BACKGROUNDER
WHAT IS A P3?
On September 25, Regina citizens will vote in a referendum to decide how Regina’s new waste
water treatment plant will be built: through a Design Bid Build (DBB) model or through a publicprivate partnership (P3) model.
This backgrounder provides information on P3s, or public-private partnerships.

What is a P3?




P3 stands for public-private partnership.
Public private partnerships are a new form of privatization of public infrastructure
pioneered in the United Kingdom in the 1990s as Private Finance Initiatives (PFIs).
In Canada public-private partnerships began to be promoted in the late 1990s and early
2000.

What are the key features of P3s?






In a P3 deal, the government gives private corporations a greater role in the financing,
operation and/or maintenance of public infrastructure projects.
A key feature of P3s is their reliance on private sector borrowing to finance the
development of public infrastructure projects.
There are different kinds of P3s, which range from design-build-finance to complete private
ownership of the infrastructure. The model Regina is considering for its waste water
treatment plant is the design-build-finance-operate-maintain (DBFOM) model.i
P3s are being used to build public infrastructure projects like public hospitals, roads,
bridges, courthouses, schools, water and waste water systems.

Why do P3s cost more?







P3s cost more because it is more expensive for the private sector to borrow money than it is
for government. Interest rates are 30% to 50% higher for P3 projects than the rates for
conventional public borrowing.ii
In Regina’s case, the city could borrow at an interest rate of 3.82% while private sector
would be paying an estimated 5.8% to 6.7% interest rates. The city has not released their
assumptions of what private borrowing costs would be.
There are also significant legal, accounting and financial analysis costs incurred as a result
of the complex, time-consuming procurement and contract negotiations
Costs for P3 projects also have to include an acceptable profit margin for investors.

How are P3s profitable for private ‘partners’?





P3s have to generate a profit for the private sector partner to be involved. PPP Canada
estimates profit rates for the private sector to be 14% in P3 arrangements. In the UK, profit
rates have reached as high as 53%.iii
P3s are made profitable through higher project costs, and/or by cutting the costs of project
operations.iv
P3 companies also make money by selling their investment in the project, often after only 5
years. Most of the risk for the project is during construction and start up. Once the
infrastructure is built and the company has a stable investment with guaranteed cash flows
from the public sector, it can easily sell its investment to another corporation.

Are P3s typically used for waste water treatment plants?




No. Water and waste water treatment has important environmental and social impacts,
which is why the majority of communities across North America have chosen to keep the
service publicly controlled and operated.v
Communities across Canada and North America are using innovative and new technologies
in the upgrading of waste water treatment facilities through public financing and control.
Examples include Whistler, Vancouver, San Diego, Los Angeles, San Bernardino, and
Boulder. vi

Does the city’s P3 model give away local control of the plant?








Yes. The city of Regina wants to hand over existing waste water treatment assets and staff
to the successful P3 proponent. We will lose internal expertise in waste water treatment
and become completely reliant on the private corporation.
The city claims it will set utility rates but the rates will have to be negotiated with a
company who will expect the rates to cover their profit margin and payment of debt
servicing charges. The details of these costs will be secret.
A complicated contract that spans 30 years will have to be negotiated with sophisticated
lawyers who work for multinational corporations. Will the contract be able to cover off for
all unforeseen circumstances and protect the public interest?
There will be a loss of accountability with a P3. The corporation will be accountable to its
shareholders and not to the public.

Are P3s more likely to be on time and on budget?




No. Many P3 projects have gone well over budget. The Brampton P3 hospital in Ontario rose
in cost from about $350 million to over $600 millionvii. The Québec Auditor General found
that the capital cost estimates of Montréal’s University Health Centre P3 were over by at
least $108.4 million the earlier $5.2 billion estimate.viii
Sometimes P3 companies charge a premium to “guarantee” that projects finish on time. The
public sector could negotiate such a provision through a conventional procurement model.





Typically, a P3 converts the initial costs associated with a project into a flow of payments
over time. Rather than paying the costs up front, we will pay more over the long term of the
contract.
From a budgetary perspective, this means that governments can spread their accounting
for major capital expenditures over an extended period of time, burying the financing costs
in the annual operating payments to the P3 operator.ix

What is the federal government’s role in municipal infrastructure projects?
The federal government has historically helped fund local infrastructure like roads, highways,
sewers, bridges, water systems and recreation centers. The city of Yorkton recently built a new
award-winning water treatment plant with one-third funding from the federal government and
one-third from the province.





The federal government is now using its funding to promote privatization of public
infrastructure through the PPP Canada Fund. The Federation of Canadian Municipalities
opposes this and recently passed a resolution calling on federal funding for infrastructure
projects that is not tied to the P3 model.
The federal funding from the P3 Canada Fund the City chose to access is conditional on the
City adopting the Design Build Finance Operate Maintain model (DBFOM).x
Infrastructure funding from PPP Canada Inc. requires that the project be based on a private
source of financing and provide for private operation post-construction.

What or who is PPP Canada?xi




PPP Canada Inc. is a federal government crown corporation that works with the private
sector to promote and assess P3 projects.
PPP Canada Inc. manages and invests the Government of Canada’s P3 Canada Fund, a federal
infrastructure program designed to invest in P3sxii
Among the members of the appointed board are:
 CEO, John McBride, who helped arrange the Confederation Bridge that cost $45 million
more than it would have, had it been built through traditional public procurement.
 Former and current high level players from SNC-Lavalin, BMO Financial Group, and the
firm KPMG. All of these companies are active players in P3s and stand to profit from
them.xiii
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