Knowing when
to partner
Toronto’s world class public-private
partnerships for infrastructure
financing and risk transfer
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“
“

Without question, Toronto is a leading global financial centre for public-private
partnerships. Where governments require new or renewed infrastructure assets,
they turn to the expertise, capital and leadership present in Toronto’s financial
services sector.
Jennifer Reynolds
President & CEO, Toronto Financial Services Alliance

What separates Toronto from its international peers in P3 transactions is the
broad-based participation of so many players in one place. This clustering of
investors, investees, developers, advisors and service providers located in and
around Toronto makes it a truly unique P3 marketplace.
Stephen Beatty
Chairman, Cities Center of Excellence, KPMG LLP

Global financial centres with the most potential to gain
from an increased use of public-private partnerships
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Source: TFSA and Z/Yen Group, "Trends and Innovations in Financial Services," benchmarking study, 2017
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Building from a strong foundation
The Toronto Financial Services Alliance surveyed a
broad sample of international finance professionals
about trends and innovations in financial services.
Specifically we asked them to benchmark global
financial centres based on their potential to gain from
an increasing use of public-private partnerships – or
“P3s” – in delivering the next wave of infrastructure
development.
When the results came back, respondents ranked
Toronto third in potential. The only two cities ahead
of Toronto were London, the first global hub for P3
transactions, and New York, the world’s pre-eminent
financial centre.
At the TFSA we think that this is a strong foundation to
build on. As a follow-on to our benchmarking study, we
worked with KPMG to develop this paper on the role
that Toronto’s financial services professionals play in
supporting the City’s status as a P3 super cluster.
Toronto starts from a position of strength. This paper
seeks to describe what makes Toronto stand out from
its peers, what opportunities lie ahead and why there
is no limit to our potential.
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What is a
public-private
partnership?
Strategic partners share common objectives
and bring complementary skills and resources
to the table. This is especially important for the
successful completion of large-scale, complex
infrastructure projects. While P3s are only one
type of strategic partnership, they’re a proven
one, particularly in the Canadian context.
Fundamentally, P3s are commercial
arrangements where public-sector infrastructure
owners or sponsors enter into fixed-price
contracts with the private sector to design,
build, finance, maintain and often operate
public infrastructure. P3 contracts typically last
25 to 35 years in Canada and are tied to key
performance measures. Simply put, the private
sector only gets paid if it delivers on the public
sector’s expectations for outcomes.
Policymakers are increasingly turning to
P3s as vehicles for leveraging privatesector discipline, expertise, innovation and
investment. P3 projects are always publicly
controlled, but the public sector is able to
transfer certain risks or responsibilities that the
private sector is better able to manage – such
as those related to design and construction
costs, schedule, refinancing exposure, and
lifecycle maintenance of an asset. P3s are
successful when done for the right reasons
and the right projects. They provide value for
money to taxpayers by delivering projects on
time and on budget.
A steady pipeline of domestic infrastructure
projects combined with the resources available
in Toronto’s financial institutions – from banks
to life insurers to specialized infrastructure
funds – have combined to grow Canada into a
global magnet for talent and capability.
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Traditional approach

Defining requirements
What is the design and
program we want to
deliver?
Project management
Each product or
service is distinct and
procured separately by
government
Project risks
Majority of project risks
and asset lifecycle
costs are retained by
taxpayers
Payment
Ongoing progress payments
during the construction
period financed by
government debt

Infrastructure and

Government identifies
an infrastructure need
Public-Private Partnership
Opportunities to leverage private-sector
discipline, expertise, innovation and
investment
Defining requirements
What are the outcomes
and specifications we
want?
Project management
Government selects
a single integrated
team, usually a
consortium
Project risks
Majority of project
risks are transferred
from government to
private sector
Payment
Paid over the life of
the infrastructure and
linked to operational
performance

Financial
Services

Contractors

Advisory
Services

Legal

Service
Providers

Options to maximize value for money
Maintain

Design
Build

Maintain

Operate

Finance

Finance

Finance

Design
Build

Design
Build

Design
Build

Risk transfer from government to private sector

Benefits of partnership
On-time and on-budget delivery
Accountability through performance standards

services remain public

Transfer of key risks
Budget planning certainty through fixed payments
Long-term asset management
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Toronto: A centre of P3 excellence
Toronto is Canada’s nerve centre for
financial services companies, industry
associations, academia and business &
professional services firms. Collectively
its financial institutions are internationally
renowned for enabling P3 projects across
North America and beyond. This results
in numerous economic, institutional and
social benefits at the local and national
levels.
Contributing to Toronto’s strength in P3
transactions is a deep pool of resident
capital and significant ongoing Canadian
activity in the P3 space. Toronto is a
mature, stable and vigorously competitive
capital market. In North America, Canada
has a much longer track record with P3s
than the United States or Mexico. As
a result, Toronto’s financial institutions have
been a source of both expertise and capital
within this broader context.
Much like its activities in mining and
FinTech, Toronto’s financial services sector
plays a critical role in infrastructure finance.

Toronto has established access to
long-term bond and bank financing for
P3 infrastructure projects, providing
access to committed, fixed-rate
financing.
This is unique to Canada as most
other countries primarily use bank
financing as a source of debt,
especially since the global recession.
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Toronto’s financial institutions add
value in a number of ways:

Rigorous due
diligence, risk
identification and
business case
justification

Infrastructure
strategy
development
and opportunity
identification

Deep knowledge of
project structures to
optimize commercial
requirements

International view of
material, equipment
and labour markets

Technical
oversight

Evaluation of
commercial strategy
selected by the
project sponsors for
reasonableness

Key facts

Toronto is Canada’s financial
and business capital and the

second largest financial
centre in North America

Three of Toronto’s banks
rank among the world’s 25
largest

The TMX Group is the

third-largest stock
exchange group in North

America, and among the largest
stock exchanges in the world

Toronto is home to:
—— Canada’s five largest banks
—— Three of the world’s largest pension funds
—— Two of the world’s top insurers

Toronto financial institutions are key to the
success of public-private partnerships. P3s
offer value for money to taxpayers through
the efficient transfer of risk. That value
can be maximized when the private sector
bears lifecycle risks.
The local and global experience
that Toronto’s banks, insurers and
infrastructure funds bring to the structuring
of deals, lender oversight and effective
asset management have led to a strong
track record of P3 success across
Canada. Strong capital markets in Toronto,
including strong competition amongst
capital providers, have led to lower overall
costs on P3s.
P3s offer stable yields for lenders and
investors, typically above what could be
achieved in traditional bond markets. Equity
stakes in well-maintained assets are a
prudent investment, and additional returns
can be realized through efficient operations.
The associated expertise is vital to
strengthening public services and ensuring
that infrastructure lasts generations.

Toronto is by far the most active market
for P3 transactions in North America.
Within Canada, Toronto financial
institutions take part in almost every P3
transaction.

The World Economic Forum has
ranked the Canadian banking
system as one of the soundest

in the world for nine
consecutive years
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Leveraging Toronto
financial expertise
to address public
needs
Specific services that financial
institutions provide to P3
projects
Banks

—— financial advisory services
—— balance sheet lending (e.g.,
short, medium and long-term
commercial loans, working
capital loans)
—— contract administration and
due diligence
—— off-balance sheet guarantee
products (e.g., performance
guarantees)
—— capital market financing and
bond underwriting for longterm private placements
—— letters of credit

Life insurance companies
—— long-term, fixed-rate, debt
financing
—— direct equity investments

Infrastructure funds
—— direct equity investments,
typically as the lead developer
—— asset management
—— secondary market transactions
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Canada’s bond financing solutions
Prior to the recession that began in 2008, short and long-term bank financing dominated
Canada’s P3 financing landscape. Stiff competition from domestic and international
financial institutions resulted in strong financial solutions for P3 projects. In many
instances, groups of banks or “clubs” would bid together to raise large amounts of longterm debt and to provide redundancy in the long-term financing.
Following the recession, the majority of international financial institutions withdrew
from the Canadian market as mandates from their finance committees shifted focus to
domestic lending activities. Canadian banks meanwhile demonstrated their strength and
resiliency through the financial crisis and continued to provide financing for P3 projects.
While providing long-term bank debt to match the tenor of P3 projects (often 30 years)
became increasingly difficult, it was imperative for Canadian financial institutions to
develop stable and long-term solutions for financing P3 projects. This was achieved
through the development of long-term bond financing solutions, such as project bonds,
unlocking a wave of sustainable investment.
Project bonds are broadly seen as a viable solution for long-term P3 funding solutions,
as they provide a stable, fixed-rate financing instrument for investors. These solutions
are considered an effective and value-enhancing source of financing as they represent
relatively low-risk solutions, backed by pre-established public-sector payments that
can be fully realized by the provision of services in accordance with the P3 agreement.
These bonds are issued with yield premiums, helping to enhance the overall return to
bondholders. Overseas markets looking for innovative solutions to fund P3 projects can
benefit from Toronto’s success and experience with these instruments.
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Evolution of private
capital and participation
in Canadian P3 projects
In an effort to improve the value for money
achieved with public-private partnerships,
Canadian public-sector authorities have
implemented measures in recent years to
reduce the overall cost of private financing
for projects. This has included introducing a
broader use of Build-Finance and Design-BuildFinance P3 models, which do not require the
use of long-term financing, and the introduction
of construction period payments (or progress
payments) to Design-Build-Finance-Maintain
P3 models that reduce or eliminate the
need for short-term financing in projects. In
doing so, government project sponsors can
significantly reduce one of the key roles that
Toronto financial institutions generally play
in the delivery of P3 projects (i.e., short-term
commercial paper). Previously, the majority of
DBFM projects involved the use of milestone
or substantial completion payments during the
construction period, which could be used to
make bullet repayments of short-term debt.
Additionally, public-sector authorities have
started to increase the amount of publicsector contributions during the construction
period, particularly for projects with high capital
volumes. This has led to a reduced requirement
for long-term financing and impacts the potential
return on investment for debt and equity
investors. It could have the effect of crowding
out some private capital.
While there is a global surplus of infrastructure
investors looking for opportunities, these
changes to the payment profile of P3s make it
increasingly challenging to deploy capital on
domestic P3 projects. Private finance ensures
that financial institutions have “skin in the
game”, which is important for achieving lifecycle
performance in the contract. It is important that
the public sector maintains the role of private
capital in deals from start to finish.
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Expanding the potential for
Toronto’s life and health insurers to
invest in Canadian infrastructure
Toronto-based life and health insurers are some of the largest institutional investors in Canada as
well as internationally. This puts them in a strong position to support government objectives across
the country in delivering the next wave of P3 projects.
Life insurance companies have a strong demand for long-term investment opportunities because these
types of investments enable them to match their significant long-term liabilities with stable asset values.
P3s are particularly attractive to insurers because they involve long-term, predictable payments and
have portfolio diversification benefits. Canadian P3s also have a demonstrated track record of resulting
in high-quality and well-maintained assets, with the potential for long-term capital gains.
Two of the nation’s largest life insurance companies are headquartered in Toronto. Collectively
the sector has invested approximately $40 billion to date in domestic infrastructure, making it
a significant contributor to Canada’s social and economic development. Of this total, insurers
have taken part in roughly $12-billion worth of P3 transactions. Although the industry has already
invested significantly, there is still a strong appetite for more participation.
There is room to expand the ability for Canada’s life and health insurers to invest in infrastructure,
which would help close the significant infrastructure deficit facing Canada – estimated to be as
much as $500 billion. However there are obstacles that would need to be addressed.
While the last decade witnessed a significant wave of reforms governing the regulation of financial
services across the globe, the Canadian life and health insurance industry faces regulatory
barriers embedded in the Insurance Companies Act that prevent it from more fully investing in and
supporting the infrastructure needs of Canada. Specifically, there are restrictions on life insurers
from holding more than 25% total equity in a corporation or limited partnership or more than 10%
voting interest in a corporation, which affect infrastructure investments. In addition, the Specialized
Financing (Life Companies) Regulations limit the length of time an insurer can hold certain assets
to 13 years, which limits the ability of insurers to make equity investments in infrastructure.
These barriers could be addressed by allowing insurers to hold pre-qualified infrastructure assets
for their full asset lifecycle. There is a strong public policy rationale for providing relief from these
provisions for carefully pre-qualified investments, such as infrastructure.
The Government of Canada, through the Department of Finance’s review of the 2019 financial
sector framework, is currently consulting on whether to permit federally regulated life and health
insurers to have additional investment powers in infrastructure. This is a positive step. Changes to
the current rules would allow for the industry to better match long-term assets and liabilities and to
more actively participate in infrastructure investment in support of long-term growth that benefits
the economy and Canadians.

Canada’s life and health insurance
industry has invested in infrastructure
assets worth $40 billion, out of
which $12 billion were invested
in P3 projects.
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In Ontario, there have been 23 public-private
partnerships worth $17 billion completed or in
process in the past 3 years, according to the
data collected by the Canadian Council for
Public-Private Partnerships.
Of these 23 P3 projects, 5 projects have
achieved financial close, while 18 are in
various stages of development. Several more
infrastructure projects have been proposed
as candidates for P3 models, such as many
of the projects in the Province’s long-term
infrastructure and transportation plans, but
have not yet entered procurement processes.
15 of the 23 Ontario projects are social
infrastructure totaling $4.4 billion, and 6 are
transportation projects totaling $12 billion.

Ontario P3 sectoral analysis*

P3 projects in development, 2015 to 2017

71.2%

Transport

26.2%

Social
Infrastructure

1.9%

Telecommunications

0.6%

Environmental

* Source: KPMG analysis of data collected by the Canadian
Council for Public-Private Partnerships. Based on project
capital values.
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Infrastructure Ontario
Toronto benefits from the location of
two world class, long-standing P3
organizations: Infrastructure Ontario and
the Canadian Council for Public-Private
Partnerships. In 2017, the Government
of Canada decided to locate the Canada
Infrastructure Bank in Toronto as well.
Infrastructure Ontario is an independent
agency of the Province of Ontario. IO’s
mandate is to build, manage, finance
and enhance the value of Ontario public
assets. Representatives from more than
50 international jurisdictions have visited
officials at Infrastructure Ontario to learn
about its approach to public-private
partnerships.

IO has an impressive record of
domestic achievement and international
recognition. Since 2007, IO has won 15
project awards from the Canadian Council
of Public-Private Parterships. Some of its
other recent awards include:
—— Government Agency of the Year
P3 Bulletin, 2016 and 2017
—— Global Award for Excellence (West
Don Lands)
Urban Land Institute, 2017
—— Winning Americas Institutions 2016
(North America Grantor)
IJGlobal – Project Finance &
Infrastructure Journal

Canadian Council for PublicPrivate Partnerships
Established in 1993, the Canadian Council
for Public-Private Partnerships (CCPPP) is a
national, not-for-profit, non-partisan, memberbased organization with broad representation
from across the public and private sectors.
Its mission is to promote smart, innovative
and modern approaches to infrastructure
development and service delivery through
public-private partnerships with all levels of
government. The Council is a proponent of
evidence-based public policy in support of P3s,
facilitates the adoption of international best
practices, and educates stakeholders and the
community on the economic and social benefits
of public-private partnerships.
The Council organizes an annual conference
that is recognized internationally as the premier
forum for bringing together senior government
and business leaders in the P3 community. At this
event the most successful Canadian public-private
partnerships are celebrated through CCPPP’s
National Awards for Innovation and Excellence.

Over 375 member organizations
Over 80 public sector and not-forprofits
60% of Membership based in Ontario
One-third of Membership located in
Toronto

—— Global Best Project Awards (Health
Care: Humber River Hospital)
Engineering News Record, 2016

CCPPP conference background:

—— Honor Award for General Design
(Corktown Commons)
American Society of Landscape
Architects, 2016

—— Conference brings nearly 1,200
delegates from 25 countries

—— 25th Anniversary Annual Conference

—— Largest P3 conference of its kind
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Examples of Canadian P3 projects

Mackenzie Vaughan Hospital
Vaughan, Ontario

Valley Line Southeast Light
Rail Transit (LRT)
Edmonton, Alberta

$1.6 billion
P3 Model: DBFM
Financial close: October 2016
Value for money: $254 million

$1.8 billion
P3 Model: DBFOM
Financial close: February 2016
Value for money: $574 million

The Mackenzie Vaughan Hospital is a 350-bed
hospital facility currently under construction
in Vaughan, Ontario, by a P3 consortium —
Plenary Health, led by Plenary Group and PCL
Construction. The project reached financial
close in October 2016 and construction is
expected to be completed in 2020.

The Valley Line Southeast LRT is a 13-km
route running southeast from the Mill Woods
neighbourhood to downtown Edmonton. The
project is currently under construction by a P3
consortium led by Fengate and EllisDon. The
Southeast line is the first of two phases of the
Valley Line LRT. Construction is expected to be
completed in 2020.

The project will be the first hospital in Vaughan,
a large municipality in the Greater Toronto
Area, and the first “smart hospital” in Canada.
It will include a state-of-the-art emergency
department, new surgical and operating rooms,
and advanced diagnostic imaging. Of the 350
beds, approximately 9 out of 10 will be in single
occupancy rooms.
TD Securities served as a financial advisor and
lender to Plenary Health. TD Securities and ATB
Financial provided $150 million in construction
financing to Plenary Health. Toronto-based
insurers Canada Life, Sunlife and Manulife
were also involved as long-term investors in
the project, providing $280 million in long-term
financing.
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The Valley Line is being constructed by EllisDon
and Bechtel, with operations and trains being
provided by Bombardier. Fengate served as an
investor and consortium lead.
Scotiabank, RBC and Casgrain served as debt
underwriters, with Scotiabank providing financial
advisory services to the P3 consortium. The
long-term bond issuance of $394 million was
widely syndicated.

Highway 407 East Phase 2
Durham Region, Ontario
$1.2 billion
P3 Model: DBFM
Financial close: March 2015
Value for money: $345 million
Highway 407 East Phase 2 is a 32-km
extension of the existing 407 highway in
Ontario, connecting Clarington and Oshawa.
The P3 consortium, Blackbird Infrastructure, is
led by Ferrovial and Dufferin Construction. The
project is being delivered in two phases. Phase
2A opened in 2017 with Phase 2B expected to
open in late 2019.
RBC and TD Securities provided financial
advisory services to the P3 consortium. The
P3 consortium contributed $31 million in equity
to the project. Additionally, $613 million in
bond and bank financing was secured by the
consortium.

Fort McMurray West 500-kV
Transmission Line
Fort McMurray area, Alberta
$1.6 billion
P3 Model: DBFOM
Financial close: October 2017
Value for money: Unavailable
The Fort McMurray West transmission line is
a 500-km transmission line connecting Fort
McMurray to Wabamun, a community west
of Edmonton. The project will be delivered by
Alberta PowerLine, a subsidiary of ATCO and
Quanta Capital Solutions.
Alberta PowerLine was selected by the Alberta
Electric System Operator in a competitive
procurement. Construction began in summer
2017, with the transmission line expected to
enter service in 2019.
The bond financing of $1.4 billion was
completed in October 2017. It was the largest
P3 financing ever completed in Canada. The
bonds were underwritten by CIBC and RBC,
with RBC also serving as the financial advisor to
Alberta PowerLine.

15

A World View
Infrastructure is among the core responsibilities
of government, and globally it is increasingly
becoming a top priority. Population growth,
international trade and aging assets continue
to drive demand for every conceivable type of
infrastructure project.
Historic underinvestment and budgetary
constraints contribute to what is often called the
“infrastructure gap”. By any estimate, the scale
of this gap is substantial. Some analyses find the
shortfall as high as $75 trillion. In Canada alone,
recent Government estimates suggest there is
$500 billion of required infrastructure investment.
Closing this gap is essential to delivering
top-quality public services and unleashing
productivity.
Governments everywhere are responding.
Infrastructure spending represented large
portions of the stimulus plans that followed
the last global recession. In recent years,
infrastructure development continues at a rapid
pace, and government agencies are increasingly
turning to the private sector to assist them in
developing infrastructure projects.
Significant investment has taken place in the
transportation and energy sectors. Pipeline,
power generation and electricity transmission
projects typically already entail significant
involvement by private capital and may not
require a P3 approach. Transit and other
transportation projects, by far, have been the
biggest public infrastructure delivered through
P3 transactions (by dollar value). Social
infrastructure, such as hospitals and other health
care facilities, are also a major P3 asset class.
While traditional forms of private funding and
investment make up a significant portion of
private investment in infrastructure globally, such
as concessions and privatization, governments
around the world are increasingly turning to P3s
to deliver major infrastructure projects.
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To obtain a clearer understanding of the
scale of these infrastructure investments
globally, we analyzed transaction data
covering the past three years from
several comprehensive databases,
including InfraDeals, Capital IQ and the
Canadian Council for Public-Private
Partnerships.

Geographical analysis of global
transactions (by value)*
Africa
2%

North America
24%

Asia
18%

$3.6

Middle East
3%

Australasia
11%

63%
trillion

Latin America
and Caribbean
17%

Europe
25%

Between 2014 and 2017, nearly
7,000 financial transactions worth
$3.6 trillion were identified across the
global infrastructure market. These
transactions included deals in all stages,
ranging from concept to financial close.
While not all of these transactions were
public-private partnerships, the purpose
of quantifying the scale of activity is to
provide a bird’s eye view of current,
global infrastructure investment and the
potential for increased use of publicprivate partnerships.

*Australasia is defined as: Region comprising Australia,
New Zealand, neighbouring islands in the Pacific Ocean
and the island of New Guinea

Sectoral analysis of global transactions (by value)*

46%
25%
17%
4%
4%
4%
Transport

Power

Renewables

Evironment

Social Infrastructure

Other

* Source: InfraDeals, using transactions data from October 2014 to September 2017, with transaction statuses ranging from
“Concept” to “Financial Close”. Australasia is defined as: Region comprising Australia, New Zealand, neighbouring islands in the
Pacific Ocean and the Island of New Guinea
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Global
profiles
International financial centres will
increasingly play a critical role in closing the
global infrastructure gap, because these
unique cities are robust platforms for project
financing and funding.
What distinguishes London, Toronto, Sydney
and other top financial centres as great
P3 super clusters is not only the number
of parties involved but a reliable project
pipeline. Without government endorsement
of this model, and a transparent and stable
flow of projects, it will not be possible to
enlist the support of financial institutions in
delivering the next wave of infrastructure
development.
Our benchmarking study identified several
financial centres with outsized potential. This
chapter profiles a few of them with respect to
their unique roles in infrastructure financing
and risk transfer.
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London
City Population

8.8 million

Financial sector employment

400,000

Financial sector contribution
to national GDP

3.7%

—— London was the first financial centre in
the world to facilitate P3 transactions in a
material way.
—— Since the early 1990s, the United
Kingdom’s Private Finance Initiative (PFI)
has delivered more than 700 projects
covering a wide variety of asset classes.
These arrangements typically use longterm contracts tied to availability-based
payments, similar to the Canadian P3
model.
—— Deal flow has slowed since the financial
crisis and in light of government austerity
policies. However London financial
institutions continue to participate in unique
P3 opportunities in new geographies and
asset classes. In 2012, the UK government
introduced a new approach, termed PF2,
to replace the traditional PFI program.
Updates included greater transparency,
enhancements to equity structure and
credit, and ways to accelerate delivery.

—— London remains a significant hub for
international private finance expertise,
and London-based financial institutions
routinely take part in transactions
across the European continent and
beyond. As an example, Japanese
banks use London as a foothold to
pursue P3 opportunities in Europe, the
Middle East and Africa.
—— In recent years, the UK market has
introduced additional tools to fund
infrastructure development. These
include land-value capture mechanisms
like the UK’s Incremental Business
Rates Income and a growing secondary
market in monetizing existing
infrastructure assets.
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New York
City Population

8.5 million

Financial sector employment

300,000

Financial sector contribution
to national GDP

2.8%

—— The United States uses several
approaches to enable the participation of
private finance in public infrastructure.
—— New York-based financial institutions
raising funding for infrastructure projects
rely on various tax incentives, grants, loans
and tax-exempt bonds. These include a
combination of and variations on:
–– Private Activity Bonds — the interest
on these bonds is exempt from federal
taxes, which substantially lowers
borrowing costs
–– So-called TIFIA and RRIF loans —
“Transportation Infrastructure Finance
and Innovation Act” loans and “Railroad
Rehabilitation & Improvement Financing”
loans
–– INFRA Grants — “Infrastructure
For Rebuilding America” grants, a
discretionary grant program to advance
highway and bridge infrastructure
projects
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—— To date the traditional P3 model, as
understood in Canada, has been limited to
a handful of states, such as Texas, Virginia,
California and Colorado, and to specific
sectors, such as transportation and social
infrastructure.
—— Due to the differing requirements of cities,
counties and states, there is a wide array of
procurement rules and regulations, which
has held back the U.S. P3 market. Political
risk and uncertainty are still high in the
United States compared to Canada.

Toronto
City Population

5.9 million

Financial sector employment

272,000

Financial sector contribution
to national GDP

7.2%

—— Toronto is Canada’s financial and business
capital. As a proportion of its economy,
Toronto’s reliance on financial services
is even higher than that of major global
financial centres like London and New York.
—— Similar to London, Sydney and Melbourne,
Toronto has been among the most active
P3 markets in the world. According to
the Canadian Council for Public-Private
Partnerships, 270 P3 projects have been
completed in the Canadian marketplace so
far. Of the 270 projects, 228 have reached
financial close, representing a total value of
more than $120 billion.
—— With few exceptions, Toronto offices
often play a centralized, coordinating
role in the financing for Canadian P3
transactions. The clustering of investors,
financial institutions, project sponsors and
infrastructure expertise in Toronto makes
the city unique.

—— Toronto is the gateway to Canada’s robust
pipeline of P3 infrastructure opportunities
for a global array of public and privatesector participants. The local market is
supported by non-political, centralized
government agencies, a stable legal and
regulatory framework, and a consistent
commercial approach.
—— Canada is an enviable market and has
Toronto at the centre. Our market efficiently
deploys innovation in private finance, has
a sterling record of on-time and on-budget
P3 projects, boasts a stable pipeline of
P3 projects, and enjoys relative political
stability and support for the P3 approach.
Infrastructure Ontario, for example, based
in Toronto, oversees the largest amount of
P3 infrastructure spending in Canada.
—— The newly established Canada
Infrastructure Bank will be located in
Toronto.
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Hong Kong
City Population

7.4 million

Financial sector employment

200,000

Financial sector contribution
to national GDP

17%

—— Hong Kong is an established financial
centre in East Asia with local offices for
international financial institutions that
use the city as a staging ground for
infrastructure transactions across the AsiaPacific region.

—— Government does not tend to provide
operating subsidies except in the case of
management contracts.

—— There are very few similarities between
public-private partnerships in Hong Kong
and Canada.

—— There are limited opportunities for financial
institutions as equity investors. Rather they
often play an advisory role in pursuing
opportunities for developers.

—— Hong Kong partnerships that include
private finance components tend to
resemble DBO models (“Design, Build,
Operate”) or full-risk transfer concessions,
often with a property development angle.
—— Revenue risk would be transferred to the
private-sector operators, but often with
government providing some form of upfront
capital subsidy to partially or fully fund
capital costs.
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—— P3-like arrangements are used to develop
stations along major transit lines.

Singapore
City Population

5.6 million

Financial sector employment

400,000

Financial sector contribution
to national GDP

3.7%

—— Singapore is a well-known hub for
infrastructure financing and development
across Asia.
—— Singapore is a growing domestic and
regional P3 presence. Known for a strong
economy, stable regulatory environment
and government credit-worthiness,
Singapore is an attractive target in its own
right and as an entry point into nearby
jurisidictions, such as Malaysia and
Thailand.
—— P3 transactions are based on payment
mechanisms used in the United Kingdom
and Canada. Asset classes include sports
complexes, universities, waste-to-energy
and water-wastewater projects.
—— In 2010, the World Bank Group established
an Infrastructure Finance Center of
Excellence in Singapore. One of its stated
purposes is to channel global expertise
on private financing and management of
infrastructure to developing nations.
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Sydney
City Population

5.3 million

Financial sector employment

700,000

Financial sector contribution
to national GDP

3.9%

—— Australia is a major P3 market in the AsiaPacific region, with a significant number of
completed transactions across the country,
particularly in the states of New South
Wales and Victoria.
—— In 1987, the Sydney Harbour Tunnel
Project was procured using a public-private
partnership and is often viewed as one of
the first true P3 transactions worldwide.
Since that time, Australia has completed
more than 160 projects valued at more than
$100 billion AUD.
—— Unlike the broad standardization of
Canada’s P3 approach, Austrialian P3s
tend to be customized and tailored to
complex, high-risk types of infrastructure,
such as those involving tunnels or user-pay
demand risk.
—— While Sydney is Australia’s premier
financial centre, many P3 transactions also
go through Melbourne. Together these
cities represent a mature, sophisticated and
competitive P3 hub.
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Opportunities and
emerging trends
Toronto is home to a number of institutions
active in financing P3s. In recent years, several
opportunities and emerging trends are surfacing
that will affect the sector’s future potential to
invest more private capital in projects. Some
developments may hold back our potential,
while others can unleash it.
Recent trends that may negatively affect
Toronto financial institutions include:
—— Infrastructure projects in Canada are
often relatively smaller in size, which
is a constraint for Toronto institutions –
especially Canadian pension funds – with
large target investment sizes.
—— Ontario’s historic hospital build-out has
slowed down and transit projects are
emerging as the primary P3 sector. As a
result, while the value of each P3 project
may be increasing in size, the volume of
projects has dipped since its peak in 2015,
and many of these projects are being
delivered as Design-Build-Finance P3
models.
—— Canadian P3 models typically involve
availability-based payments made
irrespective of demand, without a transfer
of revenue risk. This limits the financial risk
transferred to the investors but also limits
the potential revenue upside. It also allows
higher debt leverage, limiting the amount of
equity capital required.
—— Government project sponsors are
continually looking for ways to reduce
the overall financing cost of P3s. This
has involved shorter deal terms or
larger government contributions during
construction, which reduce the requirement
for long-term financing.

While there are challenges in the Canadian P3
market, recent initiatives from the Government
of Canada and the nation’s municipalities,
provinces, territories and Indigenous
communities should raise the level and scope of
projects undertaken in the future.
Opportunities that will likely enhance the
prospects of Toronto as an international P3
hub, provided that the right steps are taken to
capitalize on them, include:
—— The Government will locate the Canada
Infrastructure Bank in Toronto.
—— The P3 model has proven to be a valueenhancing way to deliver physical assets
for public infrastructure and could be
applied to various forms of public services
as well, through concessions or other longterm contracting models.
—— Newfoundland and Labrador, Nova
Scotia and Manitoba have embarked on
a new wave of P3 activity. The territorial
governments of the Northwest Territories
and Nunavut have now completed P3
projects, and the Yukon has expressed
interest.
—— P3s are an effective way to close the First
Nations infrastructure gap.
—— The United States may be on the cusp of
a significant infrastructure renewal, with
many local governments open to using
P3 models. Toronto is well-positioned
to service this demand for P3s given its
geographic proximity and familiarity with
the marketplace.
These opportunities are described on the
following pages.
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Canada Infrastructure Bank
In 2017, the Government of Canada established
a new arm’s length infrastructure agency
– the Canada Infrastructure Bank – with
responsibilities for planning, structuring and
funding the next wave of domestic infrastructure
projects. Specifically, the Bank’s mandate is to
direct a portion of federal infrastructure funding
toward revenue-generating projects. Budget
documents and the Bank’s enabling legislation
further describe its functions to include the
creation and use of “innovative financing tools”,
and to significantly increase the transparency
and number of projects open to private finance.
Government ministers have explicitly stated
that the Bank’s activities are intended to make
domestic infrastructure projects more attractive
to Canadian pension funds and institutional
investors. Crucially, the Canada Infrastructure
Bank will be located in Toronto and will have
processes for considering unsolicited proposals
from private-sector investors.
These developments send a strong signal that
the Government remains committed to looking
beyond purely taxpayer-funded infrastructure
models and opens the door to new opportunities
for public-private partnerships between Toronto
financial institutions and public agency project
sponsors. By engaging private-sector partners
who can bring expertise and capital to projects,
the Bank’s initial $35 billion of funding will
enable strategic investments to close funding
gaps that have previously prevented projects
from moving forward. These investments may

take the form of subordinated or unsubordinated
debt and equity, loan guarantees, revenue
guarantees or mezzanine loans.
Canada’s public infrastructure is primarily
owned by cities, provinces and territories,
not the federal government. Differences in
their funding, policy and regulatory contexts
often create barriers to getting large, complex
projects off the ground. For provinces or
territories without dedicated P3 procurement
agencies like Infrastructure Ontario, the Bank
will serve as a centre of expertise on attracting
private-sector infrastructure investment. The
Bank will also work to develop a coordinated
national infrastructure strategy, and to collect
and share infrastructure-related data to inform
future investments.

The Canada Infrastructure Bank will invest
$35 billion of federal funding. $15 billion
will be sourced from the Government’s
$180-billion “Investing in Canada”
infrastructure plan and will be earmarked for
three specific types of projects:
—— $5 billion for public transit systems
—— $5 billion for trade and transportation
corridors
—— $5 billion for green infrastructure projects*
Source: Infrastructure Canada

* Such as those that reduce greenhouse gas emissions, deliver clean air and safe water systems, and promote renewable power
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The future of service delivery
The traditional model for delivering public
services is evolving. Governments have
tended to provide services through in-house
employees using annual block funding
arrangements with limited to no third-party
involvement. Innovation and measurable
performance targets are often lacking. In
contrast, public-private partnerships are
structured to achieve desired outcomes
and link funding to performance. While
P3s are most often used to deliver new
infrastructure, they are increasingly
transforming the way policymakers think
about public services as well.
These developments may create
opportunities for Toronto financial
institutions to leverage their understanding
of long-term, performance-based contracts
to support other government objectives,
such as efforts to leverage technological
innovation to reduce costs and to
continually enhance the quality of public
services. These changes will likely lead
to increased use of alternative service
delivery models for public services, such as
commissioning of services, joint ventures,
prime contracts and social impact bonds
to name a few examples. In Ontario, Drive
Test and the ONroute highway rest stops
are successful examples of some of these
approaches.

Emerging markets for publicprivate partnerships
An opportunity for Toronto financial
institutions is to leverage the experience
they have gained in the mature Canadian
market to increase the pipeline of P3
projects, internationally and at local
municipal, provincial and territorial levels.
This may include new asset classes in
established P3 markets like Ontario, or
taking this model to an increasing number of
places across Canada or the United States.
Ontario, British Columbia, Quebec
and Alberta delivered the first wave of
Canadian P3 projects. In recent years,
additional governments have either begun
public-private partnership programs or
expressed a commitment to pursue them.
Provincial examples include Saskatchewan,
Newfoundland and Labrador, Nova

Scotia and Manitoba, as well as the territorial
governments of the Northwest Territories and
Nunavut.
Abroad, the Government of Canada and its
partners — through trade commissioners at its
embassies and organizations like the Canadian
Commercial Corporation and the CCPPP
— have international audiences knocking
on their doors. From New Zealand to Spain,
from the Middle East to Japan, governments
have recognized that Canada’s model and
best practices are easily replicable in other
jurisdictions. This gives Toronto’s financial
institutions a leg up on global competitors.
New asset classes across Canada are
continually being considered for publicprivate partnerships. These include water and
wastewater assets, street lighting, defence
projects and infrastructure in Indigenous
communities. Scale can be an issue for these
types of asset classes, as individual projects
tend to be smaller in size. Bundling is an
approach that could make these projects
commercially viable, and promote crosscommunity collaboration.

Emerging asset classes in Canadian P3s

First Nations social
infrastructure

Water and wastewater
bundles

Local roads
and bridges

Student
accommodation

Border crossings

Military
accommodations

Broadband

Street Lighting
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A market ready to respond
The infrastructure requirements of the United
States are larger in magnitude than those of
almost any other OECD country. Due to historic
underspending, continued population growth
and a geographically expansive economy,
policymakers at all levels of government, and
in every part of the country, have promised
more projects. Despite this much needed
investment, the United States has not yet
adopted widespread or consistent use of publicprivate partnerships. There are signs that this is
changing and that a steadily growing market for
P3s is emerging in the United States.
Several U.S. states have undertaken P3
projects in the past decade, and more are
joining the list each year. Texas, Virginia,
California and Colorado have all completed
or are in the process of completing largescale projects. In addition, 35 states, the
District of Columbia and Puerto Rico have
now enacted enabling legislation to facilitate
the consideration of P3s during procurement
decisions. Transportation commissioners are
rapidly being granted authorization to enter into
P3 contracts with private-sector developers that
involve DBFOM model (“Design, Build, Finance,
Operate and Maintain”) and DBOM models
(“Design, Build, Operate and Maintain”). Talk of
a U.S. national infrastructure bank continues to
circulate among elected officials of both parties.
Using legislation originally passed in 2012, the
Pennsylvania Department of Transportation
has entered into a public-private partnership to
replace 558 bridges across the state in three
years. In California, Los Angeles International
Airport is using a DBFOM P3 model to deliver a
$3-billion “Automated People Mover” to connect
the airport’s nine terminals, parking lots, rental
car facilities and public transportation. These
two examples provide a glimpse of the immense
scale that P3 projects might continue to take
across the United States.
The shift in U.S. commercial and legal
frameworks could allow for new opportunities
for Toronto financial institutions to enter the
U.S. market in greater volumes. Toronto-based
financial institutions such as RBC, CIBC,
BMO, TD, Scotiabank and Sun Life Financial
already have been actively involved in P3
transactions in the United States. According
to InfraDeals data, collectively, these financial
institutions completed 17 P3 transactions worth
approximately $20 billion in the past 7 years.
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The United States is a market ready for
additional investment. These developments
provide opportunities for Toronto financial
institutions to leverage both their experience
and strategic location to achieve a unique
competitive advantage vis-à-vis their peers in
the North American context.

Collaboration and opportunities
with Indigenous communities
The infrastructure deficit within Canadian
Indigenous communities is estimated to range
from $25 billion to $30 billion. In recent budget
documents, the Government of Canada has
announced $11.8 billion to help build renewed
infrastructure and stronger services for
Indigenous peoples.
To focus attention on the issue, the federal
government also created a new Department
of Indigenous Services. This department is
the first one created specifically with the goal
of supporting the self-government and selfdetermination of Indigenous peoples, including
the ability to control their own service delivery.
Jane Philpott, Minister of Indigenous Services,
noted in her address to the Canadian
Council of Public-Private Partnerships
that P3s are a “great tool to build schools,
water and wastewater facilities, all season
roads, broadband connectivity, and energy
infrastructure”. Estimates of infrastructure gaps
in these areas are approximately $2.2 billion for
housing in Indigenous communities; $2.5 billion
for institutional service buildings; and $2 billion
for water and wastewater treatment plants.

“

Where I see tremendous potential for
P3s to have an impact in Indigenous
communities is through their ability to
bring design innovation, risk transfer,
and full costing of assets, in particular
operations and maintenance.
Minister Jane Philpott
Indigenous Services Canada

Conclusion

Without question, Toronto is a P3 leader. The investments made by its
banks, life insurers and infrastructure funds have helped to establish
Canada as an international P3 super cluster. Montreal and Vancouver
are also integral to this success. These two cities ranked 9th and 10th
respectively in our benchmarking study of financial centres with the most
potential to gain from an increased use of P3s in infrastructure financing.
Toronto, and Canada as a whole, must continue to leverage this homegrown advantage. Given the emerging trends of the Canada Infrastructure
Bank, new asset classes and an increasing local and U.S. pipeline of
P3 projects, to name a few factors, there is no reason why Toronto can’t
be regarded as the most important global hub for P3 transactions. An
increasing use of P3s will benefit government authorities with pressing
infrastructure needs and Toronto’s financial services sector. Perhaps
most importantly it will benefit Canadian taxpayers. Individual taxpayers
are major direct and indirect investors in P3s through their personal
investments, pension savings and insurance premiums.
Public-private partnerships deliver well-maintained and productivityenhancing economic and social infrastructure that addresses project
sponsors’ fiscal constraints and their desire to transfer risks efficiently and
effectively. The contribution of Toronto’s strong financial services sector
— and of major contractors and service providers located in and around
Toronto — make it a unique market from a P3 context. Canada’s Design,
Build, Finance, Operate and Maintain P3 model and its variations were
pioneered by these professionals. This model is a repeatable template that
is key to our future success because it is applicable to innumerable project
sponsors at home and abroad.
The terminology around P3 transactions worldwide is continually evolving,
and may have already outgrown the commonly-used term “public-private
partnerships”. This is a good thing. It’s a sign of a responsive and flexible
market and an indication of even more opportunities. In whatever form it
takes, the international P3 market understands the expertise, innovation
and access to capital that resides in Toronto’s financial services sector.
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The Toronto Financial Services Alliance
(TFSA) is a unique public-private
partnership dedicated to building Toronto
as a global financial services centre.
For more information on the TFSA and Toronto’s
financial services sector, please visit tfsa.ca or contact:
Daniel Malik
Vice President, Policy & Stakeholder Relations
Toronto Financial Services Alliance
E: dmalik@tfsa.ca
T: 416-933-6786

KPMG Global Infrastructure Advisory
specializes in providing insightful and
practical advice to public and private
sector organizations involved in
infrastructure projects and programs.
For more information on KPMG Global Infrastructure
Advisory, please visit www.kpmg.ca or contact:
Jonathan Erling
Managing Director
KPMG Global Infrastructure Advisory
E: jerling@kpmg.ca
T: 416-777-3206
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