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Given the current economic down-turn and the move to
infrastructure projects to get the economy moving, public-
private partnerships (P3s) have stepped into the forefront.
However, a just-released study by forensic auditor Ron Parks,
and Rosanne Terhart, raises questions about taxpayer value for
money in the use of P3s to build and manage infrastructure. 

Parks and Terhart’s study, for Canadian Union of Public
Employees, is especially relevant because of current interest in
government ‘economic stimulus’ measures, seeking rapid starts
on ‘shovel-ready’ projects. Given a government preference for
P3s, Parks has recommended a greater degree of skepticism
towards P3s and that the government take more of an
‘investigative approach’ in their use. 

The ‘Efficiency’ Argument
A frequently repeated maxim is that ‘government should be run
like a business.’ Given the revelations of recent months as to
how recklessly prominent businesses have actually been run, it
is most certainly time to
review that cliché. 

Governments typically
justify the provision of public
facilities and services by the
private sector with the
following arguments: the
private sector is ‘more
efficient’ than government
and therefore the overall cost
is less and the taxpayer saves
money; the long term
contract transfers all the
‘risk’ of construction and operation to the private sector; and,
since the debt is carried by the private sector, government debt
is reduced.

Certainly, there are plenty of situations where policies and
actions taken by governments and their bureaucracies are
inappropriate, inadequate, or just plain wrong. But the task of
government is fundamentally far more complicated and
difficult than a corporation, since it must not only make
decisions based on multiple ‘bottom lines’ but must also do so

while maintaining transparency and accountability to the
citizenry. 

Mistakes in government tend to be public: mistakes in
business are often only revealed in failure or collapse, often
resulting from considering one bottom line above all others.
Recent months have seen plenty of examples and ironically, it is
government that has been called upon to repair the damage. 

A Self-fulfilling Prophecy
Unfortunately, the belief that government is inefficient may
become a self-fulfilling prophecy, and the proliferation of P3s
makes a significant contribution to a decline in the competence
of both politicians and the civil service. The effect is to cede
management of government to corporations whose interests
need not extend beyond financial success and the survival of
the organization, and certainly do not include transparency and
accountability.

Governing is a more sophisticated task than business;
democracy is a more demanding
taskmaster than the ‘market’.
Social and environmental
objectives are more complex and
difficult to achieve than profits.
Successful democracy demands
competence and fairness on the
part of both elected and
appointed officials. 

It follows that government
should be led and managed by
individuals with the best of skills
and motivations. Assigning major

government tasks to the limited horizons of the private sector
works directly against maintaining government competence,
and leads to the decline of both government and democracy.

Risk Transfer?
The intent of use of P3s is to ‘transfer these risks to the private
sector’. It is doubtful whether P3s lead to ‘risk-free’
government, though there is little doubt that this is an objective
of politicians who wish to remain in power. In fact, much of
government consists of the avoidance, management, and

Elements of Public-Private Partnerships
• a master contract for the design and construction of 

physical infrastructure, providing for a profit on the work;

• the provision of private sector financing for construction, 
providing for a return on investment;

• the operation and maintenance of the facility over the long 
term, say 30-40 years, providing for a profit on the work; or

• regular payments by government over the long term for the 
provision of the facility—these may be financed by tolls or 
user charges, and may well include guaranteed minimum 
payments regardless of use.



mitigation of risks. As we have seen worldwide over the past
year, the private sector is in the business of ‘monetizing’ risk,
which is a cute way of expressing the obvious: that the greater
the risk, the more it costs to insure against it, all expressed in
dollars. So if the private partner in a P3 is presented with a risk,
it will either attempt to transfer the risk to the other partner
(the government) or the private partner will want to get paid for
assuming the risk.

The usual way of insuring against a risky investment is to
charge a higher rate of interest. Corporations generally pay
higher interest than government on their borrowings—they are
not such a good bet. Governments, with their permanent ability
to collect taxes, are simply better credit risks. (This is why it is
being left up to governments to finance bailouts.)

Partnerships BC
In BC, a provincial government agency called Partnerships BC
(PBC) is responsible for evaluating whether proposed
government projects are best carried out as P3s, and for
negotiating contracts with private sector partners. 

Mr Parks, in his January 29 report, analyses the calculations
used by PBC to make cost comparisons between private and
public sector implementation. He notes that, in costing the
public sector alternative, PBC not only adds to public sector
costs an expected amount for the risks which could be
transferred to the private sector, but also uses a ‘market’
interest rate similar to that used by the private sector. 

Mr Parks’ report identifies this as ‘double counting’ the cost
of risks in the public sector
calculation confers a
significant cost advantage to
the private sector
alternative. He recommends
that the public sector
calculation should utilize an
interest rate which
represents actual
government borrowing costs
which, of course, are lower.

He also notes that, when
government carries out a
project, it must be paid for
up-front, but the payments
to the private sector
typically take place over a
long contract period. If a
typical government interest
rate were used (rather than
a higher private sector
‘market’ interest rate), the
public sector alternative cost would be reduced. He identifies
this as another technique which biases the PBC cost
comparison towards P3s. 

This type of calculation could also, of course, have the result
of exaggerating the published ‘savings’ (over the life of the
contract) through using a P3.

Financing for the Private Sector
The ‘credit crunch’ has, of course, affected the financial
resources available to potential private sector partners, and this
has been reflected in PBC’s negotiations, with the government
being asked to put up more of the money and possibly assume
more of the risk. However, John McArthur, president of
Bilfinger Berger Project Investments Inc, which has been
involved in the financing of the Sea to Sky and Kicking Horse
Canyon highways and the Kelowna and Vernon hospital
projects, says that while lending conditions today are ‘more
stringent’, it is still possible to obtain financing for P3s. Clearly,
the risks undertaken by the private sector are not that
threatening to their cash flow.

P3 Negotiations
Besides determining whether a project is suited to a P3
approach, PBC is also responsible for lining-up bidders and
negotiating contracts with them on behalf of the provincial
government. This combination of activities unfortunately
results in PBC being an advocate for the P3 bandwagon. 

Nevertheless, negotiations leading to large and complex
contracts can take some years to complete (thus removing
these projects from the ‘shovel-ready’ category sought to
stimulate the economy) and are carried out in secrecy. Public

oversight is minimal, with
negotiations concealed behind
the curtain of ‘commercial
confidentiality.’

Often, because of the
combination of capabilities
required and the long term
nature of the contract, there is
only one bidder (a large
corporation or consortium),
putting the government at a
disadvantage in arriving at an
agreement.

Undisclosed Long-
Term Implications

In particular, the long-term
implications of a P3 contract
remain undisclosed. Because a P3
is designed to keep the cost off
the government’s books and out
of sight, it is a ‘buy now, pay later’

arrangement, including unpublicized government
commitments over the long term. 

The government is, in fact, buying economic activity today
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Drawbacks with P3 Projects
• The cost of the design and construction phase may exceed 

estimates. A competent private sector partner will seek to 
maximize the estimate to include a ‘cushion’.

• Interest and financing costs may exceed those anticipated, 
particularly over the long term. This is particularly relevant 
today, with the ‘credit crunch’. Some PPPs (eg the twinning of
the Port Mann bridge), have attempted to shift their debt to 
the government.

• Operating and maintenance costs may be underestimated, 
particularly over the long term. Again, the private sector

partner will build a good profit ‘cushion’, and will have an 
incentive to reduce the quantity or quality of service over time. 

• Use of the facility may be mispriced or overestimated, leading
to lower revenues than anticipated. This risk is frequently 
transferred to the government through a long-term contract 
payment or revenue guarantee, sometimes with escalator 
clauses. The government also acquires an incentive to direct 
traffic towards the contracted facility, to increase toll or user 
fee revenues. 



in exchange for future commitments of operating revenues;
but these commitments do not appear as debt on the
government’s books. This may be sound long-term economic
policy, but it is not made explicit, and, as Mr Parks reports, is
significantly more expensive than conventional debt financing.

It also limits the flexibility of government through future
commitments of government funding. Granted, infrastructure is
permanent, but is normally not accompanied by 40-year
maintenance contracts. Future administrations may wish to

change these arrangements, but would face substantial
cancellation costs. They are, in effect, fettered.

From the private partners point of view, a completed
construction contract with favourable financing and a long-
term guaranteed cash flow is a valuable business property. In
the future it will probably gain in value, and may be sold or
refinanced at considerable profit. This profit, of course, goes to
the private partner, not to the taxpayers of BC. 0
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