THE CHICAGO EXPERIENCE

a P3 Checklist



overnments can use public-private partnerships (P3s)

to reduce costs, improve operating efficiency, shed

non-core functions, transfer risk, and fund critical
infrastructure needs. However, a successful P3 implementa-
tion strategy is a complex undertaking that requires careful
planning and a complete evaluation of costs and benefits.

The City of Chicago, Illinois, has negotiated three high-
profile P3s that have generated billions of dollars in one-time
asset lease proceeds. The Civic Federation, an Illinois-based
fiscal policy research organization, has developed an eight-
point checklist for evaluating these P3s. The checklist assess-
es whether transactions make use of maximum benefits,
mitigate potential problems, are accountable to stakeholders,
include effective oversight, and use proceeds prudently. It can

be adapted for use in other jurisdictions by
taxpayers, financial managers, and elected
officials as P3s are considered.

CHICAGO’S SKYWAY, PARKING
GARAGE, AND PARKING METERS

The Skyway is a 7.8-mile, six-lane toll

bridge. In 2004, Chicago approved a

99-year concession agreement for a $1.83

billion payment with a private firm. The

city enforces operating, maintenance,

and transportation safety standards, and

Chicago police patrol the bridge. The concessionaire is

responsible for operating and maintenance costs and collect-

ing revenues. It can raise tolls up to prescribed limits." The

city allocated $855 million in proceeds to retire debt, $500

million to a long-term reserve fund to generate ongoing inter-

est income, $375 million to an eight-year annuity for opera-
tions, and $100 million for human service programs.

In 2006, the City of Chicago and the Chicago Park District
concluded a $563 million, 99-year lease of four downtown
parking garages with a financial services firm.” Chicago
wanted to shed responsibility for the garages because fee
revenues had been insufficient to pay for debt service, forc-
ing the use of other revenues.’ The city used $216 million in
proceeds to retire existing debt and pay closing costs. The
Park District used $122 million for capital improvements,
$120 million to establish a reserve to generate ongoing inter-
est income, $35 million for park reconstruction, and $70 mil-
lion to pay off debt’
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In 2009 the city negotiated a 75-year lease of its metered
public parking system, receiving $1.15 billion for 36,000
meters’ In most Chicago neighborhoods, rates rose imme-
diately from twenty-five cents per hour to $1 an hour and
will increase to $2 an hour in 2013. Meter rates downtown
increased from $3 to $3.50 an hour, which increases to $6.50
an hour in 2013. The large rate increases, compounded by
meter failures in the initial days of the contract, generated
an enormous public backlash.” Transaction proceeds were
initially allocated for a $400 million reserve to generate ongo-
ing interest income, a $325.9 million five-year annuity to fund
operations, a $326.3 million discretionary budget stabilization
fund, and a $100 million fund for human service programs’

A CHECKLIST FOR EVALUATING P3S

How can stakeholders assess whether a P3 proposal is a cost-
effective, efficient mechanism that protects the public interest?
The Civic Federation has used the following eight guidelines to
review Chicago’s experience with three major P3s.

Does the Government Have a Formal Policy Regarding
P3s? Governments should adopt a formal P3 policy to pro-
vide a framework for evaluating and entering into these
arrangements and how they will use transaction proceeds.
This could be a stand-alone policy on the issue of large-scale
P3 concessions, or it could be included as part of a broader
alternative service delivery policy’ The policy should be
publicly discussed, approved by the governing body, and
made available to stakeholders.” Chicago has not approved
a policy for P3 adoption or the use of proceeds."

Civic Federation P3 Evaluation Checklist

Does the government have a formal P3 policy?
Have all potential costs been considered?

Does the asset under consideration for a P3 contract
provide essential or non-essential services?

How will P3 proceeds be used?
Is there a competitive bidding process for operator selection?

Are there contractual provisions for adequate management
oversight?

Is there full public discussion and review of the P3 proposal?

Are there requirements for the public reporting
of P3 results?
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Have All Potential Costs Been Considered? Governments
need reliable data on service delivery costs so they can make
informed decisions about P3 transactions and assess perfor-
mance over time.” A cost analysis must consider direct and
indirect costs, short-term and long-term costs, oversight costs,
the impact on outstanding debt and future grant eligibility,
and long-term effects on rates or charges.” There may also be
transition costs to consider.

Governments entering into a P3 arrangement may be forgo-
ing other economic and financial opportunities. They should
evaluate these opportunity costs. A recent study found that
Chicago could have earned $1.5 billion instead of $1.2 billion
if it had kept its parking meters and raised rates to the same
levels as the concessionaire." The city’s inspector general
valued the parking meters at approximately $2.13 billion.”
But there are issues with these analyses. Revenues from rate
increases may be received over a lengthy period of time, so
they may not be sufficient to affect current financial situa-
tions. Most significantly, there might not be the political will
to raise rates to the same degree.

Finally, governments need to consider political costs. A con-
cessionaire is responsible for operations, but public officials
will bear the brunt of complaints for poor service or increased
rates. Public unhappiness over steep fee hikes and service
problems related to the parking meter transaction was been a
major issue in Chicago’s 2011 mayoral and council elections.”

Does the Asset Under Consideration for a P3 Contract
Provide Non-Essential Services? A P3 may be a good way
for a government to shed non-core functions. What is consid-
ered a non-core function will vary in different communities.
The Skyway was considered a non-core asset because it had
only 130 employees and was not organized as a transportation
authority or taxing body. Tolls were not set by market forces,
but operated on a cost recovery system.” The parking garages
were considered non-core assets because they were losing
money and there are many qualified private-sector operators.
In contrast, the parking meter concession has generated con-
siderable controversy. A lawsuit has been filed alleging that the
city unconstitutionally gave up control of its policing powers
and the ability to set traffic and parking policies, both core
public functions.”

How Will P3 Proceeds Be Used? There is a strong temp-
tation for governments to use asset lease proceeds to close
current-year budget deficits. However, this is a shortsighted
strategy that can rapidly deplete resources accumulated over



Exhibit |: Chicago Asset Lease Proceeds

Project Use and Balance of Principal FY2011 Year-End

B Remaining Balance Long-Term Reserves
$554 million, 17.3 percent

" Remaining Ballance Allocated for Operations
$22 million, 0.7 percent

% Retire Debt and Closing Costs
$1,070.2 million, 33.5 percent

M Budgeted or Spent for Operating Expenses
$1,550.4 million, 48.5 percent

Notes: Does not include downtown parking garage proceeds distributed to the Chicago Park District. Use of funds calculated by taking original balances subtracted by projected balances
at FY201 | year-end. Does not include use of interest eamings generated by asset leases. Original distribution of lease proceeds differs from the current allocation.

Source: Civic Federation analysis of data from the City of Chicago FY201 | Overview Revenue Estimates p. 62; City of Chicago, Asset Lease Agreements; Government Accountability Office,

Highway Public-Private Partnerships, February 2008, p. 85.

decades. One-time asset lease revenues should not be used for
recurring expenditures, but rather to reduce long-term obliga-
tions such as debt or unfunded pension liabilities, make capi-
tal investments, and/or fund reserves” Only interest earned on
proceeds should be used for operating expenses.

The city appropriately used parking garage proceeds for
non-recurring expenses. However, much of the proceeds
from the Skyway and parking meter leases to date have been
used to close deficits and fund operations?' A total of $1.5
billion, or 49.2 percent of proceeds, will have been used for
operations — $1.5 billion has been spent and $22 million
is allocated for future spending. Remaining proceeds have
been earmarked for long-term reserves
($554 million) or debt retirement ($1
billion). (See Exhibit 1.)

Is There a Competitive Bidding
Process for Operator Selection? can make
Transparent, competitive P3 bidding
processes protect the public interest

by ensuring that governments receive

Governments need reliable data
on service delivery costs so they
informed  decisions
about P3 transactions and assess

performance over time.

by bidders. An auction bidding process allows pre-qualified
vendors to bid on the same terms so the winning award
is based primarily on the highest concession fee offered”
Having a pool of at least three to five qualified bidders can
help insulate the government from pressure to favor local
bidders. For larger deals, consortia are likely to bid. All con-
sortium firms must possess complementary skills and opera-
tions expertise”

Thirteen firms bid on Chicago’s parking garage leases,
reflecting the large pool of private operators. Other P3s with
more complex financing and expertise requirements had
fewer qualified bidders. Three consortia submitted viable
Skyway bids* Only two vendors met the
city’s requirements for the parking meter
transaction.”

Are There Contractual Provisions
for Adequate Management Oversight?
Government should protect the public
interest by including management over-
sight provisions in P3 concessions. This

maximum financial benefit and that it
is easier to uncover unethical behavior

helps ensure that the concessionaire pro-
vides quality service and that the govern-
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ment can take remedial action if there are service disruptions
or failures. The contract should also include provisions for the
asset reverting to public control if the lessee fails to fulfill con-
tractual obligations.

The Skyway concession agreement requires that the city
review financial statements and incident reports and that
independent engineers be hired to oversee construction
projects. The concessionaire reimburses the city for oversight
expenses. The city regains control of the Skyway at no cost
if the concessionaire is found to be in material breach of
contract” When a subcontractor for the parking meters was
unable to effectively reprogram and operate the meters or to
handle writing parking tickets, the city had the contractual
authority to move quickly and rectify the problems. The com-
pany was billed for the time spent by city workers”

Is There Full Public Discussion and Review of the P3
Proposal? P3 proposals generate questions about service
delivery quality, rate or fee increases, and the use of pro-
ceeds. The confidentiality of concession negotiations may
limit how much information can be divulged at certain points
in the process. However, stakeholders need accurate and
complete information about costs and benefits, contractual
obligations, and the use of proceeds to make an informed
decision. Governing bodies need adequate time to consider
the financial and operational implications of a P3.

Public review was limited for Chicago’s Skyway and park-
ing meter leases. The city council approved the Skyway lease
two weeks after the deal was announced? The metered pub-
lic parking system lease was approved after approximately
one hour of debate just two days after the plan was unveiled ”’
The Chicago inspector general noted that very limited finan-
cial information was provided to the council. No financial
analysis of the parking meter system’s value was provided.
No public comment or expert testimony was given, nor was
there any presentation of comparable studies or alternative
lease terms.”

Are There Requirements for the Public Reporting of
P3 Results? Governments should provide stakeholders with
accessible reports on P3 lease agreements, the use of asset
lease proceeds, and the results of performance and financial
audits. The Chicago City Council approved an ordinance
in June 2009 requiring that the city’s finance department
include information in a searchable format on its Web site for
all major lease agreement files for transactions valued at more
than $10 million; lease asset ordinances; a financial report,
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updated quarterly, detailing lease proceed allocation; and
the identification of consultants and institutions involved in
management or investment activities.”

CONCLUSIONS

P3s can be a good policy opportunity for governments seek-
ing to cut costs, improve operational efficiency, fund capital
costs, and reduce risk. However, a careful and comprehensive
review of the fiscal, management, and policy implications of a
P3is essential to protect the public interest. Public discussion of
proposals, assessment of the potential costs of the transaction,
a decision on how asset proceeds will be used, and an evalua-
tion of whether there will be adequate management oversight
of concession operations is required. Ensuring accountability
of the concessionaire and the government to the public also
requires public reporting of P3 activities and performance. |
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