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With constant reminders that our economy is in a recession, both US and Canadian
governments are stepping up investments in what is broadly defined as
infrastructure. Political leaders are embarking on a tough road ensuring that these
investments, along with other stimulus measures, will help stabilize the economy by
creating jobs and encouraging spending. But why infrastructure? Most will agree that
the sheer scope and scale of investment backlogs in all types of infrastructure will
continue to increase at an exponential rate if it is not addressed. The dollar figures
are well known: while we peg our current backlog in Canada at $50 billion, it is
expected to grow to $300 billion by 2025. Infrastructure spending will not only help
our economy, but more importantly reduce our crippled existing assets after years of
neglect caused in part by the downloading of fiscal responsibilities to municipalities.

Typical infrastructure projects are sourced in two ways: in a government managed
traditional procurement or in a P3 (public private partnership). Traditional
procurements can be well suited for certain projects. Government spending, often
debt financed, generates trickle down effects in the economy based on the “multiplier
effect”, of approximately 5x. With governments running massive budget deficits, and
lessons learned from previous recessionary cycles, increasing government debt
levels has become a much less attractive option, even if it means promoting job
creation: higher debt loads mean higher interest payments and less cash to reinvest
in future programs and projects. Public private partnerships however can provide to
governments the same downstream economic benefits as it would have created
through traditional procurements, however projects can be delivered at significantly
lower risk to taxpayers by transferring them to a private consortium. The very nature
and structure of P3’s effectively transfers to the private consortium the responsibilities
to design, build, finance, operate and maintain a piece of infrastructure, while
benefiting from government guarantees on revenues to reward it for taking these
risks. In times of economic downturns with significant market volatility, any
investment vehicle that provides stable cash flows and government backed revenue
guarantees is evidently a very attractive proposition.

Unbeknownst to most Quebecers, the Province along with its Canadian counterparts
has been pioneers in developing the P3 market in North America. Used widely in
Europe for decades, the P3 model is increasingly becoming a popular tool used by all
levels of governments to procure not only major pieces of infrastructure but also
smaller projects at the municipal level in our communities. With an established and
dedicated P3 procurement agency, Quebec PPP, other provinces are following suit:
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Partnerships BC, Alberta Infrastructure, Infrastructure Ontario, Canada PPP
(federally) and Nova Scotia are all looking to P3s as a procurement alternative.

What's been attractive about the Quebec market is the rapidity at which major
projects have been pushed to market and awarded. What's been most attractive,
from the eyes of an international concessionaire, is the diversity of the projects. While
Ontario focused initially on hospitals, Quebec introduced a good mix of projects: a
concert hall, two hospitals, two highways with another on the way to name a few. To
draw in the best players, an attractive pipeline of opportunities must exist, which is
evidently what Quebec PPP has understood.

Although most attention tends to be focused on large projects, it is important to note
that municipalities play a critical role in delivering quality infrastructure. Years of
downloading fiscal responsibilities to them has created an urgent need for
reinvestment in municipalities. With grants and funding now being made available,
municipalities must look at innovative ways to invest those dollars. Why spend 100%
of a federal grant on a project and manage all the risks, when one can instead spend
5-10% and procure the project in a P3 format, leaving the balance for other projects?
The challenge is that municipalities need to better understand how this new and at
times confusing procurement process can work for them. Specially, projects such as
arenas, sports and athletic centers, convention centers, schools, should all first be
screened for P3s. Partnering with a third party qualified advisor is certainly the best
way to making taxpayer money work for everyone. This is also an opportunity for
smaller local constructors left out of major P3 procurements to get their share of the
market. Smaller municipal projects, while leaving out major players provides a unique
opportunity for local players to gain expertise in this new market in addition to
creating local jobs.

While traditional procurements won't be disappearing anytime soon, the pace at
which the P3 option is used as a tool by all levels of governments to deliver more with
lower risks to taxpayers is set to increase rapidly. It is expected that projects that are
most innovative will be procured under a P3 structure as the very nature of the
procurement provides an incentive for private sector proponents to propose
structures that are unique vis a vis those of their competitors.






