and recreation facilities and to revitalize the community’s downtown core.
I.
INTRODUCTION

CUPE is pleased to have the opportunity to contribute our expertise to this process.  As the largest public sector union in Canada, we have undertaken substantial research and analysis about public infrastructure financing and alternatives to privatization.

Our position is clear: public private partnerships (P3s) are not equal partnerships in the public interest.  Rather, they benefit private for-profit corporate partners at the expense of public services and communities.  The conclusions of auditors general and other economists and policy analysts support this position globally.

While CUPE recognizes the need for an expanded and improved sports and recreation facility in the City of Oshawa, we do not believe that entering into a P3 arrangement is the best way to realize that objective.  Relying on the private sector to design, construct, finance (in part), own, operate and manage a new facility in the downtown core requires compromising the public interest.

Numerous P3 arenas have been abandoned by the private sector in Canada.  The higher cost of borrowing by the private partner and the need to generate profits made the projects more expensive, explaining in part why they failed.  The projects would have cost less and been more sustainable had they been publicly financed.

Experiences from communities such as Guelph, Victoria, Cranbrook, Port Alberni, Maple Ridge, and elsewhere, provide important lessons for the City of Oshawa.

Instead of pursuing a P3, the City has two better options:

The question of cost regarding refurbishing the old Civic Auditorium should be revisited, particularly in light of already escalating costs with the proposed new facility.  We believe that the city would better serve the residents of Oshawa and users of the services by enlisting the private sector to design and expand the old Civic Auditorium, while keeping the financing and ownership in-house.

If the City opts to build a larger, more expensive facility in the downtown core, CUPE is confident that the City is able to fully finance that new facility and maintain ownership and control over its operations and revenue as well.  This would reduce the cost of the project, may provide substantial income for the City of Oshawa, and will ensure that good jobs are protected for public sector workers.

II.
THE PROPOSED DOWNTOWN SPORTS AND ENTERTAINMENT

P3 FACILITY FOR OSHAWA:  CUPE’S CONCERNS

The City is considering using a P3 model to build a new Downtown Sports and Entertainment Facility.  The low estimate for the cost of a new facility has been set at $30 million dollars but calculations on needed revenue have also been presented based on a $40 million figure in a Report to the Mayor from the City Manager
.

The City of Oshawa has $12 million in capital and $5 million in land to invest in a potential project.  The private partner(s) would provide the rest of the capital, and they would design, build, own, manage and operate the facility on a for-profit basis.  On top of the original municipal investment of $17 million, the City would pay a monthly or yearly amount to the private sector through some form of leaseback arrangement.

Every P3 project is a little bit different.  Many of the details of this project are not yet known, but we have had the opportunity to analyze a draft Request for Proposals (RFP), along with the Report to the Mayor and Members of Council regarding the project.  These documents, complimented by the experiences of several communities where similar projects have been tried, provide substantial evidence upon which to base our opposition to the P3 arena project.

CUPE’s key concerns about the proposed project are outlined here.

Higher Costs

P3s = BAD ECONOMICS

The first rule is that the cheapest way to finance any project is through public borrowing. On August 6th, 2004 the public borrowing rate in the Region of Durham was approximately 5%.  According to the Niagara Credit Union, an estimated interest rate for private sector borrowing over a 20-year term, at low-risk (AAA), could be as low as prime plus two, or 5.75%. 

The following table shows the cost of borrowing based on these rates, amortizing over 20 years.  The calculations are made using a ‘future value’ formula based on total costs projected, less the $17 million that the City of Oshawa is contributing from the outset in land and capital:

	Total Projected Cost over 20 Yrs
	Cost of publicly financed loan at

5% rate of interest
	Cost of privately financed loan at 5.75% rate of interest
	Savings  with public over private borrowing

	$ 30 million

($13 million loan)
	$ 34, 492, 870
	$ 39, 769, 567
	$ 5, 276, 697.00

	$ 40 million

($23 million loan)
	$ 61, 025, 847
	$ 70, 361, 543
	$ 9, 335, 696.00


As the above example shows, financing a loan over 20 years costs more than doing so over a shorter period.  By borrowing for a shorter period of time, the public sector can literally save millions of dollars in interest payments. 

The savings from opting for public financing are significant even at these 

underestimated interest rates for private sector borrowing.  Put differently, the cost of relying on the private sector for capital is high; a cost that taxpayers will shoulder through lease-back payments over the 20-year period of the agreement.

The return on equity required by the private sector adds to the overall cost again.  

A basic rate of return of 15% added to the private sector investment, adds $ 5, 965,435 to the lower priced project, and $10, 554, 231 to the higher priced stadium.  We are now looking at almost twice the cost for the $40 million arena.

	Projected cost of project
	$30 Million

($13 million loan)
	$40 Million

($23 million loan)

	Cost of private financing


	$ 39, 769, 567
	$ 70, 361, 543

	15% basic rate of return
	$  5,  965, 435
	$ 10, 554, 231

	Actual cost of P3 project (Including expense of private financing and return on investment)
	$ 45, 735, 002. 00
	$ 80, 915, 744.00


Value for Money

As you know, in the P3 scenario the city is already financing a large part of the total cost.  We question the need for private financing at all, given the relatively small debt that would need to be incurred to cover the cost of the project.  As the above example shows, this debt would be less, with the municipality as the borrower.
Publicly owned and operated services MAKE money for communities.  Not only are they cheaper to begin with, public sector financing results in ownership of assets that can have economic benefits. Communities are able to retain revenue and control how it is reinvested, including prioritizing decent jobs for residents and supporting local businesses.  Private, for profit projects, on the other hand, almost always transfer most if not all benefits of a successful venture, out of the community.
If we consider lost revenue from such sources as ticket sales, concessions, and space rental that the city would receive in full were the stadium built through traditional public procurement, the cost of the deal increases again.

Loss of Good Jobs

Oshawa is a working people’s city. P3s are known to cheapen the labour pool by lowering wages.  Profits have to come from somewhere, after all. 

Private proponents are more likely to hire non-unionized workers at low wages with few benefits or pensions, than the public sector is.  Introducing a P3 facility will lower the standard of living and average income of Oshawa residents.

CUPE members currently do the work of cleaning and maintaining recreation facilities in Oshawa and should continue to do so in any new project, whether it be a P3 or a smarter public sector project built and operated in the community’s interest.  This should remain public sector work.

Higher debt, more risk, less public control, less accountability

P3s don’t reduce public debt, they just hide it.  A little debt can go a long way to build thriving communities, and with a loan as small as the difference required for this facility, the city’s credit rating would barely be affected.  The more expensive, long-term debt over 20 years that will have to be paid to the private partner, on the other hand, is debt well worth avoiding.

The city will ultimately be responsible for providing the facilities’ service and for servicing their debt, should the companies fail to meet their obligations or to turn a profit. In communities across Canada, private partners in P3 arrangements have been unable to bring in revenue to cover costs, let alone get the return on equity that they need to make the whole venture worth their while.

There is no way to guarantee that the parent company or companies will remain the same over the course of the contract.  Meanwhile, there is little to no opportunity for politicians or the public to have input on the project during the course of the 20-year deal.

Time and again, regardless of the contractual language, the city ends up covering the extra costs of their foul-ups, on top of the cost of providing the services.
There are limitations to the amount of risk that can be transferred to the private sector. Once a deal stops being profitable, the record shows that it is the public partner who is ultimately responsible.  This is true regardless of what the deals says.  It was true in Guelph, Victoria, Cranbrook, Port Alberni, Maple Ridge, and elsewhere.

A Downtown Sports and Entertainment Facility P3 in Oshawa risks not earning the projected profits that make the deal worthwhile for the private partner.  Should this occur, the City would be forced to make one of two choices.  To both pick up the tab and incur tremendous debt at the rate at which the winning bidder borrowed, or shut down the arena and lose the $17 million in capital that it invested.

Conflicts of interest

The City of Oshawa has hired consultant Jonathan Huggett to help draft the Request for Proposals (RFP) and Request for Expressions of Interest (RFEI), as well as to oversee the committee that will evaluate proposals.
, 
  Mr. Huggett is clearly a supporter of the P3 model, since his firm is a member of Canadian Council on Public Private Partnerships and has been a supporter of P3 arena deals.
 

It is our sincere hope that the City of Oshawa can assure residents that their decision to hire Mr. Huggett as the lead person on the evaluation committee will not result in a biased decision to go ahead with the P3 regardless of evidence that it may not be the right decision for the community.  We feel that his appointment to this important role represents a conflict of interest in the process and his contribution should be considered in this light. 
Foremost on the minds of private partners is their return on investment. It is not the good of the community, or the sustainability and affordability of the project.  Retaining public control of community assets is the only way to ensure that decisions will be made in the interest of the community.

III.
RECREATION P3s GONE WRONG:  LESSONS FOR OSHAWA

a)
Failed P3s, City pays many times over

Case Study #1:  Guelph

The Guelph Sports and Entertainment Centre was built right into an 80,000 square foot downtown shopping mall.  The City guaranteed a $9 million loan to a private company (Nustadia Developments) to build an arena mall complex, and then invested another $10.5 million of public money.

It was early in the 35-year deal that the company realized they were in trouble.  Revenue was lower than expected from ticket sales and concessions and the City had to bail the company out, after having already subsidized the project with almost $20 million of capital funding.

The Guelph facility, in competition with major centres, including nearby Kitchener, Brampton, Mississauga and Toronto, had difficulty booking major events.  The arena was not able to pay for itself, much less the cost of servicing its debt.
  Ticket sales and revenue from concessions were expected to finance the loans to build the facility and get it up and running.

It was not the private partner who had to absorb the costs but the municipality, who were now left to cover both the public and private sector’s debt.
  In the summer of 2001, the City began to pay Nustadia’s $750,000 mortgage payments and would continue to pay them for four years.  The city has also been paying all federal and corporate taxes associated with the project.  All of the risk has been borne by the Municipality of Guelph.

Case Study #2:  Moncton

The City of Moncton has also had problems with a P3 recreation facility.  The project known as the “Moncton Fourplex” was criticized by residents for being expensive and unnecessary.

Slated to open in 2002, the City would pay $1.4 million per year over 20 years for a 

$15 million facility.  That is almost 50% more than the actual cost in debt payment alone, a far greater cost than if the city had simply undertaken the project on its own through public financing.  The City also lost on the benefits that would have come to the municipality as a result of being the sole recipient of user fees, concessions, advertising revenue, and so on.  The City will continue to pay $150,000 a year to the private company owner to run the facility.

b)
Cost overruns, construction delays and higher user fees

Case Study #3: Victoria

In 1996, the Victoria City Council entered a partnership with a private consortium (Victoria Sports/Entertainment Associates), to build and operate a multiplex, at no additional cost to taxpayers.  In 1999 the agreement was cancelled since the company could not keep its promise not to increase costs to the City and at the same time, turn a profit.  The City lost money, having neglected to cover liabilities in the deal.  After the first deal was dissolved, the City put out a call for expressions of interest again.  Four firms responded and only one qualified, RG Properties.

Early in 2002 it was predicted that this new project would cost $30 million to build.  As is typical in P3s, the deal actually cost the City far more than was originally predicted, almost double in fact, totaling $52 million after accounting for interest payments over the life of the deal.

The project was scheduled to open late in August 2004 but there have been significant construction delays.
  Now the timeline is getting pushed back again, forcing the town’s hockey team to schedule its first 14 games away.  The team will also play its last 12 games away from home to accommodate the conversion of the Save-on-Foods Centre to host the 2005 Men’s Curling Championships.

That’s right.  It’s called the Save-on-Foods Centre.  The naming deal for the facility means a local grocery chain will pay the private partner $1.25 million over 10 years.  This is not going to help get the arena built any faster and residents of Victoria won’t be saving on the cost of ice time either. Ice rental fees will be at least 25% higher than rental fees at other municipal arenas.
c)
Cities decide against P3: Projects kept (or brought back) in house

Case Study #4: Cranbrook

The City of Cranbrook attempted to use a P3 to keep the debt, incurred from building a 4250-seat arena, off of their books.  But the project has faced many problems from the start.  At first, the private partner had trouble securing financing and construction was late starting.  The company met with Council in October 2001 and complained that their costs were in excess of what they had anticipated and their revenues had shortfalls.  It was determined that the company was responsible for the first $140, 000 shortfall and the city would be responsible for the rest.

The City’s borrowing power was reduced substantially as a result of the long-term lease.
  In the year 2000, ownership of the private partner changed hands when an American company bought out the original firm and a new subsidiary was created.  The project proved much more expensive than was expected and when the project failed the City suddenly found itself with the highest debt level in the province of BC.

The tax increase to residents of Cranbrook alone for this project was 7%.
  Meanwhile, fees had gone up considerably from what was charged at the city-owned rinks, up to over $100/hour for ice rental time, discouraging community use of the facility.

"Five years after the project first began, having struggled through legal disputes, cost overruns and construction delays, the P3 project has officially failed.  The private company has left town after paying the City $1.7 million to take the mess off of its hands.  The facility has been brought in house and it is now up to the City to find a way to make it work."

Case Study #5: Nelson

In the year 2000, the City of Nelson was looking to develop a recreation complex.  It was to be about the same size as Cranbrook’s, at a projected cost of about $19 million. They received proposals from three different private sector companies but decided against taking the P3 route.  Instead they borrowed the money from the Municipal Finance Authority.  “We thought we might as well take the risk and lower (borrowing) costs,” the Mayor stated.

Case Study #6: Maple Ridge

A big P3 disaster took place in Maple Ridge, BC.  Their “Town Centre Project” was also brought back in house after the P3 boondoggle, at great cost to the city.

In 1995, the council of the District of Maple Ridge decided that the district’s downtown core needed to be revitalized.  The district discussed the project with China International Trade Centre and Investments Inc., a locally incorporated company with a partner company in Beijing.  The Chinese investment fell through early in 1999.  Later that year, the district council approved a partnering agreement between the district and the same company, under a different name.

The project was to include a leisure centre, youth centre, arts centre, library, office tower, and hotel and parking garage.  The district’s contribution escalated as agreements were repeatedly renegotiated. The district also essentially guaranteed the developer’s debt.

This summer, the community voted in favor of dissolving the P3 agreement.  The District will purchase the arts and leisure centre, office tower, library, a park and underground parking garage for a total of $49.1 million to be paid over 22 years.  After adding interest and borrowing costs to the equation, the cost to Maple Ridge taxpayers is about $60 million.  The failed P3 deal would have cost an additional $20 million, so the expensive buyout is actually saving the district money even after all of the cost overruns, and debacles.
 

Case Study #7: Port Alberni 

The community of Port Alberni also rejected a P3 arena deal.  In depth analysis of the financial part of the deal led the city to conclude that the P3 would benefit the private partner more than it would the City or its residents.  They decided that the community would be better off using traditional public procurement to develop the needed facility.

d)
Are there successful P3s?

Case Study #8: London

The only P3 arena we know of that is considered successful by certain community minded measures is the one in London, Ontario.

While it is hailed as an example of the benefits of public private partnerships, the total cost of the project has far exceeded early estimates of about $21.4 million had it been publicly financed.
  The project actually cost $47 million of which the city paid 

$32 million.  The City will continue to pay the remainder of the cost to the private companies with interest and inflation through a lease-back arrangement.

As in most P3 arrangements, costs escalated as the project unfolded, costs, which can in large part be accounted for by the higher cost of private sector borrowing and the need to earn a significant return on equity (profit).  CUPE is confident that with good planning, the same targets could have been achieved at a much lower cost through public financing, at better interest rates over a shorter term, hiring the private sector to design and build the facility.

The city has a population of 336,539.  The venue sells out consistently and has also seen few major delays or problems with construction.  While the community is happy with the services and the venue is selling out regularly, it is not the public purse or the taxpayer’s pocketbook that is benefiting from this “success”.  Instead, the private companies are “taking the City to the bank”: raking in the profits, while the public continues to pay.

e)
How Oshawa is Different from London and Similar to Guelph

While we have a plethora of examples of P3s gone wrong, the City of Oshawa may be looking to London as an example of a P3 gone right to justify pursuing the model, despite it being more expensive.  But there are important ways in which Oshawa’s circumstance and this proposed project are much more similar to Guelph’s than to the London’s relevant characteristics, include population size, proximity to other similar or larger venues and ability to attract acts that will fill the stadium on a regular basis, which have contributed to the London P3’s relative success.

The City of London had a population of 336,539 in 2001.  That is more than five times the size of Oshawa’s population of 146,000.   Guelph on the other hand, is comparable size at 113,000.

London is a fair distance away from Toronto at 185 km.  Guelph is closer to the big city, facing heavy competition for attracting both acts and audiences.  Guelph’s proximity to Toronto (100 kilometres away) was seen as a key reason for failure of P3 facility. Oshawa is even closer at only 50 kilometres from Toronto.

Finally, London’s 10,000 seat venue holds larger events and bigger acts than the Oshawa venue will ever be able to attract.  The London Knights sell out consistently and play often, and the private partner, Global Forum, has contracts that guarantee big name acts will stop in London on their touring circuits, and the venue is large enough to accommodate them.
 
 

Oshawa should reconsider whether London is a really an appropriate example to use as a model for its own project.  And for many of the reasons that the Guelph project bombed, Oshawa’s planned Entertainment and Civic Centre risks failing as well.

The new facility will have to work hard to solicit and book the number of events that will be required to fill out the calendar year.  It is important that the city consider whether this will be possible given competition from Toronto, the nearby Casino, and other communities with similar or larger facilities in the area.

The risk of low turnouts and low revenue is very real.  A risk that the private sector will only bear to a point before the City has to pick up the pieces, as experience has shown.

IV.
PROBLEMS WITH P3s IN GENERAL

The evidence indicating that P3 recreation facilities are a bad deal for municipalities and communities is clear.  But all P3s, by their very definition, are bad deals for the public sector.  They lower the standard of living for workers and communities, eliminate decent jobs, reduce quality of services, cost more and are an irresponsible use of public funds, benefiting for-profit companies at public expense.

a)
 More Debt, Less Value for Money

Expensive borrowing rates for private companies and the need to make a substantial profit both jack up the costs of any project developed using a P3 model. P3s are promoted as a way to keep debt off the public books and eliminate debt, but while P3s may hide debt, they never reduce it – just the opposite.

Public debt, however, costs less to repay and allows the City to retain public ownership and control of the asset.  The obsession with avoiding government debt is misguided. There is good debt and bad debt. P3s incur bad debt for the public partner.

A number of provincial Auditors General in Canada and some abroad have questioned the accounting practices behind P3s and the extent to which these arrangements endeavor to obscure and hide real public liabilities.  P3s are not neutral financing mechanisms – private financing is debt financing.  Funds are borrowed and have to be repaid – either out of public funds or through other charges to users.

P3 funding should really be counted as municipal debt because the municipality (or public partner) is ultimately responsible if private sector loans are not repaid by the private sector.  Off-balance funding is in effect a charade that disguises the financial liabilities of the municipality while increasing the risk to the public entity.

"The International Monetary Fund recently issued a report warning against "off-book borrowing" for PPPs.  The IMF's managing director stated that P3 debts should be counted as public borrowing, and that "governments had 'no business' hiding private finance projects away from their balance sheets."

b)
Fewer Good Jobs

P3s almost always mean lower wages for workers.  Profits, after all, have to come from somewhere.  P3’s undermine the public sector’s role in service delivery and usually mean transferring public sector jobs to private companies whose staff is less likely to be unionized, and receive low wages with few if any benefits.

With privatization, the gap between rich and poor widens and average incomes and spending power in communities goes down.  Corporate profits come at the expense of local businesses and strong communities.

c)
Conflicts of interest, Lack of transparency 

Auditors and auditors general are consistently raising concerns about P3s in Canada.  There is tremendous potential to mismanage public funds.  In recent reports, even organizations such as the World Bank and, more locally, the CD Howe Institute that support the principle of P3s, cannot point to any outright successes in terms of public benefit.
When P3 contracts are secret, as they consistently have been because of standards practices regarding corporate confidentiality, the public and their elected representatives have little if any opportunity, to influence how services are delivered and how tax dollars are spent and invested.  Governments’ financial transactions, on the other hand, are required to be transparent.  Public policies and procedures that require public consultation and approval are seen as obstacles to P3s.

d)
Increased Risk, Reduced Accountability

Substantive risk is not actually transferred to the private sector in P3 arrangements. This is because there is no way to account for the risk that the private sector may fail. Agreements assume that the private sector will continue to operate, while the public sector generally has no choice but to assume many risks in order to continue to deliver services.

Never is everything covered in any deal, and many aspects are unclear.  Who is ultimately responsible when a group of companies forms a consortium to make a bid? What happens if one or more of said companies changes ownership?

Private operators have walked away from P3 arena deals in many Canadian cities when profit margins collapsed, leaving the city to pick up the cost of providing these services and of financing the more expensive debt incurred at private sector borrowing rates.  In this way, by virtue of its role in the community, the public partner essentially guarantees the loan, whether stated in the deal or not.

In Australia, where there has been some experience with municipal P3s (or PFIs), the Auditor General raised concerns about the ability of the public sector to ensure that the private sector assumed an appropriate amount of risk.  He wrote:

“...In order for a private financing deal to represent value for money, it needs to provide for the appropriate allocation of risk to the private sector… an important question is whether there are appropriate arrangements in place to ensure that the private sector can be made fully responsible and accountable for these (project goals and timelines) results.  Experience to date in Australia and overseas at least suggests a qualified ‘no’.” 

e)
Hidden costs

Long and costly negotiations, lawyers, accountants and other consultants, management fees, developing and evaluating RFEI’s and RFPs, drafting and negotiating and renegotiating complex agreements, are all expenses incurred on the City side that can really add up.

Even once the P3 is up and running, the public partner has legal, supervisory, and insurance and risk costs.  Legal and forensic advice and audits on par with private sector’s high paid lawyers and consultants, termination payments, monitoring and ongoing negotiation, are all costs rarely factored in to the costing of a P3 deal.
f)
No Guarantees

In a P3 arrangement, the parent company of the private partner may change throughout the life of the agreement.  This can make facilities and services unpredictable, create volatile relationships and will likely result in significant costs in the form of legal fees and contract renegotiations.

Public ownership ensures that there is a process where elected officials can advance community concerns.  A complex contract between a private sector partner, residents and the municipality will not provide nearly the same accountability.  The current RFEI essentially outlines the terms of a gift to the private sector, a gift that has the potential to drain the City’s finances down the road, while the privates continue to profit.

Commercial confidentiality has been used to justify denying public access to information and even to deny elected officials access to financial and other information.  This means that “partnering” with the private sector compromises democratic accountability and transparency.  There are no guarantees that the city will have a say in important future decisions, placing the residents of Oshawa at risk of being the victims of corporate foul play.

V.
IMPORTANT QUESTIONS FOR THE CITY OF OSHAWA:

We do not have the opportunity to analyze the proposals directly, but we do have plenty of instructive experiences from other communities.  CUPE recommends that the City seriously contemplate the following questions before going ahead with a P3 project:
· Who is guaranteeing the loans for the private sectors share of financing?

· What kind of insurance is there (liability, insolvency, etc.)?  Who is purchasing it?  Which entities will it cover?

· If the deal is not lucrative, is the city prepared to pick up the tab of the full project at the higher cost incurred by private sector borrowing?

· Will the City do a proper comparative analysis of the costs of financing such a project through the city versus through a lease back arrangement with the private sector? 

· Will the deals be available for public scrutiny? Will the City have to compromise its own commitments to transparency and accountability in order to “partner” with the private sector?

· If financing is cheaper through the city, taking into consideration the likelihood of cost increases and revenue shortfalls, will the Municipal Council do the right thing and finance, own and operate the project publicly?

· If the City is really concerned about risk isn’t the lowest risk option to use public financing to refurbish the old Civic Auditorium at 99 Thornton Rd South, or to build a new facility, and use its good credit and low interest rates to finance the revitalization of Oshawa’s downtown too?
VI.
IMPORTANT CHOICES FACING THE CITY OF OSHAWA:

If the above questions are answered honestly, it will become clear that the P3 approach should be rejected. Instead of pursing a P3, the City has two choices:

1. The City could take the $17 million and invest it in a more affordable and efficient refurbishing of the old Civic Auditorium that is already well located with plenty of parking, the cost of which can be more easily and confidently predicted.

The savings that will come from choosing a more affordable project and revenue generated by keeping services in house, can then be invested into refurbishing the downtown core of Oshawa in a way that is sustainable and in the community’s interest, or;

2. The City may opt to build a new facility in the downtown location as planned but through a traditional procurement method: borrowing the remaining capital required at the lower rate available to the municipality.

Again, any and all revenue from amenities, advertising and ticket sales would come back into the City’s coffers to support the Generals, refurbish the downtown core and/or reinvest in other public services including good quality jobs for public sector workers.

VII.
ALTERNATIVES TO P3 FINANCING

Every Ontario town with an Ontario Hockey League team is in need of new facilities to accommodate demands for community ice time and of the OHL league, along with the fans they hope to attract.  The City of Oshawa has an opportunity to act in the public interest and set an example.

Having the benefit of research documenting other experiences with P3s, we hope that Oshawa will make the right decision and use the municipality’s good credit rating and low interest rates to invest in a public facility that will give back to the community.  The benefits of having the ability to make choices and adapt to change in the long run, rather than being stuck in a 35-year deal, cannot be overstatedstated.

CUPE understands that the city is facing many financial pressures with limited tax revenue or other financial resources.  CUPE has information available about alternatives to private financing.  There are many options for efficient, worker positive public financing, alternatives to relying on the private sector that do not require municipalities to compromise the community’s interest in exchange for residents’ tax dollars.

Attached are two documents for your reference that contain information about alternative financing to P3s.  One is submission from CUPE to the Ontario Ministry of Public Insfrastructure Renewal, called:  “Rebuilding Strong Communities with Public Infrastructure,” presented in April 2004.  The other is a report from CUPE called:  

“A CUPE Backgrounder on Urban Infrastructure,” printed in May 2004.

The City of Oshawa is likely aware of the province’s new Infrastructure Loan Renewal Program.  The new Ontario Strategic Infrastructure Financing Authority was announced in the 2004 Provincial Budget.  It is intended to provide affordable and efficient financing for municipal infrastructure priorities based on “pooled financing”.  OSIFA will provide infrastructure capital at rates that would not otherwise be available to smaller borrowers (such as the City of Oshawa).

VIII.
CONCLUSION

The City of Newmarket's Director of Parks, Recreation and Culture issued a report in 2003, documenting research findings and recommendations regarding pursuing public private partnerships for their community.  The document's conclusions parallel and support CUPE's recommendations to the City of Oshawa.

· Many private facilities were turned back to municipalities after a few years;

· There is little to no advantage to having a private firm finance, construct and operate the facility;

· Private companies would not have the willingness or ability to design/build/own/operate a facility without a subsidy from the municipality;

· Risk associated with many factors including initial costs, possible overruns and competition with other facilities would need to be heavily subsidized by the municipality.

In conclusion the Newmarket report states:

“In the view of the Parks, Recreation and Culture Department the research clearly states that the costs and risks outweigh the benefits which can be generated from a public/private sector model.” 

It went on to recommend that the City design and build and operate its own recreation facility.
Other municipal leaders are doing their research and it is leading them down the right road.  CUPE recommends that the City of Oshawa do the same.  Whatever project is selected for Oshawa, CUPE trusts that the City of Oshawa will consider our recommendations carefully in making the best decision for the community over the long term.
:as/cope491
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