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-- Upon commencing at 9:00 a.m --

REMO BUCCI :  AFFI RVED.

KATE MCGRANN:  Good norning, M. Bucci.
My nane is Kate McGann. |'mone of the co-I|ead
counsel for the Otawa Light Rail Transit public
inquiry. I'mjoined this norning by ny coll eague
Liz McLellan, who's a nenber of the Conm ssion
Counsel team

The purpose of today's interviewis to
obtai n your evidence under oath or sol emm
decl aration for use at the Conm ssion's public
heari ngs.

This wll be a collaborative interview
such that ny co-counsel, Ms. MlLell an, nmay
I ntervene to ask certain questions. If tine
permts, your counsel may also ask foll ow up
guestions at the end of the interview

This interview is being transcribed,
and the Comm ssion intends to enter this transcript
I nto evidence at the Conm ssion's public hearings,
either at the hearings or by way of procedural
order before the hearings commence.

The transcript will be posted to the
Commi ssion's public website, along with any

corrections nade to it after It is entered into
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evi dence. The transcript, along wth any
corrections later made to it, will be shared with
the Comm ssion's participants and their counsel on
a confidential basis before being entered into

evi dence.

You'll be given the opportunity to
revi ew your transcript and correct any typos or
other errors before the transcript is shared with
the participants or entered into evidence. Any
non-typographi cal corrections nmade will be appended
to the transcript.

Pursuant to Section 33(6) of the Public
| nquiries Act, 2009, a wtness at an inquiry shall
be deened to have objected to answer any question
asked himor her upon the ground that his or her
answer may tend to incrimnate the witness or nay
tend to establish his or her liability to civil
proceedi ngs at the instance of the Crown or of any
person, and no answer given by a witness at an
i nquiry shall be used or be receivable in evidence
against himor her in any trial or other
proceedi ngs agai nst himor her thereafter taking
pl ace, other than a prosecution for perjury in
gi ving such evi dence.

As required by Section 33(7) of that
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act, you're hereby advised that you have the right
to object to answer any question under Section 5 of
t he Canada Evi dence Act.

W wiill take a break at around 10: 30,
but if at any point in this interview you need to
take a break, just say so and we w || pause.

To begin, would you just provide us
with a brief description of your professional
background as it relates to the work that you did
on Stage 1 of Otawa's light rail transit systenf

REMO BUCClI: M academ c credenti al s,
|"ma civil engineer. | graduated in 1989. |'ve
been at Deloitte since 2000 working in
I nfrastructure advisory services providing simlar
services that we -- nostly what | work inis
provi di ng services to governnent and | arge
I nfrastructure projects.

Prior to that and previous to Deloitte,
| worked at the Mnistry of Transportation for four
years. | was part of the group at the Mnistry of
Transportation that worked on the privatization of
the 407 in 1999, so that was ny -- and we were al so
doing things |like alternative service delivery
design-build pilots, et cetera as the mnistry was

nmovi ng to, you know, do |ess in-house and nore
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1] outside -- using outside advisors.
2 So while at Deloitte, nmy primary client
3| base is transportation, building on that
4 | background, but | also -- ny other service |ine of
S| work is not relevant to this project is power and
6| utility projects, but nostly transportation,
7| hi ghways.
8 And since 2008i sh, which is when we
9| started working on the UP Express, the Air-Rail
10| Link for Infrastructure Ontario, it's probably been
111 70 percent transportation -- transit, and sone
12} years 2014, '15, '16 probably to '18 nothi ng but
13| transit.
14 Cients include the City of Otawa,
15| Region of Waterloo on their lon light rail, Gty of
16 | M ssissauga on the Hurontario light rail system
171 Infrastructure Ontario for Finch light rail and
18 | Egl i nton.
19 Metrolinx we're doing a nunber of
20 | projects, advising on a nunber of projects in the
21| subway program and GO expansion, principally the
22 | encore expansi on which just got closed recently.
23 City of Ednonton on the Valley Line
24| |light rail project, and | m ght be m ssing one or
25

two. Those are the key ones.
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KATE MCGRANN:  When did you first
becone involved in the Gtawa LRT project?

REMO BUCCI: The Gty issued an RFP for
advi sory services, financial and transaction
advisory services. | can't think of the exact
tinme, but that was the scope of services they were
| ooki ng for.

At the end of 2009, right around the
time they had gone to council for approval of the
road and the environnental assessnent, we were
successful. | don't renmenber if we did the
interview in late 2009 or 2010. W started working
on the project in the spring -- early wnter of
2010.

And that nmandate conpleted -- commenced
with financial close which was January, February
2013. It -- then we had a bit of a hiatus, and the
Cty brought us back just to do a | essons | earned
piece. 2014 | think it was. That took about a
year to get done.

And then we were engaged agai n through
an RFP process for advisory work on the Stage 2 or
their Stage 1 or 2 programwork. |t broadened out
and continued to provide service to the City wth

respect to that.
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So other than, let's say, two years --
one or two years from 2013 onwards, it pretty nuch
conti nuously engaged by the City on either Stage 1
or Stage 2.

KATE MCGRANN: Just with respect to
timng, you said that you becane involved in the
early wnter of 2010. Wuld that be, |iKke,
January, February 20107

REMO BUCCI: Yeah, that's -- we did a
| ot of work in the spring of that year on the -- on
the -- on the early-stage work of the procurenent
options analysis report. That was prinmarily what
we were doing at that tinme and sone of the early
nodel i ng as wel | .

KATE MCGRANN: I n terms of the work
that you specifically were doing, what was your --
we'll tal k about your roles and responsibilities
first wwth respect to the first tranche of work
that you were discussing, working up until
financial close of the project agreenent for
St age 1.

REMO BUCCI: | was responsible for all
the work that Deloitte was doing, so | was the
| ead, the project |ead. You know, bear in m nd

t hat behind the scenes, you know, we have a
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governance structure that oversees projects, and we
have quality assurance who revi ew processes,
et cetera.

But | nade the proposal, the pitch to
the Gty during the interview. | was put forward
In our interview as the lead, and | was al ways the
| ead t hroughout the project in the sense of | was
responsi ble for helping the Cty, you know,

I dentify what scopes of services we needed to do to
staffing it up on our side, to putting the

del i verabl es together, to nmake sure the

del i verabl es net their needs.

And | was present at all of the key

nmeetings that -- you know, that Deloitte was
requested to attend. | was -- | was the throat to
choke. | don't knowif that's a good saying, but

t hat was ne.

KATE MCGRANN: It is a saying that |
have heard before.

REMO BUCCI: Right. No, you have to be
careful using these old sayings. But, yeah, | was
responsi ble for the project fromthat respect, from
the delivery with the client.

KATE MCGRANN: Ckay. And in terns of

the Cty, who are you interacting with primarily at
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the Gty through this work?

REMO BUCCI: At that tinme would be --
SO on a project admnistrati on managenent, you
know, making sure we got task orders and our
nmonthly reporting on what we're doing, et cetera,

t hat woul d have been Dan Farrell.

And then with respect to key
del i verabl es, particularly, let's say, if we were
going to Executive Steering Committee, et cetera,

t hat woul d have been John Jensen. So between John
and Dan, they were our -- they were ny primary
contact points.

KATE MCGRANN:  Ckay. And in terns of
who you would go to if Deloitte needed to seek
I nstructions or directions on the work that it was
doi ng or the next steps, who would you be
I nteracting --

REMO BUCCI: Mbstly Dan. Mostly Dan
fromthat perspective. If it was strategic, it was
John, but nostly Dan.

KATE MCGRANN:  And who were you
reporting to at the Cty, updates on work?

REMO BUCCI: Dan -- we sent our
I nvoi ces to Dan, and he approved them if you think

of it that way, right. And then if we had a nmjor
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deliverable, let's say, go to the Gty nanager,
John woul d take a | ook.

Dan would still manage it for us and
say, | think we need this and this and this, and
then we got to that, you know, penultimte draft 90
percent, if John had sone concerns, he would call
me directly, and we'd go fromthere.

KATE MCGRANN: Coul d you give ne a
sense of what the major deliverables were like
during that first phase of the project?

REMO BUCCI: The first -- so let's set
the stage of 2010. | think it's inportant to do
that, right. So the Gty had, in the early 2000s,
done a procurenent. They called it the
north-south, which is basically the TrilliumLine
Now.

And it had been awarded -- it was
sonmewhat controversial wthin the city. They
cancelled it. | shouldn't say they cancelled it.
That's not the right word. It was awarded to
Si enens and PCL. There was a change in governnent
and change in mayor, and the Cty bought that
project out. They say, that's the wong one. W
shoul d be going east to west. W shouldn't be

goi ng down to the airport.
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So the Gty team had worked on that,
had worked on that procurenent, John, Dan, and
others, and it was a design, build, operate,
mai ntain, so this would have predate -- | don't
know if it predated Infrastructure Ontario, but
certainly the early days.

And then in 2010, the Canada Line had
just cone onboard in Vancouver. Very successful
execution of that project. Design, build, finance,
operate, nmaintain.

It was fairly analogous. | nean, it
didn't go to the airport, but it was a
fully-automated train control systemw th a tunnel
and gui deways.

So the Gty was interested in what the
node of delivery needed to be, nunber one, and if
we think about that, it's Iike what's the m x,
design, build, operate, maintain. Wat's the
Cty's internal capability? How do you bring all
the pieces of light rail together recognizing that
It was going to be, like, a fully conputer-based
train control system so it's going to be conpl ex
fromthat end.

You know, having -- you know, those are

different suppliers, and the vehicle -- well, not
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al ways, but you've got train control system
suppliers, you' ve got vehicle suppliers, you' ve got
civil works you got to do, you've got a significant
tunnel. So you have all this coordi nation of

| arge -- of |arge conplex pieces. How are you
going to bring that together?

The other thing the Gty was really
fixate on was nmaking sure that the right design --
the design solution that was sel ected took the
|l ong-terminto mnd. Like, what's your
preventati ve mai ntenance progranf? How are you
going to deal with, you know, your preschedul ed
periodic large life cycle paynents, refurbishnment
to make sure it |asts 30 years, and then how do you
tie that together contractually?

So that was the first thing. And if

you | ook at our procurenent report, you'll see this
wi de range. | don't know, we did 10 or 12. |
didn't count that up but, you know, there's -- and
they just -- what they wanted -- what John wanted

to do is say, Don't discount everything. Start --
|l et's put everything on the table, because they
antici pated having just gone to council for --
here's the route, here's sort of the broad scope of

t he undertaking to cone back and say, well, here's
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how we're going to deliver it, realizing they had
just gone through this previous exercise on this
ot her project.

So making sure that if anyone asked a
guestion to say, well, why wouldn't ridership be
part of what -- you know, why don't we have our
ridership sharing regime here or what do we do
about operations?

What's the right node of -- what is
operations by the way? |Is that driving the train?
| s that dispatching? |Is that train control? And
t hen al so what about the financial construct, and
this is where the fundi ng cones in.

What woul d be the view of Canada and
Ontario? W're going to, you know, provide --
well, not quite a third but at |least 600 mllion
each to the project costs.

And so two audiences in mnd. |[|f you
think of -- we always ask, well, who is the
audi ence of this report? The audi ence was going to
be the public to denponstrate the thought process
and the nethodology that the Gty used to take this
|l ong list and cone to a conclusion of delivery.

And secondly, in the event and the

anticipation on our advice was when you get into
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due diligence with the funding partners -- and that
was thought to be later, because in 2010, you' ve
got an election comng in -- a municipal election
in the fall.

So, you know, we always try and |ay
backwards and we say, okay, when are you going to
get a mmj or decision done? W'IIl tal k about that
maybe in a nonent because that affected the
schedul e.

But generally our programwas do the
front-end work, heavy lifting on options, develop a
mul tivariant analysis to be able to screen them
out, docunent the thought process and the
nmet hodol ogy used with the City team nake sure you
have the right people at the table.

We did a nunber of workshops, and, you
know, as advisors our job is to nake sure that --
you know, we don't nmake decisions, right, but our
job is to build a franework so that our client --
we believe our client, when they get to the end of
t hat journey, has nmade an inforned deci sion.

And then -- so there was a | ot of that,
| would call it, sort of consultation, franmework,
wor kshops and then building up the financi al

nodel in anticipation -- and the financial nodel
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for the delivery of the product.

So if you take design, build, operate,
mai ntai n, how does it get financed either publicly
or privately and how does that affect, you know,
the initial budget that had been published in 2009
and what are the challenges potentially that the
Cty would encounter with respect to that regarding
its internal funding program which notionally we
refer to it as the affordability. It's not an
affordability issue; it's how nuch budget -- what's
t he budget you' ve all ocat ed.

And then | ooking ahead to say, okay,
once we've got that all lined up, what's the plan
to engage Ontari o and Canada for a funding
agreenent. How does that tie up with the
procurenent, the commencenent of the procurenent?
Do you need to have a fully executed funding
agreenent? Like, what does that | ook |ike?

What is -- what does the procurenent
| ook |ike? When do the bids cone in? Wat's the
comm tnment, and when do you pull everything
together to close the project?

So that was sort of the early days, but
the main -- the nmain deliverables, if you're

t hi nki ng about the scope -- |ike, the product we
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deli vered woul d have been the procurenent, the
drafts of the procurenent options report.

It was not released until the foll ow ng
year nostly to build through that new council and
mayor that had cone in and the financial nodelling
t hat we had done, which then norphed into
val ue-for-noney assessnents once we got engaged
nore fully with Canada and Ontari o.

So there was a lot there. | should
have sl owed down. | notice you were witing. Do
you want to go back through that?

KATE MCGRANN: | do have a coupl e of
guestions about that. |In terns of where the Cty's
priorities were and how the affected the
mul tivariant analysis that you went through wth
t hem what was your understandi ng of what the
Cty's key priorities were? And then nmaybe we can
talk after that about how they affected the
sel ection of the nodel.

REMO BUCCI : Yeah, they were really
concerned about what John called the rail -- "Il
always trip over this. Rail-wheel interface
meani ng that the decisions you nake on design and
construction need to take into account how you're

going to maintain the track and the ballast and how
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the train is going to run on that track and ball ast
and the train is going to be dispatched and
conmmuni cated to get to the stations on tine.

And any tine that we were nmaking -- and
any tinme there was an option, let's say, that
you're |l ooking at, you were potentially breaking
t hat .

Let's say -- this didn't happen, but
"Il give you an exanple. Wll, we'll have soneone
do the design-build and the operations and
mai ntain, but the Gty is going to choose the train
control system And this is an anecdotal exanple.
It didn't happen.

Probably what the Cty would have said,
Well, hold on a sec. So this train control system
Is going to tell the trains where to go. WII that
interfere wwth the rail-wheel interface. W would
have said, yeah, of course it would have.

Ckay, then why is that -- why should
that sit on this side of the responsibility --
let's say that's the Gty's side versus on the
noti onal, you know, projectco, or do you split the
contracts up into a couple different conbinations,
right.

So this was, | would say, the prinmary
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focus to make sure that -- because it's a conpl ex
undertaking with all of those, you know, and it's
not -- it is noving parts that if you're associ ated
with, recognizing that the bulk of the costs is
still the civil works because you got to dig a | ot
of soil and tunnel and pour concrete, but what the
custoner is going to feel is that rail-wheel

interface in terns of the quality of service that's

del i ver ed.

So that, | would say, was at the top,
and then close to that was the Cty -- because the
fundi ng nodel had a fixed bucket of -- had a fixed

envel ope of funding, the known anounts comng in
from Canada and Ontario, 600 mllion each, were
set, but recognizing this is early days.

When you're going to council in 2009,
envi ronnent al assessnent report, you're probably
tal ki ng about a design that's, at best, 5 percent.
Sonmeone may tell you 10.

But it's, like, really high level. You
know, how nuch property do we need? What's the
alignnment? So your costs are set. You're not
getting anynore, and every dollar over and above
that, because of the issue that as you get into the

ref erence concept design you're doing, 20, 30

neesonsreporting.com
416.413.7755



OLRTPI Witness Interview with Deloitte- R. Bucci
Remo Bucci on 5/17/2022 21

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

percent cones up, or you' re |looking at a financi al
construct that's different or that hadn't been --
It's not taken into account that fundi ng, because
that funding doesn't -- the financing is all on the
Cty' s dine, right. That's not on -- the federal
and provi ncial governnent only fund basically works
I n the ground.

So | think the other elenent woul d have

been, well, what's the inpact to the Cty's

fiscal -- the budget envel ope.
So -- and | should say as part of that
stream finance was then -- City finance was

engaged over that period of tine | was talking
about earlier, whereas we were doing -- let's say
the options report, we were dealing with John
primarily and Dan.

W were building up the financial nodel
for the project. At the sane tine, the Cty was
bui | di ng a broader program nodel, which they called
a Transportation Affordability Master Pl an Model
for not just Stage 1. Stage 1, Stage 2, Stage 3
and their broader transit portfolio.

And PwC, PricewaterhouseCoopers, had
been engaged to put that together, so they were

working directly wwth finance. And our job was to
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provide, if you wll, the stream of paynents that
are associated wth the Stage 1 Confederation Line
proj ect.

Then the Gty finance and PwC woul d
pull that into the affordability nodel, and that
would -- that's basically howthe Gty identified
t he budget envelope. So they'd |ook at the 600
pl us 600 com ng from Canada on the capital side,
how the City -- you know, if there was any private
financing, how did that affect the timng of the
paynents and the costs, the City's share of that
capi tal anount through debentures.

And then you got ridership assunptions.
You' ve got devel opnment charges. Then nostly
I nportantly, the allocation that the Gty had made
fromthe property tax base that had been all ocated
to the project.

You add that all up, and it's not just
one nunber, because you got to do it by year, then
that's how the project fit, and that's how, for
exanple, the City treasurer would be able to go to
council and say, yes, the project is affordable and
here are the sources and uses of funds.

So | should have -- | just back up to

say that, you know, the financial elenent was
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| nportant fromthat end, and we were working wth
City finance, but the Gty finance had set up their
own process to do that.

| wouldn't say they were independent
because it was all integrated, but like | said,
Pri cewat er house was doi ng the broader program
nodel , and our job was to provide the stream So
we worked quite closely with themas well.

KATE MCGRANN: I n ternms of just
under st andi ng how t he budget or the affordability
cap -- and you can let ne know which termis
appropri ate.

REMO BUCCI : They're interchangeabl e,
and | can provide maybe -- sorry, | cut you off
there, but we can talk |ater about how the
affordability cap was defined because there's
different ways you can do it for sure.

KATE MCGRANN: |'mijust -- my
understanding is that at the environnent assessnent
stage, there's an early budget set of, | want to
say, $1.8 billion. Does that sound famliar to
you?

REMO BUCCI: Correct.

KATE MCGRANN:  And then after the

reference concept design is done and there's sone
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val ue engineering that's done in there | think, the
budget is brought to just over to $2.1 billion.
Does that sound right to you?

REMO BUCCI : Yeah, and -- and that's
right. And, you know, there's also -- | think the
2.1 mght not have had the City's program
managenent costs of about 300 mllion, or was that
| nhedded in there because | think it's 2.1 plus
about another 300 mllion being the property
t aki ngs, the advisory costs, you know, |ike, |egal,
t he owners engi neer, Infrastructure Ontari o,
Deloittes, all the folks that they had to pay, BLG
et cetera, et cetera, the office costs, staffing
costs related to that.

There was an another 300 mllion that
was, you know, behind -- |I'Il call it behind the

scenes, not as part of a contract. The contract --

yeah, | think you're right. | think it was 1.8
plus 300. | should -- | should have | ooked that
up. M apologies. | think you're right.

KATE MCGRANN:  And then | think there's
a $100 mllion contingency that also --

REMO BUCCI: Correct. Correct.
Correct. That's right.

KATE MCGRANN: So this may be an overly
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11 sinplistic question, but in terns of the -- the
2| budget that's set for the project, the 2.1 billion
3| plus the other costs versus the affordability
4| nodel, is it -- did one cone first?
S So, you know, we start with 1.8. Is it
6| that -- like, the prelimnary engi neering work gets
71 to the 2.1 nodel, and then that's fed into the
8| City's overall transportation nodel, and the answer
9| cones back, yes, that's workable, or was it nore of
10 | a back-and-forth kind of process?
11 REMO BUCCI: | think it's back and
12| forth, and it needs to be iterative, if I'll use
13| that term because there are different conponents
141 for sure.
15 You' ve got the hard, you know, design,
16 | build, operate, naintain elenents, and even with
17| operations in or out, it's still a cost the Gty
18 | has to bear, right.
19 So, you know, there's an exanpl e where
20| we m ght have had a nbde where it's finance --
21| design, build, finance, operate, nmaintain. Here's
22 | the stream of paynents that the project conpany is
23| going to be undertaking. Al right. The
24| affordability nodel needs to say, okay, so the
25

drivers are over there. They're not over here.
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Good. Adjustnent, affordability.

Now i f you give them an option, say,
design, build, finance, maintain, and the Gty's
got the operators, they need to nake sure that on
the OC Transpo side, they're covering those costs,
right.

So that's -- that's your iterations.
You need to nake sure that -- because you don't
want doubl e counting, nunber one, nor do you want
to mss sonething, which is just as inportant,
right. You've got inflation indexations. Al ways a
chal | enge on these projects, right.

And then the third elenent is
notw t hst andi ng the accuracy of the cost estinmates,
these are extrenely difficult to put together, and
It's not about the |abour, the materials, the
goods. That -- the cost consultants, the quantity
surveyors do a pretty good job of it. It's the
commer ci al construct.

What' s the cost to engage soneone in a
design-build contract that they're taking certain
ri sk, or now you add nai ntenance, and you have a
di fferent pay regine.

So that's, you know, the -- if you put

that in a bucket of the contingencies, it's very
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much a noving target and as nuch of an art as it is

a science. Frankly, all you can do is rely -- have
projects -- you can go to existing projects that
are on the market. That's all we could do. It's

not a matter of guessing.

You can just say, well, here's a
really -- here's an anal ogous project. W think,
you know, the risk allocation, the conmmerci al
construct was X. W're going to apply that here,
and we think it's anal ogous.

So there's that. The second -- and
this is nore unique to municipal projects | think,
you know, having, you know, worked -- and by the
way, we work for the Federal governnent too, |iKke,
projects |like Gordie Howe Bridge, et cetera, and
muni ci palities across Canada.

And they're all the sane, right, in the
sense of the challenges. You go to council, say,
In 2009, we had the sanme experience in other
projects, and you tell them okay, this is an
envi ronnental assessnment. W have a |lot of work to
do, but just so you know, it's |ike buying the
house, | think I want to spend this, but |I'mjust
going to start |ooking in neighbourhoods. W think

it's $1.8 billion in today's dollars. | haven't
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1] taken inflation into account. | haven't -- |I'm
2| just telling you what the general scope of the
3| project is, and you put those caveats down.
4 The nonment that nunber gets out, it
5| never gets taken away, right. That's the nunber.
6| That's the project nunmber, right. And frankly, I
7| nmean, we try to do this on every nunicipal project,
8 | never have any luck, right, because that's just the
91 way it is.
10 |f you go in with, well, you know what,
111 we think there's this risk of delivery and this
12| risk of delivery, and we need to take this into --
13| we want to be safe. It's not 1.8. It's 2.8
141 billion,
15 Well, you don't want to do that either
16 | because sonmeone is going to say, well, isn't a
171 little bit too early to | ook at those
18 | contingencies? So just tell me what your best
19| estimate for the cost of the project is right now
20 | and cone and report back.
21 Once you do your additional analysis,
22| et cetera and tell us hows it changed and then
23| what's the budget nowto deliver it for ne to give
24 | you the appropriation, right, and that woul d have
25

been the report that went in the sumer of 2010.
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So that -- | just want to say that
dynam c that |'mtal king about there, that's not
unique to the Cty of Gtawa. That's any
municipality. That's different than the province
and the federal governnent who would go through the
sane steps, but behind the scenes, you're dealing
with the Treasury Board. You're not dealing with
the fishbow of nunicipal council, right.

And that -- the dynam c of how you can
rationalize where are we at a point in tinme and how
I's the project changing to the market conditions,
you have a little bit nore -- the ability to, okay,
| understand. All right. Let's build appropriate
contingencies, et cetera so that we've got the
right -- the right governance on the project and
the right budget.

Now nove forward and -- |ike, for
exanple, that's the way Infrastructure Ontario
wor ks. They get authority and they nove ahead and
as long as we're in the budget, but all that heavy
lifting is done without the challenge of having to
do it in a public format.

| don't nmean that critically. |'mjust
saying that's a chall enge because the nonent you

put those nunbers out, and they're conpl ex and they
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change, and then, well, why did it change, you
know, and then you have to explain, well, this is
this, and you get into math, and it's hard.

KATE MCGRANN: Wl |, particularly wth
the fact that the early nunber doesn't include
i nflation --

REMO BUCCI: Correct. Correct, or
financing, right, because that's just the
undertaking, right. That's the point of that
exer ci se.

KATE MCGRANN:  And that is -- the
provincial and federal funding is set based on the
EA budget for --

REMO BUCCI: Correct. And we -- sorry.
That was one of the things we pointed out in our
| essons | earned report. |'mnot sure nmuch of it
was applied on Stage 2, but | won't go there. It's
just the way it is.

You get engaged with the federal and
provi nci al governnent on direct funding agreenents.
Like, it's different, for exanple, when you have
programatic LRT funding like in the Geater Toronto
Area. Like the projects Iike Finch or Hurontario
or Eglinton, they are simlar to Qtawa, but they

are funded 100 percent by the province.
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There's no direct agreenents wth
Canada and Ontario. They're behind the scenes
because they're programatic, so you don't have to
sign a funding agreenent |ike you do in Qtawa.

And the nonent you do that and it gets
crystallized and frankly, even the federal and
provi nci al governnment wll say, well, give us an
I ndi cative cost schedule. W just want to

under st and where the project is at, you know, by

quarter.

We're always |ike, okay, the nonent we
give that, we're -- that's the setting. Like, two
years fromnow, you'll be dealing wth soneone

different fromthe policy perspective, and they'l|
say, well, why is this changed? Actually we
brought this forward, and that's the nunber now.
Sorry, you can't change it.

KATE MCGRANN: So that was ny question
on that just while we're talking about it is, you
know, to the extent that you can explain it or your
understanding of it, why is the other two | evels of
gover nment funding set at the EA stage?

REMO BUCCI: | -- it's a policy issue.
And recogni ze, Ontario doesn't do -- |'msure

Ontario had a funding agreenent for that project.
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Canada did nore of it.

It -- that's -- this project predated
P3 Canada and now Canadi an infrastructure, but P3
Canada had a very different kind of funding regine,

and they funded 25 percent of all of capital.

So | think -- I think the policy side
Is that -- like, we just deal with the reality. W
cone in, and we have -- we have a good

under st andi ng of where the federal governnent is at
because of the services we provide there and our
contacts in Ontario, and we cone to the City of
Otawa and we say, you know what, we think this is
the reality. This is what you're dealing with. W
could try and change it, but it's not a decision

of -- it's not a decision of the policy nakers.
It's probably above that.

So now, the question is in 2009-2010,
you've got a mayor | don't think is running again,
Sso who is your project chanpion? This is very
I nportant in any large infrastructure project.

And when we say "project chanpion,"”
there's two levels. There's the person on the
staff side and how senior are they to kind of, you
know, get everybody organi zed and drag the project

t hrough, and then politically where, okay, |I'm
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going to get on the phone and -- and Otawa tried
this in a couple of different ways.

For exanple, the issues it canme up
wth, the Ontario funding and how costs were
accounted for from an accounting perspective,
et cetera and woul d say, okay, well, we have an
| ssue here. Can you guys help us out?

And it's very, very difficult to get
t hose types of arrangenents changed because
typically there's a policy, a regulation, or a
| egi sl ati on behind the scenes, and either at the
federal, provincial |evel, sonebody there that has
to take it up and say, all right, now, we have to
change this policy because it applies to this, you
know, direct funding agreenent as conpared to
programati c fundi ng where you don't have a direct
agreenent. You have a lot nore flexibility because
the noney flows fromtreasury to MIQ, to Metrolinx
or Infrastructure Ontario. You know, it's
different fromthat. And I'musing Ontario there
because it was in Ontario.

Federally it's not nuch different.
Agai n, you know, | have experience for exanple on
Gordi e Howe Bridge. W can tell you -- | can tell

you it's roughly the sane way.
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So that's the issue. So the nonent you
get into a direct funding agreenent on -- and this
woul d have been M nistry of Transportation on
Ontario's side. They would' ve said, okay, now it
has to fit within all the rules that describe these
paynments, including how we account for it.

And Canada was a little bit nore
advanced because they have nore fundi ng agreenents,
but they didn't take the -- none of themtake P3s
into account. This -- | shouldn't use the word P3.
Anyt hing that has private financing and bundli ng
operations and/or maintenance with, let's call it,
deferred paynents that are on perfornmance. Now you
get into situations where neither of these funding
agreenents took that into account.

And | would just say, like, if you're
the federal governnent -- |ike, Ednonton Vall ey
Li ne, for exanple, was -- P3 Canada was the funding
partner for the federal governnent. That was 25
percent of all design and build costs including
f i nanci ng.

| f you | ook at the funding agreenent
wth the Gty, it was 33 percent of just the
eligible construction costs without financing. So

you think, well, that's a better deal than Otawa
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got. | would say, no, they got |ess than probably
what Ednont on got because the denom nator was
bi gger when you're taking 25 percent of all
fi nanci ng costs.

So it's just the nature, | think, where
Canada was at that point in tinme, both Ontario and
Canada, their know edge of project delivery
options, and the agreenents were basically bagged
as it always is on previous projects, and Ontario
had none.

KATE MCGRANN: So were there anal ogous
projects that you referenced outside of Ontario?

REMO BUCCI : Yeah, the key one would
have been the Canada Line at that tine, right,
whi ch was a design, build, finance, operate,
mai ntain funded by -- and we had done a detailed --
| know we had provided it sonewhere in the files we
had gi ven to you.

| nmean, we had done a detail ed set
of -- as part of that early procurenent options
report, | wouldn't call it market soundi ngs, but as
part of our benchmarking, we had sone very good
calls, neetings with the -- with both on the
private and public side up to delivery of that

project to understand how it was put together from
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a fundi ng perspective and a financing perspective.

So that was the first and the nost
anal ogous because Canada had funded that one, and
we wanted to understand, okay, well, would Canada
want to apply that funding to this project. That
was -- that was the primary one, and it's Canadi an.

As we got closer to procurenent, the
Denver Eagle project in Denver, which was anot her
design, build, finance, operate, and maintain |ight
rail project, again light rail so not heavy
intercity rail like VIA Rail or things like that.
These are the projects we were | ooking at.

Was al so an anal ogous project, but that
was nore as we got closer and closer to the form of
the delivery option, |ess about the financing.

To go to your question, the primry one
woul d have been Canada Line, and Canada Li ne was
di fferent because it had nonthly progress paynents.
The private dollars were last in to reduce the
costs of the project.

The federal dollars were layered in
with the provincial dollars and the |ocal share
upfront. That was a different nodel that was used
that was allowed for tawa principally because of

t he AFP structure.
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KATE MCGRANN: | was going to ask you.
Wuld it have been an option with respect to the
timng of the input of the different financing to
follow that nodel in Otawa?

REMO BUCCI: So where you capture that
I's paynents during construction. And so now let's
al so set the stage of where Infrastructure Ontario
is at.

So in 2010, there's no discussions yet
wWwith -- no hard discussions yet with the province.
| think |1 O had been engaged. They had done an
initial value-for-noney assessnent. | think the
Cty maybe hired sone consultants to do sone kind
of 1 ndependent work.

So in 2010, Infrastructure Ontari o was
doi ng social projects primarily and Herb G ay
expressway. So that would have been -- that's the
hi ghway t hrough Wndsor that goes to the CGordie
Howe Bridge. It was called the Wndsor-Essex
Parkway at the tinme, right. | don't think 407 east
Phase 1 would -- that was 2012, | think.

So not yet doing civil projects, and if
you step back on the social side of things, the
general paynment structure was -- this is pre-2008

| nfrastructure Ontario, we're not going to pay you
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anything until substantial conpletion because the
concept of AFP is you pay at performance. You only
pay when you delivered sonething to ne, and |
can -- | can diligence it, and | can neasure it
agai nst a set of standards, output specifications
we call them and I'Il give you that paynent.

So up to 2008, that's 100 percent.
Credit crisis cones. All the European banks were
present in Canada at the tine that funded those
private -- provided that private financing are
gone. You need to now change the market.

It goes nore to institutional investors
I n Canada because our banks don't lend |long-term
so |ife insurance conpani es, your commercial --
your sort of variance of pension funds that are --
becone, you know, what we call the institutional
I nvest nent stream

And that also nmeans you're not going to
pay -- you're not going to have the project conpany
finance 100 percent of the project or construction
anynore, okay, because there's no capacity to do
t hat gi ven the nunber of projects that are done,
and the costs are -- now the costs are becom ng
quite prohibitive versus the private financing.

So the concept of, well, we need to pay
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nore during construction cones into account, and
the concept of, well, | don't want to pay on a
mont hly progress basis. | want m |l estones.

So let's pick an event in the schedul e
and, like, I"'mgoing to use the analogy of a
bui | di ng because it's the best one. Like, you pour
t he foundati on because you have to pour the
foundation before you can put the first floor down.
That's a m | estone.

And then you put the rough work up and
you pour to second floor foundation. That's
anot her m | estone because you can't do the first
floor until the basenent is done.

In a |inear project, you can develop a
project and say, well, I'mgoing to work on this
segnent. |'mgoing to do this piece of work first
and set an event, whilst design-build, things may
change.

You may run -- you may hit sonme surface
conditions that you didn't know about or
subcontractor is not available or you want to
redepl oy and work on anot her end, right.

Wel I, now you can't because you pi cked
this event in your schedule that you're going to

work towards, so we call it chase the m |l estone
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because you got to get that mlestone to get the
paynent .

So the mpjor -- let's say the first
chal l enge that had to be -- and I'mgoing to junp
ahead. Once Infrastructure Ontario got invol ved
was do you do nonthly progress paynents |like they
had done on the Canada Line, or you do no paynents
up to substantial conpletion.

Wwell, we knew that wasn't possible
anynore because affordability. The Gty was going
to have to pay for all that, and there wasn't
mar ket capacity.

So now you have to have sone form of
construction period paynents, and the conprom se
was to cone up with 12 event-based m | estones, or

we cane up with schedul ed event-based m | estones

and let the project -- the three bid teans pick
t hem

But that was -- and if you | ook and you
say, okay, well, that's -- Otawa had m | est ones.

Eglinton didn't have m | estones. They were
nont hl y- based. Waterl oo, which is the next two
that canme on, didn't.

So there's an exanple of noving from

event - based to progress-based, but Gtawa -- and,
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again, and it's not to be critical of everyone,
you're just -- you're dealing with a program and
where it is in a maturity cycle and having to deal
with building up versus buil ding out.

And the |l esson there, and | think we
cover it in our |lessons |earned report, was on
| i near projects your schedule is absolutely 100
percent going to change. You shouldn't assune that
what you -- the schedule that was at a 20 or 30
percent design, it's the nature of design-build, so
don't set a paynent regine that forces. You want
the other side to have the means and nethods to
adj ust and redeploy their neans and nethods to do
what's right for the schedule, not to hit a
m | estone that you thought was appropriate three
years prior. And that affects financing too,
right.

KATE MCGRANN:  Coupl e of questions, and
then I'"'mgoing to drag you back to where we were
bef ore.

REMO BUCCI : Okay. Al right. Sure.

KATE MCGRANN:  Am | right in
under standi ng that the Canada Line is nonthly
progress paynents?

REMO BUCCI :  Yeabh.
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KATE MCGRANN:  And then the projects
that follow Otawa are al so nonthly progress
paynent s?

REMO BUCCI: In a different way. But,
i ke, for exanple -- and you should probably talk
to Infrastructure Ontario about this, but it's
nore -- they becone subtle differences.

Li ke, for exanple, on -- I'Ill just call
It sonme of the AFP LRT projects, that's
specifically what they are. The -- because
remenber you' ve got a share now of private noney
comng in short-term because you' ve got a
substantial conpletion paynent that w pes away that
short-term private financing and | eaves a certain
anmount over the -- over the -- over the operating
peri od.

But during construction, it kind of all
| ooks the sane. And you're going to w pe away a
certain anount of that private financing by
substantial conpletion paynents. So you say, well,
how much is that? And that's the paynents |'m
maki ng during construction, the public and private
anmount s.

So the -- very sinplistically it would

be if that fornula up to substantial conpletion,
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and |'mjust using an exanple, is 50-50, then ny

50 percent share fromthe public sector will trail
the private sector once the | enders have verified
that that paynent can flow fromtheir credit
facility because they woul d have to have due
diligence that the work was done in the ground.

The nonment that that decision is made, |'ll fund ny
noney. Ckay.

That doesn't work when you have
provi nci al and federal funding because they have a
requi rement for work-in-the-ground requirenent to
verify that the work has been done.

So there's an exanple where if you're
doi ng programmatic, you have flexibility there,
whereas with the governnent of Canada, they would
have said, no, no, no, we're not going to fund you
when the private |ender or their paynent certifier,
techni cal advisor says it's okay. W're only going
todoit if the Gty can verify that the work has
been done.

Ckay, so the -- so the paynent regine
I's you kind of got it right, then the question of
mechani cs of what's the preconditions to paynent
becone nore conpl ex because you' ve got a credit

facility, construction credit facility, you got a
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| ender's technical advisor that sits on top of
that, and then you got an independent certifier
that kind of sits on top of that.

And then if you've got funding
agreenents, then you want to nake sure you're not
I ntroduci ng a process that will get into the way of
that flow

So that's the difference between Otawa
and, say, the GIA LRTs. Waterloo was different

because the nonent we -- | left Otawa and went to
Waterl oo, | said we're not doing mlestones. W're
going to do -- we're going to find a way to get

progress paynents done here.

KATE MCGRANN: Just quickly, the -- on
Otawa, it sounds |like you | ooked at -- or
m | est ones paynents were | ooked at, nonthly
progress paynents were | ooked at. What was your
under standing as to why the m |l estone approach was
sel ect ed?

REMO BUCCI: This was -- | don't know
i f conpromse is the right word. It was -- it
was -- because if you -- at that point in tineg,
| nfrastructure Ontario had only done -- |ike, |
think the way Wndsor-Essex -- | can tell you 407

Phase 1, we worked on that project, as an exanple
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was -- and |'lIl draw it on the screen.

It's a project that goes like this. So
It's a segnent, a north-south segnent and a segnent
that goes to the east. Do this, you finish that
one, you get a paynent. Finish that one, you get a
paynment. Finish that one, you get a paynent.

KATE MCGRANN:  Just for the sake of the
transcript, you basically scripted out a capital T.
When you say half of the top of the T, you get a
paynent. \When you do the base of the T, you get a
paynent. \When you do the other half, you --

REMO BUCCI: Right, correct, because
you can chop it up that way into thirds, right.

And you say, well, you do it whatever order you
want, | don't care how you bid it, but when you go
to deliver it, when you get those Ts done, |'I| pay

you on that segnent.

Now, you do a light rail project, you
go, well, how are you going to do that? There's no
|l ogic. You can say, well -- like, here's an
exanpl e: The commencenent of tunnelling as a
m | estone, okay, and this is a real exanple. What
does the start of tunnel nean? That you' ve ordered
t he tunnel boring machi ne? That the tunnel boring

machi ne has arrived? That you've done 5 netres?
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That it's done three turns?

So this is now where it cones
difficult, and this is not a criticismof anyone.
It's really easy to say when a project neets
substantial conpletion, right. It's safe to
occupy. You've got good construction precedent on
what that is.

The nonent you start breaking down --
and if you look at the 407, like the T that you
just described, that fits that definition,
substantial conpletion. | can drive on the
hi ghway. It's safe, right. [|'ll make ny paynent.

But if anything |less than that, now you
have to start saying, okay, so conmmencenent of
tunnel li ng, what does that nean? W have to now
descri be it because, you know, when you get into
the admnistration node, the other side is going to
try to say, well, we net it. See, we net it.
That's our interpretation of a ml estone.

So the m | estones were m ddl e ground
between the City wanting to ensure that the
financial construct and construction peri od
paynments -- because they had to pay for every
single penny of increnental financing that goes

with that, fit within its budget envel ope.
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So when you see all the nachinati ons of
options we had | ooked at -- you know, we use the
nonencl ature -- the small F was construction
financing, the big F was -- not the right word but
| ong-term financing was to | ook at those
di fferences because going back to that
affordability nodel, how did it affect the budget
envel ope that the Gty had, and Infrastructure
Ontario saying we want -- we want to neet our
paynent on performance m | estone but recogni zi ng
that we need to have a ot of themor nore of them
t han we woul d normally have because the Cty is
absorbing the increnental cost.

So a working group was put together.
The concept was |let's define a range of fixed
events that we think that can work. In order to
give flexibility to the bidders, we wll give
them-- here's 20 -- | forget the exact nunber.
Here's 20 of the acceptable -- sorry if you hear
dogs barking -- mlestones, but you're going to
have to put 12 and no nore than 3 or 4 in a year.

Li ke, we set sone rules in the RFP, and
we nodelled that out, and that got us to a point
where financially we thought, okay, that can fit

wthin the Cty's budget envel ope, and it net where
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I nfrastructure Ontario was at the tinme, fixed
event - based paynents, right.

KATE MCGRANN: Ckay. So let ne just
say this back to you to make sure | understood it
properly. There's sort of two conponents to the
m | estone piece. First of all, the use of
m | estones at all as opposed to nonthly progress
paynments, and | understand the driving factor there
Is Infrastructure Ontario's preferred approach to
have paynment upon a visible thing that has been
built --

REMO BUCCI : Correct.

KATE MCGRANN: -- as opposed to a
percent age towards the final project?

REMO BUCCI : Correct.

KATE MCGRANN: And then the other piece
I's the nunber of mlestones, and that's driven by
the Gty's finances and the realities of having
to -- the cost of having to have outstandi ng --

REMO BUCCI: Correct, correct, that's
exactly right. Now, to conplicate things even
nore, the one thing about -- the other dinension
with the federal and provincial noney is when does
t he noney cone in? Now, they're paying a third,

but that doesn't nean they have to pay a third of
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every single nonthly paynent or every paynment
t hat' s nade.

So the one conprom se that the federal
governnent and Ontario agreed to is accel erated
paynments, neaning they would pay their one-third,
but they would pay it faster, right.

So | think it was 50 percent of the
initial project cost up until you hit that
one-third threshold. Basically what it enabled the
City to do is put their noney in |ast.

kay, so this is the iterative part
that you tal ked about. You know, at the beginning
part of the journey, we didn't get there. W
didn't get to all of this until frankly probably
when we were structuring the RFP, like, later in
the fall.

And | say "we," you know, the
collective "we" in 2012, but these are the dynam cs
of here's the funding agreenent. He's the delivery
nodel. It's got to work within a contract. It's
got to work within the affordability structure.
It's got to be financeable. How does it inpact all
of the pieces?

And that's what nmade, you know, this

proj ect conpl ex because you' ve got the two funding

neesonsreporting.com
416.413.7755



OLRTPI Witness Interview with Deloitte- R. Bucci
Remo Bucci on 5/17/2022 50

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

agreenents. You've got the Cty's expectation on
the size of the project and its budget all otnent,
and then you've got Ontario through Infrastructure
Ontario who are just at the beginning of the
journey of doing transit projects trying -- you
know, working with the Gty to find sonething that
can -- you know, that can work within -- and the
AFP program has evol ved since then obviously.

KATE MCGRANN:  Any di scussions with the
groups wor ki ng on the Canada Line about the
progress paynments versus --

REMO BUCCI: Yeah, we did. W did
wth -- sorry. W did. W did that -- yes, we
did. W did-- w didinterviews with nultiple
peopl e on that.

This woul d have been as part of the
initial procurenent options report that we had done
and prior at Infrastructure Ontario as part of
the -- because part of that procurenent options
report is the benchmarking. Like, what are the
rel evant projects that you're using to take | essons
| earned fronf

So, yes, we had -- we had that done. |
don't think we had provided -- the -- if you | ook

at the procurenent options report and you go, well,

neesonsreporting.com
416.413.7755



OLRTPI Witness Interview with Deloitte- R. Bucci
Remo Bucci on 5/17/2022 51

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

they were a little light on there in the financial
structure, weren't they? Like, they didn't really
di scl ose a I ot of nunbers, and that was frankly on
pur pose because the procurenent options report was
going to be followed by the procurenent itself.

So we wanted to be careful not to --

again, take in the lesson of, well, it's 1.8
billion. That was one point. Then you issue your
procurenent options report. |If you put another --

and this is for comruni cati on purposes, not what
you're sharing wth the funding partners behind the
scenes. It's to nanage what's the project cost
goi ng to be.

Well, it wll be at financial close.
That's the main event. So let's just make sure as
we're going down the journey of at |east the public
part of the report -- and this is not just unique
to the Gty of Otawa. Like, every nuni ci pal
project we've done, we try and set that bal ance of
here's the delivery, here's the budget, here's how
it's going to work, but you also want to nmake sure
you don't provide too nuch information that's going
to hurt your procurenent down the road because you
have a conpetition that you -- and you want to

provide confort to the bidders that you' ve got a
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funded program

So if you're -- | shouldn't -- you
didn't ask the question, but if you |ook at the
procurenent options report, you'll see that it
tal ks high | evel about cost, but the detailed
financial stuff was being shared with the two
fundi ng partners, and the Gty primarily was doi ng
that affordability assessnent to say, Do we think
we have a bi g enough budget envel ope here?

KATE MCGRANN: Ckay. And that approach
Is to sort of strike a bal ance between transparency
and maintain the environnent in which conpetition
can drive the price to --

REMO BUCCI : Correct.

KATE MCGRANN: -- where it should go?

REMO BUCCI: Correct. And
muni ci palities have annual budget cycles. So part
of financing's job is to say, Wiat's it going to
cost this year, but let's nake sure that we've --
and those ones down the road, the |evers are going
to change, so we just need to make sure we can
control those |evers.

Utimately, if you' re wong and your
municipality is -- the only one you can do is raise

your property taxes, right, and that's the
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wor st - case scenari o beyond what you forecasted,
right, beyond what you forecasted or allotted to
t he project.

KATE MCGRANN: Specifically wth
respect to the use of mlestones, what was the
advice comng fromthe precedent projects? So
Canada Line. In Denver you spoke to --

REMO BUCCI : Denver Eagle we did.
Canada Line was they thought it worked well because
they had multiple mlestones. And, Kate, like, I'm
going to tell you they're nonthly, but soneone nmay

call them event-based as wel | .

You can have -- you can have -- you can
have sone m | estones, |ike, you know, you drill
certain boreholes, and I'l|l pay you those. You can

have a m x.

You can appreciate when you' ve got a
project schedule that's, let's say, 100 pages, SiX
| evel s deep, you can be really creative how you
define events on a nonthly or sub basis, but
Ontario line was hundreds of paynents. Ontario
l'i ne.

KATE MCGRANN:  Wasn't Canada Line
nmont hly progress paynents?

REMO BUCCI : Yeah, yes, it was, but
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what |'msaying is it mght have al so been -- and

| "' m going by nenory here, a conbination of sub
events wwthin the nonth as well. So they were
frequent paynents that were, at the |east, nonthly.
Maybe |'11 describe it that way.

KATE MCGRANN:  And so was it -- it
sounds to ne like Otawa is departing fromthe
nodel that Canada Line used.

REMO BUCCI: Correct, correct, correct.

KATE MCGRANN: Did you run -- did you
speak to Canada Li ne about --

REMO BUCCI :  Yes.

KATE MCGRANN:  What was their view
or what was --

REMO BUCCI: They thought it worked
wel | because it gave themflexibility in particul ar
to -- so what Canada Line did is said, I"'monly
going to pay you this amount per nonth, okay, but
what you do during that nonth I'mgoing to all ow
you to change during the construction period to
allow for the flexibility of your schedul e.

So as long as you -- if | -- if you
were going to -- if | was going to pay you for $100
of val ue and you thought you were going to put

yel | ow pi pe down for that and you had to do green
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1| pipe sonewhere else, I'll pay your for $100 a green
2| pipe. I'mokay with that because |I'mgetting val ue
3| for it.

4 And you're doing it because you thought
S| during the -- when you put your bid together, that
6| you were going to put the yellow pi pe over here,

7| but now you have to put the green pipe over here.

8| You can do that shift, but I'monly paying you

9| $100.

10 KATE MCGRANN:  So what di scussions were
11| there, if any, before the procurenent nodel and
121 m | estone paynent approach was set about what nay
13| flow fromthe lack of flexibility that cones from
141 m | estones paynents as opposed to nonthly progress
15| paynent s?

16 REMO BUCClI: It's primarily that. The

171 City's concern was froman adm nistration

18 | perspective. The other conplexity is when you set

191 those m | estone paynents and they're -- effectively

20 | you think about it, it's the short-term
21| construction financier, lender that's being paid,
22| and they're institutional investors. |f you want
23| to change that m | estone event, you got to go get
24 | | ender consent.

25 KATE MCGRANN:  So how is the risk of
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that lack of flexibility accounted for? Like, what
was done to account for the fact that your -- |et
me put it to you this way: What discussions did
you have about the fact that flexibility is going
to be limted as a result of this?

REMO BUCCI: The conprom se was - -
let's pick -- let's set a set of rules that give us
maybe not nonthly but enough during the year that
you don't have an accunul ation of financing, and at
the sane tine, we're not going to tell the -- and
we also -- sorry, again, collectively "we" said to
t he proponents, Here's the |list of mlestones we
think are appropriate. If you think there's better
ones, tell us and we'll consider them

And then a set of rules was created,
and they got to pick that -- you know, fromthat
|l ong Iist of mlestones which ones were the nost
appropriate for their project and when they were
going to occur. That was the mtigation note that
was -- that was chosen.

Recogni zi ng the constraints were --
it's going to be very difficult to change that
m | est one paynent once it's set because it's
event - based, and if you want to change it, you need

to have | ender consent.
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Those were realities that we knew at
the tine, but, again, it was trying to cone to this
Infrastructure -- | don't want to speak on behal f
of Infrastructure Ontario, but ny -- what ny
understanding fromthemis they didn't want to use
t he Canada Line nodel. That did not fit with AFP.

Couldn't go with the hard, like your T
exanpl e, the 407 exanple. Everyone recognized
that. So the m | estone regine that was used for
O tawa and never used since was what the -- what we
coll ectively thought at the tinme net the
requi rements of both -- all the parties including
the federal, provincial funding authorities, the
Cty of OGtawa, and Infrastructure Ontari o because
they signed off on it.

KATE MCGRANN:  You nentioned the
concept of chasing mlestones earlier, and | take
It that's the idea that instead of maki ng deci sions
t hat woul d advance the project overall --

REMO BUCCI : Correct.

KATE MCGRANN: -- as fast as possible,
you were maki ng deci sions to advance the project
towards a m | estone so you can achieve that
paynment; is that fair?

REMO BUCCI: Correct. 1'll give you an
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exanple, right, like --

KATE MCGRANN: Actually just let ne ask
t he next question before you do that. D d you see
t hat chasing-m | estone behavi our on the Otawa
pr oj ect ?

REMO BUCCI: Well, there you go. | was
going to give you that, so thanks for that. So the
best exanple of that was -- | think in 2016, there
was a fairly major tunnel collapse, right, and if
you think about this, what -- so what RTG did is
they had to react really rapidly to deal with that
tunnel coll apse because they were, like, literally
this far away from conpleting the tunnel, right.
Bad | uck for them And they had to conplete the
tunnel because there was a m | estone paynent t hat
was due, right.

Now, and this is ny opinion, you can
make the argunent that they woul d have been better
of f keeping their resources deployed on conpleting
the track and the systens and the integration on
the other parts of the line in stages that were
underway at the tinme, okay, and depl oyi ng sone
resources to fix the sinkhole and continue on with
that work, but the problemthey had is they didn't

have noney com ng in.
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In order to have the noney com ng in,
they had to finish the tunnel, and now they have
this disruption they have to deal with, and | think
It took thema nonth, right.

So that's an exanple of, well, |'ve got
to chase the m | estone because even though it's
probably not the right thing to do -- and this is
my opinion, just other people may di sagree with ne,
but that's an exanple of one that is -- | think
that's a good exanple of -- and that's an act ual
event that occurred.

So that's the danger that you have
unl ess your mlestone is conpletion, right, because
I f your mlestone is conpletion, you're like | can
still redeploy ny resources, right.

Yeah, so that's probably the best
exanple | would use. | would say that in a public
forumas well if | was asked that question.

KATE MCGRANN:  Were you involved at all
I n di scussi ons about changes made to the
m | est ones?

REMO BUCCI: Not during -- because
by -- at financial close, we're done. W really
weren't involved in the construction

adm ni strati on.
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| would say that when we went to neet
wth the Gty's construction staff, project office
staff and the | essons |earned report -- if you want
to go and | ook at the section in the |essons
| earned report that tal ks about m | estones,
that'll -- that's when we got an ear full from
the -- fromthe -- fromthe -- fromthe -- |
shoul dn't use that term

Let's put it this way: The issues of
the adm nistration and m |l estones were articul at ed,
and we docunented themin our report.

KATE MCGRANN:  And the issues with the
adm ni stration, were they the schedul e-based i ssues
t hat --

REMO BUCCI : Schedul ed- based, |ender's
consent. Because even in a situation where it was
descri bed to us, we agree we shoul d change t hat
event because things have changed, right.

KATE MCGRANN:  Yeah.

REMO BUCCI: Then it's, like, now we
got to get lender's consent. Oh, ny gosh. Ckay.
Al right. Let's -- how do we -- how do we deal
with this?

KATE MCGRANN: Bear with ne for one

second. You had nmentioned sone issues wth
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provincial funding, or | thought that you did. Can
you tal k about that a little bit?

REMO BUCCI : Yeah, so sone of this
relates to how you account for the long-term
financing. So initially, it -- the rough construct
was 1.8 billion plus or mnus the projectco was the
t hree bi dders.

O that, there was going to be these
m | estone paynents during construction. Wen
construction was done, 400 mllion would remain
that would then be anortized in equal paynents over
t he 30-year operating period.

The i ssue was whether or not -- and the
Cty was effectively funding that 400 mllion
because renenber the way that the noney flowed in
and fl owed out.

So how you account for whether that
nmoney is eligible to the City's share -- and it's
an accounting issue. |It's not a cash flow issue.

Thi s becane problematic, and the City actually

engaged with the province to try to -- and I'm --
you know, | -- the nuances of that | don't
remenber. It's sonmething nore for City finance.

But as an exanple, that's an exanple

where the paynent regine sort of trips over, let's
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call it, accounting standards that affect how the
Cty can account for the noney and potentially
affect its funding.

They got through it, but it was an
| ssue. That was a very obvious one. And that
wasn't clear -- that was blind to the procurenent.
That was behind the scenes between the Gty finance
and the province specifically.

KATE MCGRANN: At what point in tine in

the project did this issue arise or these issues

arise?

REMO BUCCI : That woul d have been
during the RFP period, so once -- so let's -- okay,
If we can just -- so go to council in the sunmer.

They issue an RFQ You start working on the RFP at
that point in tine, right.

| nfrastructure Ontario i s now engaged.
They're set up within the Cty office, and you've
got an integrated project teamthat's there. You
have | egal advisors on board. Deloittes is sitting
in the financial working group working under a
group led by Infrastructure Ontari o, and we've got
a set of, let's call them issues and chal |l enges
that we need to resolve to structure and get the
RFP out .
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Construction period paynents is one,
affordability, how you deal with it in the RFP,
et cetera. Behind the scenes, Cty finance is
doing its affordability assessnent and determ ning
how that's going to work.

So that's all being done at the sane
time, and as we're charging collectively to getting
anticipation RFQ -- you know, you'll have your
shortlisted teamset. Here's the date. You want
to get themthe RFP relatively quickly shortly
t hereafter because they're nobilized, so we need to
make all these financial decisions out of the way
SO we can put contract docunents out.

Al of that work was happening to
understand is there a constraint in the funding
agreenent that's a project agreenent issue, or is
It a funding agreenent issue, and the one | just
mentioned is a funding agreenent issue. It wasn't
a project agreenent issue.

But it's driven by the paynent regine
that's -- but once you |lock that down and the --
you -- you nmake that decision to say this is how
we're going to pay projectco. Good. Qut of the
way. That's one degree of freedom done. Now | can

see what the inpact is on ny fundi ng agreenent.
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That doesn't inpact ny RFP, but as |I'm
engaging with Ontario to get those terns and
conditions of that financing, funding agreenent
done because | need that when | get to financi al
cl ose, |I'mworking through sonme of the issues on
eligibility. Wat are the sign-offs we need to
have to have the noney fl ow.

Because obviously the Cty's concern is
It is always paying projectco. The funding doesn't
come direct from Canada or Ontario. It cones
t hrough the G ty.

|f there's a lag tinme between when the
City issues the remt to projectco and gets its
fundi ng from Canada or Ontario, it has to pay for
that working capital, if you wll, and they wanted
to try and cut that down to nake sure that wasn't
nmonths. It was -- | should say 60 to 90 days is
the general idea. Any nore than that, then that's
anot her funding cost, financing cost you didn't
anti ci pate.

So they were trying to nmake that
al i gnnent of noney cone -- City -- invoice from
projectco to the Gty, Gty pays projectco, Cty
| ssues invoices to Canada and Ontari o, and that

nmoney is flowng fairly nmechanically w thout any
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maj or issues. So that's happeni ng behind the
scenes. That's not an RFP issue.

KATE MCGRANN: Ckay. It becones a
proj ect agreenent issue | would expect, though.

REMO BUCCI: Only -- only to the extent
that -- | wouldn't characterize it that way. It's
a you need to nake the decision on how your project
agreenent is structured, then you work backwards
and say, okay, now can | solve it within the
fundi ng agreenent.

And the idea was, okay, yeah, it's an
| ssue, but it's not going to be -- it's not going
to kill the project. You have to just work with
the policy nmakers to find a sol ution.

KATE MCGRANN: Ckay. And at a very
hi gh I evel, the nature of the issue that needed to
be resol ved as between the Gty and the province is
how -- what is it?

REMO BUCCI : Just say how t hey
accounted for the private financing within a --
within a funding form within a project -- within a
fundi ng agreenent that assuned, | would call it,
traditional |evel of funding, neaning there isn't
any private financing.

My opi nion was that the -- and both of
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t hem actual |y, both Canada and Ontario's funding
agreenents didn't take private financing incone.
|"mnot going to use the word P3. Private
financing, any deferred paynents into account.

Now, as an analogy, if you |look at the
way P3 Canada was set up later, they did. Their
| egislation, their regulations all took into
account that it was going to be sone form of
paynments |li ke we're tal king about.

So as an exanple -- and | worked on
five P3 Canada projects. That was never an issue
because they factored in the fact that there would
be these type of paynents during construction. It
didn't affect the eligibility or the form of
paynment because it took the delivery nodel into
account. So | think it's just a maturity where
Canada was at at that tine, Canada and Ontari o.

KATE MCGRANN:  |s one of the -- is an
| ssue or the key issue really the cost of financing
and how that gets worked into the various paynents
that are being nade al ong the way?

REMO BUCCI: Yeah, yeah, it is
because -- and, again, like, if you're -- if you
| ook at Oxtawa's scenario is go back to that 2009,

you know, 600 mllion of 1.8. Wll, 1.8 weren't
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t he project costs, and that nunber wasn't changi ng.

KATE MCGRANN:  Switching focus for a
second, which |I'mdoing rather abruptly because |
only have so nmuch tine with you today, the decision
to exclude operations fromthis nodel -- so the two
precedent projects that we have spoken about were
bot h design, build, operate, finance, naintain.
Otawa is a design, build, finance, maintain.

So can you just describe to nme what
went into the consideration of excluding the
operations for starters?

REMO BUCClI: So the first is the system
Is going to grow, and | have to say -- and | went
t hrough all the docunents, disclosure this weekend,
and sonewhere in there you'll see this analysis
that we've done on the -- | think it was schedul e
38, the project expansion protocol, and antici pated
three new stations to the west.

So at the tine, one of the things we
wanted to solve is to say, all right, this is --
It's atransit system Transit systens by their
nature -- nost of the tine. Canada Line was
di fferent because it was end-to-end.

Unl ess this endpoint and this endpoi nt

are never going to change, you want to nake sure it
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can grow. Now, any tinme you enter into a
contractual arrangenent, particularly sonething

|i ke an AFP that sets rules and it's designed this
way to nmake sure that you're only go to pay for
what you defined in the contract.

It really tries to limt changes
because it's about project governance and nmanhagi ng
scope, if you wll. So you want to build
flexibility in to say, well, | don't want to tie ny
hands here because | want the project to grow.

The thought was we have three new
stations potentially because that was on the
programin 2010, because by the way, there wasn't a
| ot of funding available for transit projects. W
had gone about 20 years in Canada where there was,
you know, infrastructure gap issues and things |ike
that, but there weren't a lot of funding for
I nfrastructure.

So at the tine -- at the tine of
drafting of the project agreenent, the thought was
three stations, that's sonething you can do through
a variation in the project agreenent. Effectively
t he way AFP descri bes a scope change.

We coul d negotiate that out, but you

know what, let's nmake that job sinpler. If its
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1] operations -- if the Gty has operations, it nakes
2| the -- you know, it makes one | ess noving part we
3| have to negotiate there.

4 And the other thing -- and this is just
5| sort of a general observation | would make with the
6| municipalities is they're very focused on who the

7| enployees are, if you wll, that are dealing with

8| the custoners, the interface because rightfully,

91 you know, councillors feel they' re public

10 | account abl e,

11 |f there's an issue, it's a |lot easier
121 to call soneone up, you know, a commr ssioner who is
13| a direct enployee of the Gty versus a contractor.
14 So operations, if you think about the
15| LRT systemin Otawa, the custoners really don't

16 | run into RTG because nost of their people are the
171 mai ntenance facility or they' re doi nhg nmai nt enance
18| on the line. The drivers are OC Transpo peopl e.

19| That's the City enpl oyee.

20 So |l think it's about -- it's about
21| accountability of the customer experience, and it
22 | was about flexibility for the next stage of
23| projects, and then that accountability al so was at
24| the tine the -- because you al ways have to | ook at
25| these issues of |abour.
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And particularly you run into them on
transit and wastewater projects where you now say,
okay, if I'"mnow introducing a private operations
or mai ntenance into the program it's a greenfield
new enpl oyees.

It's not about them being unionized or
not. Like, that's not the issue. Like, the
union -- private conpani es deal with unionized
| abour all the tinme. It's not their issue. It's
whet her or not they're City enpl oyees or whether or
not they're City enployees that have a right to
bargain for that work, right.

And at the tinme, the Gty had a | eqgal
opi ni on done because its mai ntenance of |ight rail
on the OLine -- so this is the predecessor to the
TrilliumLine -- was contracted out.

The Cty didn't do light rail
mai nt enance. |t was already done by third parties,
but the City was operating buses, and they were --
and the thought was you can train a bus driver to
operate, particularly if it's conputer-based train
control. This is not -- it's nore |like you' ve
got -- like, they call it, you know, |Iike, a stop
sw tch, an energency swtch.

So when you look at flexibility,
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expansi on, a potential constraint on | abour if you
I ncl ude operations, then you do it maintenance.

And if you | ook, for exanple, Finch
light rail and Eglinton light rail or DBFMs because
they have to be integrated in the TTC network. And
| wasn't part of that, but sane |ogic would apply,
right.

So | think you woul d al ways start
out -- if you're looking at a pure output-based
contract, the easy -- let's go to the equival ent of
t he construction period paynents.

The easiest way to neasure a train
systemis to say is it on tinme, punctuality at the
station, and is it reliable. D d you give ne the
nunber of trips over -- like, that were in the
schedule in the nonth. And I'll give you degrees
of freedomon all of those, but I'mgoing to
nmeasure you on these things, and if you neet them
|"Il pay you a certain anmount. If not, there's
deducti ons.

And you're always going to start there
because that's the easiest way to neasure it. \Wen
you -- when it's not operations and they don't have
the tinme di nension because they're not driving

anynore, then you have to have a different regine,
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and here it was the kil onetre-based system

But that was the logic. So it was --
It probably -- it gave the Cty the flex -- and by
the way, it was a really good decision in foresight
because 2011, 2012 cones around.

Ontari o and Canada say, hey, we've got

billions of dollars available now The Cty of

Otawa says, well, Stage 2 isn't just going to be
three stations. |[It's going to be to the east and
the west, and we're going to go down to Trillium

Line. Like, we're going to really expand, and we
want Stage 3. Like, we just don't want...

So in hindsight, keeping the operations
was a very snmart nove, even though at the tinme we
t hought it was only three stations, but it was al so
driven by, you know, the very practical issue, |
don't think they need to hide behind it. It was --
you know, |abour is always sonething you need to be
cogni zant of, right, because you've got these
agreenents that you need to be -- you need to be --
you need to be respectful of.

So |l think it was a -- it was driven by
those. And | can't tell you one was nore inpactful
than the other. | think they were all part of that

m X.
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KATE MCGRANN: So having the Gty
retain operations introduces an additi onal
i nfacing [sic] as far as the running of the system
goes because now the City operators are interfacing
wth RTGs maintainers at RTM is that fair?

REMO BUCCl : Yeah, it's train control.
It's automated train control. And to be clear, |I'm
going to say operations is -- let's -- [|'1]
describe it this way: Driving the trains or
sitting in the control booth, and nunber two,
di spatching the network, the control centre, okay,
recogni zing that at the maintenance facility,
Bel fast station, and in the way the project
described it -- project agreenent described it,
projectco is responsible for getting the train
organi zed every norning, bringing it to -- if you
think the bay where the drivers show up, and
there's your train ready to go, it's clean, it's
got to right nunber of trains on it, we've
I nspected it, tick, tick, tick, ready to go, and
now you cone out of the coffee room |'m
sinplifying it, you walk onto the train, and you
drive out. You're at your first station when
you' re supposed to be there, right. That interface

Is not a challenge, particularly for automated
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train control.

KATE MCGRANN:  So ny question was goi ng
to be what consideration, if any, was given to the
need to nanage that additional interface?

REMO BUCCI: Exactly the way it was --
the way | described it was the way the out put
specification describes their obligations. And
what -- and |I'm sinplifying.

What the OC Transpo drivers do is they
do their safety inspection, get on, go. |f not,
they say, hold on a sec, you guys mssed this
thing. This light is broken. Wy is this |ight
broken? | can't drive the train wth that broken
light. Oh, send it back. Then that's a -- that
woul d be like a service -- that's a service KPI
t hat wasn't net.

KATE MCGRANN:  So t he hand-over at the
begi nning of the day is -- that interface is
accounted for by the fact that the obligation is
put on RTMto deliver the train in working
condi tion on tine.

REMO BUCCI: Correct.

KATE MCGRANN:  What about interfaces
t hroughout the day, reactionary naintenance, issues

that arise on the trains? How -- what
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consi deration was given to accounting for,
controlling, managing that interface in the project
agreenent ?

REMO BUCClI: So let's talk about the
first one, which is you're driving -- okay, it's
automated train control, but let's just say now |'m
the driver. |I'mecontrolling it, right. [|I'm
sitting on the train.

So the tine dinension is nowin control
of the Gty. So you can't blanme projectco if
there -- you can't necessarily if the trainis late
because now you need to |look at the attribution of
t hat .

Was it a driver issue? Wis it a --

"Il call it a systemw de, |like, fromthe Gty

di spatch centre, or was it a problemwth the
vehicle availability, the station availability, the
track that caused that to occur.

So the I ens and the paynent nechani sm
and the output specification where you see that
split is -- first of all, service availability was
defi ned by kil onetres.

And what was done there is the Gty
t hen went through their technical advisors, did

simul ations to say based on the nunber of trains
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t hat we have on day one -- |'msorry.

Based on our ridership forecast over
ti me, okay, the anount of people we think are going
to be at the platforns at a given point in tine
every day -- norning and peak are parallel, so it
doesn't really matter which one you pi ck.

We think we need this nmany trains,
okay, or capacity. You don't maybe worry about the
nunber of trains because the projectco is picking
the size of the trains.

We need to have a train that has this
many seats. Think of it that way, right, because
we have riders to pick up, and we want to nake sure
that these riders -- there's a certain standard.

Do you want every rider to be -- so
none are left on the platform So you nake these
decisions, right, in terns of capacity.

So you do that, and then you run sone
simul ati ons and you say, well, then when's the next
train need to cone up because people are now
wal ki ng down the platfornms, and they're building up
on -- based on that ridership forecast. That's
your frequency.

So you have your frequency and your

capacity of the trains. You programthat in,
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right, and then you cone up with standards that
say, all right, in order for ne to neet that
frequency, punctuality, and nunber of trips,
reliability, | need this many kilonmetres over the
day, right, and the trains have to have this nuch
capacity.

So if you give ne trains of this size
and they deliver this many kil onetres over the day,
effectively I'"'mgoing to get the punctuality and
reliability that I'mgoing to have in ny schedul e,
because you' re bidding back kilonetres. |'m going
to devel op cl ock-facing schedules for the -- for
the custoners to use, but it's going to work
because |'mtaking those kilonetres into account.

Now you got to say, all right, so that
does work as -- now, let's say a kilonetre is
mssed. Al right, sois it mssed because the
driver inadvertently hit the stop button because
they were worried that there was an energency event
that was or wasn't the case?

Ckay, so we need an excusing cause for
that. Al right. W need to strip that out.
Driver issue, not your problemthat the kilonetre
was m ssed.

Did the passenger stick their armin
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t he door for sone reason and cause the train to be
del ayed and energency protocols. Ch, we need an
event for that.

So you work through those sorts of
t hings, and you create a set of rules called
proj ect co excusi ng causes which are in Schedul e 20
that say, all right, here are the events that if
they're outside of your control that happened,
we're going to |l eave you off the hook for those
m ssed kilonetres, but everything else is up to you
because therefore, what that says is if the train
isn't on tinme or didn't deliver ny kilonetres is
because there was a problemw th the vehicle, or
there was an issue, an unforecasted nai ntenance
event on the track that you didn't take into
account, and because of those things, that train
had to run slower, and therefore, | didn't get the
kil ometres, so therefore, you get a deduction based
on those kil onetres.

In order to differentiate between --
you know, a kilonetre in the afternoon or the
evening or on the weekend is not the sane as a
kilometre in the norning.

So renenber, you're deciding on

capacity on your peak periods, right, and, you
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know, the easiest way to |l ook -- they're | ooking at
YouTube at the events that occurred when the trains
weren't avail able, you know.

So system events were then introduced
to say, you know what, these peak periods are
really inportant for us, so if we lose a certain
anmount of service in the peaks, you get -- this is
the idea of a financial deduction, so |ike your
driver's |licence, right.

You get -- you know, you get a speeding
ticket. It's a financial deduction, but the size
of the speeding ticket, the anmount of points you
accunul ate depends on how -- how -- |ike, were you
5 kilonmetres over the speed limt or 100 kil onetres
over the speed limt.

So what the systemevents did is said
If I -- if the Gty lost service in the peak
periods, 65 failure points apply. It's the right
nunber, but that was all calibrated to say
projectco, RTG you got to deliver train service
during the peaks. Of peak we got a |lot nore
flexibility because if there's a nonavailability
event, there's not going to be as nmany people
standi ng around, and the Gty doesn't have to

depl oy buses to get themto work or to mss their
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appoi ntnment or to mss a class.

So that's how that all cane together.
That was put together by, let's call it, the
commercial team I|ike, where | was working wth
| nfrastructure Ontario and the paynent nechani sm
the technical advisors.

And then during the bid-open period,
all of that was, you know, debated, adjusted
t hr ough addendum through the commerci al
I n-confidence to get to the deal structure at the
end of the day.

And that was the split of operations.
There wasn't a clear precedent that we saw t hat
wor ked for that type of regi ne because nost of the
projects in North Anerica, and the ones | cite were
al | operations.

In the UK, they were nore mature
systens. They had already split their -- and
they're interregional, so they already had an
entity that was doing rail operations, vehicle
mai nt enance, track mai ntenance, and they're
contractual splits were done.

But an integrated system when it's
greenfield -- and you don't want to get into an

attribution because the nonent you make that split
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bet ween, oh, it's a rail issue, go back to
rail-wheel interface. John was concerned at the
begi nni ng.

The nonment that kilonmetre is m ssed,
not because of one of the causes of the City or the
driver, nowthe way the Gty of Otawa's regine
works is whether it's a vehicle, a track, a station
I ssue, it doesn't matter. Those are all degrees of
control that are -- that projectco has.

And the project agreenent had set it up
t hat way, so you no | onger have to get into --
ot her than those events the City had control over
t hat are passenger caused, everything else from an
attribution perspective you don't need to worry
about because it's on their side of the -- of the
responsi bility | edger.

KATE MCGRANN:. We'l | take the norning
break now and cone back with sone questi ons.

REMO BUCCI: What tine do you want to
come back?

KATE MCGRANN: It's 10:24. Let's take
ten mnutes. We'IlIl cone back at 10: 35.

REMO BUCCI : Perfect.

-- RECESSED AT 10:24 A M --

-- RESUMED AT 10:35 A M --
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KATE MCGRANN: Before the break, we
wer e tal king about the paynent nechani smt hat
appl i es throughout the mai ntenance peri od.

Were there any particul ar issues that
t he bidders pushed back on during the period that
the Cty held as far as the application of the
payment nechanismor what it |ooked Iike?

REMO BUCCI: No, nothing nmajor. |
mean, you -- the -- the paynent nechani sm
I nteraction during the bid-open period is part of
the project agreenent, CCMs, because you got the
design -- the design stream where the out put
specifications are being thought about, so for
exanpl e, how those surface | evels are being
def i ned.

So that was on the technical stream
but the way the neetings are organi zed usually do
techni cal on one day, |egal and, |ike, where the
payment nechanismfit in, so they're coordinated
very wel | .

And then you get a cross-section of
menbers on both sides that are involved with all of
those things, so they're not done in a vacuum

Deloittes was present -- or Deloitte

representatives were present at the CCMs for the
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paynent nechani sm specifically even though we were
providing input into the output specification
behi nd the scenes, the service failures, quality
failures, et cetera, all that stuff.

| would say that the paynent nechani sm
itself was a relative nonevent fromthe
perspective -- yes, there were coments and i ssues,
but it was not a strategic issue. The strategic
| ssue that we were dealing with was affordability
nore broadly.

So, for exanple, whereas when the RFP

went out, | think the anmount of private financing
was 400 mllion as -- again, collectively we were
wor ki ng through the process, and, you know, | think

principally because of tunnelling issues and sone
of the geotechnical risks there.

And it was conmmuni cated that the
proj ect budget that was -- that was effectively the
affordability cap or the paraneters that were the
affordability cap which were the paynents -- the
total paynents during construction and the anount
of long-termfinancing were -- and operations and
mai nt enance were not in that definition because the
Cty was nore focused on -- at that tine on the

capital side and the fundi ng agreenent conponents
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because it had nore flexibility on the operations
and mai nt enance end, that the proponents
articulated here's what's driving our concern.

The paynment was not one of those.

O herwi se, we would have recal -- that's the --
that's an easy thing to do on other projects. W
go and recalibrate it. W would say which KPIs are
causing issues to you? |Is the slope of the

avai lability curve of ductions for kilonetres |ost,
Is that too steep? |Is the failure points we're
assigning to a particular event too |arge? Right.

Those are really easy changes to nake.
They were not a problem They weren't a problemin
t he procurenent, and frankly, they weren't a
probl em when the Gty had to renegotiate themas --
| know Stage 2 is a different issue, but the Gty
negot i at ed mai nt enance services with RTG for
Stage 2 in 2016-17, and the paynent nechani sm had
to be recalibrated because the systens had to be
expanded.

The issue of the ability to neet that
performance regi ne was never a problemuntil it
becane a probl em based on real experience.

So nothing -- to go to your question,

It did not cone up during the -- in ny opinion and
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my recollection, it was not a strategic issue
during the bid. It was nore the affordability
Itself and whether or not -- and that's why the
open period was extended to deal with -- you know,
sone val ue engi neering was done. Like, could the
Cty take -- you know, what does the Cty really
need, right.

Li ke, you start |ooking at the
stations, the nunber of escalators, elevators and
things like that. There was sone ideas that the
proponents bring forward that were good, so the
Cty took themon, but ultimately it was -- it
was -- | think the biggest stress was on the -- was
on the tunnel, the geotechnical risk.

KATE MCGRANN: Ckay. Let ne cone to
those with sonme questions in a second, but before
we | eave the paynent nechanism | think two other
guesti ons.

So ny understanding is that there's two
aspects to the paynent nmechanism There's failure
poi nts that can be accunul ated in the event of
failures, and they are accunul ated over tine over
nmont hs, however long they need to be, and there are
eventual triggers associated with those; is that

right?
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REMO BUCCI : Yeah, and they get reset.
So the 12 nonths is the maxi nrum w ndow, 3, 6, 12,
nmont hs and different ones apply, and then the idea
Is -- and this is to get to the point of -- you
don't want to have really bad performance or j ust
to the point of its kind of acceptable on a daily
basis, but it's repeated over a | ong period of
tinme.

So accunul at ed poor perfornmance, | got
you, but at the sane tine, if you had sone events,
and fair enough, but you dealt with them 12 nonths
plus a day, we w pe them away and you get a cl ean
slate. That's failure points.

KATE MCGRANN:  Ckay.

REMO BUCClI: That's the idea with
failure points.

KATE MCGRANN: That's great. And then
on the deductions, | understand there are
deductions fromthe paynents that are nade on a
nonthly basis as a result of a failure to neet
KPMs; is that right?

REMO BUCClI: Both from-- just -- we
use the terns availability base, so is the stations
avai l able? Are the kilonetres of service

avai l able? That's availability. And then there's
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service failures and quality filatures.

Quality filatures are typically nore
for things |like you needed to give ne a report.

You didn't give ne a report. It's on or off,
There's no rectification for that.

Service failures are, oh, the seat was
torn. You need to fix it, and if you don't fix it
within a period of tinme, then you get a deducti on,
and if you don't fix it within a period of tineg,

t hose deduction ratchet up.

KATE MCGRANN: Ckay. And was there any
sort of ceiling or cap built into the deductions to
apply by nonth or otherw se?

REMO BUCCI: Well, this where you get
Into the basic prem|[sic] of AFP. So the reason
why you have $300 mllion of financing that's
spread out over the operating period is to share
the risk, and if you now use the termthe financi al
pai n of poor perfornance.

In a service-based contract, if you
deliver -- if you don't deliver service, | m ght
not be paying you for a certain anount of that
mont h, right, but you're not feeling any financi al
pain, right.

So if you're capping the deductions,
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t hen why woul d you have private financing at risk?
The private financing at risk is there primarily
for if there's a disaster scenario and the
services -- it's ny opinion, isn't delivering --
and | think it's what AFP is based on, but | don't
want to speak for -- you know, AFP, P3, you know,
call it what you want. |'mjust using AFP because
that's the formin Ontario here.

| f you're going to have private
financing at risk and it's costing you -- sorry, if
you're going to have private financing that's
costing you nore, roughly 6 percent versus 4, 6 and
a half if you waited the cost of the equity, and

It's not at risk, then you don't need the

financing, right. You have -- you can go and get
private -- you can get public financing at 4
per cent .

By the way, that financing still shows
up on your bal ance sheet as debt. It's not a
source of financing. It's an -- and it's not an

I nput; it's an output.

The objective is to say, if there's a
problemw th the system you've also invested in
It, and financially you and ne, public sector,

we're shoul der to shoulder here in trying to be
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I ncentivized to nake sure we col lectively perform

So if you decide to cap it, | would
say, well, that's not AFP. Then you m ght as well
nove to a services-based contract, right, and then
you don't need all of the structure of a
speci al - pur pose vehicle to drop down agreenents and
all the other belt and suspenders that cone with
the private financing. It's one or the other.

So | wuld say if you're going to cap
it, then why do you have the -- it's not AFP
anynore. That's the sinplest way to answer that
guesti on.

KATE MCGRANN: Ckay. And | have sone
guestions because | want to nmake sure that first of
all | understand what you're saying and then
probably sone foll ow up.

So in terns of the idea that there
shoul d not be a cap on the nonthly deducti ons,
| i ke, what in your viewis the way that this was
supposed to operate, be that the deductions can go
up to the total nonthly paynent. |If it goes beyond
the total nonthly paynent, then those deducti ons
roll into the next nonth?

REMO BUCCI :  No, no, no, no, no, that's

not the intent. The intent is you've got -- your
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11 financial deductions -- first of all, let's just be
2| clear. They're not |iquidated damages, right.
3| They're incentive -- they're incentive regine.

4 And | don't -- | don't want to get

S| into -- and I'Il just state this. Like, there sone
6| positions that the City's taken because it's in

7| potential litigation here, but -- and putting that
8| aside, the objective is to say | -- you know,

9| the -- like, the financial -- if you performso

10 | poorly in a nonth, you shouldn't get paid because
11| you didn't deliver kilonetres, right, that -- in

12| real sinple form right.

13 Li ke, if you didn't deliver those

141 kil onetres, then you shouldn't get paid that nonth
15| because the service wasn't avail able and | ook at

16 | the disruption that it's caused the city. [It's not
171 a matter of rolling them over necessarily.

18 Again, | don't want to get into that

19 | because that's nore about sone litigation positions

20 that's the Cty has taken.

21 But when you say cap, okay, it's |ike
22| you wouldn't get to a point where if you | ook at
23| the paynment stack in the last, say, 20 percent of
24| the nmonthly service paynent, annual service
25

paynments and recovery of the financing, if you
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decide to cap it there, then | would say what's the
poi nt of having that financing.

KATE MCGRANN: Because the private
| enders are getting paid no matter what --

REMO BUCCI: They're going to get paid,

right.

KATE MCGRANN:  So there's no --

REMO BUCCI: Go and get it at -- the
Cty has the source of funding available to it. It
will be at a lower cost. That 300 mllion shows up

on their bal ance sheet as debt anyways because it's
capital |ease, not an operating | ease.

So it's not a -- the financing isn't
there to displace public financing, and it's not a
requi renent per se. |It's because of the -- the
paynment nechani sm says | want you to have -- | want
to anchor performance. Wiat's the best way to
anchor performance? Paynent on perfornmance.

So if you don't -- if you have
financial noney invested either in the nonthly
paynents during construction, the m/lestone
paynents, substantial conpletion paynent and during
t he operating period, you got noney at risk for
poor performance, then you aren't incentivized as |

amto nmake sure that you're delivering the right
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servi ce because it's output-based. [|'mgiving you
control basically on all the other things that are
not oper ator-based.

So why would you cap it then? |It's not
AFP. And that's okay if you want to do that. |If |
was giving advice to you, you're ny client, | would
say that's your degree of freedom Just recogni ze
you get sone benefits for that, but here's the risk
you're taking for it. If that's what you want to
have versus this type of -- this type of program
where you're marking a pure output-based, and you
want to -- and you want to -- you want to allow the
other entity to have those degrees of freedom

KATE MCGRANN: As far as incentivizing
performance, what role do the third party | enders
play in that incentive theory of an AFP?

REMO BUCCI: So | just want to disclose
here, |like, when the -- and I'Il answer that
guestion, but |I'mjust going to sort of skirt the
line here just a little bit because when the Cty
ended up having to swap the debt to deal with the
Stage 2 expansion, | sat on the Cty's credit
commi tt ee.

So | attended neetings with the

short-termlenders up to -- when the substanti al
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conpl eti on del ay was occurring and then afterwards,
so | just want to let you know that | did that, so
| don't want to comment on that specifically.

KATE MCGRANN: Wl |, and |ikew se, |
want to ask you how the dynam cs of the
rel ationshi p changed once the Cty steps into the
shoes of the lender. So this is --

REMO BUCCI : Yeah, so | can -- ['Il
tal k about it generally. So I just -- having got
that out of the way, the general concept is all
right, now, if you got paynent -- | don't want to
call it private financing because | feel that
peopl e m sunder st and.

You don't want private financing.
You're not saying | need all this private
financing. |It's the paynent regine that is --
that -- because you want to have -- like, if we
were going into partnership together, you'd want to
make sure | have ny noney, and you have your noney,
and we're both incentivized to sonme extent.

And in the ideal world, you' re kind of
maki ng 50-50, right, but you can't because it's
going to cost you because affordability and the
cost of that financing, so you try to find that

bal ance.
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And the anount that was sel ected here,
300 mllion, was really -- the thought process was
to anchor the life cycle risk. That |eft enough
over tinme in that mdyear |ife of the 30 years. |If
you | ook at the life cycle paynent regi ne, which
It's pretty lunpy, right, you'll see a bunch of
forecasts in year 10 to 15, and that's when the
vehi cl es are being taken off-line, |ike your car,
doi ng maj or replacenents to them

So that anount of private finance, the
m nimal anmount is to anchor that life cycle risk
transfer. Got that, so now -- and during the
construction period, you've got short-term
financing to deal with those m | estone paynents.

So what do the lenders bring? Wll,
they're going to have a technical advisor that's
going to look at the definition of those ml estones
and that's going to say to those |l enders at a due
di i gence, you know, we think this is achievable or
we have sone concerns here.

And those can be brought forward during
the bid-open period at the tine of the RFP as
anot her set of independent eyes and anal ysis to say
this can or can't work.

And simlarly during the construction
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period, whereas projectco, in this case RTG had
their own advisors or they were doing it using your
own internal services review ng the paynent
mechani sm the appropriateness of the calibration.

In order for the underwiters to be
able to sell the bonds after the fact, they
woul d' ve had to have their own advisors | ook at the
cal i bration because in their disclosures, their --
the CIMs they put out, the confidential information
menorandumto get the financing, they would have
had to tell the institutional investors here's the
deal structure, and we think it's appropriate.

It's on market or it's not, right.

So to go back to your other question
just if | may on the appropriateness of the paynent
mechani sm not just RTG or the other two bids teans
that were looking at it, it was each of their
underwiter teans because once you becone preferred
proponent, now you got to go out and sell those
bounds, you got to nake sure you do enough work
during the open period to satisfy yourself that it
I s financeabl e.

And that is the -- that is one of the
benefits that was thought or that's theorized about

the private financing, independent of what the
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projectco brings.

So in our math, it's $300 m|lion of
private financing, 225 was debt, 75 was equity,
down paynent that was provided by RTG

So that's the benefit of the private
financing, and the idea is notivation because
you've got real financial pain in the event of
t hose nonthly deductions or, nore inportantly, the
failure points.

It's the default events that you're --
that you're primarily anchoring, and that's why you
don't want any caps frankly. O herw se, why woul d
you have it again, right.

KATE MCGRANN:. Mnmhm Ckay. And then
when it cones to the debt swap that the Gty
executes, what was your role in advising on options
avai |l abl e, what to consider, and then ultimtely
what was chosen?

REMO BUCCI: So you're now -- you're

now | ooking at a fairly substantive -- go back to
t he di scussion we had before. It's not three
stations. It's like you' re doubling the system

right. That was not contenplated in the project
agreenent, right.

So now you' ve got a situation, and nuch
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| i ke Stage 1, you' ve got a certain anount of
funding. Sanme dynam cs. No change, right. Bigger
nunbers, sane problens, and agai n recogni zi ng that
every penny of private financing cones out of the
Cty's scope of those funds for which it has to
del i ver existing service stations, right.

So now with respect to the extension,
because the way the project agreenent was set up,

t he DBFM proj ect agreenent, the lenders rightfully
have consent rights because they lent into a
project. What is their profile? It's not their
faul t.

That's what -- those are the bonds they
bought at the tinme of 2013. They didn't buy a
project with an extension on it, right. Like, I
didn't cone. You cane to ne. All right. | bought
the bonds. That's the project. Now you want to
change that? You want ny consent?

Now you got to get to a situation where
you got to think about the conplexity of that.
Well, in order to have -- you don't want to have
two mai ntainers. Wwy? You only have one
mai nt enance facility. You want to only have one
fleet of vehicles so you have a consistent set of

spare parts. Your nechanics are trained. It
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doesn't matter who they are, RTG City, doesn't
matter, right. Like, TTC doesn't run m xed fleets
for that exact reason, right.

So you want to have one nai nt ai ner.
You' re going to have one nai ntenance facility, so
you need to negotiate a variation to extend the
definition of where we started, kilonetres, the
KPl's, KPMs, station availability, all that has to
be recalibrated on the sane platform right, to
deal with the extension so you can do that, but
you' re basically doubling the nonthly paynent.

You' re doubling the nmai ntenance paynent.

And if you think of the Iender's
security, which is in the paynent stream you pay
t he mai ntenance supplier first, then equity I|ast,
they |l ook at that equity underneath them as the
buffer. Mich |ike a house nortgage, it's your down
paynent, right. |It's to make sure if there's a
problem they're only taking a certain anount of
risk, the private |ender.

So if you extend that, you're basically
not doubling the paynent on the top, then they're
going to want to see the equity underneath there.

| f you think about it, |ike,
proportionally, it has to get bigger, right, in
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order to keep themin the sane place. O herw se,

they'll want to be what's call ring-fenced.
So the other concept is, well, you know
what, just ring-fence ne. 1'll take risk for

Stage 1, but that's what | signed up for.

So that's one option you could have
done, right, but now let's think about that from an
I ntegrated service. |f you ring-fence the |enders
and now there is a problemw th a | ost kilonetre,
you have to define what's the root cause? Is it on
Stage 1 or Stage 2, right. Like, that --
adm ni stratively, that's unadm ni stratable, right.
It solves the problem |If the |Ienders would sign
up for that, no problem So deal wth that.

Nunmber two is to deal what we call the
resiliency, that buffer of financing that sits
underneath the lender and to bring them back to the
sane place financially in terns of the math of the
anmount of the principal and interest versus the
ot her paynents that are available to it.

Wel |, how can you deal wth that?

Easi est way is you put nore equity into the
project, but that's going to cost you 11 percent.
That's fairly expensi ve.

You m ght be able to deal wth things
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| i ke reserve accounts. You just say, okay, well,
we'll set up a buffer that the Gty sets up on the
side, synthetic or otherwse. The Cty can use its

credit for that.

But the sane thing. |I'mgoing to --
you know, I'll be the buffer, so if there's a
problem don't worry, you'll get your principal and

i nterest paid for. That could be done.

Canadi an Infrastructure Bank didn't
exist at the time, okay, but the Canadi an
| nfrastructure Bank provides that type of financing
that's subordi nate between the senior |enders and
the equity lenders if you get into project finance
terns.

So there wasn't a source of funding
available to fit in between there other than the
Cty, so the choices basically are you ring-fence
them you put nore equity in to restore the
resiliencies or you set up a set of rules, let's
say, for a reserve account that effectively is the
Cty -- the Gty is putting its bal ance sheet on
the line for that.

The problemto be solved is consent
ri ghts because as part of the negotiation with RTG

you want to give them nai ntenance servi ces because
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the rail -wheel interface, the custoner
experience -- again, renenber that? Like, you
don't want to disrupt that.

Then you've got two, two and a half
billion dollars of work to be done on the
extensions. How nuch do you sole source to thenf
Recogni zi ng that you've got two funding partners --
| shouldn't be using ny hands -- two fundi ng
partners who are looking at it, and they want to
see conpetitive procurenent because that's their
internal policies, right, to cone back to where we
started before.

So you need to nake the case that you
only sol e sourced what you had to, and you went to
public procurenent for the things that you didn't
need to go to the public procurenent wth.

So those were the negotiations that the
City entered into RTGwith, that | was part of the
City's negotiation team June 2016 and 2017.

At a mninum the Cty's position was
you need to expand the maintenance -- so the City's
position was in order to preserve the custoner
experience, that rail-wheel interface, | want one
fleet of vehicles, and | don't want to have a -- |

don't want to have two mai ntai ners, two nai ntenance
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1] facilities. 1'll expand Bel fast.
2 Wll, that's RTG so I'Il give you
3| noney to nmake it bigger. |[I'll also give you noney
4| to buy new trains because |'mgoing to add new
S| kilonmetres, right, sane trains as we have now so we
6| don't have a mxed fleet, and I'mgoing to pay you
7| to help you integrate the system because you need
8| to have sonme oversight into the procurenent of the
91 train and the track and the civil works because

10| you're nmy nmaintainer. You're taking life cycle

111 risk, right, so you need to make sure that even

121 though you didn't build it, that it's to the sane
13 | standard that was in the project agreenent, the

141 idea of no better, no worse.

15 So the Gty would pay RTG for

16 | procurenent services and desi gn support services as
171 a consultant, right.

18 During the MOU, RTG says here's ny

19| mmi nt enance paynent that | need to expand the

20 | service. Here's the cost that we have for RTG for
21| the new buses -- for the new trains, sorry, and

22| here's the cost of expandi ng Bel fast naintenance

23| facility, roughly 500 mllion in capital, right.

24 So the Gty carves that out of the

25

fundi ng program That goes to RTG The rest, the
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11 civil, the stations, the track, the ballast, the
2| catenary is a design, build, finance.
3 And here's -- the tricky part is the
4| train control system right, and there are
5| negotiations that were very circular around all of
6| these because RTGis a civil contract. You can
7| imagi ne they want as nmuch scope as possible, right.
8 The Gty is trying to bal ance that
9 | approach of custoner experience, integrated
10 | mai ntenance services. | got to get funding from --
111 | anticipate when | go to ny funding partners
121 that -- you know, the easiest way to defend the
13| funding is to have as nuch public procurenent as
14| possi bl e.
15 The train control systemare really
16 | tricky. |It's a Thales train control system |It's
17| proprietary. The notoriously -- it's chall enging.
18 1 It was chall engi ng enough that RTG said we don't
191 want to be dealing with the train control system
20 W'l deal with the vehicle supply.
21 And train control, if you talk to
22| people -- well, train -- the interesting thing
23| about train control is it's |like a hundred mllion
24| dollar problemin about a $3 billion project, but
25| it's a material issue if the trains don't run, so
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the risk is like a multiple effect. That's the
I ssue with the train.

So you had this hanging issue of the
train control. So here you've got these noving
parts of the risk profile, no better, no worse.
They have to deal with RTGto determ ne the anount
that you're willing to -- that you're willing to
agree to themto sol e source.

And then you have to turn around when
that's all done and go get |ender consent, right,
and the lenders could say rightfully, you know
what, well, we don't want to do that. And then
what do you do? You go to litigation process,
right.

So if you look at the timng, it was
wor ki ng backwards. The schedul e was sonething |ike
this: 2018 is the nmunicipal election, right, so
you don't want to be -- you want to go -- you know,
the tinelines ended up changi ng, but the original
obj ective was to have closure of Stage 2 in June
2018.

| f you nove backward roughly 12 nonths
and you sort of work backwards and say, well, |
want to get an RFQ out in the spring of 2017 for
the Stage 2 parts, well, if I want to have ny RFQ
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out in 2017, | need to have and | need to

communi cate to the market what RTG s role is
because they're also going to affect who can bid on
the projects. They have a strategi c advant age.

Mar ket soundi ngs were done.

You know, other bidders were saying,
well, if you' re going to allowthemto bid, we have
no interest in bidding on the project because they
have a conpetitive advantage.

So you have to sort -- so the MOU
di scussions started in 2016, and the general
m | estone on the schedul e was a deci sion needed to
be made with respect to RTGs role by the -- at the
| atest the wnter of 2017. O herw se, you're not
goi ng to have RFQ prepared, right.

So discussions with RTG started in the
spring or sumer of 2016, got to the tail end of
2017. The train control system hanging issue.

Who is taking that risk? The City ended up having
to take it, but they -- RTGdidn't want to deal
with it.

The Bel fast thing was solved. The
vehi cl es supply thing from Al stom was sol ved,
et cetera, but the anmount of scope for RTG on the

civil side, you know, they had provided -- | guess
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| could say this.

They had provided indicative pricing to
do, like, the whole thing. | nean, the Cty was
open to it, so give us a price. Maybe draw the
split at the ballast. Like, that was a concept.

You know, soneone el se cones and does
the work that you lay the track and the systens on
top, et cetera, but the Gty is dealing with a
fi xed budget envel ope here agai n.

So, again, if the funding program was
different, like, what you m ght have in the Toronto
area LRTs, this wouldn't have been an issue because
you woul d have been going to the provincial fiscal.

Here you do, and the Gty is | ooking at
It thinking, well, if | now have to pay RTG this
much nore to do that, what's ny choice? | have a
fixed budget, and is it less stations? 1Is it |ess
quality of service?

Li ke, you're going to go to council and
say, well, we can't get what we thought we were
going to get. W're not going to be able to go out
as far to the east and the west because we've got
this contract, and we have to solve this problem
with RTG and the | enders, so you're going to get

| ess service. That's not, frankly, a good sol ution
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11 and not sonething we would recommend -- | woul d
2 | recomrend.
3 So when it all got broken down and
4| you're running out of tinme, then you need to pick
S| options that are not your preferred option,
6| frankly. They're not. They're a choice you need
7| to make, and often in these projects, you' re taking
8| a choice that inits -- on its face, soneone may
9| ook and say, well, why would you ever have done
10| that?
11 Well, what's the next best option?
12| Ring-fencing the lenders? A reserve account? Mre
13| equity to buffer? By the way, we're not even sure
141 we can get that because we still don't have a deal
151 with RTG and we want to go out with an RFQ in
16 | 2017.
17 So the decision was, all right, you
18 | know what, if you do this swap thing, what it does
191 is it keeps the deal in place. You're not taking
20| the private finance, the $300 mllion -- the
21| $225 million of bonds. Think about it that way.
22 There's bonds. There's an anorti zation
23 | paynment schedule. You're not getting rid of it.
24| You're just creatively going to those bondhol ders
25

and say, |'ll give you another set of bonds that's
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direct to ne. You give ne these ones, sane terns
and conditions. |'mjust going to pay you over
here Iike I would a nunicipal debenture.

It's alittle bit nore, 4 percent,
maybe 3. |'m paying maybe 1 percent nore, but it's
worth it to ne because I now have flexibility. The
consent issue no longer exists for Stage 2, but
nost inportantly, Stage 3 because City executive
was very clear to say we need to solve this -- you
need to solve this problem not just for Stage 2,
but we don't want to cone back on Stage 3 either.
We have the |l esson |learned from Stage 1. Let's
make sure this problemis solved forever.

Now, | want to cone back to the options
you asked ne. If you ring-fenced the | enders on
Stage 1, frankly it's the sane concept froma risk
perspective as far as |'m concer ned.

A reserve account, you can argue, well,
t hat woul d have -- you know, nmaybe they're still on
risk a bit. GCkay, maybe, but | don't know about
that. | could say -- | could argue that both ways.

And | think adm nistratively, that
woul d be really tough to admnister. M advice to
the Gty was | don't knowif that really keeps

t hem quote/unquote, on risk. Adding nore equity
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Into the project, again, you' re taking scope away.

And here's the nost inportant thing, is
this structure kept the debt in place so RTG was
still on hook for repaynent to the Cty, right, and
we t hought it was tenporary.

Qur thought process -- or the thought
process of the advisory team the integrated team
with the Gty was by keeping and not -- |ike, you
could do a nmake-whole. You could just w pe that
debt away and pay the lenders off. The project
agreenent allows you to do that.

The thought was, well, why not get the
project up and operational, then you could sell
t hose bonds back in the market. You had the
flexibility to do that because you kept the
structure in place, the secondary narket
transaction. Happens all the tine, right.

And in fact, when the CI B was forned,
the Gty approached the CIB wth a deal to
refinance Stage 1 and Stage 2 by having the CI B
conme in. They were really interested, and the
probl em was the stacking rules. The federal
governnent has rules to say, | wll only fund up to
33 -- 40 percent | think is the nunber, and all

sources of funds, ny funding agreenents, gas tax,
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all the things that add up can't be above this.

The problemwas, for exanple, the C B
couldn't work. So it's not as if there were
other -- now, CIB cane later. |'mjust saying an
exanple of the City being open to try to find a
different way to solve that problem

But at the time of the winter of 2017,
when you're trying to nake a deal with RTG because
you want to get an RFQ out, frankly I -- you know,
- the problemthat the City had is

your public
t hose dates are in the public realm

So froma negotiation perspective,
you're not in a great place, right. Like, they're
going to say, okay, well, wait. WIlIl, you can't
wait. You know there's -- you got those fixed
comm tnents that are made.

So that -- the swap choi ce was nade
primarily to solve the consent issues just to be
clear. And, again, not to get into the litigation
| ssues later on, | just want to point out that,
yes, as advisors we pointed out the credit
agreenent has flexible -- nuch nore flexible terns
wth respect to default than the project agreenent
has, but you have to dispatch default in the

proj ect agreenent first and declare the default
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before the credit agreenent applies.

And, you know, that's -- that's the
I ssue that's in front of the courts in the
summertine that the Gty is noving forward. Just
W t hout getting too nuch into it, the swap was not
done. Yes, that was seen as a benefit potentially
at the tine that it was put in place.

The relationship wwth RTG was very
good. That MOU woul d never have been signed. The
Cty saw them as a good partner.

| can -- that's probably a better place
for the Gty staff, but the point being, it was
just a commercial deal that net the financial
construct. It was never |like, oh, we're going to
have an opportunity to really put the hamrer down
during the construction period because the Gty was
the creditor.

And by the way, | don't think the Cty
has used a single provision in that credit
agreenent yet because the default -- through the
proj ect agreenent has not yet been decl ared.

So just to point out, the problem at
the tinme to be solved was the consent rights for
the extension to neet the timng.

Yes, there were adm ni strative benefits
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that | did and | egal advisors and others had
poi nted out that were obvious by reading the
agreenent. | think Gty staff knew that, so we
didn't see that as a negati ve.

But we al so said, okay, now you're
paying direct. Doesn't affect your budget. You
make the tradeoffs. Do you believe you' re getting
benefits fromthe [ ong-term | ender and the
oversight? Well, the Gty had sone experience
there they saw during construction, right.

So | think what they saw was the
flexibility that this -- not speaking for the Gty,
| should be careful here, but ny interpretation was
the flexibility that they saw, they weren't | osing
any benefits of risk transfer. They were retaining
it.

RTG was still their prine contractor.
They're still on the hook for the repaynent of the
debt, and the problemthat was solved was getting
Stage 2 done at mnimal financial inpact to allow
the scope of the project to be built as it was and
to allow Stage 3. Now the -- Stage 3 doesn't have
to deal with this issue anynore.

KATE MCGRANN:  You nentioned the ClB.

ClB, is that the Construction Infrastructure Bank?
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REMO BUCCI: Canadi an Infrastructure
Bank, which didn't exist until 2018, so there were
sone -- there m ght have been in-confidence
nmeetings, but the advisory team as part of Stage 2
procurenent, it put together a con -- because --
anyways, it was a problemthat the C B could have
sol ved at the tine.

There wasn't -- there wasn't a | ender
that could conme in and be that buffer other than
the Gty or projectco. | suppose you could have
gone to the long-termlenders and got nore noney
fromthem and they m ght have -- you know, what
Is -- soneone may ask the question, what's the cost
of consent?

We did a bunch of analysis. W never
got to the point of actually doing negotiations.
Maybe sonewhere between 50 and $100 mllion
would -- is the best guess.

KATE MCGRANN: And then you al so
nmentioned, | think, a May call. |Is that the
term nation for conveni ence provisions in the
proj ect agreenent that would --

REMO BUCCI: Correct.

KATE MCGRANN: -- allow you to just

effectively buy out the | ender?
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REMO BUCCI : Yeah, you basically pay --
yeah, you pay them principal and interest
out standi ng based on a formula that | ooks at the
di fference between the value of that interest rate
and the Canadian long-termrate as the only
substitute. Like, you go and you get a Bank of
Canada -- a Governnent of Canada bond plus 50 basis
points. You always have to add a hal f percent
I nterest.

KATE MCGRANN: Did you or anyone at
Deloitte remain involved in advising the Gty in
its role as | ender throughout Stage 1 after the

debt swap was acconpli shed?

REMO BUCCI: | was on the Gty's credit
commi ttee.

KATE MCGRANN: Ckay. And did the Gty
as |l ender then -- you' ve been tal king about a

consent issue, and the |enders have to consent.
The City is in a position where its consent is
requi red, where the | ender's consent is required,;
is that right?

REMO BUCCI: It issued consent to do
the -- to proceed with Stage 2, correct.

KATE MCGRANN: Ckay. And were there

any other requests for consent to anything wth
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respect to Stage 1 comng fromRTGto the Cty as

| ender ?

REMO BUCCI: Not that |I'maware of. |
nmean, this is where we're -- it's a bit of a grey
line here, right. Like, |I don't knowif that's a

litigation issue or not to be honest with you.

KATE MCGRANN: Ckay.

REMO BUCCI: So | should probably -- |
shoul d probably retract that. | don't -- it's
probably not a question for ne actually.

What | can say unreservedly is that
the -- that's not a good word. Wat | can say with
a high degree of confidence is the problemto be
solved at the tine of the swap was the consent
| ssue on Stage 2. That was the prinmary reason.

And you asked the question of what are
the options avail able. Those are the options we
| ooked at. In order to give advice to our client,
we woul d say, well, here's the trade-offs you're
maki ng, and they thought this was the best sol ution
given all the options in front of them

KATE MCGRANN:  To your know edge, what
was RTG s reaction to the City choosing to go the
debt swap route?

REMO BUCCI: They weren't happy about
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it.

KATE MCGRANN: Tell nme how you cane to
| earn and what they were unhappy about.

REMO BUCCI: Well, the Gty -- so the
Cty -- there's a lender's direct agreenent. So
you' ve got a project agreenent, you have the Gty
project -- okay, so you got a triangle, right, with
the lenders off to the right side. You got RTG
and the you got the City at the top. Between the
Cty and RTGis the project agreenent.

A schedul e of the project agreenent is
the lender's direct agreenent, but the | ender's
direct agreenent is a three-way agreenent between
the long-term-- between the lenders. In this
case, the short-termlenders are gone. Long-term
| enders in this case.

By the way, the short-term | enders and
| ong-term | enders would have an inter-creditor
agreenent off to the side.

But you got the long-termlenders, so
draw a triangle between the long-termlenders, RTG
and the CGty. That's the three-way agreenent.
Ckay. The Gty is party to that agreenent.
They're effectively the City's |lenders too because

It shows up as debt on their bal ance sheet.
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The paynent stack is to RTGthen to the
| ender, so we get that. So the City has the right
I f they have to, and they don't believe that
consent -- they need to understand what consent is.

And frankly, RTG even was clear during
the MOU negotiations that they didn't feel the
consent was an issue that they could resolve on
their own, and they needed the G ty's help.

So the City reached out to the
| ong-termlenders to see what the potenti al
sol uti ons woul d be.

So | shouldn't say | don't know. |
didn't talk to anybody at RTG directly about this
to understand what their point of view was. The
Cty, when it got to the point where we need to
| ook at nore, let's call it, what are the options
on the table, reached out to say we would like to
nmeet with you to discuss.

There were neetings that were held
between RTG and the City and the I enders during the
MOU process, but the Gty reached out to the
| enders to say -- and | don't think this is a
litigation issue because it happened during the MOU
period -- to say let's tal k about options for

St age 2.
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And that's what RTG reacted to. |
shoul d be nore specific. Gkay. Oher than that, |
can't answer that question.

KATE MCGRANN: Ckay. And just so it's
clear on the record, the MOU process that we're
tal ki ng about here is the negotiations of an MOU to
allow for the Stage 2 and 3 to proceed?

REMO BUCCI: Correct. And just for
clarity on that, what the MU did is | ock down the
mai nt enance services pricing, the pricing for the
vehi cl es, the Bel fast expansi on, the procurenent
and construction support services, and then set the
framework to develop the variations in the project
agreenent, right, because those were done as part
of the Stage 2 procurenent, basically to |l ock them
down so the prices were set so the Gty could then
nove ahead wth the procurenent for the east and
west, get its funding fromthe federal governnent
and the province, and al so nake sure that it's got
affordable project that fits within its budget.

You know, sane issues as Stage 1 but now nuch nore
conpl ex.

KATE MCGRANN: What was -- was | O
I nvol ved in advising on the avail abl e opti ons and

the ultimate decision to do the debt swap?
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REMO BUCCI: At the early -- at the
early stage of the MOU process.
KATE MCGRANN: What led to them not

bei ng i nvol ved t hroughout the entire MOU process?

REMO BUCClI: | don't -- that's
sonething the Gty should answer. | don't know.
It was nmutual, is ny understanding.

KATE MCGRANN:. \When you say it was
mutual, that the Gty and 10 agreed that 10
woul dn't step away fromthe project?

REMO BUCCI :  You know what, | should --
you should refer to the Gty on that one or
I nfrastructure Ontario. | don't know for sure.

KATE MCGRANN: | haven't turned to ny
co-counsel yet because we've been so busy chatting,
but, Ms. MLellan, do you have any foll ow up
guestions on anything we've discussed so far before
| nove on?

LI Z MCLELLAN: | don't at this tine,
Thanks.

KATE MCGRANN:  Junpi ng back in tine for
a second to the RFP, did anybody at any point in
time raise any concerns about the fairness of the
RFP process that was run?

REMO BUCCI :  No.
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KATE MCGRANN:  No?

REMO BUCClI: | wouldn't say that -- |
woul d say that the -- | would say the eval uation
process was a relative nonevent, if you wll, in

the sense that it kind of went very snoothly.

| think the in-market period, you know,

had -- you know, there were chall enges there, but
it'"s light rail. Like, you know, as we've seen
now, you know, it was alnost like a -- like a
precursor of every light rail project -- urban

light rail project you see going forward but not
cont enti ous.

It's nore about -- this is the
advant age of the process, right. Like, what AFP
all ows you to do is wwth these commerci al
I n-confidence neetings, you can have di scussi ons
with the other party, you can talk about things,
and then you take that information away and deci de
whet her or not you want to change either the
proj ect agreenent through an -- or the RFP through
an addendum but it -- this is the value of the
process because it allows you to really tal k about,
you know, sol utions that work.

And because they're in confidence, the

ot her side can bring you sone ideas that m ght be
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to their benefit, but to the benefit of the
project, and then you could take theminto account.

So you take a little bit fromeach of
the three teans, and you end up comng wth a
project that's nmuch better at the back end than the
front end.

You expand the open period, and the
reason why you want to do that is because you've
got this bid-validly issue, which is the nmonent the
financial subm ssions cone in, the clock is ticking
on when those prices expire, and they're 180 days.

And that neans you got to finish the
eval uation, you got to do your negotiations wth
your first nation -- your first -- your first
negoti ati on proponent, you got to get approval from
council on the preferred proponent negoti ations,

t hen you got to get commercial close, you got to
get financial close, and all that's going to happen
within a 180-day w ndow.

So you broaden out that in-nmarket
period to nmake sure that you -- and you nake the
decision, we think we got it, no nore issues, |ock
t he project agreenment down, RFP. There's about a
nmonth or so, no nore changes for themto finalize

their bid. You race through the eval uation
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1] process.
2 So from-- once you got to that point
3| of those, let's call it, val ue engineering,
4| affordability-type CCMs were addressed, fromthen
S on it was a relative nonevent.
6 KATE MCGRANN: Ckay. And the
7| chall enges during the in-market period you
8 | described, | -- based on what you said, it sounds
9] like they're due to the conplexity of the project
10| and things |ike that.
11 It's -- there's no concerns raised to
121 your know edge, for exanple, that sonebody received
13| information that the other bidders did not. No
14| fairness concerns raised about --
15 REMO BUCCI :  No.
16 KATE MCGRANN: -- how it was conducted?
17 REMO BUCCI: No, no. Tunnelling was --
18| the tunnelling and the affordability cap were
191 the -- were the -- were the major issues.
20 KATE MCGRANN: Ckay. In your view, was
21| the in-market period |ong enough to address the
22 | chal | enges --
23 REMO BUCCI :  Yeabh.
24 KATE MCGRANN: -- that arose
25

t hr oughout ?
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REMO BUCCI : Yeah, because you j ust
keep extending it. That's the value of it. And |
think the City also -- the other variable the Gty
has, it's a stipend, the design and bid fee it
pays, which frankly is -- they get trenendous val ue
for, right, because you' re actually buying the
ot her two designs when you do that.

So | think the Gty increased the
stipend over that -- it doesn't recover all the --
the bids are substantial to bid against. You can
appreciate, right, but it just at |east respects
the efforts that are being made.

And particularly, like, third party

| egal, |ike, out-of-pocket expenses, it helps
defray sone of those costs, so it -- you -- and |
t hi nk what the proponents want to see is, |ike,

don't just cycle through these. Don't waste ny
time, right.

Like, if I"'mcomng to these neetings
and |'mgiving you input, and you're conm ng back
and you're nmaki ng substant -- you're maki ng changes
and you're hearing nme, good. GCkay. |If you're not,
you're wasting ny tine. |'mjust going to go
sonewhere else. |I'mnot in to bid on a stipend. |

want to get a -- and if sonebody wns, they'll tell
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you that's okay, right. Like, you know, we bid
these projects. W lose themall the tine. W
just want certainty on the process and don't waste
our tine,

And | think that fromthat perspective,
It was a very good process. And | never heard
runbl i ngs that people had issues with any of that
part of it. It was -- it was nore just about, you
know, the chall enges of the project.

KATE MCGRANN: | do want to understand
the affordability and the geotech transfer
chal | enges. Does speaki ng about one in advance of
the other nmake -- |ike, which nakes sense to talk
about first?

REMO BUCCI : Let's tal k about the
affordability cap. |It's probably an easier one to
di spat ch.

KATE MCGRANN: Yeah, sure. So just
explain to ne, what was the chall enge?

REMO BUCCI: So the challenge -- so the
affordability cap was basically how nuch is the

capital of the project going to cost. Ckay.

So the first lever was to say -- so
typically you could say, well, like, would -- what
| nfrastructure Ontario would do is say, well, we're
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going to have 25 percent or 50 percent of it
| ong-term finance because you don't actually know
what the price is, right.

So -- but in this case, you know, as an
exanpl e of what makes things different in a
muni ci pal project is the Cty had a fixed funding,
so we didn't want -- sorry, the finance didn't want
to have a variable on the anmount of private
financi ng once you deci ded how nmuch fit that bucket
of affordability, so it becane a nom nal nunber.

No nore than $400 mllion in private financing.

| n our shadow bid, we did an assessnent
of what we thought the costs of that were based on
t he anount of debt and equity and the costs of it,
and we got that pretty nmuch right.

So that was built into the shadow bid
and then replaced by the final bid, but | think we
were really confident on that because we had good
information, |ots of market soundi ngs.

Plus Infrastructure Ontario had al so
engaged Bank of Montreal as our capital markets
advi sor, so we were pretty confident about the nath
on the 400 mllion.

And then we tal ked about that being the

ri ght anount of nunber, the appropriate nunber to
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anchor the life cycle risk transfer, right. Can
you still hear nme? Hello?

KATE MCGRANN: | sure can, yeah.

REMO BUCCI: Ckay. Sorry. So then
that deals with the 400 mllion. Then it's a
matter of sayi ng now how nmuch of the capital -- the
construction period paynments do you add up.

So the affordability cap was, in sinple
ternms, no nore than $400 mllion in long-term
financi ng, becane 300 mllion, and the anmount of
private financing during construction -- the anount
of -- the total anobunt of construction period
paynments had to be | ess than X

And on the operations and mai nt enance
side or the maintenance side, if you wll, there
was no cap nostly because the Cty was -- had
enough flexibility in its funding program and we
didn't see as nmuch variability there frankly
because there were no issues conming forward during
the in-market period that raised a concern on the
mai nt enance pri ci ng.

KATE MOGRANN:  Okay.

REMO BUCCI : It was all on the -- now,
let's go to the -- let's go to the tunnelling
because of the -- of the issues -- of the civil
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| ssues that arose on the project.

You know, the vehicle supply was nore
or | ess dispatched during the RFQ because the RFQ
said -- and I don't want to -- | don't want to
skirt over that, if | may, just -- just to
backtrack for a bit because the RFQ said you don't
have to pick a vehicle supplier as part of
pre-qualification, only pre-qualify your ability to
procure vehicles. It was follow ng the CENELEC
concept. Ckay.

Al'l ow t he proponents to pick a vehicle.
The Gty did sone work to nmake sure that there was
enough suppliers out there. You would see that the
RFQ was initially for shortlisted. It went down to
three to neet wwth what the Cty believed based
on -- and sone other markets who have done supply
of vehicl es.

You know, there were still challenges
with | ocal content and the weather conditions, but
that was all known at the RFQ Didn't becone an
RFP i ssue.

The maj or issue, then, was the
definition of the affordability cap, the math of
It, and then what was driving the cost was the

tunnelling risk allocation.
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So where we started at before was --
you know, if you go back to AFP at that tinme -- and
ot her than W ndsor-Essex Parkway which had a cut,
didn't have a tunnel. It had this kind of section
t hat went underground. So we're tal king about
boring, not digging and then putting a cap on top,
right.

So when you're boring and you're -- and
you're not certain and you're boring 2 kilonetres
of a tunnel and you're not certain of the
conditions you're going to hit, whether it's clay
or rock or conbinations thereof, it affects the
type of boring machi ne you need to pick because
you're m ni ng basically.

So those issues were -- so on a -- on a
vertical project, when you're building up, social
I nfrastructure, you've got a limted space. You
can drill as many borehol es as you want, and you
get to a point where you can't have that many
changes between the borehol es, right.

So this idea of inferred or readily
inferable is the standard. | give you all the
borehol es that you want, that you asked for because
you can ask for -- | did sone -- you ask for nore

during the bid-open period. You have all the
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I nf or mati on.

Yes, there's sone assurance, reliance
that the geotechnical suppliers in terns of the --
In ternms of any accuracy of the lab results of that
borehol e, but generally speaking, in between the
borehol es is your problem

And on the social side, that works
really well because you've got |imted space. Now
you' re tal king about a nultiple-kilonetre system
t hrough an urban environnent, right, on top of all
of that.

So, you know, the issue of the
geotechnical -- howto deal with the geotechni cal
risk allocation was critical, and it wasn't
unprecedented. There is a Port of Mam Tunnel
project that had been done prior to Confederation
Li ne which had used a gating structure that was
simlar to what was done in Otawa.

But to cut -- to nmake a short story
long -- a long story short is that the sol ution,
much like the mlestones that was arrived to was to
do a detail ed geotechnical baseline report, the
Gty did as much geotechnical surveys as they
could. Additional surveys were done at the

proponents' -- at the three bidders' requests.
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And then in order to find the right
bal ance of risk allocation, there was basically a
gati ng approach again that wasn't -- it was
tailored to this project but not unprecedented that
basically said, |ook, for these unknown risks and
referabl es, the geotechnical assessnent that was
done by the Gty, valued that | think at

$90 mllion, so that was the risk that was up in

the air.

The Gty said, If you're wlling to
take that risk -- the other way around, right. |If
you take that risk -- if you don't take that ri sk,
"1l add 30 mllion -- $90 mlIlion to your price

because it's ny risk, right, just so you know what
It is. That's disclosed in the RFP. And if you
don't, | won't add it to your price.

And in between, there's another option
where we could share -- there's kind of a
deducti bl e sort of concept to it, and so there was
a way to financially put value on it and then allow
t he proponents to select the one that was nost
suitable to them and that's how that problem was
sol ved.

And | thought it got to a good solution
at the tine frankly, and the other thing that it
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brought was, you know, the additional insurance
that cones along with P3s. As the Cty saw the
tunnel collapse, it actually worked to the -- it
actually worked out well in the end.

KATE MCGRANN:  The Port of M am
precedent project, did it also -- was one of the

gating options a conplete transfer of the risk?

REMO BUCCI: | think so, yeah. There
was -- there was three there. | thought sonmewhere
we had -- we had presented a summary of that. |'m

doi ng that by nenory.

So a lot of tinmes what you see with
these P -- with these -- I'll call them P3, these
P3 projects is it's not projects that haven't
occurred el sewhere. So the first thing you do is
you go, hey, did anybody else deal with this
sonewhere el se, right.

Now, this was a tailored solution, but
| just say conceptually the issue of comng up wth
bands of risk and putting it to the market to
deci de wasn't -- wasn't -- in nmy opinion, wasn't --
wasn't new, but the solution that the City cane up
wth was specific to the project itself, including
how shal | ow the tunnel needed to be, et cetera.

KATE MCGRANN: Yeah, | was going to ask

neesonsreporting.com
416.413.7755



OLRTPI Witness Interview with Deloitte- R. Bucci
Remo Bucci on 5/17/2022 132

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

you. |If you could just -- high level for ne, what
was tailored about it? Like, what was specific to
the --

REMO BUCCI: The quantum  The quantum

The quantum the 90 -- | think it was 90 -- |
should -- the quantum of the 90th percentile of
t hose unknown risks, right, and that was -- that

was what the geotechnical engineers on the Cty's
side cane up with when -- you know, based on the
nunber of boreholes they had drilled, the
uncertainty between the ones that they couldn't
drill, what they saw in the soil sanples, that was
very -- that was arnls-length technical assessnent.
It was quantified, right, as best as you coul d.

KATE MCGRANN:. Ckay. And it nakes
sense to nme that that cal cul ati on would have to be
specific to what's known about the tunnel.

Anything -- any other ways in which the
approach taken here differed fromthe Port of M am
precedent that you | ooked to?

REMO BUCCI : Conceptually, the -- |
would just -- | would say the analogy is the gating
process, right, because -- because when you're
advi sing your client, you're trying to get the best

solution for them right, either cost or risk, and
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the best way to do it is use conpetitive tension to
your benefit, right, and if you don't know, |let the
mar ket decide. That's always the best approach to
t ake.

KATE MCGRANN: Ckay. And then just
trying to understand how anal ogous the Port of
M am project was, was the tunnel there of a
simlar nature in terns of size, challenges with
being in an urban environnment, things |ike that?

REMO BUCCI: That was in Mam . |
don't renenber nothing about it to be honest with
you.

KATE MCGRANN: Ckay. You nentioned a
shadow bid. Wat's that?

REMO BUCCI: Onh, that's just our
est. cost. That's a cost estimate on the Gty's
si de, construction, maintenance costs, and then
what Deloitte did was we then put it in the
construct of the paynents in the project agreenent.

W mimc those mlestone paynents. W
m mc the paynents during the mai ntenance peri od,
and that becones a paynent schedul e.

12 m | estones, substantial conpletion,
and every nonth -- or every year -- let's sinplify

iIt. Every year, and that's a shadow. W create
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that. That gets fed into the Cty's affordability
nodel and then we basically in the RFP described a
schedul e that m m cked exactly what we were
nodel | i ng.

You think of the output schedul e of
t hose paynents. The RFP had a schedul e that was
Identical to that. So what the City would do then
Is -- when the final bid cane in, you could take
that schedule fromtheir financial nodel, take the
one away that Deloitte had done, and you plug that
one in. |It's configured in the sane way, and you
can run the real nunbers to nmake sure it's still
af f or dabl e.

KATE MCGRANN: I n terms of the |essons
| earned report, Boxfish worked with Deloitte on
that report; is that right?

REMO BUCCI : Yes. Yeah, we did that
t oget her.

KATE MCGRANN:  Sorry, go ahead.

REMO BUCCl : Yeah, we did it together.

KATE MCGRANN:  How did you divide the
wor k as between you? D d Boxfish focus on --

REMO BUCCI: 50-50. It was -- honestly
It was nore of an investnent. W just thought as

a -- so we had to do a bunch of interview -- we
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identified -- the Gty identified people to talk
to, and, you know, it was pretty straightforward.
Just do a whol e bunch of interviews, take the data
In, take the notes, and then filter it up and wite
t he docunent. So we just split it 50-50.

KATE MCGRANN: One of the
recommendat i ons com ng out of |essons | earned
report was the use of an owner's engi neer. WAs
t hat recommendation different than what the Cty
did with Capital Transit Partners on Stage 1?

REMO BUCCI: No. | think what the --
what the report was getting to was maybe just a
little bit nore focused. So, |ike, what the owner
engi neers. \What the engineers sonetines -- the
engi neers have to do is cone up with a reference
concept design to nmake sure you've got the |and
that's needed, confirmthe output specifications,
constructability, and the cost.

The question becones how nuch work does
that entail and how nuch degrees of freedom do you
restrict when you then wite the output
specification? 1In other words, is the output
specification a reflection of the reference concept
desi gn because that's what you're confortable wth,

or is it truly open to allow flexible design and
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construction solutions to cone forward?

That's a delicate balance. | -- as an
engi neer and a conmercial advisor, | don't
underestimate that problem I'll just say that

sonetinmes the output specification is just a
reflection of the reference concept design.

And the point was try to be nore --
|i ke, use a reference concept design for what it is
but make the output specifications nore
out put - based and not just a pure reflection unless
it has to be.

Li ke, for exanple, if you get to a
certain stage in configuration and the degrees of
freedomare zero, it has to be like this, fine, but
I n those other areas where you have degrees of
freedomon where to put a swtch, et cetera -- |'m
trying to sinplify things -- then you should | eave
t hat open because you're buying a train service
pl an, right.

You're buying kilonetres. You're
actual |y not buying steel concrete vehicles.

You're actually being neasured. The actual what
you're buying -- like, the stick -- the anal ogy of
the sticker price on your vehicle is service |evel,

train service plans.
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KATE MCGRANN: Were there any
particul ar aspects of the project-specific output
specifications from Stage 1 that in your view were
too prescriptive, too specific, too close to the --

REMO BUCCI: No, | think -- | think the
| dea was nore just, | ook, you can always inprove on
things. Go back and -- | nean, the general

consensus was can you nmake it nore flexible.

That was -- | wouldn't say that that
was a major thing, but | -- that's -- | would say
that on any project actually. | would tell any

advi sor going in. Like, be careful here. Like,
don't get -- don't get caught into a particular --
If you're going to do a solution that | ooks at
desi gn construction, operations, and nai ntenance,
be very careful that if you' re going to use that
process, then you need to buy in to the
out put - based approach. You can't kind of go half
ways.

KATE MCGRANN: There's al so nention of
a need to develop a project definition report.

REMO BUCCI :  Yeabh.

KATE MCGRANN: Was that done on
Stage 17

REMO BUCCI: No. This is trying to get
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back to the chall enge of how you conmunicate to --

so council -- what is council concerned about,
right. The local constituents -- nost of the tine
It's the station, the plat -- like, the -- how the

station fits into the |ocal community.

And then you have this tension of
during the open period, you're still going out
consulting wth the public, and you may need to
make changes to your technical ask based on that
f eedback. That's another delicate bal ance.

| f you can try to define that upfront
as best as you can, then that could alleviate sone
of the issues you have to deal wth when you go out
to procurenent.

KATE MCGRANN: Ckay. And was there
a project -- sorry, | just didn't catch it. WAs
there a project definition report done for Stage 17

REMO BUCCI: | don't -- | think the
cl osest thing was -- | think what we were trying to

get is don't use the environnental assessnent

report for that. That's -- it kind of does it, but
it's actually neant -- that's to define the

undertaking. It's not principally to get at -- it
ki nd of does because you still have to comuni cate

with all the parties, but the thought was be a
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little bit nore focused, bring the comunity in,
t he deci si on- makers.

That was ny interpretation. |[If you
could do that -- and nmaybe it can hel p you set
expectations wth, for exanple, the |ocal
councillors in their ward when they're dealing with
t hose station requirenents.

KATE MCGRANN:  Com ng back to the
proj ect agreenent for a second, the trial running
requi renments, did you have any invol venent in the
drafting of those in the project agreenent?

REMO BUCCI :  No.

KATE MCGRANN: And to your know edge,
who was in charge or who was working on that aspect
of 1t?

REMO BUCCI: It would have been Capital
Transit -- it would be probably -- well, Keith

MacKenzi e or Charles, either would be the --

whet her they did directly, | -- it would be a --
t hose would be the -- that's where | would start to
ask them

It's probably a -- it just wouldn't be
one person. It would be nmulti. You got systens

| ssues, you got station issues, vehicle issues.

It's a conmbi nati on thereof and bet wen AECOM and
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11 STV, and they were -- along with Mrrison
2| Hershfield and Jacobs Associ ates, not Jacobs
3 | Engi neering, but the nmain sort of subject matter
4| experts, if you wll, were AECOM and STV peopl e.
S KATE MCGRANN: Ckay. Were you invol ved
6| in any discussions about whether a vetting-in or a
7| burning-in period should be included in the project
8 | agreenent?
9 REMO BUCClI: | don't -- | don't
10 | renenber if that cane up actually. John
11| Trai anopoul os m ght renenber that from
12| Infrastructure Ontario. | don't renenber if that
13 | ever cane up.
14 Again, Kate, that's sonething -- I|ike,
15| on the paynent nechanismside, that's really easy
16 | to put in. Like, if that was a big strategic
171 issue, | would have just said, hey, if that's
18 | getting in the way of a deal -- like, it's been
19 | done on ot her projects.
20 | don't -- | just don't -- like, if
211 jt's not in the top of ny mnd, then we didn't
22| dwell on it. W didn't put an anal ysis together.
23| W didn't give the City advice on that, not that I
24 | renmenber.
25 KATE MCGRANN:  And was Deloitte at all
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in advising the Gty -- did Deloitte provide the
City with any advice on the approach it shoul d take
to oversight of the construction of the project, so
t he governance nodel, project nmanagenent agreenent,
anything |like that?

REMO BUCCI: Only -- and, again, this
Is just the declaration of litigation issue. Only
once the City got to the point of realizing that
t he project was del ayed, we got reengaged on

Stage 1 to help informthe strategy to deal wth,

If you wll, the construction clains, and then that
nor phed into the -- to mai ntenance issues.

So l'"'mgoing to -- that's all | want --
that's all | can say at this point in tine on that.

| ' mjust concerned about the litigation. But up
until then -- so that would have been 2017i sh.
Bet ween 2013 and 2017, not hing.

KATE MCGRANN: Ckay. And heading into
it, sort of at the tine of financial close, were
you havi ng any discussions with themabout this is
t he kind of governance nodel you would want. These
are the project managenent plans, anything |ike
t hat ?

REMO BUCCI: No. No. W were

basi cally done, you know, at financial close.

neesonsreporting.com
416.413.7755



OLRTPI Witness Interview with Deloitte- R. Bucci
Remo Bucci on 5/17/2022 142

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

O her than the -- other than that |essons | earned
and then getting engaged on Stage 2, nothing on
Stage 1 until, like, 2017i sh.

KATE MCGRANN:  Any invol venent in
assessing the substantial conpletion subm ssions
fromRTG either the first time or the second tine?

REMO BUCCI: So during the

conmi ssi oni ng period when a coll eague -- so the
Cty was -- during the trial running -- | think it
was around August, July, August. | think

conmi ssioning was in Septenber.

They just needed sone additi onal
support, because during the trial running, you're
doi ng these nock daily neetings wwth RTG RTM
| ooking at the data that's comng in off of the
systens and trying to mmc howit works wthin the
proj ect agreenent.

And they needed help with that. They
j ust needed additional support, not strategic. So
one of ny coll eagues was involved literally for a
nonth there, but it was nechanical. Like, for
exanpl e, no advice on what to do with it.

And then we had a team -- during that
period of tinme, the City was concerned -- and,

again, this gets into the litigation side -- of the
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suitability of the systens that RTE RTM was putting
in place to nonitor things |ike work orders and a
conpliance with the -- particularly the service

st andar ds.

Li ke, | tal ked about the rectification
times and things like that. Like, practically
there's an issue, you issue a work order, you cl ose
It, you neasure it. |s there a deduction or not?

So we had an IT teamcone in and just
during that period of tine do an assessnent of --
an i ndependent assessnent of the systens conpared
to what was asked for in the project agreenent.

But not hing around -- and we had a very
detail ed report we issued there, but nothing around
shoul d the system be conmm ssioned, was it
nmeeting -- you know, that was a decision that was
made by others primarily. | suspect the
| ndependent certifier but not Deloitte.

But those are the two -- that's the
| evel of involvenent that we had during the trial
runni ng peri od.

KATE MCGRANN: Ckay. And when you say
t he nmechani cal support, just can you -- at a high
| evel, what did that ook [ike? Wat's involved in

t hat wor k?

neesonsreporting.com
416.413.7755



OLRTPI Witness Interview with Deloitte- R. Bucci
Remo Bucci on 5/17/2022 144

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

REMO BUCCI : So think about every day
the City gets a report on kilonetres delivered and
I f there were events because you're -- you're

m m cking, oh, train had a problem The drivers

showed up that day -- let's go back to our

anal ogy -- and the light was broken. Just silly
exanple, right. Then you would -- that would be

| ogged, and you woul d agree, okay, how that -- you

know, how woul d that apply.

So this -- so at the sane tinme | shoul d
say, we had a team-- | think you' ve interviewed
sone of them-- that was helping the Gty get
operationally ready for inplenentation of the
paynment nechanism the nechanics of it, how you do
the math, how you interpret the adm nistration of
It, right, so we were hel ping thembring that team
up to speed.

So one additional person -- because
effectively they were short-staffed. There was
just -- there was too nuch work to do, and they
needed help. That's what | nean by nechani cal .

It wasn't a matter of, hey, Deloittes,
we need you to cone in and tell us by the
I nterpretation of this data whether or not we

shoul d be agreeing to -- to the extent that the
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City agrees it's the independent certifier raising
any issues wth respect to trial running results.
That was not our role.

KATE MCGRANN:. Ckay. So this is nore
|i ke a running reports --

REMO BUCCI : Like, it's alnost -- |
would call it a staff augnentation, right. So the
I ndi viduals there, | was just |ike, Wat are you
doi ng? kay, everything is good.

It's not com ng back to ne to nake a
recommendation or Deloittes to nmake a
recommendati on. That never happened, but we did do
a report on the systens.

KATE MCGRANN: And the systens, would
that be the integrated nmanagenent infrastructure --

REMO BUCCI: That's part of it, yeah.
There's a title to it. | forget the nane of it,
but it was Septenber, Cctober of 2018. It was,
|i ke, a seven or eighty [sic] page PowerPoint, and
that was provided to RTG as wel | .

KATE MCGRANN: Ckay. And did you say
it was in the fall of 2018 that that --

REMO BUCCI : Yeah, the work was --
yeah, it was -- you know, it was based on the

observations during the trial running period. Then
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they had to wite it, get the CGty's input, and
then by the tinme that was all done, | think it was
Cct ober.

KATE MCGRANN:  Trial running is done in
2019, so is it possible it's a 2019 report?

REMO BUCCI: Sorry. Yes.

KATE MCGRANN: No, don't be sorry. |
just want to make sure that |'mfoll ow ng.

REMO BUCCI: Yeah, | get ny years m xed
up there. Sorry about that.

KATE MCGRANN:  Any invol venent in the
negotiation of the term sheet --

REMO BUCCI :  No.

KATE MCGRANN: -- that was negoti ated
at the end of August of 20197 No.

To the extent that you can answer this,
the gated affordability cap approach that was taken
here, do you think that -- is there still market
appetite to respond to an approach |like that today?

REMO BUCCI :  You know what's

interesting is that Canada Line had cut and cover

and bored. It was on tine, on budget. It was the
only LRT at the tinme. | think right now with the

anmount of projects -- |like, we have a huge capacity
Issue. |It's a good thing. Lots of projects being
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done.

The reason |'mraising all this is
because right now, if you're going out with an --
If I was going out -- if I was advising on a
project |like Stage 1 today, the recommendati on on
del i very nodel would be conpletely different
because market conditions are different, and
they're different primarily because of experiences
on every LRT, Purple Line in Maryland, you know,
where they had to replace the DB contractor.

"1l park Montreal for a nonent because
| don't know enough or understand about that
structure, but Ontario all the way out to Al berta.

And whatever the cause is, people can
tell you different things, supply chain, et cetera,
exacerbated by COvVID, but if you put out a deal
that kind of did a turnkey, |I'mgoing to, you know,
hold you to the substantial conpletion date with
this paynent, and you're going to take all that
coordi nation risk, you wouldn't have any bi dders,
right, so that's this shift towards nore
col | aborati ve.

KATE MCGRANN:  You had nentioned early
I n our conversation of the inpact of the election

schedul e on the project, and then |I' mwondering if
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there was anything else in terns of inpact of the
el ection schedule on the project other than what
we' ve al ready di scussed.

REMO BUCCI: Can | just recharacterize
that a bit? Any tinme we lay out a schedule, we

wor k backwards from what are the decisions that

need to be nmade, the appropriations -- sorry if you
hear barking again in the background -- that need
to be made that you don't -- the project team

doesn't have control over, right.

So those are typically defined as --
and | would say -- I'mjust thinking quickly. Most
muni cipalities we -- P3s we've done are the sane
way. You go out with the RFQ decision, you update
at the tine that you shortlist it, but the next
maj or decision is here's the preferred -- a
recommendation for a preferred proponent. |If you
agree on this, we're going to nove to financi al
cl ose.

You mark those two checkpoints in, and
then you build your tinelines of your bid-validity
period, your bid-open period, and you build around
It. And then you |ook at it, and you go, Is that
council in a place where they can nake that

deci sion, right.
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1 So | just want to be clear. | should
2| have described that better to you. And typically
3| municipal -- in municipal politics, when you
4| approach -- and provincial would be the -- could be
5| the sane way.
6 Li ke, Infrastructure Ontario would get
7| authority. They'd work around that because they
8 | woul d have approval prior to going into the -- to
91 the wit period, but you just need to be cogni zant
10 | of when you're bl acking out or you're in that
11| | aned-up (ph) period, don't assune that you're
121 going to get a decision nmade, so build your
13 | schedul e around it.
14 It's not because of political issues.
151 It's just the reality of whether or not -- with the
16 | cycle that you're in, can you get an -- is it
17| practical to go and get a decision, and typically
18 | we don't |ook past June if it's a nunici pal
19 | election here on -- in any province.
20 KATE MCGRANN:  And then during revenue
21| service, after the launch of the system if you
22 | could just describe to ne what Deloittes' role with
23 | respect to Stage 1 has been.
24 REMO BUCCI: So this is, again,
25

skirting into the litigation issue, so the
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1l interpretation -- so the support of -- let's just
2| back up. So I'll call it generally.
3 We are not expert witnesses in any way.
4| W can't be because we're an advisor to the City.
5| We're not independent. But we've helped the Gty
6| quantify the potential construction issues that are
7| known to both parties and help them assess the
8| financial and commercial risk of each to inform
91 their approach with respect to nmitigating those
10 | issues, dispute resolution or sone comerci al
11} arrangenent thereof. Ckay.
12 And then during the operating period --
131 1'lIl separate the role that ny other coll eagues Sam
141 and Bing Bing did, which was help -- like, "Il
151 call it nechanically. You take the data. You
16 | wite the quarterly performance reports. There's
171 no interpretation of that.
18 My job, for exanple, simlar to the
19| construction was then to | ook at those reports and
20 to help the Gty assess, particularly as January,
21| February, and March 2020 canme on, and the
22 | declaration -- or the City's declaration of default
23| which -- and, again, | just want to be careful here
24 | because nore of a litigation issue is, you know,
25

what's the reality of that. | nean, if | can just
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1] describe it as sinply -- | don't want to get too
2| much nore into it because it does affect the -- you
3| know, the ongoing litigation that's there.
4 So | would say the nore -- you apply a
S| practical or a comercial lens to what those --
6| what the availability, service and quality
7| performance data the Gty had available to it from
8 | RTM syst ens.
9 KATE MCGRANN: Ckay. So other than the
10 | nmore nechani cal work of producing the quarterly
11| performance reports, the litigation support work
121 that you were doing that you' ve described, any
13 | other involvenent in the day-to-day --
14 REMO BUCCI: No, that's it.
15 KATE MCGRANN: -- operations of the
16 | systen?
17 REMO BUCCI: But | have been in front
18 | of council in conmercial in-confidence neeting
191 giving -- as part of the |egal advice, giving
20 | advice related to, you know, what that -- why that
21| default may be appropriate, let's put it that way,
22 | based on the terns of the project agreenent.
23 KATE MCGRANN:  You nentioned in terns
24| of what the market is willing to bear on projects
25| like this now for a variety of factors. | think
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you described it as nore of a -- well, | don't want
to put words in your nouth.

| think you described it as nore
col | aborative or nore shared, but could you just,
to the extent you can, characterize what the
approach | ooks like for projects like this today?

REMO BUCCI: Ckay. | try and stay away
from acronyns because they nean different things,
DBFM et cetera, P3s. Al right, so -- and let's
use Stage 1.

You descri be the construction period
paynent regine, mlestone paynents, the anount of
| ong-termprivate financing. You put that over --
and the conditions of acceptance. You put that
over. You define it in the project agreenent.

Projectco bids that. They have
coordination conpletion risk. Uilities were
carved out. They were in a cash allowance. The
specified utilities.

Ckay. So other than that, you -- that
date that they pick -- | forget. The revenue
service date was July 2018. That's why | got 2018
in my head. That's -- that was RTG s date. That
was their assessnent of all the things that they

had control over.
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Their schedule, they could have nade
that as long, as short as they wanted to, right.
They picked that date, and the substanti al
conpl eti on paynent and all of the issues of m ssing
that was on their shoul ders.

Col | aboration in ny view-- and I"'1]
get the governance of alliance, progressive
design-build, all that, throw that out -- is to say
you now have a target schedule and a target budget
with an incentive nmechanismto neet or not neet,
okay, and therefore, you work together with the
ot her party to solve those problens, right.

In an alliance, you don't have a
subcontractor-contractor relationship. You're all
together, right. |In a progressive design-build,
you m ght be doing sone devel opnment work up front
to confirmthat target -- the price and target
schedul e, but eventually you lock it down into a

subcontract.

But it's a -- it's an incentive regine
to neet a schedule, not a -- I'"'mgoing to cone down
and hit you hard because -- wth a substanti al

conpl eti on paynent because it's all your problem
That's ny interpretation of the

differences, and it's about dealing wth, you know,

neesonsreporting.com
416.413.7755



OLRTPI Witness Interview with Deloitte- R. Bucci

Remo Bucci on 5/17/2022 154
11 the engineering procurenent construction. It's --
2| everyone forgets about the procure -- the thousands
3| of procurenents you need to do, the contractor
4| needs to do, and how they deal with those interface
5| issues and how they coordinate all those activities
61 to neet a schedule. That's done sort of
7| differently in the sense of it's not fixed or
8 | turnkey anynore.

9 KATE MCGRANN: Ckay. And the incentive
10| regine is different -- it's high level. Are there

11} benefits --

12 REMO BUCClI: It's negotiated. |It's
13| basically they put their overhead or profit margin
141 at risk, some portion thereof. So, |ike, basically
15| the idea is you'll get your base costs recovered.

16 | The anount of noney you nake depends on whet her or
171 not you hit our budget that we agreed to and the
18 | schedul e we agreed to.

19 So therefore, you don't really get

20 | construction clains, do you, right, because you're
21 | maki ng those decisions to collaborate. An
22| alliance, it is -- basically it should be
23| claimfree because there is no contract or
24 | subcontract relationship. You're effectively
25

one -- ina--1ina-- in a progressive
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design-build, you still end up having a
desi gn-bui | d agreenent, but because you've gone
t hrough a devel opnent phase upfront and you're
dealing with a target price and target schedul e
that both parties sign off on, the |ikelihood of
there being issues are significantly mtigated.

KATE MCGRANN:. Ms. McLel | an, any
foll owup questions based on what we've di scussed
or otherw se?

LI Z MCLELLAN: | don't have any, no.
Thanks.

KATE MCGRANN: (Ckay. Couple final
guestions: The Conm ssion has been tasked wth
| ooking at the commercial and technical
ci rcunstances that led to the breakdowns and
derail nents that took place on Stage 1.

Are there any topics or areas that we
haven't discussed this norning that you think the

Comm ssi on should be |ooking at as part of its

wor k?

REMO BUCCI: Yeah, | think if you | ook
at -- like, again, I'll tripintoit alittle bit,
but I'll sort of stay high |evel.

| f you |l ook at the issues that occurred

post - substantial conpletion or revenue service
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primarily in January going forward, they're all
tied to the quality of the vehicle. They're
manuf act uri ng i ssues.

And | think if you | ook at Canada Line
and you say, well, did Canada Line have those
| ssues? No. Wiere did their vehicles cone fronf
They were assenbled in Korea on an established
assenbly |ine.

Because of | ocal content requirenents
for this project, in order to neet them they had
to be assenbled in the maintenance facility in
atawa.

To the extent that -- you know, this is
Alstom right. This is not sonebody who doesn't
build trains, and I don't -- I'mnot a technical
person. | don't know for -- but I"mjust -- the
guestion that needs to be asked is is the
assenbly -- the requirenment to have those vehicles
assenbl ed or | ocal content requirenent which
necessitated the assenbly in the mai ntenance
facility, did it contribute to the manufacturing
| ssues, as conpared to Canada Line where they did
because it was a known -- they picked a vehicle
that was already in assenbly.

They didn't get the first vehicle or
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the first 15 -- the first 30 vehicles com ng off
that assenbly line, and it certainly wasn't an
assenbly line that was tenporarily built in their
mai nt enance gar age.

And | think the question needs to be
asked, is that what contributed to the
manuf acturing i ssues? Because these vehicles were
new, and the problens that occurred weren't a
preventative mai ntenance i ssue. They weren't in
that 10- to 12-year life cycle that we're tal king
about, the noving parts where you had to take
things off and to replace them where you could then
point, well, that's a maintenance problem

Maybe they are mai ntenance, but to the
extent that they're manufacturing issues and it was
contributed to the fact that there were not -- it
wasn't an assenbly in Canada at the tinme, and this
wasn't the only project where that was encount er ed.
| mean, Waterl oo cane to the sane issues in a
different way with respect to the vehicles that
t hey purchased.

So | think that's sonething that |
woul d say is sonething that should be | ooked at.

KATE MCGRANN: Ckay. And when you say

| ook at January going forward, that's January of
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2020 and the first January after revenue service?

REMO BUCCI: Correct. Yeah. And I
woul d just characterize -- ny opinion is the issues
that occurred prior to then were the bunpy issues
that you would have -- they weren't like |I'mtaking
vehicles off-1ine anynore because |'ve got a
problem right. Like, that started in January.

KATE MCGRANN: Ckay. So before that
was kind of like the -- this is a whole new system
There's going to be --

REMO BUCCI: And in Cctober, the buses
got -- you know, this was -- thisis a -- this is
unique fromLRT in North America because from day
one, it was going to be crowded. They weren't
growing into the ridership. It was -- so there
weren't a ot of roomfor errors if there were sone
I ntegration issues because you're going to -- you
know, it's like -- it's not quite like the subways
I n Toronto, but you got crush |oads in the norning,
right.

KATE MCGRANN: Yeah. Any other areas
or topics that you think we should be | ooking at as
part of our investigation?

REMO BUCCI: | think the other one
woul d be the extent to which -- within RTG when
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t he probl ens occurred, whether they were
i nfrastructure or vehicl e-based, between the
parties, RTG RTM and Al stom on both sides,
because Al stom was a subcontractor to the DB joint
venture for the vehicle supply and on the
mai nt enance on the RTMside to the extent to
which -- within that sphere of contracts and
subcontracts, were they -- were they spending tine
litigating wiwth each other, or were they actually
trying to solve the probl ens?

And was RTM RTG dealing with Al stonf
Li ke, were they paying themor not, right. Like,
why did -- why was -- why was -- why were they not
behaving to solve the problens? Wy are the
vehicles so |late?

KATE MCGRANN: Ckay. And when you say

"why are the vehicles so late,"” do you nean, |ike,
the delivery of the vehicles thenselves or --

REMO BUCCI : Yes, because renenber
stage -- we tal ked about that termsheet. | nean,
13 tinmes 226 vehicles, there's supposed to be 30 in
Decenber. What, they just got those additional
vehicl es, what, three nonths ago?

KATE MCGRANN:  The Commi ssi oner has

been asked to nake recommendations to try to
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prevent issues like this from happeni ng goi ng
forward. Any specific recomendati ons or areas
that you woul d suggest he consider in that work?

REMO BUCCI: | think that the other one
to look at is the terns of the project agreenent
when you get to default or the declaration of
default. Wat gets really chall engi ng when you get
into the -- I'"'mjust looking at the tine, Kate. |
know we're one mnute past, but is --

KATE MCGRANN: Go ahead.

REMO BUCCI :  You declare default. You
go into rectification plan, okay, and then you've
got di spute resol ution going forward.

There is no longer -- the project
agreenent doesn't say how |l ong that rectification
period is or howit gets resolved. It just -- it
becones too |itigious.

So as a marker, the City declares
default in March. You can agree with it or not.
Courts wll settle that out, right, but the
decision of a default won't be nmade until June
2022. That's two years and a bit through the
proj ect agreenent.

And it just seens to ne if you' ve got

bad service and you're like the Cty of Gtawa, the
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public, and you want to solve the problem to go
back to ny other point, and your contractor is RTG
not RTM and not Alstom you can't get down to, oh,
Is there a problemwth the systemor the vehicles,
and |"'mw lling to solve that problem because |'m
nore interested in getting the systemup and
runni ng and dealing -- because that's the way the
public sector works, right.

| can't do that because ny contract
doesn't allow ne to, and | have to work through the
process, and here | amtwo years plus |ater, and
|"'mstill not able to get to what caused it. Like,
what really caused it, and what's the fix?

And | think that's where, you know,
col l ectively as advisors and policy nmakers and you
nane them we need to |ook at the project agreenent
and say, all right, when -- if we thought this
default event was going to be this big sledgehanmer
that was going to notivate everybody, why didn't it
work here, and why is it just endless litigation
bet ween the parties?

Because if that's the case, sinplify
the contracts, right, and then just as the Gty
goes, okay, Alstom what's the problenf? Three new

vehicles. There you go. Here's the cheque.
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|"'mjust nmaking a silly anal ogy, but
you can't do that in this circunstance, right,
because that's not your contractor.

KATE MCGRANN: Right, because the Gty
can't get directly to Al stom because there's | ayers
of subcontracts in between them and the issue that
you've identified that is worth a ook is there's
no time limts. There's no sort of --

REMO BUCCI: Read the superveni ng event

reginme in the project agreenent frankly and, |ike,
just try to map out what default |ooks like. It
Is -- it's circular. 1t's not clear.

And typically -- and ook, I'll admt
to be part of that, right. | nean, we're all part

of the drafting of those docunents. And not to pin
t he bl ame on anybody, |ike, when we thought
about -- |'ll just say as an advisor, |ike,
default? Oh, ny gosh, like, default, right. GCkay,
It's happened now, right. So go back and | ook at
It and say, all right, can you provide a
clarification?

So ny point of this is if I'mback in
t he shoes of the public sector, soneone |ike the
Cty of Otawa, doesn't matter who it is in the

future, If you feel your hands are tied because
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your project agreenent doesn't allow you to get to

the source of the problem then collectively the

I ndustry on the public sector policy side needs to

sol ve that because, you know, like, this -- | think

this -- ny opinion, this problemcould have been
solved a long tine ago if it wasn't for the
conplexity of the project agreenent.

KATE MCGRANN:  All right. Well, |
think that is it for nmy questions for you today.
Thank you very nmuch for your tinme. W can go off

t he record.

-- Adjourned at 12:05 p.m
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REPORTER S CERTI FI CATE

|, CARI SSA STABBLER, Regi stered

Pr of essi onal Reporter, certify;

That the foregoing proceedi ngs were
held renotely via Zoom vi deoconference at the tine
therein set forth, at which tinme the wtness was

put under oath by ne;

That the testinony of the w tness
and all objections nmade at the tinme of the
exam nati on were recorded stenographically by ne

and were thereafter transcri bed;

That the foregoing is a true and

correct transcript of ny shorthand notes so taken.

Dated this 18th day of May 2022.

j/ N
/ /br ] [)uf! ff
NEESONS, A VERI TEXT COVPANY

PER. CARI SSA STABBLER, RPR
COURT REPORTER
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 01  -- Upon commencing at 9:00 a.m. --

 02              REMO BUCCI:  AFFIRMED.

 03              KATE MCGRANN:  Good morning, Mr. Bucci.

 04  My name is Kate McGrann.  I'm one of the co-lead

 05  counsel for the Ottawa Light Rail Transit public

 06  inquiry.  I'm joined this morning by my colleague

 07  Liz McLellan, who's a member of the Commission

 08  Counsel team.

 09              The purpose of today's interview is to

 10  obtain your evidence under oath or solemn

 11  declaration for use at the Commission's public

 12  hearings.

 13              This will be a collaborative interview

 14  such that my co-counsel, Ms. McLellan, may

 15  intervene to ask certain questions.  If time

 16  permits, your counsel may also ask follow-up

 17  questions at the end of the interview.

 18              This interview is being transcribed,

 19  and the Commission intends to enter this transcript

 20  into evidence at the Commission's public hearings,

 21  either at the hearings or by way of procedural

 22  order before the hearings commence.

 23              The transcript will be posted to the

 24  Commission's public website, along with any

 25  corrections made to it after it is entered into
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 01  evidence.  The transcript, along with any

 02  corrections later made to it, will be shared with

 03  the Commission's participants and their counsel on

 04  a confidential basis before being entered into

 05  evidence.

 06              You'll be given the opportunity to

 07  review your transcript and correct any typos or

 08  other errors before the transcript is shared with

 09  the participants or entered into evidence.  Any

 10  non-typographical corrections made will be appended

 11  to the transcript.

 12              Pursuant to Section 33(6) of the Public

 13  Inquiries Act, 2009, a witness at an inquiry shall

 14  be deemed to have objected to answer any question

 15  asked him or her upon the ground that his or her

 16  answer may tend to incriminate the witness or may

 17  tend to establish his or her liability to civil

 18  proceedings at the instance of the Crown or of any

 19  person, and no answer given by a witness at an

 20  inquiry shall be used or be receivable in evidence

 21  against him or her in any trial or other

 22  proceedings against him or her thereafter taking

 23  place, other than a prosecution for perjury in

 24  giving such evidence.

 25              As required by Section 33(7) of that
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 01  act, you're hereby advised that you have the right

 02  to object to answer any question under Section 5 of

 03  the Canada Evidence Act.

 04              We will take a break at around 10:30,

 05  but if at any point in this interview you need to

 06  take a break, just say so and we will pause.

 07              To begin, would you just provide us

 08  with a brief description of your professional

 09  background as it relates to the work that you did

 10  on Stage 1 of Ottawa's light rail transit system?

 11              REMO BUCCI:  My academic credentials,

 12  I'm a civil engineer.  I graduated in 1989.  I've

 13  been at Deloitte since 2000 working in

 14  infrastructure advisory services providing similar

 15  services that we -- mostly what I work in is

 16  providing services to government and large

 17  infrastructure projects.

 18              Prior to that and previous to Deloitte,

 19  I worked at the Ministry of Transportation for four

 20  years.  I was part of the group at the Ministry of

 21  Transportation that worked on the privatization of

 22  the 407 in 1999, so that was my -- and we were also

 23  doing things like alternative service delivery

 24  design-build pilots, et cetera as the ministry was

 25  moving to, you know, do less in-house and more
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 01  outside -- using outside advisors.

 02              So while at Deloitte, my primary client

 03  base is transportation, building on that

 04  background, but I also -- my other service line of

 05  work is not relevant to this project is power and

 06  utility projects, but mostly transportation,

 07  highways.

 08              And since 2008ish, which is when we

 09  started working on the UP Express, the Air-Rail

 10  Link for Infrastructure Ontario, it's probably been

 11  70 percent transportation -- transit, and some

 12  years 2014, '15, '16 probably to '18 nothing but

 13  transit.

 14              Clients include the City of Ottawa,

 15  Region of Waterloo on their Ion light rail, City of

 16  Mississauga on the Hurontario light rail system,

 17  Infrastructure Ontario for Finch light rail and

 18  Eglinton.

 19              Metrolinx we're doing a number of

 20  projects, advising on a number of projects in the

 21  subway program and GO expansion, principally the

 22  encore expansion which just got closed recently.

 23              City of Edmonton on the Valley Line

 24  light rail project, and I might be missing one or

 25  two.  Those are the key ones.
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 01              KATE MCGRANN:  When did you first

 02  become involved in the Ottawa LRT project?

 03              REMO BUCCI:  The City issued an RFP for

 04  advisory services, financial and transaction

 05  advisory services.  I can't think of the exact

 06  time, but that was the scope of services they were

 07  looking for.

 08              At the end of 2009, right around the

 09  time they had gone to council for approval of the

 10  road and the environmental assessment, we were

 11  successful.  I don't remember if we did the

 12  interview in late 2009 or 2010.  We started working

 13  on the project in the spring -- early winter of

 14  2010.

 15              And that mandate completed -- commenced

 16  with financial close which was January, February

 17  2013.  It -- then we had a bit of a hiatus, and the

 18  City brought us back just to do a lessons learned

 19  piece.  2014 I think it was.  That took about a

 20  year to get done.

 21              And then we were engaged again through

 22  an RFP process for advisory work on the Stage 2 or

 23  their Stage 1 or 2 program work.  It broadened out

 24  and continued to provide service to the City with

 25  respect to that.
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 01              So other than, let's say, two years --

 02  one or two years from 2013 onwards, it pretty much

 03  continuously engaged by the City on either Stage 1

 04  or Stage 2.

 05              KATE MCGRANN:  Just with respect to

 06  timing, you said that you became involved in the

 07  early winter of 2010.  Would that be, like,

 08  January, February 2010?

 09              REMO BUCCI:  Yeah, that's -- we did a

 10  lot of work in the spring of that year on the -- on

 11  the -- on the early-stage work of the procurement

 12  options analysis report.  That was primarily what

 13  we were doing at that time and some of the early

 14  modelling as well.

 15              KATE MCGRANN:  In terms of the work

 16  that you specifically were doing, what was your --

 17  we'll talk about your roles and responsibilities

 18  first with respect to the first tranche of work

 19  that you were discussing, working up until

 20  financial close of the project agreement for

 21  Stage 1.

 22              REMO BUCCI:  I was responsible for all

 23  the work that Deloitte was doing, so I was the

 24  lead, the project lead.  You know, bear in mind

 25  that behind the scenes, you know, we have a
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 01  governance structure that oversees projects, and we

 02  have quality assurance who review processes,

 03  et cetera.

 04              But I made the proposal, the pitch to

 05  the City during the interview.  I was put forward

 06  in our interview as the lead, and I was always the

 07  lead throughout the project in the sense of I was

 08  responsible for helping the City, you know,

 09  identify what scopes of services we needed to do to

 10  staffing it up on our side, to putting the

 11  deliverables together, to make sure the

 12  deliverables met their needs.

 13              And I was present at all of the key

 14  meetings that -- you know, that Deloitte was

 15  requested to attend.  I was -- I was the throat to

 16  choke.  I don't know if that's a good saying, but

 17  that was me.

 18              KATE MCGRANN:  It is a saying that I

 19  have heard before.

 20              REMO BUCCI:  Right.  No, you have to be

 21  careful using these old sayings.  But, yeah, I was

 22  responsible for the project from that respect, from

 23  the delivery with the client.

 24              KATE MCGRANN:  Okay.  And in terms of

 25  the City, who are you interacting with primarily at
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 01  the City through this work?

 02              REMO BUCCI:  At that time would be --

 03  so on a project administration management, you

 04  know, making sure we got task orders and our

 05  monthly reporting on what we're doing, et cetera,

 06  that would have been Dan Farrell.

 07              And then with respect to key

 08  deliverables, particularly, let's say, if we were

 09  going to Executive Steering Committee, et cetera,

 10  that would have been John Jensen.  So between John

 11  and Dan, they were our -- they were my primary

 12  contact points.

 13              KATE MCGRANN:  Okay.  And in terms of

 14  who you would go to if Deloitte needed to seek

 15  instructions or directions on the work that it was

 16  doing or the next steps, who would you be

 17  interacting --

 18              REMO BUCCI:  Mostly Dan.  Mostly Dan

 19  from that perspective.  If it was strategic, it was

 20  John, but mostly Dan.

 21              KATE MCGRANN:  And who were you

 22  reporting to at the City, updates on work?

 23              REMO BUCCI:  Dan -- we sent our

 24  invoices to Dan, and he approved them, if you think

 25  of it that way, right.  And then if we had a major
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 01  deliverable, let's say, go to the City manager,

 02  John would take a look.

 03              Dan would still manage it for us and

 04  say, I think we need this and this and this, and

 05  then we got to that, you know, penultimate draft 90

 06  percent, if John had some concerns, he would call

 07  me directly, and we'd go from there.

 08              KATE MCGRANN:  Could you give me a

 09  sense of what the major deliverables were like

 10  during that first phase of the project?

 11              REMO BUCCI:  The first -- so let's set

 12  the stage of 2010.  I think it's important to do

 13  that, right.  So the City had, in the early 2000s,

 14  done a procurement.  They called it the

 15  north-south, which is basically the Trillium Line

 16  now.

 17              And it had been awarded -- it was

 18  somewhat controversial within the city.  They

 19  cancelled it.  I shouldn't say they cancelled it.

 20  That's not the right word.  It was awarded to

 21  Siemens and PCL.  There was a change in government

 22  and change in mayor, and the City bought that

 23  project out.  They say, that's the wrong one.  We

 24  should be going east to west.  We shouldn't be

 25  going down to the airport.
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 01              So the City team had worked on that,

 02  had worked on that procurement, John, Dan, and

 03  others, and it was a design, build, operate,

 04  maintain, so this would have predate -- I don't

 05  know if it predated Infrastructure Ontario, but

 06  certainly the early days.

 07              And then in 2010, the Canada Line had

 08  just come onboard in Vancouver.  Very successful

 09  execution of that project.  Design, build, finance,

 10  operate, maintain.

 11              It was fairly analogous.  I mean, it

 12  didn't go to the airport, but it was a

 13  fully-automated train control system with a tunnel

 14  and guideways.

 15              So the City was interested in what the

 16  mode of delivery needed to be, number one, and if

 17  we think about that, it's like what's the mix,

 18  design, build, operate, maintain.  What's the

 19  City's internal capability?  How do you bring all

 20  the pieces of light rail together recognizing that

 21  it was going to be, like, a fully computer-based

 22  train control system, so it's going to be complex

 23  from that end.

 24              You know, having -- you know, those are

 25  different suppliers, and the vehicle -- well, not
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 01  always, but you've got train control system

 02  suppliers, you've got vehicle suppliers, you've got

 03  civil works you got to do, you've got a significant

 04  tunnel.  So you have all this coordination of

 05  large -- of large complex pieces.  How are you

 06  going to bring that together?

 07              The other thing the City was really

 08  fixate on was making sure that the right design --

 09  the design solution that was selected took the

 10  long-term into mind.  Like, what's your

 11  preventative maintenance program?  How are you

 12  going to deal with, you know, your prescheduled

 13  periodic large life cycle payments, refurbishment

 14  to make sure it lasts 30 years, and then how do you

 15  tie that together contractually?

 16              So that was the first thing.  And if

 17  you look at our procurement report, you'll see this

 18  wide range.  I don't know, we did 10 or 12.  I

 19  didn't count that up but, you know, there's -- and

 20  they just -- what they wanted -- what John wanted

 21  to do is say, Don't discount everything.  Start --

 22  let's put everything on the table, because they

 23  anticipated having just gone to council for --

 24  here's the route, here's sort of the broad scope of

 25  the undertaking to come back and say, well, here's
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 01  how we're going to deliver it, realizing they had

 02  just gone through this previous exercise on this

 03  other project.

 04              So making sure that if anyone asked a

 05  question to say, well, why wouldn't ridership be

 06  part of what -- you know, why don't we have our

 07  ridership sharing regime here or what do we do

 08  about operations?

 09              What's the right mode of -- what is

 10  operations by the way?  Is that driving the train?

 11  Is that dispatching?  Is that train control?  And

 12  then also what about the financial construct, and

 13  this is where the funding comes in.

 14              What would be the view of Canada and

 15  Ontario?  We're going to, you know, provide --

 16  well, not quite a third but at least 600 million

 17  each to the project costs.

 18              And so two audiences in mind.  If you

 19  think of -- we always ask, well, who is the

 20  audience of this report?  The audience was going to

 21  be the public to demonstrate the thought process

 22  and the methodology that the City used to take this

 23  long list and come to a conclusion of delivery.

 24              And secondly, in the event and the

 25  anticipation on our advice was when you get into

�0016

 01  due diligence with the funding partners -- and that

 02  was thought to be later, because in 2010, you've

 03  got an election coming in -- a municipal election

 04  in the fall.

 05              So, you know, we always try and lay

 06  backwards and we say, okay, when are you going to

 07  get a major decision done?  We'll talk about that

 08  maybe in a moment because that affected the

 09  schedule.

 10              But generally our program was do the

 11  front-end work, heavy lifting on options, develop a

 12  multivariant analysis to be able to screen them

 13  out, document the thought process and the

 14  methodology used with the City team, make sure you

 15  have the right people at the table.

 16              We did a number of workshops, and, you

 17  know, as advisors our job is to make sure that --

 18  you know, we don't make decisions, right, but our

 19  job is to build a framework so that our client --

 20  we believe our client, when they get to the end of

 21  that journey, has made an informed decision.

 22              And then -- so there was a lot of that,

 23  I would call it, sort of consultation, framework,

 24  workshops and then building up the financial

 25  model in anticipation -- and the financial model
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 01  for the delivery of the product.

 02              So if you take design, build, operate,

 03  maintain, how does it get financed either publicly

 04  or privately and how does that affect, you know,

 05  the initial budget that had been published in 2009

 06  and what are the challenges potentially that the

 07  City would encounter with respect to that regarding

 08  its internal funding program which notionally we

 09  refer to it as the affordability.  It's not an

 10  affordability issue; it's how much budget -- what's

 11  the budget you've allocated.

 12              And then looking ahead to say, okay,

 13  once we've got that all lined up, what's the plan

 14  to engage Ontario and Canada for a funding

 15  agreement.  How does that tie up with the

 16  procurement, the commencement of the procurement?

 17  Do you need to have a fully executed funding

 18  agreement?  Like, what does that look like?

 19              What is -- what does the procurement

 20  look like?  When do the bids come in?  What's the

 21  commitment, and when do you pull everything

 22  together to close the project?

 23              So that was sort of the early days, but

 24  the main -- the main deliverables, if you're

 25  thinking about the scope -- like, the product we
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 01  delivered would have been the procurement, the

 02  drafts of the procurement options report.

 03              It was not released until the following

 04  year mostly to build through that new council and

 05  mayor that had come in and the financial modelling

 06  that we had done, which then morphed into

 07  value-for-money assessments once we got engaged

 08  more fully with Canada and Ontario.

 09              So there was a lot there.  I should

 10  have slowed down.  I notice you were writing.  Do

 11  you want to go back through that?

 12              KATE MCGRANN:  I do have a couple of

 13  questions about that.  In terms of where the City's

 14  priorities were and how the affected the

 15  multivariant analysis that you went through with

 16  them, what was your understanding of what the

 17  City's key priorities were?  And then maybe we can

 18  talk after that about how they affected the

 19  selection of the model.

 20              REMO BUCCI:  Yeah, they were really

 21  concerned about what John called the rail -- I'll

 22  always trip over this.  Rail-wheel interface

 23  meaning that the decisions you make on design and

 24  construction need to take into account how you're

 25  going to maintain the track and the ballast and how
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 01  the train is going to run on that track and ballast

 02  and the train is going to be dispatched and

 03  communicated to get to the stations on time.

 04              And any time that we were making -- and

 05  any time there was an option, let's say, that

 06  you're looking at, you were potentially breaking

 07  that.

 08              Let's say -- this didn't happen, but

 09  I'll give you an example.  Well, we'll have someone

 10  do the design-build and the operations and

 11  maintain, but the City is going to choose the train

 12  control system.  And this is an anecdotal example.

 13  It didn't happen.

 14              Probably what the City would have said,

 15  Well, hold on a sec.  So this train control system

 16  is going to tell the trains where to go.  Will that

 17  interfere with the rail-wheel interface.  We would

 18  have said, yeah, of course it would have.

 19              Okay, then why is that -- why should

 20  that sit on this side of the responsibility --

 21  let's say that's the City's side versus on the

 22  notional, you know, projectco, or do you split the

 23  contracts up into a couple different combinations,

 24  right.

 25              So this was, I would say, the primary
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 01  focus to make sure that -- because it's a complex

 02  undertaking with all of those, you know, and it's

 03  not -- it is moving parts that if you're associated

 04  with, recognizing that the bulk of the costs is

 05  still the civil works because you got to dig a lot

 06  of soil and tunnel and pour concrete, but what the

 07  customer is going to feel is that rail-wheel

 08  interface in terms of the quality of service that's

 09  delivered.

 10              So that, I would say, was at the top,

 11  and then close to that was the City -- because the

 12  funding model had a fixed bucket of --  had a fixed

 13  envelope of funding, the known amounts coming in

 14  from Canada and Ontario, 600 million each, were

 15  set, but recognizing this is early days.

 16              When you're going to council in 2009,

 17  environmental assessment report, you're probably

 18  talking about a design that's, at best, 5 percent.

 19  Someone may tell you 10.

 20              But it's, like, really high level.  You

 21  know, how much property do we need?  What's the

 22  alignment?  So your costs are set.  You're not

 23  getting anymore, and every dollar over and above

 24  that, because of the issue that as you get into the

 25  reference concept design you're doing, 20, 30
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 01  percent comes up, or you're looking at a financial

 02  construct that's different or that hadn't been --

 03  it's not taken into account that funding, because

 04  that funding doesn't -- the financing is all on the

 05  City's dime, right.  That's not on -- the federal

 06  and provincial government only fund basically works

 07  in the ground.

 08              So I think the other element would have

 09  been, well, what's the impact to the City's

 10  fiscal -- the budget envelope.

 11              So -- and I should say as part of that

 12  stream, finance was then -- City finance was

 13  engaged over that period of time I was talking

 14  about earlier, whereas we were doing -- let's say

 15  the options report, we were dealing with John

 16  primarily and Dan.

 17              We were building up the financial model

 18  for the project.  At the same time, the City was

 19  building a broader program model, which they called

 20  a Transportation Affordability Master Plan Model

 21  for not just Stage 1.  Stage 1, Stage 2, Stage 3

 22  and their broader transit portfolio.

 23              And PwC, PricewaterhouseCoopers, had

 24  been engaged to put that together, so they were

 25  working directly with finance.  And our job was to
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 01  provide, if you will, the stream of payments that

 02  are associated with the Stage 1 Confederation Line

 03  project.

 04              Then the City finance and PwC would

 05  pull that into the affordability model, and that

 06  would -- that's basically how the City identified

 07  the budget envelope.  So they'd look at the 600

 08  plus 600 coming from Canada on the capital side,

 09  how the City -- you know, if there was any private

 10  financing, how did that affect the timing of the

 11  payments and the costs, the City's share of that

 12  capital amount through debentures.

 13              And then you got ridership assumptions.

 14  You've got development charges.  Then mostly

 15  importantly, the allocation that the City had made

 16  from the property tax base that had been allocated

 17  to the project.

 18              You add that all up, and it's not just

 19  one number, because you got to do it by year, then

 20  that's how the project fit, and that's how, for

 21  example, the City treasurer would be able to go to

 22  council and say, yes, the project is affordable and

 23  here are the sources and uses of funds.

 24              So I should have -- I just back up to

 25  say that, you know, the financial element was
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 01  important from that end, and we were working with

 02  City finance, but the City finance had set up their

 03  own process to do that.

 04              I wouldn't say they were independent

 05  because it was all integrated, but like I said,

 06  Pricewaterhouse was doing the broader program

 07  model, and our job was to provide the stream.  So

 08  we worked quite closely with them as well.

 09              KATE MCGRANN:  In terms of just

 10  understanding how the budget or the affordability

 11  cap -- and you can let me know which term is

 12  appropriate.

 13              REMO BUCCI:  They're interchangeable,

 14  and I can provide maybe -- sorry, I cut you off

 15  there, but we can talk later about how the

 16  affordability cap was defined because there's

 17  different ways you can do it for sure.

 18              KATE MCGRANN:  I'm just -- my

 19  understanding is that at the environment assessment

 20  stage, there's an early budget set of, I want to

 21  say, $1.8 billion.  Does that sound familiar to

 22  you?

 23              REMO BUCCI:  Correct.

 24              KATE MCGRANN:  And then after the

 25  reference concept design is done and there's some
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 01  value engineering that's done in there I think, the

 02  budget is brought to just over to $2.1 billion.

 03  Does that sound right to you?

 04              REMO BUCCI:  Yeah, and -- and that's

 05  right.  And, you know, there's also -- I think the

 06  2.1 might not have had the City's program

 07  management costs of about 300 million, or was that

 08  imbedded in there because I think it's 2.1 plus

 09  about another 300 million being the property

 10  takings, the advisory costs, you know, like, legal,

 11  the owners engineer, Infrastructure Ontario,

 12  Deloittes, all the folks that they had to pay, BLG,

 13  et cetera, et cetera, the office costs, staffing

 14  costs related to that.

 15              There was an another 300 million that

 16  was, you know, behind -- I'll call it behind the

 17  scenes, not as part of a contract.  The contract --

 18  yeah, I think you're right.  I think it was 1.8

 19  plus 300.  I should -- I should have looked that

 20  up.  My apologies.  I think you're right.

 21              KATE MCGRANN:  And then I think there's

 22  a $100 million contingency that also --

 23              REMO BUCCI:  Correct.  Correct.

 24  Correct.  That's right.

 25              KATE MCGRANN:  So this may be an overly
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 01  simplistic question, but in terms of the -- the

 02  budget that's set for the project, the 2.1 billion

 03  plus the other costs versus the affordability

 04  model, is it -- did one come first?

 05              So, you know, we start with 1.8.  Is it

 06  that -- like, the preliminary engineering work gets

 07  to the 2.1 model, and then that's fed into the

 08  City's overall transportation model, and the answer

 09  comes back, yes, that's workable, or was it more of

 10  a back-and-forth kind of process?

 11              REMO BUCCI:  I think it's back and

 12  forth, and it needs to be iterative, if I'll use

 13  that term, because there are different components

 14  for sure.

 15              You've got the hard, you know, design,

 16  build, operate, maintain elements, and even with

 17  operations in or out, it's still a cost the City

 18  has to bear, right.

 19              So, you know, there's an example where

 20  we might have had a mode where it's finance --

 21  design, build, finance, operate, maintain.  Here's

 22  the stream of payments that the project company is

 23  going to be undertaking.  All right.  The

 24  affordability model needs to say, okay, so the

 25  drivers are over there.  They're not over here.
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 01  Good.  Adjustment, affordability.

 02              Now if you give them an option, say,

 03  design, build, finance, maintain, and the City's

 04  got the operators, they need to make sure that on

 05  the OC Transpo side, they're covering those costs,

 06  right.

 07              So that's -- that's your iterations.

 08  You need to make sure that -- because you don't

 09  want double counting, number one, nor do you want

 10  to miss something, which is just as important,

 11  right.  You've got inflation indexations.  Always a

 12  challenge on these projects, right.

 13              And then the third element is

 14  notwithstanding the accuracy of the cost estimates,

 15  these are extremely difficult to put together, and

 16  it's not about the labour, the materials, the

 17  goods.  That -- the cost consultants, the quantity

 18  surveyors do a pretty good job of it.  It's the

 19  commercial construct.

 20              What's the cost to engage someone in a

 21  design-build contract that they're taking certain

 22  risk, or now you add maintenance, and you have a

 23  different pay regime.

 24              So that's, you know, the -- if you put

 25  that in a bucket of the contingencies, it's very
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 01  much a moving target and as much of an art as it is

 02  a science.  Frankly, all you can do is rely -- have

 03  projects -- you can go to existing projects that

 04  are on the market.  That's all we could do.  It's

 05  not a matter of guessing.

 06              You can just say, well, here's a

 07  really -- here's an analogous project.  We think,

 08  you know, the risk allocation, the commercial

 09  construct was X.  We're going to apply that here,

 10  and we think it's analogous.

 11              So there's that.  The second -- and

 12  this is more unique to municipal projects I think,

 13  you know, having, you know, worked -- and by the

 14  way, we work for the Federal government too, like,

 15  projects like Gordie Howe Bridge, et cetera, and

 16  municipalities across Canada.

 17              And they're all the same, right, in the

 18  sense of the challenges.  You go to council, say,

 19  in 2009, we had the same experience in other

 20  projects, and you tell them, okay, this is an

 21  environmental assessment.  We have a lot of work to

 22  do, but just so you know, it's like buying the

 23  house, I think I want to spend this, but I'm just

 24  going to start looking in neighbourhoods.  We think

 25  it's $1.8 billion in today's dollars.  I haven't
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 01  taken inflation into account.  I haven't -- I'm

 02  just telling you what the general scope of the

 03  project is, and you put those caveats down.

 04              The moment that number gets out, it

 05  never gets taken away, right.  That's the number.

 06  That's the project number, right.  And frankly, I

 07  mean, we try to do this on every municipal project,

 08  never have any luck, right, because that's just the

 09  way it is.

 10              If you go in with, well, you know what,

 11  we think there's this risk of delivery and this

 12  risk of delivery, and we need to take this into --

 13  we want to be safe.  It's not 1.8.  It's 2.8

 14  billion.

 15              Well, you don't want to do that either

 16  because someone is going to say, well, isn't a

 17  little bit too early to look at those

 18  contingencies?  So just tell me what your best

 19  estimate for the cost of the project is right now

 20  and come and report back.

 21              Once you do your additional analysis,

 22  et cetera and tell us how's it changed and then

 23  what's the budget now to deliver it for me to give

 24  you the appropriation, right, and that would have

 25  been the report that went in the summer of 2010.
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 01              So that -- I just want to say that

 02  dynamic that I'm talking about there, that's not

 03  unique to the City of Ottawa.  That's any

 04  municipality.  That's different than the province

 05  and the federal government who would go through the

 06  same steps, but behind the scenes, you're dealing

 07  with the Treasury Board.  You're not dealing with

 08  the fishbowl of municipal council, right.

 09              And that -- the dynamic of how you can

 10  rationalize where are we at a point in time and how

 11  is the project changing to the market conditions,

 12  you have a little bit more -- the ability to, okay,

 13  I understand.  All right.  Let's build appropriate

 14  contingencies, et cetera so that we've got the

 15  right -- the right governance on the project and

 16  the right budget.

 17              Now move forward and -- like, for

 18  example, that's the way Infrastructure Ontario

 19  works.  They get authority and they move ahead and

 20  as long as we're in the budget, but all that heavy

 21  lifting is done without the challenge of having to

 22  do it in a public format.

 23              I don't mean that critically.  I'm just

 24  saying that's a challenge because the moment you

 25  put those numbers out, and they're complex and they
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 01  change, and then, well, why did it change, you

 02  know, and then you have to explain, well, this is

 03  this, and you get into math, and it's hard.

 04              KATE MCGRANN:  Well, particularly with

 05  the fact that the early number doesn't include

 06  inflation --

 07              REMO BUCCI:  Correct.  Correct, or

 08  financing, right, because that's just the

 09  undertaking, right.  That's the point of that

 10  exercise.

 11              KATE MCGRANN:  And that is -- the

 12  provincial and federal funding is set based on the

 13  EA budget for --

 14              REMO BUCCI:  Correct.  And we -- sorry.

 15  That was one of the things we pointed out in our

 16  lessons learned report.  I'm not sure much of it

 17  was applied on Stage 2, but I won't go there.  It's

 18  just the way it is.

 19              You get engaged with the federal and

 20  provincial government on direct funding agreements.

 21  Like, it's different, for example, when you have

 22  programatic LRT funding like in the Greater Toronto

 23  Area.  Like the projects like Finch or Hurontario

 24  or Eglinton, they are similar to Ottawa, but they

 25  are funded 100 percent by the province.
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 01              There's no direct agreements with

 02  Canada and Ontario.  They're behind the scenes

 03  because they're programatic, so you don't have to

 04  sign a funding agreement like you do in Ottawa.

 05              And the moment you do that and it gets

 06  crystallized and frankly, even the federal and

 07  provincial government will say, well, give us an

 08  indicative cost schedule.  We just want to

 09  understand where the project is at, you know, by

 10  quarter.

 11              We're always like, okay, the moment we

 12  give that, we're -- that's the setting.  Like, two

 13  years from now, you'll be dealing with someone

 14  different from the policy perspective, and they'll

 15  say, well, why is this changed?  Actually we

 16  brought this forward, and that's the number now.

 17  Sorry, you can't change it.

 18              KATE MCGRANN:  So that was my question

 19  on that just while we're talking about it is, you

 20  know, to the extent that you can explain it or your

 21  understanding of it, why is the other two levels of

 22  government funding set at the EA stage?

 23              REMO BUCCI:  I -- it's a policy issue.

 24  And recognize, Ontario doesn't do -- I'm sure

 25  Ontario had a funding agreement for that project.
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 01  Canada did more of it.

 02              It -- that's -- this project predated

 03  P3 Canada and now Canadian infrastructure, but P3

 04  Canada had a very different kind of funding regime,

 05  and they funded 25 percent of all of capital.

 06              So I think -- I think the policy side

 07  is that -- like, we just deal with the reality.  We

 08  come in, and we have -- we have a good

 09  understanding of where the federal government is at

 10  because of the services we provide there and our

 11  contacts in Ontario, and we come to the City of

 12  Ottawa and we say, you know what, we think this is

 13  the reality.  This is what you're dealing with.  We

 14  could try and change it, but it's not a decision

 15  of -- it's not a decision of the policy makers.

 16  It's probably above that.

 17              So now, the question is in 2009-2010,

 18  you've got a mayor I don't think is running again,

 19  so who is your project champion?  This is very

 20  important in any large infrastructure project.

 21              And when we say "project champion,"

 22  there's two levels.  There's the person on the

 23  staff side and how senior are they to kind of, you

 24  know, get everybody organized and drag the project

 25  through, and then politically where, okay, I'm
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 01  going to get on the phone and -- and Ottawa tried

 02  this in a couple of different ways.

 03              For example, the issues it came up

 04  with, the Ontario funding and how costs were

 05  accounted for from an accounting perspective,

 06  et cetera and would say, okay, well, we have an

 07  issue here.  Can you guys help us out?

 08              And it's very, very difficult to get

 09  those types of arrangements changed because

 10  typically there's a policy, a regulation, or a

 11  legislation behind the scenes, and either at the

 12  federal, provincial level, somebody there that has

 13  to take it up and say, all right, now, we have to

 14  change this policy because it applies to this, you

 15  know, direct funding agreement as compared to

 16  programatic funding where you don't have a direct

 17  agreement.  You have a lot more flexibility because

 18  the money flows from treasury to MTO, to Metrolinx

 19  or Infrastructure Ontario.  You know, it's

 20  different from that.  And I'm using Ontario there

 21  because it was in Ontario.

 22              Federally it's not much different.

 23  Again, you know, I have experience for example on

 24  Gordie Howe Bridge.  We can tell you -- I can tell

 25  you it's roughly the same way.
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 01              So that's the issue.  So the moment you

 02  get into a direct funding agreement on -- and this

 03  would have been Ministry of Transportation on

 04  Ontario's side.  They would've said, okay, now it

 05  has to fit within all the rules that describe these

 06  payments, including how we account for it.

 07              And Canada was a little bit more

 08  advanced because they have more funding agreements,

 09  but they didn't take the -- none of them take P3s

 10  into account.  This -- I shouldn't use the word P3.

 11  Anything that has private financing and bundling

 12  operations and/or maintenance with, let's call it,

 13  deferred payments that are on performance.  Now you

 14  get into situations where neither of these funding

 15  agreements took that into account.

 16              And I would just say, like, if you're

 17  the federal government -- like, Edmonton Valley

 18  Line, for example, was -- P3 Canada was the funding

 19  partner for the federal government.  That was 25

 20  percent of all design and build costs including

 21  financing.

 22              If you look at the funding agreement

 23  with the City, it was 33 percent of just the

 24  eligible construction costs without financing.  So

 25  you think, well, that's a better deal than Ottawa
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 01  got.  I would say, no, they got less than probably

 02  what Edmonton got because the denominator was

 03  bigger when you're taking 25 percent of all

 04  financing costs.

 05              So it's just the nature, I think, where

 06  Canada was at that point in time, both Ontario and

 07  Canada, their knowledge of project delivery

 08  options, and the agreements were basically bagged

 09  as it always is on previous projects, and Ontario

 10  had none.

 11              KATE MCGRANN:  So were there analogous

 12  projects that you referenced outside of Ontario?

 13              REMO BUCCI:  Yeah, the key one would

 14  have been the Canada Line at that time, right,

 15  which was a design, build, finance, operate,

 16  maintain funded by -- and we had done a detailed --

 17  I know we had provided it somewhere in the files we

 18  had given to you.

 19              I mean, we had done a detailed set

 20  of -- as part of that early procurement options

 21  report, I wouldn't call it market soundings, but as

 22  part of our benchmarking, we had some very good

 23  calls, meetings with the -- with both on the

 24  private and public side up to delivery of that

 25  project to understand how it was put together from
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 01  a funding perspective and a financing perspective.

 02              So that was the first and the most

 03  analogous because Canada had funded that one, and

 04  we wanted to understand, okay, well, would Canada

 05  want to apply that funding to this project.  That

 06  was -- that was the primary one, and it's Canadian.

 07              As we got closer to procurement, the

 08  Denver Eagle project in Denver, which was another

 09  design, build, finance, operate, and maintain light

 10  rail project, again light rail so not heavy

 11  intercity rail like VIA Rail or things like that.

 12  These are the projects we were looking at.

 13              Was also an analogous project, but that

 14  was more as we got closer and closer to the form of

 15  the delivery option, less about the financing.

 16              To go to your question, the primary one

 17  would have been Canada Line, and Canada Line was

 18  different because it had monthly progress payments.

 19  The private dollars were last in to reduce the

 20  costs of the project.

 21              The federal dollars were layered in

 22  with the provincial dollars and the local share

 23  upfront.  That was a different model that was used

 24  that was allowed for Ottawa principally because of

 25  the AFP structure.
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 01              KATE MCGRANN:  I was going to ask you.

 02  Would it have been an option with respect to the

 03  timing of the input of the different financing to

 04  follow that model in Ottawa?

 05              REMO BUCCI:  So where you capture that

 06  is payments during construction.  And so now let's

 07  also set the stage of where Infrastructure Ontario

 08  is at.

 09              So in 2010, there's no discussions yet

 10  with -- no hard discussions yet with the province.

 11  I think IO had been engaged.  They had done an

 12  initial value-for-money assessment.  I think the

 13  City maybe hired some consultants to do some kind

 14  of independent work.

 15              So in 2010, Infrastructure Ontario was

 16  doing social projects primarily and Herb Gray

 17  expressway.  So that would have been -- that's the

 18  highway through Windsor that goes to the Gordie

 19  Howe Bridge.  It was called the Windsor-Essex

 20  Parkway at the time, right.  I don't think 407 east

 21  Phase 1 would -- that was 2012, I think.

 22              So not yet doing civil projects, and if

 23  you step back on the social side of things, the

 24  general payment structure was -- this is pre-2008

 25  Infrastructure Ontario, we're not going to pay you
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 01  anything until substantial completion because the

 02  concept of AFP is you pay at performance.  You only

 03  pay when you delivered something to me, and I

 04  can -- I can diligence it, and I can measure it

 05  against a set of standards, output specifications

 06  we call them, and I'll give you that payment.

 07              So up to 2008, that's 100 percent.

 08  Credit crisis comes.  All the European banks were

 09  present in Canada at the time that funded those

 10  private -- provided that private financing are

 11  gone.  You need to now change the market.

 12              It goes more to institutional investors

 13  in Canada because our banks don't lend long-term,

 14  so life insurance companies, your commercial --

 15  your sort of variance of pension funds that are --

 16  become, you know, what we call the institutional

 17  investment stream.

 18              And that also means you're not going to

 19  pay -- you're not going to have the project company

 20  finance 100 percent of the project or construction

 21  anymore, okay, because there's no capacity to do

 22  that given the number of projects that are done,

 23  and the costs are -- now the costs are becoming

 24  quite prohibitive versus the private financing.

 25              So the concept of, well, we need to pay
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 01  more during construction comes into account, and

 02  the concept of, well, I don't want to pay on a

 03  monthly progress basis.  I want milestones.

 04              So let's pick an event in the schedule

 05  and, like, I'm going to use the analogy of a

 06  building because it's the best one.  Like, you pour

 07  the foundation because you have to pour the

 08  foundation before you can put the first floor down.

 09  That's a milestone.

 10              And then you put the rough work up and

 11  you pour to second floor foundation.  That's

 12  another milestone because you can't do the first

 13  floor until the basement is done.

 14              In a linear project, you can develop a

 15  project and say, well, I'm going to work on this

 16  segment.  I'm going to do this piece of work first

 17  and set an event, whilst design-build, things may

 18  change.

 19              You may run -- you may hit some surface

 20  conditions that you didn't know about or

 21  subcontractor is not available or you want to

 22  redeploy and work on another end, right.

 23              Well, now you can't because you picked

 24  this event in your schedule that you're going to

 25  work towards, so we call it chase the milestone
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 01  because you got to get that milestone to get the

 02  payment.

 03              So the major -- let's say the first

 04  challenge that had to be -- and I'm going to jump

 05  ahead.  Once Infrastructure Ontario got involved

 06  was do you do monthly progress payments like they

 07  had done on the Canada Line, or you do no payments

 08  up to substantial completion.

 09              Well, we knew that wasn't possible

 10  anymore because affordability.  The City was going

 11  to have to pay for all that, and there wasn't

 12  market capacity.

 13              So now you have to have some form of

 14  construction period payments, and the compromise

 15  was to come up with 12 event-based milestones, or

 16  we came up with scheduled event-based milestones

 17  and let the project -- the three bid teams pick

 18  them.

 19              But that was -- and if you look and you

 20  say, okay, well, that's -- Ottawa had milestones.

 21  Eglinton didn't have milestones.  They were

 22  monthly-based.  Waterloo, which is the next two

 23  that came on, didn't.

 24              So there's an example of moving from

 25  event-based to progress-based, but Ottawa -- and,
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 01  again, and it's not to be critical of everyone,

 02  you're just -- you're dealing with a program and

 03  where it is in a maturity cycle and having to deal

 04  with building up versus building out.

 05              And the lesson there, and I think we

 06  cover it in our lessons learned report, was on

 07  linear projects your schedule is absolutely 100

 08  percent going to change.  You shouldn't assume that

 09  what you -- the schedule that was at a 20 or 30

 10  percent design, it's the nature of design-build, so

 11  don't set a payment regime that forces.  You want

 12  the other side to have the means and methods to

 13  adjust and redeploy their means and methods to do

 14  what's right for the schedule, not to hit a

 15  milestone that you thought was appropriate three

 16  years prior.  And that affects financing too,

 17  right.

 18              KATE MCGRANN:  Couple of questions, and

 19  then I'm going to drag you back to where we were

 20  before.

 21              REMO BUCCI:  Okay.  All right.  Sure.

 22              KATE MCGRANN:  Am I right in

 23  understanding that the Canada Line is monthly

 24  progress payments?

 25              REMO BUCCI:  Yeah.
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 01              KATE MCGRANN:  And then the projects

 02  that follow Ottawa are also monthly progress

 03  payments?

 04              REMO BUCCI:  In a different way.  But,

 05  like, for example -- and you should probably talk

 06  to Infrastructure Ontario about this, but it's

 07  more -- they become subtle differences.

 08              Like, for example, on -- I'll just call

 09  it some of the AFP LRT projects, that's

 10  specifically what they are.  The -- because

 11  remember you've got a share now of private money

 12  coming in short-term because you've got a

 13  substantial completion payment that wipes away that

 14  short-term private financing and leaves a certain

 15  amount over the -- over the -- over the operating

 16  period.

 17              But during construction, it kind of all

 18  looks the same.  And you're going to wipe away a

 19  certain amount of that private financing by

 20  substantial completion payments.  So you say, well,

 21  how much is that?  And that's the payments I'm

 22  making during construction, the public and private

 23  amounts.

 24              So the -- very simplistically it would

 25  be if that formula up to substantial completion,
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 01  and I'm just using an example, is 50-50, then my

 02  50 percent share from the public sector will trail

 03  the private sector once the lenders have verified

 04  that that payment can flow from their credit

 05  facility because they would have to have due

 06  diligence that the work was done in the ground.

 07  The moment that that decision is made, I'll fund my

 08  money.  Okay.

 09              That doesn't work when you have

 10  provincial and federal funding because they have a

 11  requirement for work-in-the-ground requirement to

 12  verify that the work has been done.

 13              So there's an example where if you're

 14  doing programmatic, you have flexibility there,

 15  whereas with the government of Canada, they would

 16  have said, no, no, no, we're not going to fund you

 17  when the private lender or their payment certifier,

 18  technical advisor says it's okay.  We're only going

 19  to do it if the City can verify that the work has

 20  been done.

 21              Okay, so the -- so the payment regime

 22  is you kind of got it right, then the question of

 23  mechanics of what's the preconditions to payment

 24  become more complex because you've got a credit

 25  facility, construction credit facility, you got a
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 01  lender's technical advisor that sits on top of

 02  that, and then you got an independent certifier

 03  that kind of sits on top of that.

 04              And then if you've got funding

 05  agreements, then you want to make sure you're not

 06  introducing a process that will get into the way of

 07  that flow.

 08              So that's the difference between Ottawa

 09  and, say, the GTA LRTs.  Waterloo was different

 10  because the moment we -- I left Ottawa and went to

 11  Waterloo, I said we're not doing milestones.  We're

 12  going to do -- we're going to find a way to get

 13  progress payments done here.

 14              KATE MCGRANN:  Just quickly, the -- on

 15  Ottawa, it sounds like you looked at -- or

 16  milestones payments were looked at, monthly

 17  progress payments were looked at.  What was your

 18  understanding as to why the milestone approach was

 19  selected?

 20              REMO BUCCI:  This was -- I don't know

 21  if compromise is the right word.  It was -- it

 22  was -- because if you -- at that point in time,

 23  Infrastructure Ontario had only done -- like, I

 24  think the way Windsor-Essex -- I can tell you 407

 25  Phase 1, we worked on that project, as an example
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 01  was -- and I'll draw it on the screen.

 02              It's a project that goes like this.  So

 03  it's a segment, a north-south segment and a segment

 04  that goes to the east.  Do this, you finish that

 05  one, you get a payment.  Finish that one, you get a

 06  payment.  Finish that one, you get a payment.

 07              KATE MCGRANN:  Just for the sake of the

 08  transcript, you basically scripted out a capital T.

 09  When you say half of the top of the T, you get a

 10  payment.  When you do the base of the T, you get a

 11  payment.  When you do the other half, you --

 12              REMO BUCCI:  Right, correct, because

 13  you can chop it up that way into thirds, right.

 14  And you say, well, you do it whatever order you

 15  want, I don't care how you bid it, but when you go

 16  to deliver it, when you get those Ts done, I'll pay

 17  you on that segment.

 18              Now, you do a light rail project, you

 19  go, well, how are you going to do that?  There's no

 20  logic.  You can say, well -- like, here's an

 21  example:  The commencement of tunnelling as a

 22  milestone, okay, and this is a real example.  What

 23  does the start of tunnel mean?  That you've ordered

 24  the tunnel boring machine?  That the tunnel boring

 25  machine has arrived?  That you've done 5 metres?
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 01  That it's done three turns?

 02              So this is now where it comes

 03  difficult, and this is not a criticism of anyone.

 04  It's really easy to say when a project meets

 05  substantial completion, right.  It's safe to

 06  occupy.  You've got good construction precedent on

 07  what that is.

 08              The moment you start breaking down --

 09  and if you look at the 407, like the T that you

 10  just described, that fits that definition,

 11  substantial completion.  I can drive on the

 12  highway.  It's safe, right.  I'll make my payment.

 13              But if anything less than that, now you

 14  have to start saying, okay, so commencement of

 15  tunnelling, what does that mean?  We have to now

 16  describe it because, you know, when you get into

 17  the administration mode, the other side is going to

 18  try to say, well, we met it.  See, we met it.

 19  That's our interpretation of a milestone.

 20              So the milestones were middle ground

 21  between the City wanting to ensure that the

 22  financial construct and construction period

 23  payments -- because they had to pay for every

 24  single penny of incremental financing that goes

 25  with that, fit within its budget envelope.
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 01              So when you see all the machinations of

 02  options we had looked at -- you know, we use the

 03  nomenclature -- the small F was construction

 04  financing, the big F was -- not the right word but

 05  long-term financing was to look at those

 06  differences because going back to that

 07  affordability model, how did it affect the budget

 08  envelope that the City had, and Infrastructure

 09  Ontario saying we want -- we want to meet our

 10  payment on performance milestone but recognizing

 11  that we need to have a lot of them or more of them

 12  than we would normally have because the City is

 13  absorbing the incremental cost.

 14              So a working group was put together.

 15  The concept was let's define a range of fixed

 16  events that we think that can work.  In order to

 17  give flexibility to the bidders, we will give

 18  them -- here's 20 -- I forget the exact number.

 19  Here's 20 of the acceptable -- sorry if you hear

 20  dogs barking -- milestones, but you're going to

 21  have to put 12 and no more than 3 or 4 in a year.

 22              Like, we set some rules in the RFP, and

 23  we modelled that out, and that got us to a point

 24  where financially we thought, okay, that can fit

 25  within the City's budget envelope, and it met where
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 01  Infrastructure Ontario was at the time, fixed

 02  event-based payments, right.

 03              KATE MCGRANN:  Okay.  So let me just

 04  say this back to you to make sure I understood it

 05  properly.  There's sort of two components to the

 06  milestone piece.  First of all, the use of

 07  milestones at all as opposed to monthly progress

 08  payments, and I understand the driving factor there

 09  is Infrastructure Ontario's preferred approach to

 10  have payment upon a visible thing that has been

 11  built --

 12              REMO BUCCI:  Correct.

 13              KATE MCGRANN:  -- as opposed to a

 14  percentage towards the final project?

 15              REMO BUCCI:  Correct.

 16              KATE MCGRANN:  And then the other piece

 17  is the number of milestones, and that's driven by

 18  the City's finances and the realities of having

 19  to -- the cost of having to have outstanding --

 20              REMO BUCCI:  Correct, correct, that's

 21  exactly right.  Now, to complicate things even

 22  more, the one thing about -- the other dimension

 23  with the federal and provincial money is when does

 24  the money come in?  Now, they're paying a third,

 25  but that doesn't mean they have to pay a third of

�0049

 01  every single monthly payment or every payment

 02  that's made.

 03              So the one compromise that the federal

 04  government and Ontario agreed to is accelerated

 05  payments, meaning they would pay their one-third,

 06  but they would pay it faster, right.

 07              So I think it was 50 percent of the

 08  initial project cost up until you hit that

 09  one-third threshold.  Basically what it enabled the

 10  City to do is put their money in last.

 11              Okay, so this is the iterative part

 12  that you talked about.  You know, at the beginning

 13  part of the journey, we didn't get there.  We

 14  didn't get to all of this until frankly probably

 15  when we were structuring the RFP, like, later in

 16  the fall.

 17              And I say "we," you know, the

 18  collective "we" in 2012, but these are the dynamics

 19  of here's the funding agreement.  He's the delivery

 20  model.  It's got to work within a contract.  It's

 21  got to work within the affordability structure.

 22  It's got to be financeable.  How does it impact all

 23  of the pieces?

 24              And that's what made, you know, this

 25  project complex because you've got the two funding
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 01  agreements.  You've got the City's expectation on

 02  the size of the project and its budget allotment,

 03  and then you've got Ontario through Infrastructure

 04  Ontario who are just at the beginning of the

 05  journey of doing transit projects trying -- you

 06  know, working with the City to find something that

 07  can -- you know, that can work within -- and the

 08  AFP program has evolved since then obviously.

 09              KATE MCGRANN:  Any discussions with the

 10  groups working on the Canada Line about the

 11  progress payments versus --

 12              REMO BUCCI:  Yeah, we did.  We did

 13  with -- sorry.  We did.  We did that -- yes, we

 14  did.  We did -- we did interviews with multiple

 15  people on that.

 16              This would have been as part of the

 17  initial procurement options report that we had done

 18  and prior at Infrastructure Ontario as part of

 19  the -- because part of that procurement options

 20  report is the benchmarking.  Like, what are the

 21  relevant projects that you're using to take lessons

 22  learned from?

 23              So, yes, we had -- we had that done.  I

 24  don't think we had provided -- the -- if you look

 25  at the procurement options report and you go, well,
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 01  they were a little light on there in the financial

 02  structure, weren't they?  Like, they didn't really

 03  disclose a lot of numbers, and that was frankly on

 04  purpose because the procurement options report was

 05  going to be followed by the procurement itself.

 06              So we wanted to be careful not to --

 07  again, take in the lesson of, well, it's 1.8

 08  billion.  That was one point.  Then you issue your

 09  procurement options report.  If you put another --

 10  and this is for communication purposes, not what

 11  you're sharing with the funding partners behind the

 12  scenes.  It's to manage what's the project cost

 13  going to be.

 14              Well, it will be at financial close.

 15  That's the main event.  So let's just make sure as

 16  we're going down the journey of at least the public

 17  part of the report -- and this is not just unique

 18  to the City of Ottawa.  Like, every municipal

 19  project we've done, we try and set that balance of

 20  here's the delivery, here's the budget, here's how

 21  it's going to work, but you also want to make sure

 22  you don't provide too much information that's going

 23  to hurt your procurement down the road because you

 24  have a competition that you -- and you want to

 25  provide comfort to the bidders that you've got a
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 01  funded program.

 02              So if you're -- I shouldn't -- you

 03  didn't ask the question, but if you look at the

 04  procurement options report, you'll see that it

 05  talks high level about cost, but the detailed

 06  financial stuff was being shared with the two

 07  funding partners, and the City primarily was doing

 08  that affordability assessment to say, Do we think

 09  we have a big enough budget envelope here?

 10              KATE MCGRANN:  Okay.  And that approach

 11  is to sort of strike a balance between transparency

 12  and maintain the environment in which competition

 13  can drive the price to --

 14              REMO BUCCI:  Correct.

 15              KATE MCGRANN:  -- where it should go?

 16              REMO BUCCI:  Correct.  And

 17  municipalities have annual budget cycles.  So part

 18  of financing's job is to say, What's it going to

 19  cost this year, but let's make sure that we've --

 20  and those ones down the road, the levers are going

 21  to change, so we just need to make sure we can

 22  control those levers.

 23              Ultimately, if you're wrong and your

 24  municipality is -- the only one you can do is raise

 25  your property taxes, right, and that's the
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 01  worst-case scenario beyond what you forecasted,

 02  right, beyond what you forecasted or allotted to

 03  the project.

 04              KATE MCGRANN:  Specifically with

 05  respect to the use of milestones, what was the

 06  advice coming from the precedent projects?  So

 07  Canada Line.  In Denver you spoke to --

 08              REMO BUCCI:  Denver Eagle we did.

 09  Canada Line was they thought it worked well because

 10  they had multiple milestones.  And, Kate, like, I'm

 11  going to tell you they're monthly, but someone may

 12  call them event-based as well.

 13              You can have -- you can have -- you can

 14  have some milestones, like, you know, you drill

 15  certain boreholes, and I'll pay you those.  You can

 16  have a mix.

 17              You can appreciate when you've got a

 18  project schedule that's, let's say, 100 pages, six

 19  levels deep, you can be really creative how you

 20  define events on a monthly or sub basis, but

 21  Ontario line was hundreds of payments.  Ontario

 22  line.

 23              KATE MCGRANN:  Wasn't Canada Line

 24  monthly progress payments?

 25              REMO BUCCI:  Yeah, yes, it was, but
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 01  what I'm saying is it might have also been -- and

 02  I'm going by memory here, a combination of sub

 03  events within the month as well.  So they were

 04  frequent payments that were, at the least, monthly.

 05  Maybe I'll describe it that way.

 06              KATE MCGRANN:  And so was it -- it

 07  sounds to me like Ottawa is departing from the

 08  model that Canada Line used.

 09              REMO BUCCI:  Correct, correct, correct.

 10              KATE MCGRANN:  Did you run -- did you

 11  speak to Canada Line about --

 12              REMO BUCCI:  Yes.

 13              KATE MCGRANN:  What was their view

 14  or what was --

 15              REMO BUCCI:  They thought it worked

 16  well because it gave them flexibility in particular

 17  to -- so what Canada Line did is said, I'm only

 18  going to pay you this amount per month, okay, but

 19  what you do during that month I'm going to allow

 20  you to change during the construction period to

 21  allow for the flexibility of your schedule.

 22              So as long as you -- if I -- if you

 23  were going to -- if I was going to pay you for $100

 24  of value and you thought you were going to put

 25  yellow pipe down for that and you had to do green
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 01  pipe somewhere else, I'll pay your for $100 a green

 02  pipe.  I'm okay with that because I'm getting value

 03  for it.

 04              And you're doing it because you thought

 05  during the -- when you put your bid together, that

 06  you were going to put the yellow pipe over here,

 07  but now you have to put the green pipe over here.

 08  You can do that shift, but I'm only paying you

 09  $100.

 10              KATE MCGRANN:  So what discussions were

 11  there, if any, before the procurement model and

 12  milestone payment approach was set about what may

 13  flow from the lack of flexibility that comes from

 14  milestones payments as opposed to monthly progress

 15  payments?

 16              REMO BUCCI:  It's primarily that.  The

 17  City's concern was from an administration

 18  perspective.  The other complexity is when you set

 19  those milestone payments and they're -- effectively

 20  you think about it, it's the short-term

 21  construction financier, lender that's being paid,

 22  and they're institutional investors.  If you want

 23  to change that milestone event, you got to go get

 24  lender consent.

 25              KATE MCGRANN:  So how is the risk of
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 01  that lack of flexibility accounted for?  Like, what

 02  was done to account for the fact that your -- let

 03  me put it to you this way:  What discussions did

 04  you have about the fact that flexibility is going

 05  to be limited as a result of this?

 06              REMO BUCCI:  The compromise was --

 07  let's pick -- let's set a set of rules that give us

 08  maybe not monthly but enough during the year that

 09  you don't have an accumulation of financing, and at

 10  the same time, we're not going to tell the -- and

 11  we also -- sorry, again, collectively "we" said to

 12  the proponents, Here's the list of milestones we

 13  think are appropriate.  If you think there's better

 14  ones, tell us and we'll consider them.

 15              And then a set of rules was created,

 16  and they got to pick that -- you know, from that

 17  long list of milestones which ones were the most

 18  appropriate for their project and when they were

 19  going to occur.  That was the mitigation note that

 20  was -- that was chosen.

 21              Recognizing the constraints were --

 22  it's going to be very difficult to change that

 23  milestone payment once it's set because it's

 24  event-based, and if you want to change it, you need

 25  to have lender consent.
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 01              Those were realities that we knew at

 02  the time, but, again, it was trying to come to this

 03  infrastructure -- I don't want to speak on behalf

 04  of Infrastructure Ontario, but my -- what my

 05  understanding from them is they didn't want to use

 06  the Canada Line model.  That did not fit with AFP.

 07              Couldn't go with the hard, like your T

 08  example, the 407 example.  Everyone recognized

 09  that.  So the milestone regime that was used for

 10  Ottawa and never used since was what the -- what we

 11  collectively thought at the time met the

 12  requirements of both -- all the parties including

 13  the federal, provincial funding authorities, the

 14  City of Ottawa, and Infrastructure Ontario because

 15  they signed off on it.

 16              KATE MCGRANN:  You mentioned the

 17  concept of chasing milestones earlier, and I take

 18  it that's the idea that instead of making decisions

 19  that would advance the project overall --

 20              REMO BUCCI:  Correct.

 21              KATE MCGRANN:  -- as fast as possible,

 22  you were making decisions to advance the project

 23  towards a milestone so you can achieve that

 24  payment; is that fair?

 25              REMO BUCCI:  Correct.  I'll give you an
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 01  example, right, like --

 02              KATE MCGRANN:  Actually just let me ask

 03  the next question before you do that.  Did you see

 04  that chasing-milestone behaviour on the Ottawa

 05  project?

 06              REMO BUCCI:  Well, there you go.  I was

 07  going to give you that, so thanks for that.  So the

 08  best example of that was -- I think in 2016, there

 09  was a fairly major tunnel collapse, right, and if

 10  you think about this, what -- so what RTG did is

 11  they had to react really rapidly to deal with that

 12  tunnel collapse because they were, like, literally

 13  this far away from completing the tunnel, right.

 14  Bad luck for them.  And they had to complete the

 15  tunnel because there was a milestone payment that

 16  was due, right.

 17              Now, and this is my opinion, you can

 18  make the argument that they would have been better

 19  off keeping their resources deployed on completing

 20  the track and the systems and the integration on

 21  the other parts of the line in stages that were

 22  underway at the time, okay, and deploying some

 23  resources to fix the sinkhole and continue on with

 24  that work, but the problem they had is they didn't

 25  have money coming in.
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 01              In order to have the money coming in,

 02  they had to finish the tunnel, and now they have

 03  this disruption they have to deal with, and I think

 04  it took them a month, right.

 05              So that's an example of, well, I've got

 06  to chase the milestone because even though it's

 07  probably not the right thing to do -- and this is

 08  my opinion, just other people may disagree with me,

 09  but that's an example of one that is -- I think

 10  that's a good example of -- and that's an actual

 11  event that occurred.

 12              So that's the danger that you have

 13  unless your milestone is completion, right, because

 14  if your milestone is completion, you're like I can

 15  still redeploy my resources, right.

 16              Yeah, so that's probably the best

 17  example I would use.  I would say that in a public

 18  forum as well if I was asked that question.

 19              KATE MCGRANN:  Were you involved at all

 20  in discussions about changes made to the

 21  milestones?

 22              REMO BUCCI:  Not during -- because

 23  by -- at financial close, we're done.  We really

 24  weren't involved in the construction

 25  administration.
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 01              I would say that when we went to meet

 02  with the City's construction staff, project office

 03  staff and the lessons learned report -- if you want

 04  to go and look at the section in the lessons

 05  learned report that talks about milestones,

 06  that'll -- that's when we got an ear full from

 07  the -- from the -- from the -- from the -- I

 08  shouldn't use that term.

 09              Let's put it this way:  The issues of

 10  the administration and milestones were articulated,

 11  and we documented them in our report.

 12              KATE MCGRANN:  And the issues with the

 13  administration, were they the schedule-based issues

 14  that --

 15              REMO BUCCI:  Scheduled-based, lender's

 16  consent.  Because even in a situation where it was

 17  described to us, we agree we should change that

 18  event because things have changed, right.

 19              KATE MCGRANN:  Yeah.

 20              REMO BUCCI:  Then it's, like, now we

 21  got to get lender's consent.  Oh, my gosh.  Okay.

 22  All right.  Let's -- how do we -- how do we deal

 23  with this?

 24              KATE MCGRANN:  Bear with me for one

 25  second.  You had mentioned some issues with

�0061

 01  provincial funding, or I thought that you did.  Can

 02  you talk about that a little bit?

 03              REMO BUCCI:  Yeah, so some of this

 04  relates to how you account for the long-term

 05  financing.  So initially, it -- the rough construct

 06  was 1.8 billion plus or minus the projectco was the

 07  three bidders.

 08              Of that, there was going to be these

 09  milestone payments during construction.  When

 10  construction was done, 400 million would remain

 11  that would then be amortized in equal payments over

 12  the 30-year operating period.

 13              The issue was whether or not -- and the

 14  City was effectively funding that 400 million

 15  because remember the way that the money flowed in

 16  and flowed out.

 17              So how you account for whether that

 18  money is eligible to the City's share -- and it's

 19  an accounting issue.  It's not a cash flow issue.

 20  This became problematic, and the City actually

 21  engaged with the province to try to -- and I'm --

 22  you know, I -- the nuances of that I don't

 23  remember.  It's something more for City finance.

 24              But as an example, that's an example

 25  where the payment regime sort of trips over, let's
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 01  call it, accounting standards that affect how the

 02  City can account for the money and potentially

 03  affect its funding.

 04              They got through it, but it was an

 05  issue.  That was a very obvious one.  And that

 06  wasn't clear -- that was blind to the procurement.

 07  That was behind the scenes between the City finance

 08  and the province specifically.

 09              KATE MCGRANN:  At what point in time in

 10  the project did this issue arise or these issues

 11  arise?

 12              REMO BUCCI:  That would have been

 13  during the RFP period, so once -- so let's -- okay,

 14  if we can just -- so go to council in the summer.

 15  They issue an RFQ.  You start working on the RFP at

 16  that point in time, right.

 17              Infrastructure Ontario is now engaged.

 18  They're set up within the City office, and you've

 19  got an integrated project team that's there.  You

 20  have legal advisors on board.  Deloittes is sitting

 21  in the financial working group working under a

 22  group led by Infrastructure Ontario, and we've got

 23  a set of, let's call them, issues and challenges

 24  that we need to resolve to structure and get the

 25  RFP out.
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 01              Construction period payments is one,

 02  affordability, how you deal with it in the RFP,

 03  et cetera.  Behind the scenes, City finance is

 04  doing its affordability assessment and determining

 05  how that's going to work.

 06              So that's all being done at the same

 07  time, and as we're charging collectively to getting

 08  anticipation RFQ -- you know, you'll have your

 09  shortlisted team set.  Here's the date.  You want

 10  to get them the RFP relatively quickly shortly

 11  thereafter because they're mobilized, so we need to

 12  make all these financial decisions out of the way

 13  so we can put contract documents out.

 14              All of that work was happening to

 15  understand is there a constraint in the funding

 16  agreement that's a project agreement issue, or is

 17  it a funding agreement issue, and the one I just

 18  mentioned is a funding agreement issue.  It wasn't

 19  a project agreement issue.

 20              But it's driven by the payment regime

 21  that's -- but once you lock that down and the --

 22  you -- you make that decision to say this is how

 23  we're going to pay projectco.  Good.  Out of the

 24  way.  That's one degree of freedom done.  Now I can

 25  see what the impact is on my funding agreement.
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 01              That doesn't impact my RFP, but as I'm

 02  engaging with Ontario to get those terms and

 03  conditions of that financing, funding agreement

 04  done because I need that when I get to financial

 05  close, I'm working through some of the issues on

 06  eligibility.  What are the sign-offs we need to

 07  have to have the money flow.

 08              Because obviously the City's concern is

 09  it is always paying projectco.  The funding doesn't

 10  come direct from Canada or Ontario.  It comes

 11  through the City.

 12              If there's a lag time between when the

 13  City issues the remit to projectco and gets its

 14  funding from Canada or Ontario, it has to pay for

 15  that working capital, if you will, and they wanted

 16  to try and cut that down to make sure that wasn't

 17  months.  It was -- I should say 60 to 90 days is

 18  the general idea.  Any more than that, then that's

 19  another funding cost, financing cost you didn't

 20  anticipate.

 21              So they were trying to make that

 22  alignment of money come -- City -- invoice from

 23  projectco to the City, City pays projectco, City

 24  issues invoices to Canada and Ontario, and that

 25  money is flowing fairly mechanically without any
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 01  major issues.  So that's happening behind the

 02  scenes.  That's not an RFP issue.

 03              KATE MCGRANN:  Okay.  It becomes a

 04  project agreement issue I would expect, though.

 05              REMO BUCCI:  Only -- only to the extent

 06  that -- I wouldn't characterize it that way.  It's

 07  a you need to make the decision on how your project

 08  agreement is structured, then you work backwards

 09  and say, okay, now can I solve it within the

 10  funding agreement.

 11              And the idea was, okay, yeah, it's an

 12  issue, but it's not going to be -- it's not going

 13  to kill the project.  You have to just work with

 14  the policy makers to find a solution.

 15              KATE MCGRANN:  Okay.  And at a very

 16  high level, the nature of the issue that needed to

 17  be resolved as between the City and the province is

 18  how -- what is it?

 19              REMO BUCCI:  Just say how they

 20  accounted for the private financing within a --

 21  within a funding form, within a project -- within a

 22  funding agreement that assumed, I would call it,

 23  traditional level of funding, meaning there isn't

 24  any private financing.

 25              My opinion was that the -- and both of
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 01  them actually, both Canada and Ontario's funding

 02  agreements didn't take private financing income.

 03  I'm not going to use the word P3.  Private

 04  financing, any deferred payments into account.

 05              Now, as an analogy, if you look at the

 06  way P3 Canada was set up later, they did.  Their

 07  legislation, their regulations all took into

 08  account that it was going to be some form of

 09  payments like we're talking about.

 10              So as an example -- and I worked on

 11  five P3 Canada projects.  That was never an issue

 12  because they factored in the fact that there would

 13  be these type of payments during construction.  It

 14  didn't affect the eligibility or the form of

 15  payment because it took the delivery model into

 16  account.  So I think it's just a maturity where

 17  Canada was at at that time, Canada and Ontario.

 18              KATE MCGRANN:  Is one of the -- is an

 19  issue or the key issue really the cost of financing

 20  and how that gets worked into the various payments

 21  that are being made along the way?

 22              REMO BUCCI:  Yeah, yeah, it is

 23  because -- and, again, like, if you're -- if you

 24  look at Ottawa's scenario is go back to that 2009,

 25  you know, 600 million of 1.8.  Well, 1.8 weren't
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 01  the project costs, and that number wasn't changing.

 02              KATE MCGRANN:  Switching focus for a

 03  second, which I'm doing rather abruptly because I

 04  only have so much time with you today, the decision

 05  to exclude operations from this model -- so the two

 06  precedent projects that we have spoken about were

 07  both design, build, operate, finance, maintain.

 08  Ottawa is a design, build, finance, maintain.

 09              So can you just describe to me what

 10  went into the consideration of excluding the

 11  operations for starters?

 12              REMO BUCCI:  So the first is the system

 13  is going to grow, and I have to say -- and I went

 14  through all the documents, disclosure this weekend,

 15  and somewhere in there you'll see this analysis

 16  that we've done on the -- I think it was schedule

 17  38, the project expansion protocol, and anticipated

 18  three new stations to the west.

 19              So at the time, one of the things we

 20  wanted to solve is to say, all right, this is --

 21  it's a transit system.  Transit systems by their

 22  nature -- most of the time.  Canada Line was

 23  different because it was end-to-end.

 24              Unless this endpoint and this endpoint

 25  are never going to change, you want to make sure it
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 01  can grow.  Now, any time you enter into a

 02  contractual arrangement, particularly something

 03  like an AFP that sets rules and it's designed this

 04  way to make sure that you're only go to pay for

 05  what you defined in the contract.

 06              It really tries to limit changes

 07  because it's about project governance and managing

 08  scope, if you will.  So you want to build

 09  flexibility in to say, well, I don't want to tie my

 10  hands here because I want the project to grow.

 11              The thought was we have three new

 12  stations potentially because that was on the

 13  program in 2010, because by the way, there wasn't a

 14  lot of funding available for transit projects.  We

 15  had gone about 20 years in Canada where there was,

 16  you know, infrastructure gap issues and things like

 17  that, but there weren't a lot of funding for

 18  infrastructure.

 19              So at the time -- at the time of

 20  drafting of the project agreement, the thought was

 21  three stations, that's something you can do through

 22  a variation in the project agreement.  Effectively

 23  the way AFP describes a scope change.

 24              We could negotiate that out, but you

 25  know what, let's make that job simpler.  If its
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 01  operations -- if the City has operations, it makes

 02  the -- you know, it makes one less moving part we

 03  have to negotiate there.

 04              And the other thing -- and this is just

 05  sort of a general observation I would make with the

 06  municipalities is they're very focused on who the

 07  employees are, if you will, that are dealing with

 08  the customers, the interface because rightfully,

 09  you know, councillors feel they're public

 10  accountable.

 11              If there's an issue, it's a lot easier

 12  to call someone up, you know, a commissioner who is

 13  a direct employee of the City versus a contractor.

 14              So operations, if you think about the

 15  LRT system in Ottawa, the customers really don't

 16  run into RTG because most of their people are the

 17  maintenance facility or they're doing maintenance

 18  on the line.  The drivers are OC Transpo people.

 19  That's the City employee.

 20              So I think it's about -- it's about

 21  accountability of the customer experience, and it

 22  was about flexibility for the next stage of

 23  projects, and then that accountability also was at

 24  the time the -- because you always have to look at

 25  these issues of labour.
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 01              And particularly you run into them on

 02  transit and wastewater projects where you now say,

 03  okay, if I'm now introducing a private operations

 04  or maintenance into the program, it's a greenfield

 05  new employees.

 06              It's not about them being unionized or

 07  not.  Like, that's not the issue.  Like, the

 08  union -- private companies deal with unionized

 09  labour all the time.  It's not their issue.  It's

 10  whether or not they're City employees or whether or

 11  not they're City employees that have a right to

 12  bargain for that work, right.

 13              And at the time, the City had a legal

 14  opinion done because its maintenance of light rail

 15  on the O-Line -- so this is the predecessor to the

 16  Trillium Line -- was contracted out.

 17              The City didn't do light rail

 18  maintenance.  It was already done by third parties,

 19  but the City was operating buses, and they were --

 20  and the thought was you can train a bus driver to

 21  operate, particularly if it's computer-based train

 22  control.  This is not -- it's more like you've

 23  got -- like, they call it, you know, like, a stop

 24  switch, an emergency switch.

 25              So when you look at flexibility,
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 01  expansion, a potential constraint on labour if you

 02  include operations, then you do it maintenance.

 03              And if you look, for example, Finch

 04  light rail and Eglinton light rail or DBFMs because

 05  they have to be integrated in the TTC network.  And

 06  I wasn't part of that, but same logic would apply,

 07  right.

 08              So I think you would always start

 09  out -- if you're looking at a pure output-based

 10  contract, the easy -- let's go to the equivalent of

 11  the construction period payments.

 12              The easiest way to measure a train

 13  system is to say is it on time, punctuality at the

 14  station, and is it reliable.  Did you give me the

 15  number of trips over -- like, that were in the

 16  schedule in the month.  And I'll give you degrees

 17  of freedom on all of those, but I'm going to

 18  measure you on these things, and if you meet them,

 19  I'll pay you a certain amount.  If not, there's

 20  deductions.

 21              And you're always going to start there

 22  because that's the easiest way to measure it.  When

 23  you -- when it's not operations and they don't have

 24  the time dimension because they're not driving

 25  anymore, then you have to have a different regime,
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 01  and here it was the kilometre-based system.

 02              But that was the logic.  So it was --

 03  it probably -- it gave the City the flex -- and by

 04  the way, it was a really good decision in foresight

 05  because 2011, 2012 comes around.

 06              Ontario and Canada say, hey, we've got

 07  billions of dollars available now.  The City of

 08  Ottawa says, well, Stage 2 isn't just going to be

 09  three stations.  It's going to be to the east and

 10  the west, and we're going to go down to Trillium

 11  Line.  Like, we're going to really expand, and we

 12  want Stage 3.  Like, we just don't want...

 13              So in hindsight, keeping the operations

 14  was a very smart move, even though at the time we

 15  thought it was only three stations, but it was also

 16  driven by, you know, the very practical issue, I

 17  don't think they need to hide behind it.  It was --

 18  you know, labour is always something you need to be

 19  cognizant of, right, because you've got these

 20  agreements that you need to be -- you need to be --

 21  you need to be respectful of.

 22              So I think it was a -- it was driven by

 23  those.  And I can't tell you one was more impactful

 24  than the other.  I think they were all part of that

 25  mix.
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 01              KATE MCGRANN:  So having the City

 02  retain operations introduces an additional

 03  infacing [sic] as far as the running of the system

 04  goes because now the City operators are interfacing

 05  with RTG's maintainers at RTM; is that fair?

 06              REMO BUCCI:  Yeah, it's train control.

 07  It's automated train control.  And to be clear, I'm

 08  going to say operations is -- let's -- I'll

 09  describe it this way:  Driving the trains or

 10  sitting in the control booth, and number two,

 11  dispatching the network, the control centre, okay,

 12  recognizing that at the maintenance facility,

 13  Belfast station, and in the way the project

 14  described it -- project agreement described it,

 15  projectco is responsible for getting the train

 16  organized every morning, bringing it to -- if you

 17  think the bay where the drivers show up, and

 18  there's your train ready to go, it's clean, it's

 19  got to right number of trains on it, we've

 20  inspected it, tick, tick, tick, ready to go, and

 21  now you come out of the coffee room, I'm

 22  simplifying it, you walk onto the train, and you

 23  drive out.  You're at your first station when

 24  you're supposed to be there, right.  That interface

 25  is not a challenge, particularly for automated
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 01  train control.

 02              KATE MCGRANN:  So my question was going

 03  to be what consideration, if any, was given to the

 04  need to manage that additional interface?

 05              REMO BUCCI:  Exactly the way it was --

 06  the way I described it was the way the output

 07  specification describes their obligations.  And

 08  what -- and I'm simplifying.

 09              What the OC Transpo drivers do is they

 10  do their safety inspection, get on, go.  If not,

 11  they say, hold on a sec, you guys missed this

 12  thing.  This light is broken.  Why is this light

 13  broken?  I can't drive the train with that broken

 14  light.  Oh, send it back.  Then that's a -- that

 15  would be like a service -- that's a service KPI

 16  that wasn't met.

 17              KATE MCGRANN:  So the hand-over at the

 18  beginning of the day is -- that interface is

 19  accounted for by the fact that the obligation is

 20  put on RTM to deliver the train in working

 21  condition on time.

 22              REMO BUCCI:  Correct.

 23              KATE MCGRANN:  What about interfaces

 24  throughout the day, reactionary maintenance, issues

 25  that arise on the trains?  How -- what
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 01  consideration was given to accounting for,

 02  controlling, managing that interface in the project

 03  agreement?

 04              REMO BUCCI:  So let's talk about the

 05  first one, which is you're driving -- okay, it's

 06  automated train control, but let's just say now I'm

 07  the driver.  I'm controlling it, right.  I'm

 08  sitting on the train.

 09              So the time dimension is now in control

 10  of the City.  So you can't blame projectco if

 11  there -- you can't necessarily if the train is late

 12  because now you need to look at the attribution of

 13  that.

 14              Was it a driver issue?  Was it a --

 15  I'll call it a system-wide, like, from the City

 16  dispatch centre, or was it a problem with the

 17  vehicle availability, the station availability, the

 18  track that caused that to occur.

 19              So the lens and the payment mechanism

 20  and the output specification where you see that

 21  split is -- first of all, service availability was

 22  defined by kilometres.

 23              And what was done there is the City

 24  then went through their technical advisors, did

 25  simulations to say based on the number of trains
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 01  that we have on day one -- I'm sorry.

 02              Based on our ridership forecast over

 03  time, okay, the amount of people we think are going

 04  to be at the platforms at a given point in time

 05  every day -- morning and peak are parallel, so it

 06  doesn't really matter which one you pick.

 07              We think we need this many trains,

 08  okay, or capacity.  You don't maybe worry about the

 09  number of trains because the projectco is picking

 10  the size of the trains.

 11              We need to have a train that has this

 12  many seats.  Think of it that way, right, because

 13  we have riders to pick up, and we want to make sure

 14  that these riders -- there's a certain standard.

 15              Do you want every rider to be -- so

 16  none are left on the platform.  So you make these

 17  decisions, right, in terms of capacity.

 18              So you do that, and then you run some

 19  simulations and you say, well, then when's the next

 20  train need to come up because people are now

 21  walking down the platforms, and they're building up

 22  on -- based on that ridership forecast.  That's

 23  your frequency.

 24              So you have your frequency and your

 25  capacity of the trains.  You program that in,
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 01  right, and then you come up with standards that

 02  say, all right, in order for me to meet that

 03  frequency, punctuality, and number of trips,

 04  reliability, I need this many kilometres over the

 05  day, right, and the trains have to have this much

 06  capacity.

 07              So if you give me trains of this size

 08  and they deliver this many kilometres over the day,

 09  effectively I'm going to get the punctuality and

 10  reliability that I'm going to have in my schedule,

 11  because you're bidding back kilometres.  I'm going

 12  to develop clock-facing schedules for the -- for

 13  the customers to use, but it's going to work

 14  because I'm taking those kilometres into account.

 15              Now you got to say, all right, so that

 16  does work as -- now, let's say a kilometre is

 17  missed.  All right, so is it missed because the

 18  driver inadvertently hit the stop button because

 19  they were worried that there was an emergency event

 20  that was or wasn't the case?

 21              Okay, so we need an excusing cause for

 22  that.  All right.  We need to strip that out.

 23  Driver issue, not your problem that the kilometre

 24  was missed.

 25              Did the passenger stick their arm in
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 01  the door for some reason and cause the train to be

 02  delayed and emergency protocols.  Oh, we need an

 03  event for that.

 04              So you work through those sorts of

 05  things, and you create a set of rules called

 06  projectco excusing causes which are in Schedule 20

 07  that say, all right, here are the events that if

 08  they're outside of your control that happened,

 09  we're going to leave you off the hook for those

 10  missed kilometres, but everything else is up to you

 11  because therefore, what that says is if the train

 12  isn't on time or didn't deliver my kilometres is

 13  because there was a problem with the vehicle, or

 14  there was an issue, an unforecasted maintenance

 15  event on the track that you didn't take into

 16  account, and because of those things, that train

 17  had to run slower, and therefore, I didn't get the

 18  kilometres, so therefore, you get a deduction based

 19  on those kilometres.

 20              In order to differentiate between --

 21  you know, a kilometre in the afternoon or the

 22  evening or on the weekend is not the same as a

 23  kilometre in the morning.

 24              So remember, you're deciding on

 25  capacity on your peak periods, right, and, you
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 01  know, the easiest way to look -- they're looking at

 02  YouTube at the events that occurred when the trains

 03  weren't available, you know.

 04              So system events were then introduced

 05  to say, you know what, these peak periods are

 06  really important for us, so if we lose a certain

 07  amount of service in the peaks, you get -- this is

 08  the idea of a financial deduction, so like your

 09  driver's licence, right.

 10              You get -- you know, you get a speeding

 11  ticket.  It's a financial deduction, but the size

 12  of the speeding ticket, the amount of points you

 13  accumulate depends on how -- how -- like, were you

 14  5 kilometres over the speed limit or 100 kilometres

 15  over the speed limit.

 16              So what the system events did is said

 17  if I -- if the City lost service in the peak

 18  periods, 65 failure points apply.  It's the right

 19  number, but that was all calibrated to say

 20  projectco, RTG, you got to deliver train service

 21  during the peaks.  Off peak we got a lot more

 22  flexibility because if there's a nonavailability

 23  event, there's not going to be as many people

 24  standing around, and the City doesn't have to

 25  deploy buses to get them to work or to miss their
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 01  appointment or to miss a class.

 02              So that's how that all came together.

 03  That was put together by, let's call it, the

 04  commercial team, like, where I was working with

 05  Infrastructure Ontario and the payment mechanism,

 06  the technical advisors.

 07              And then during the bid-open period,

 08  all of that was, you know, debated, adjusted

 09  through addendum, through the commercial

 10  in-confidence to get to the deal structure at the

 11  end of the day.

 12              And that was the split of operations.

 13  There wasn't a clear precedent that we saw that

 14  worked for that type of regime because most of the

 15  projects in North America, and the ones I cite were

 16  all operations.

 17              In the UK, they were more mature

 18  systems.  They had already split their -- and

 19  they're interregional, so they already had an

 20  entity that was doing rail operations, vehicle

 21  maintenance, track maintenance, and they're

 22  contractual splits were done.

 23              But an integrated system, when it's

 24  greenfield -- and you don't want to get into an

 25  attribution because the moment you make that split
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 01  between, oh, it's a rail issue, go back to

 02  rail-wheel interface.  John was concerned at the

 03  beginning.

 04              The moment that kilometre is missed,

 05  not because of one of the causes of the City or the

 06  driver, now the way the City of Ottawa's regime

 07  works is whether it's a vehicle, a track, a station

 08  issue, it doesn't matter.  Those are all degrees of

 09  control that are -- that projectco has.

 10              And the project agreement had set it up

 11  that way, so you no longer have to get into --

 12  other than those events the City had control over

 13  that are passenger caused, everything else from an

 14  attribution perspective you don't need to worry

 15  about because it's on their side of the -- of the

 16  responsibility ledger.

 17              KATE MCGRANN:  We'll take the morning

 18  break now and come back with some questions.

 19              REMO BUCCI:  What time do you want to

 20  come back?

 21              KATE MCGRANN:  It's 10:24.  Let's take

 22  ten minutes.  We'll come back at 10:35.

 23              REMO BUCCI:  Perfect.

 24              -- RECESSED AT 10:24 A.M. --

 25              -- RESUMED AT 10:35 A.M. --
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 01              KATE MCGRANN:  Before the break, we

 02  were talking about the payment mechanism that

 03  applies throughout the maintenance period.

 04              Were there any particular issues that

 05  the bidders pushed back on during the period that

 06  the City held as far as the application of the

 07  payment mechanism or what it looked like?

 08              REMO BUCCI:  No, nothing major.  I

 09  mean, you -- the -- the payment mechanism

 10  interaction during the bid-open period is part of

 11  the project agreement, CCMs, because you got the

 12  design -- the design stream where the output

 13  specifications are being thought about, so for

 14  example, how those surface levels are being

 15  defined.

 16              So that was on the technical stream,

 17  but the way the meetings are organized usually do

 18  technical on one day, legal and, like, where the

 19  payment mechanism fit in, so they're coordinated

 20  very well.

 21              And then you get a cross-section of

 22  members on both sides that are involved with all of

 23  those things, so they're not done in a vacuum.

 24              Deloittes was present -- or Deloitte

 25  representatives were present at the CCMs for the
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 01  payment mechanism specifically even though we were

 02  providing input into the output specification

 03  behind the scenes, the service failures, quality

 04  failures, et cetera, all that stuff.

 05              I would say that the payment mechanism

 06  itself was a relative nonevent from the

 07  perspective -- yes, there were comments and issues,

 08  but it was not a strategic issue.  The strategic

 09  issue that we were dealing with was affordability

 10  more broadly.

 11              So, for example, whereas when the RFP

 12  went out, I think the amount of private financing

 13  was 400 million as -- again, collectively we were

 14  working through the process, and, you know, I think

 15  principally because of tunnelling issues and some

 16  of the geotechnical risks there.

 17              And it was communicated that the

 18  project budget that was -- that was effectively the

 19  affordability cap or the parameters that were the

 20  affordability cap which were the payments -- the

 21  total payments during construction and the amount

 22  of long-term financing were -- and operations and

 23  maintenance were not in that definition because the

 24  City was more focused on -- at that time on the

 25  capital side and the funding agreement components
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 01  because it had more flexibility on the operations

 02  and maintenance end, that the proponents

 03  articulated here's what's driving our concern.

 04              The payment was not one of those.

 05  Otherwise, we would have recal -- that's the --

 06  that's an easy thing to do on other projects.  We

 07  go and recalibrate it.  We would say which KPIs are

 08  causing issues to you?  Is the slope of the

 09  availability curve of ductions for kilometres lost,

 10  is that too steep?  Is the failure points we're

 11  assigning to a particular event too large?  Right.

 12              Those are really easy changes to make.

 13  They were not a problem.  They weren't a problem in

 14  the procurement, and frankly, they weren't a

 15  problem when the City had to renegotiate them as --

 16  I know Stage 2 is a different issue, but the City

 17  negotiated maintenance services with RTG for

 18  Stage 2 in 2016-17, and the payment mechanism had

 19  to be recalibrated because the systems had to be

 20  expanded.

 21              The issue of the ability to meet that

 22  performance regime was never a problem until it

 23  became a problem based on real experience.

 24              So nothing -- to go to your question,

 25  it did not come up during the -- in my opinion and
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 01  my recollection, it was not a strategic issue

 02  during the bid.  It was more the affordability

 03  itself and whether or not -- and that's why the

 04  open period was extended to deal with -- you know,

 05  some value engineering was done.  Like, could the

 06  City take -- you know, what does the City really

 07  need, right.

 08              Like, you start looking at the

 09  stations, the number of escalators, elevators and

 10  things like that.  There was some ideas that the

 11  proponents bring forward that were good, so the

 12  City took them on, but ultimately it was -- it

 13  was -- I think the biggest stress was on the -- was

 14  on the tunnel, the geotechnical risk.

 15              KATE MCGRANN:  Okay.  Let me come to

 16  those with some questions in a second, but before

 17  we leave the payment mechanism, I think two other

 18  questions.

 19              So my understanding is that there's two

 20  aspects to the payment mechanism:  There's failure

 21  points that can be accumulated in the event of

 22  failures, and they are accumulated over time over

 23  months, however long they need to be, and there are

 24  eventual triggers associated with those; is that

 25  right?
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 01              REMO BUCCI:  Yeah, and they get reset.

 02  So the 12 months is the maximum window, 3, 6, 12,

 03  months and different ones apply, and then the idea

 04  is -- and this is to get to the point of -- you

 05  don't want to have really bad performance or just

 06  to the point of its kind of acceptable on a daily

 07  basis, but it's repeated over a long period of

 08  time.

 09              So accumulated poor performance, I got

 10  you, but at the same time, if you had some events,

 11  and fair enough, but you dealt with them, 12 months

 12  plus a day, we wipe them away and you get a clean

 13  slate.  That's failure points.

 14              KATE MCGRANN:  Okay.

 15              REMO BUCCI:  That's the idea with

 16  failure points.

 17              KATE MCGRANN:  That's great.  And then

 18  on the deductions, I understand there are

 19  deductions from the payments that are made on a

 20  monthly basis as a result of a failure to meet

 21  KPMs; is that right?

 22              REMO BUCCI:  Both from -- just -- we

 23  use the terms availability base, so is the stations

 24  available?  Are the kilometres of service

 25  available?  That's availability.  And then there's
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 01  service failures and quality filatures.

 02              Quality filatures are typically more

 03  for things like you needed to give me a report.

 04  You didn't give me a report.  It's on or off.

 05  There's no rectification for that.

 06              Service failures are, oh, the seat was

 07  torn.  You need to fix it, and if you don't fix it

 08  within a period of time, then you get a deduction,

 09  and if you don't fix it within a period of time,

 10  those deduction ratchet up.

 11              KATE MCGRANN:  Okay.  And was there any

 12  sort of ceiling or cap built into the deductions to

 13  apply by month or otherwise?

 14              REMO BUCCI:  Well, this where you get

 15  into the basic prem [sic] of AFP.  So the reason

 16  why you have $300 million of financing that's

 17  spread out over the operating period is to share

 18  the risk, and if you now use the term the financial

 19  pain of poor performance.

 20              In a service-based contract, if you

 21  deliver -- if you don't deliver service, I might

 22  not be paying you for a certain amount of that

 23  month, right, but you're not feeling any financial

 24  pain, right.

 25              So if you're capping the deductions,
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 01  then why would you have private financing at risk?

 02  The private financing at risk is there primarily

 03  for if there's a disaster scenario and the

 04  services -- it's my opinion, isn't delivering --

 05  and I think it's what AFP is based on, but I don't

 06  want to speak for -- you know, AFP, P3, you know,

 07  call it what you want.  I'm just using AFP because

 08  that's the form in Ontario here.

 09              If you're going to have private

 10  financing at risk and it's costing you -- sorry, if

 11  you're going to have private financing that's

 12  costing you more, roughly 6 percent versus 4, 6 and

 13  a half if you waited the cost of the equity, and

 14  it's not at risk, then you don't need the

 15  financing, right.  You have -- you can go and get

 16  private -- you can get public financing at 4

 17  percent.

 18              By the way, that financing still shows

 19  up on your balance sheet as debt.  It's not a

 20  source of financing.  It's an -- and it's not an

 21  input; it's an output.

 22              The objective is to say, if there's a

 23  problem with the system, you've also invested in

 24  it, and financially you and me, public sector,

 25  we're shoulder to shoulder here in trying to be
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 01  incentivized to make sure we collectively perform.

 02              So if you decide to cap it, I would

 03  say, well, that's not AFP.  Then you might as well

 04  move to a services-based contract, right, and then

 05  you don't need all of the structure of a

 06  special-purpose vehicle to drop down agreements and

 07  all the other belt and suspenders that come with

 08  the private financing.  It's one or the other.

 09              So I would say if you're going to cap

 10  it, then why do you have the -- it's not AFP

 11  anymore.  That's the simplest way to answer that

 12  question.

 13              KATE MCGRANN:  Okay.  And I have some

 14  questions because I want to make sure that first of

 15  all I understand what you're saying and then

 16  probably some follow-up.

 17              So in terms of the idea that there

 18  should not be a cap on the monthly deductions,

 19  like, what in your view is the way that this was

 20  supposed to operate, be that the deductions can go

 21  up to the total monthly payment.  If it goes beyond

 22  the total monthly payment, then those deductions

 23  roll into the next month?

 24              REMO BUCCI:  No, no, no, no, no, that's

 25  not the intent.  The intent is you've got -- your
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 01  financial deductions -- first of all, let's just be

 02  clear.  They're not liquidated damages, right.

 03  They're incentive -- they're incentive regime.

 04              And I don't -- I don't want to get

 05  into -- and I'll just state this.  Like, there some

 06  positions that the City's taken because it's in

 07  potential litigation here, but -- and putting that

 08  aside, the objective is to say I -- you know,

 09  the -- like, the financial -- if you perform so

 10  poorly in a month, you shouldn't get paid because

 11  you didn't deliver kilometres, right, that -- in

 12  real simple form, right.

 13              Like, if you didn't deliver those

 14  kilometres, then you shouldn't get paid that month

 15  because the service wasn't available and look at

 16  the disruption that it's caused the city.  It's not

 17  a matter of rolling them over necessarily.

 18              Again, I don't want to get into that

 19  because that's more about some litigation positions

 20  that's the City has taken.

 21              But when you say cap, okay, it's like

 22  you wouldn't get to a point where if you look at

 23  the payment stack in the last, say, 20 percent of

 24  the monthly service payment, annual service

 25  payments and recovery of the financing, if you
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 01  decide to cap it there, then I would say what's the

 02  point of having that financing.

 03              KATE MCGRANN:  Because the private

 04  lenders are getting paid no matter what --

 05              REMO BUCCI:  They're going to get paid,

 06  right.

 07              KATE MCGRANN:  So there's no --

 08              REMO BUCCI:  Go and get it at -- the

 09  City has the source of funding available to it.  It

 10  will be at a lower cost.  That 300 million shows up

 11  on their balance sheet as debt anyways because it's

 12  capital lease, not an operating lease.

 13              So it's not a -- the financing isn't

 14  there to displace public financing, and it's not a

 15  requirement per se.  It's because of the -- the

 16  payment mechanism says I want you to have -- I want

 17  to anchor performance.  What's the best way to

 18  anchor performance?  Payment on performance.

 19              So if you don't -- if you have

 20  financial money invested either in the monthly

 21  payments during construction, the milestone

 22  payments, substantial completion payment and during

 23  the operating period, you got money at risk for

 24  poor performance, then you aren't incentivized as I

 25  am to make sure that you're delivering the right

�0092

 01  service because it's output-based.  I'm giving you

 02  control basically on all the other things that are

 03  not operator-based.

 04              So why would you cap it then?  It's not

 05  AFP.  And that's okay if you want to do that.  If I

 06  was giving advice to you, you're my client, I would

 07  say that's your degree of freedom.  Just recognize

 08  you get some benefits for that, but here's the risk

 09  you're taking for it.  If that's what you want to

 10  have versus this type of -- this type of program

 11  where you're marking a pure output-based, and you

 12  want to -- and you want to -- you want to allow the

 13  other entity to have those degrees of freedom.

 14              KATE MCGRANN:  As far as incentivizing

 15  performance, what role do the third party lenders

 16  play in that incentive theory of an AFP?

 17              REMO BUCCI:  So I just want to disclose

 18  here, like, when the -- and I'll answer that

 19  question, but I'm just going to sort of skirt the

 20  line here just a little bit because when the City

 21  ended up having to swap the debt to deal with the

 22  Stage 2 expansion, I sat on the City's credit

 23  committee.

 24              So I attended meetings with the

 25  short-term lenders up to -- when the substantial
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 01  completion delay was occurring and then afterwards,

 02  so I just want to let you know that I did that, so

 03  I don't want to comment on that specifically.

 04              KATE MCGRANN:  Well, and likewise, I

 05  want to ask you how the dynamics of the

 06  relationship changed once the City steps into the

 07  shoes of the lender.  So this is --

 08              REMO BUCCI:  Yeah, so I can -- I'll

 09  talk about it generally.  So I just -- having got

 10  that out of the way, the general concept is all

 11  right, now, if you got payment -- I don't want to

 12  call it private financing because I feel that

 13  people misunderstand.

 14              You don't want private financing.

 15  You're not saying I need all this private

 16  financing.  It's the payment regime that is --

 17  that -- because you want to have -- like, if we

 18  were going into partnership together, you'd want to

 19  make sure I have my money, and you have your money,

 20  and we're both incentivized to some extent.

 21              And in the ideal world, you're kind of

 22  making 50-50, right, but you can't because it's

 23  going to cost you because affordability and the

 24  cost of that financing, so you try to find that

 25  balance.
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 01              And the amount that was selected here,

 02  300 million, was really -- the thought process was

 03  to anchor the life cycle risk.  That left enough

 04  over time in that midyear life of the 30 years.  If

 05  you look at the life cycle payment regime, which

 06  it's pretty lumpy, right, you'll see a bunch of

 07  forecasts in year 10 to 15, and that's when the

 08  vehicles are being taken off-line, like your car,

 09  doing major replacements to them.

 10              So that amount of private finance, the

 11  minimal amount is to anchor that life cycle risk

 12  transfer.  Got that, so now -- and during the

 13  construction period, you've got short-term

 14  financing to deal with those milestone payments.

 15              So what do the lenders bring?  Well,

 16  they're going to have a technical advisor that's

 17  going to look at the definition of those milestones

 18  and that's going to say to those lenders at a due

 19  diligence, you know, we think this is achievable or

 20  we have some concerns here.

 21              And those can be brought forward during

 22  the bid-open period at the time of the RFP as

 23  another set of independent eyes and analysis to say

 24  this can or can't work.

 25              And similarly during the construction
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 01  period, whereas projectco, in this case RTG, had

 02  their own advisors or they were doing it using your

 03  own internal services reviewing the payment

 04  mechanism, the appropriateness of the calibration.

 05              In order for the underwriters to be

 06  able to sell the bonds after the fact, they

 07  would've had to have their own advisors look at the

 08  calibration because in their disclosures, their --

 09  the CIMs they put out, the confidential information

 10  memorandum to get the financing, they would have

 11  had to tell the institutional investors here's the

 12  deal structure, and we think it's appropriate.

 13  It's on market or it's not, right.

 14              So to go back to your other question

 15  just if I may on the appropriateness of the payment

 16  mechanism, not just RTG or the other two bids teams

 17  that were looking at it, it was each of their

 18  underwriter teams because once you become preferred

 19  proponent, now you got to go out and sell those

 20  bounds, you got to make sure you do enough work

 21  during the open period to satisfy yourself that it

 22  is financeable.

 23              And that is the -- that is one of the

 24  benefits that was thought or that's theorized about

 25  the private financing, independent of what the
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 01  projectco brings.

 02              So in our math, it's $300 million of

 03  private financing, 225 was debt, 75 was equity,

 04  down payment that was provided by RTG.

 05              So that's the benefit of the private

 06  financing, and the idea is motivation because

 07  you've got real financial pain in the event of

 08  those monthly deductions or, more importantly, the

 09  failure points.

 10              It's the default events that you're --

 11  that you're primarily anchoring, and that's why you

 12  don't want any caps frankly.  Otherwise, why would

 13  you have it again, right.

 14              KATE MCGRANN:  Mm-hm.  Okay.  And then

 15  when it comes to the debt swap that the City

 16  executes, what was your role in advising on options

 17  available, what to consider, and then ultimately

 18  what was chosen?

 19              REMO BUCCI:  So you're now -- you're

 20  now looking at a fairly substantive -- go back to

 21  the discussion we had before.  It's not three

 22  stations.  It's like you're doubling the system,

 23  right.  That was not contemplated in the project

 24  agreement, right.

 25              So now you've got a situation, and much
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 01  like Stage 1, you've got a certain amount of

 02  funding.  Same dynamics.  No change, right.  Bigger

 03  numbers, same problems, and again recognizing that

 04  every penny of private financing comes out of the

 05  City's scope of those funds for which it has to

 06  deliver existing service stations, right.

 07              So now with respect to the extension,

 08  because the way the project agreement was set up,

 09  the DBFM project agreement, the lenders rightfully

 10  have consent rights because they lent into a

 11  project.  What is their profile?  It's not their

 12  fault.

 13              That's what -- those are the bonds they

 14  bought at the time of 2013.  They didn't buy a

 15  project with an extension on it, right.  Like, I

 16  didn't come.  You came to me.  All right.  I bought

 17  the bonds.  That's the project.  Now you want to

 18  change that?  You want my consent?

 19              Now you got to get to a situation where

 20  you got to think about the complexity of that.

 21  Well, in order to have -- you don't want to have

 22  two maintainers.  Why?  You only have one

 23  maintenance facility.  You want to only have one

 24  fleet of vehicles so you have a consistent set of

 25  spare parts.  Your mechanics are trained.  It
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 01  doesn't matter who they are, RTG, City, doesn't

 02  matter, right.  Like, TTC doesn't run mixed fleets

 03  for that exact reason, right.

 04              So you want to have one maintainer.

 05  You're going to have one maintenance facility, so

 06  you need to negotiate a variation to extend the

 07  definition of where we started, kilometres, the

 08  KPIs, KPMs, station availability, all that has to

 09  be recalibrated on the same platform, right, to

 10  deal with the extension so you can do that, but

 11  you're basically doubling the monthly payment.

 12  You're doubling the maintenance payment.

 13              And if you think of the lender's

 14  security, which is in the payment stream, you pay

 15  the maintenance supplier first, then equity last,

 16  they look at that equity underneath them as the

 17  buffer.  Much like a house mortgage, it's your down

 18  payment, right.  It's to make sure if there's a

 19  problem, they're only taking a certain amount of

 20  risk, the private lender.

 21              So if you extend that, you're basically

 22  not doubling the payment on the top, then they're

 23  going to want to see the equity underneath there.

 24              If you think about it, like,

 25  proportionally, it has to get bigger, right, in
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 01  order to keep them in the same place.  Otherwise,

 02  they'll want to be what's call ring-fenced.

 03              So the other concept is, well, you know

 04  what, just ring-fence me.  I'll take risk for

 05  Stage 1, but that's what I signed up for.

 06              So that's one option you could have

 07  done, right, but now let's think about that from an

 08  integrated service.  If you ring-fence the lenders

 09  and now there is a problem with a lost kilometre,

 10  you have to define what's the root cause?  Is it on

 11  Stage 1 or Stage 2, right.  Like, that --

 12  administratively, that's unadministratable, right.

 13  It solves the problem.  If the lenders would sign

 14  up for that, no problem.  So deal with that.

 15              Number two is to deal what we call the

 16  resiliency, that buffer of financing that sits

 17  underneath the lender and to bring them back to the

 18  same place financially in terms of the math of the

 19  amount of the principal and interest versus the

 20  other payments that are available to it.

 21              Well, how can you deal with that?

 22  Easiest way is you put more equity into the

 23  project, but that's going to cost you 11 percent.

 24  That's fairly expensive.

 25              You might be able to deal with things
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 01  like reserve accounts.  You just say, okay, well,

 02  we'll set up a buffer that the City sets up on the

 03  side, synthetic or otherwise.  The City can use its

 04  credit for that.

 05              But the same thing.  I'm going to --

 06  you know, I'll be the buffer, so if there's a

 07  problem, don't worry, you'll get your principal and

 08  interest paid for.  That could be done.

 09              Canadian Infrastructure Bank didn't

 10  exist at the time, okay, but the Canadian

 11  Infrastructure Bank provides that type of financing

 12  that's subordinate between the senior lenders and

 13  the equity lenders if you get into project finance

 14  terms.

 15              So there wasn't a source of funding

 16  available to fit in between there other than the

 17  City, so the choices basically are you ring-fence

 18  them, you put more equity in to restore the

 19  resiliencies or you set up a set of rules, let's

 20  say, for a reserve account that effectively is the

 21  City -- the City is putting its balance sheet on

 22  the line for that.

 23              The problem to be solved is consent

 24  rights because as part of the negotiation with RTG,

 25  you want to give them maintenance services because
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 01  the rail-wheel interface, the customer

 02  experience -- again, remember that?  Like, you

 03  don't want to disrupt that.

 04              Then you've got two, two and a half

 05  billion dollars of work to be done on the

 06  extensions.  How much do you sole source to them?

 07  Recognizing that you've got two funding partners --

 08  I shouldn't be using my hands -- two funding

 09  partners who are looking at it, and they want to

 10  see competitive procurement because that's their

 11  internal policies, right, to come back to where we

 12  started before.

 13              So you need to make the case that you

 14  only sole sourced what you had to, and you went to

 15  public procurement for the things that you didn't

 16  need to go to the public procurement with.

 17              So those were the negotiations that the

 18  City entered into RTG with, that I was part of the

 19  City's negotiation team, June 2016 and 2017.

 20              At a minimum, the City's position was

 21  you need to expand the maintenance -- so the City's

 22  position was in order to preserve the customer

 23  experience, that rail-wheel interface, I want one

 24  fleet of vehicles, and I don't want to have a -- I

 25  don't want to have two maintainers, two maintenance
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 01  facilities.  I'll expand Belfast.

 02              Well, that's RTG, so I'll give you

 03  money to make it bigger.  I'll also give you money

 04  to buy new trains because I'm going to add new

 05  kilometres, right, same trains as we have now so we

 06  don't have a mixed fleet, and I'm going to pay you

 07  to help you integrate the system because you need

 08  to have some oversight into the procurement of the

 09  train and the track and the civil works because

 10  you're my maintainer.  You're taking life cycle

 11  risk, right, so you need to make sure that even

 12  though you didn't build it, that it's to the same

 13  standard that was in the project agreement, the

 14  idea of no better, no worse.

 15              So the City would pay RTG for

 16  procurement services and design support services as

 17  a consultant, right.

 18              During the MOU, RTG says here's my

 19  maintenance payment that I need to expand the

 20  service.  Here's the cost that we have for RTG for

 21  the new buses -- for the new trains, sorry, and

 22  here's the cost of expanding Belfast maintenance

 23  facility, roughly 500 million in capital, right.

 24              So the City carves that out of the

 25  funding program.  That goes to RTG.  The rest, the
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 01  civil, the stations, the track, the ballast, the

 02  catenary is a design, build, finance.

 03              And here's -- the tricky part is the

 04  train control system, right, and there are

 05  negotiations that were very circular around all of

 06  these because RTG is a civil contract.  You can

 07  imagine they want as much scope as possible, right.

 08              The City is trying to balance that

 09  approach of customer experience, integrated

 10  maintenance services.  I got to get funding from --

 11  I anticipate when I go to my funding partners

 12  that -- you know, the easiest way to defend the

 13  funding is to have as much public procurement as

 14  possible.

 15              The train control system are really

 16  tricky.  It's a Thales train control system.  It's

 17  proprietary.  The notoriously -- it's challenging.

 18  It was challenging enough that RTG said we don't

 19  want to be dealing with the train control system.

 20  We'll deal with the vehicle supply.

 21              And train control, if you talk to

 22  people -- well, train -- the interesting thing

 23  about train control is it's like a hundred million

 24  dollar problem in about a $3 billion project, but

 25  it's a material issue if the trains don't run, so
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 01  the risk is like a multiple effect.  That's the

 02  issue with the train.

 03              So you had this hanging issue of the

 04  train control.  So here you've got these moving

 05  parts of the risk profile, no better, no worse.

 06  They have to deal with RTG to determine the amount

 07  that you're willing to -- that you're willing to

 08  agree to them to sole source.

 09              And then you have to turn around when

 10  that's all done and go get lender consent, right,

 11  and the lenders could say rightfully, you know

 12  what, well, we don't want to do that.  And then

 13  what do you do?  You go to litigation process,

 14  right.

 15              So if you look at the timing, it was

 16  working backwards.  The schedule was something like

 17  this:  2018 is the municipal election, right, so

 18  you don't want to be -- you want to go -- you know,

 19  the timelines ended up changing, but the original

 20  objective was to have closure of Stage 2 in June

 21  2018.

 22              If you move backward roughly 12 months

 23  and you sort of work backwards and say, well, I

 24  want to get an RFQ out in the spring of 2017 for

 25  the Stage 2 parts, well, if I want to have my RFQ
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 01  out in 2017, I need to have and I need to

 02  communicate to the market what RTG's role is

 03  because they're also going to affect who can bid on

 04  the projects.  They have a strategic advantage.

 05  Market soundings were done.

 06              You know, other bidders were saying,

 07  well, if you're going to allow them to bid, we have

 08  no interest in bidding on the project because they

 09  have a competitive advantage.

 10              So you have to sort -- so the MOU

 11  discussions started in 2016, and the general

 12  milestone on the schedule was a decision needed to

 13  be made with respect to RTG's role by the -- at the

 14  latest the winter of 2017.  Otherwise, you're not

 15  going to have RFQ prepared, right.

 16              So discussions with RTG started in the

 17  spring or summer of 2016, got to the tail end of

 18  2017.  The train control system, hanging issue.

 19  Who is taking that risk?  The City ended up having

 20  to take it, but they -- RTG didn't want to deal

 21  with it.

 22              The Belfast thing was solved.  The

 23  vehicles supply thing from Alstom was solved,

 24  et cetera, but the amount of scope for RTG on the

 25  civil side, you know, they had provided -- I guess
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 01  I could say this.

 02              They had provided indicative pricing to

 03  do, like, the whole thing.  I mean, the City was

 04  open to it, so give us a price.  Maybe draw the

 05  split at the ballast.  Like, that was a concept.

 06              You know, someone else comes and does

 07  the work that you lay the track and the systems on

 08  top, et cetera, but the City is dealing with a

 09  fixed budget envelope here again.

 10              So, again, if the funding program was

 11  different, like, what you might have in the Toronto

 12  area LRTs, this wouldn't have been an issue because

 13  you would have been going to the provincial fiscal.

 14              Here you do, and the City is looking at

 15  it thinking, well, if I now have to pay RTG this

 16  much more to do that, what's my choice?  I have a

 17  fixed budget, and is it less stations?  Is it less

 18  quality of service?

 19              Like, you're going to go to council and

 20  say, well, we can't get what we thought we were

 21  going to get.  We're not going to be able to go out

 22  as far to the east and the west because we've got

 23  this contract, and we have to solve this problem

 24  with RTG and the lenders, so you're going to get

 25  less service.  That's not, frankly, a good solution
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 01  and not something we would recommend -- I would

 02  recommend.

 03              So when it all got broken down and

 04  you're running out of time, then you need to pick

 05  options that are not your preferred option,

 06  frankly.  They're not.  They're a choice you need

 07  to make, and often in these projects, you're taking

 08  a choice that in its -- on its face, someone may

 09  look and say, well, why would you ever have done

 10  that?

 11              Well, what's the next best option?

 12  Ring-fencing the lenders?  A reserve account?  More

 13  equity to buffer?  By the way, we're not even sure

 14  we can get that because we still don't have a deal

 15  with RTG, and we want to go out with an RFQ in

 16  2017.

 17              So the decision was, all right, you

 18  know what, if you do this swap thing, what it does

 19  is it keeps the deal in place.  You're not taking

 20  the private finance, the $300 million -- the

 21  $225 million of bonds.  Think about it that way.

 22              There's bonds.  There's an amortization

 23  payment schedule.  You're not getting rid of it.

 24  You're just creatively going to those bondholders

 25  and say, I'll give you another set of bonds that's
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 01  direct to me.  You give me these ones, same terms

 02  and conditions.  I'm just going to pay you over

 03  here like I would a municipal debenture.

 04              It's a little bit more, 4 percent,

 05  maybe 3.  I'm paying maybe 1 percent more, but it's

 06  worth it to me because I now have flexibility.  The

 07  consent issue no longer exists for Stage 2, but

 08  most importantly, Stage 3 because City executive

 09  was very clear to say we need to solve this -- you

 10  need to solve this problem, not just for Stage 2,

 11  but we don't want to come back on Stage 3 either.

 12  We have the lesson learned from Stage 1.  Let's

 13  make sure this problem is solved forever.

 14              Now, I want to come back to the options

 15  you asked me.  If you ring-fenced the lenders on

 16  Stage 1, frankly it's the same concept from a risk

 17  perspective as far as I'm concerned.

 18              A reserve account, you can argue, well,

 19  that would have -- you know, maybe they're still on

 20  risk a bit.  Okay, maybe, but I don't know about

 21  that.  I could say -- I could argue that both ways.

 22              And I think administratively, that

 23  would be really tough to administer.  My advice to

 24  the City was I don't know if that really keeps

 25  them, quote/unquote, on risk.  Adding more equity
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 01  into the project, again, you're taking scope away.

 02              And here's the most important thing, is

 03  this structure kept the debt in place so RTG was

 04  still on hook for repayment to the City, right, and

 05  we thought it was temporary.

 06              Our thought process -- or the thought

 07  process of the advisory team, the integrated team

 08  with the City was by keeping and not -- like, you

 09  could do a make-whole.  You could just wipe that

 10  debt away and pay the lenders off.  The project

 11  agreement allows you to do that.

 12              The thought was, well, why not get the

 13  project up and operational, then you could sell

 14  those bonds back in the market.  You had the

 15  flexibility to do that because you kept the

 16  structure in place, the secondary market

 17  transaction.  Happens all the time, right.

 18              And in fact, when the CIB was formed,

 19  the City approached the CIB with a deal to

 20  refinance Stage 1 and Stage 2 by having the CIB

 21  come in.  They were really interested, and the

 22  problem was the stacking rules.  The federal

 23  government has rules to say, I will only fund up to

 24  33 -- 40 percent I think is the number, and all

 25  sources of funds, my funding agreements, gas tax,
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 01  all the things that add up can't be above this.

 02              The problem was, for example, the CIB

 03  couldn't work.  So it's not as if there were

 04  other -- now, CIB came later.  I'm just saying an

 05  example of the City being open to try to find a

 06  different way to solve that problem.

 07              But at the time of the winter of 2017,

 08  when you're trying to make a deal with RTG, because

 09  you want to get an RFQ out, frankly I -- you know,

 10  your public -- the problem that the City had is

 11  those dates are in the public realm.

 12              So from a negotiation perspective,

 13  you're not in a great place, right.  Like, they're

 14  going to say, okay, well, wait.  Well, you can't

 15  wait.  You know there's -- you got those fixed

 16  commitments that are made.

 17              So that -- the swap choice was made

 18  primarily to solve the consent issues just to be

 19  clear.  And, again, not to get into the litigation

 20  issues later on, I just want to point out that,

 21  yes, as advisors we pointed out the credit

 22  agreement has flexible -- much more flexible terms

 23  with respect to default than the project agreement

 24  has, but you have to dispatch default in the

 25  project agreement first and declare the default
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 01  before the credit agreement applies.

 02              And, you know, that's -- that's the

 03  issue that's in front of the courts in the

 04  summertime that the City is moving forward.  Just

 05  without getting too much into it, the swap was not

 06  done.  Yes, that was seen as a benefit potentially

 07  at the time that it was put in place.

 08              The relationship with RTG was very

 09  good.  That MOU would never have been signed.  The

 10  City saw them as a good partner.

 11              I can -- that's probably a better place

 12  for the City staff, but the point being, it was

 13  just a commercial deal that met the financial

 14  construct.  It was never like, oh, we're going to

 15  have an opportunity to really put the hammer down

 16  during the construction period because the City was

 17  the creditor.

 18              And by the way, I don't think the City

 19  has used a single provision in that credit

 20  agreement yet because the default -- through the

 21  project agreement has not yet been declared.

 22              So just to point out, the problem at

 23  the time to be solved was the consent rights for

 24  the extension to meet the timing.

 25              Yes, there were administrative benefits
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 01  that I did and legal advisors and others had

 02  pointed out that were obvious by reading the

 03  agreement.  I think City staff knew that, so we

 04  didn't see that as a negative.

 05              But we also said, okay, now you're

 06  paying direct.  Doesn't affect your budget.  You

 07  make the tradeoffs.  Do you believe you're getting

 08  benefits from the long-term lender and the

 09  oversight?  Well, the City had some experience

 10  there they saw during construction, right.

 11              So I think what they saw was the

 12  flexibility that this -- not speaking for the City,

 13  I should be careful here, but my interpretation was

 14  the flexibility that they saw, they weren't losing

 15  any benefits of risk transfer.  They were retaining

 16  it.

 17              RTG was still their prime contractor.

 18  They're still on the hook for the repayment of the

 19  debt, and the problem that was solved was getting

 20  Stage 2 done at minimal financial impact to allow

 21  the scope of the project to be built as it was and

 22  to allow Stage 3.  Now the -- Stage 3 doesn't have

 23  to deal with this issue anymore.

 24              KATE MCGRANN:  You mentioned the CIB.

 25  CIB, is that the Construction Infrastructure Bank?
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 01              REMO BUCCI:  Canadian Infrastructure

 02  Bank, which didn't exist until 2018, so there were

 03  some -- there might have been in-confidence

 04  meetings, but the advisory team, as part of Stage 2

 05  procurement, it put together a con -- because --

 06  anyways, it was a problem that the CIB could have

 07  solved at the time.

 08              There wasn't -- there wasn't a lender

 09  that could come in and be that buffer other than

 10  the City or projectco.  I suppose you could have

 11  gone to the long-term lenders and got more money

 12  from them, and they might have -- you know, what

 13  is -- someone may ask the question, what's the cost

 14  of consent?

 15              We did a bunch of analysis.  We never

 16  got to the point of actually doing negotiations.

 17  Maybe somewhere between 50 and $100 million

 18  would -- is the best guess.

 19              KATE MCGRANN:  And then you also

 20  mentioned, I think, a May call.  Is that the

 21  termination for convenience provisions in the

 22  project agreement that would --

 23              REMO BUCCI:  Correct.

 24              KATE MCGRANN:  -- allow you to just

 25  effectively buy out the lender?

�0114

 01              REMO BUCCI:  Yeah, you basically pay --

 02  yeah, you pay them principal and interest

 03  outstanding based on a formula that looks at the

 04  difference between the value of that interest rate

 05  and the Canadian long-term rate as the only

 06  substitute.  Like, you go and you get a Bank of

 07  Canada -- a Government of Canada bond plus 50 basis

 08  points.  You always have to add a half percent

 09  interest.

 10              KATE MCGRANN:  Did you or anyone at

 11  Deloitte remain involved in advising the City in

 12  its role as lender throughout Stage 1 after the

 13  debt swap was accomplished?

 14              REMO BUCCI:  I was on the City's credit

 15  committee.

 16              KATE MCGRANN:  Okay.  And did the City

 17  as lender then -- you've been talking about a

 18  consent issue, and the lenders have to consent.

 19  The City is in a position where its consent is

 20  required, where the lender's consent is required;

 21  is that right?

 22              REMO BUCCI:  It issued consent to do

 23  the -- to proceed with Stage 2, correct.

 24              KATE MCGRANN:  Okay.  And were there

 25  any other requests for consent to anything with
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 01  respect to Stage 1 coming from RTG to the City as

 02  lender?

 03              REMO BUCCI:  Not that I'm aware of.  I

 04  mean, this is where we're -- it's a bit of a grey

 05  line here, right.  Like, I don't know if that's a

 06  litigation issue or not to be honest with you.

 07              KATE MCGRANN:  Okay.

 08              REMO BUCCI:  So I should probably -- I

 09  should probably retract that.  I don't -- it's

 10  probably not a question for me actually.

 11              What I can say unreservedly is that

 12  the -- that's not a good word.  What I can say with

 13  a high degree of confidence is the problem to be

 14  solved at the time of the swap was the consent

 15  issue on Stage 2.  That was the primary reason.

 16              And you asked the question of what are

 17  the options available.  Those are the options we

 18  looked at.  In order to give advice to our client,

 19  we would say, well, here's the trade-offs you're

 20  making, and they thought this was the best solution

 21  given all the options in front of them.

 22              KATE MCGRANN:  To your knowledge, what

 23  was RTG's reaction to the City choosing to go the

 24  debt swap route?

 25              REMO BUCCI:  They weren't happy about
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 01  it.

 02              KATE MCGRANN:  Tell me how you came to

 03  learn and what they were unhappy about.

 04              REMO BUCCI:  Well, the City -- so the

 05  City -- there's a lender's direct agreement.  So

 06  you've got a project agreement, you have the City

 07  project -- okay, so you got a triangle, right, with

 08  the lenders off to the right side.  You got RTG,

 09  and the you got the City at the top.  Between the

 10  City and RTG is the project agreement.

 11              A schedule of the project agreement is

 12  the lender's direct agreement, but the lender's

 13  direct agreement is a three-way agreement between

 14  the long-term -- between the lenders.  In this

 15  case, the short-term lenders are gone.  Long-term

 16  lenders in this case.

 17              By the way, the short-term lenders and

 18  long-term lenders would have an inter-creditor

 19  agreement off to the side.

 20              But you got the long-term lenders, so

 21  draw a triangle between the long-term lenders, RTG,

 22  and the City.  That's the three-way agreement.

 23  Okay.  The City is party to that agreement.

 24  They're effectively the City's lenders too because

 25  it shows up as debt on their balance sheet.
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 01              The payment stack is to RTG then to the

 02  lender, so we get that.  So the City has the right

 03  if they have to, and they don't believe that

 04  consent -- they need to understand what consent is.

 05              And frankly, RTG even was clear during

 06  the MOU negotiations that they didn't feel the

 07  consent was an issue that they could resolve on

 08  their own, and they needed the City's help.

 09              So the City reached out to the

 10  long-term lenders to see what the potential

 11  solutions would be.

 12              So I shouldn't say I don't know.  I

 13  didn't talk to anybody at RTG directly about this

 14  to understand what their point of view was.  The

 15  City, when it got to the point where we need to

 16  look at more, let's call it, what are the options

 17  on the table, reached out to say we would like to

 18  meet with you to discuss.

 19              There were meetings that were held

 20  between RTG and the City and the lenders during the

 21  MOU process, but the City reached out to the

 22  lenders to say -- and I don't think this is a

 23  litigation issue because it happened during the MOU

 24  period -- to say let's talk about options for

 25  Stage 2.

�0118

 01              And that's what RTG reacted to.  I

 02  should be more specific.  Okay.  Other than that, I

 03  can't answer that question.

 04              KATE MCGRANN:  Okay.  And just so it's

 05  clear on the record, the MOU process that we're

 06  talking about here is the negotiations of an MOU to

 07  allow for the Stage 2 and 3 to proceed?

 08              REMO BUCCI:  Correct.  And just for

 09  clarity on that, what the MOU did is lock down the

 10  maintenance services pricing, the pricing for the

 11  vehicles, the Belfast expansion, the procurement

 12  and construction support services, and then set the

 13  framework to develop the variations in the project

 14  agreement, right, because those were done as part

 15  of the Stage 2 procurement, basically to lock them

 16  down so the prices were set so the City could then

 17  move ahead with the procurement for the east and

 18  west, get its funding from the federal government

 19  and the province, and also make sure that it's got

 20  affordable project that fits within its budget.

 21  You know, same issues as Stage 1 but now much more

 22  complex.

 23              KATE MCGRANN:  What was -- was IO

 24  involved in advising on the available options and

 25  the ultimate decision to do the debt swap?
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 01              REMO BUCCI:  At the early -- at the

 02  early stage of the MOU process.

 03              KATE MCGRANN:  What led to them not

 04  being involved throughout the entire MOU process?

 05              REMO BUCCI:  I don't -- that's

 06  something the City should answer.  I don't know.

 07  It was mutual, is my understanding.

 08              KATE MCGRANN:  When you say it was

 09  mutual, that the City and IO agreed that IO

 10  wouldn't step away from the project?

 11              REMO BUCCI:  You know what, I should --

 12  you should refer to the City on that one or

 13  Infrastructure Ontario.  I don't know for sure.

 14              KATE MCGRANN:  I haven't turned to my

 15  co-counsel yet because we've been so busy chatting,

 16  but, Ms. McLellan, do you have any follow-up

 17  questions on anything we've discussed so far before

 18  I move on?

 19              LIZ MCLELLAN:  I don't at this time.

 20  Thanks.

 21              KATE MCGRANN:  Jumping back in time for

 22  a second to the RFP, did anybody at any point in

 23  time raise any concerns about the fairness of the

 24  RFP process that was run?

 25              REMO BUCCI:  No.
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 01              KATE MCGRANN:  No?

 02              REMO BUCCI:  I wouldn't say that -- I

 03  would say that the -- I would say the evaluation

 04  process was a relative nonevent, if you will, in

 05  the sense that it kind of went very smoothly.

 06              I think the in-market period, you know,

 07  had -- you know, there were challenges there, but

 08  it's light rail.  Like, you know, as we've seen

 09  now, you know, it was almost like a -- like a

 10  precursor of every light rail project -- urban

 11  light rail project you see going forward but not

 12  contentious.

 13              It's more about -- this is the

 14  advantage of the process, right.  Like, what AFP

 15  allows you to do is with these commercial

 16  in-confidence meetings, you can have discussions

 17  with the other party, you can talk about things,

 18  and then you take that information away and decide

 19  whether or not you want to change either the

 20  project agreement through an -- or the RFP through

 21  an addendum, but it -- this is the value of the

 22  process because it allows you to really talk about,

 23  you know, solutions that work.

 24              And because they're in confidence, the

 25  other side can bring you some ideas that might be
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 01  to their benefit, but to the benefit of the

 02  project, and then you could take them into account.

 03              So you take a little bit from each of

 04  the three teams, and you end up coming with a

 05  project that's much better at the back end than the

 06  front end.

 07              You expand the open period, and the

 08  reason why you want to do that is because you've

 09  got this bid-validly issue, which is the moment the

 10  financial submissions come in, the clock is ticking

 11  on when those prices expire, and they're 180 days.

 12              And that means you got to finish the

 13  evaluation, you got to do your negotiations with

 14  your first nation -- your first -- your first

 15  negotiation proponent, you got to get approval from

 16  council on the preferred proponent negotiations,

 17  then you got to get commercial close, you got to

 18  get financial close, and all that's going to happen

 19  within a 180-day window.

 20              So you broaden out that in-market

 21  period to make sure that you -- and you make the

 22  decision, we think we got it, no more issues, lock

 23  the project agreement down, RFP.  There's about a

 24  month or so, no more changes for them to finalize

 25  their bid.  You race through the evaluation
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 01  process.

 02              So from -- once you got to that point

 03  of those, let's call it, value engineering,

 04  affordability-type CCMs were addressed, from then

 05  on it was a relative nonevent.

 06              KATE MCGRANN:  Okay.  And the

 07  challenges during the in-market period you

 08  described, I -- based on what you said, it sounds

 09  like they're due to the complexity of the project

 10  and things like that.

 11              It's -- there's no concerns raised to

 12  your knowledge, for example, that somebody received

 13  information that the other bidders did not.  No

 14  fairness concerns raised about --

 15              REMO BUCCI:  No.

 16              KATE MCGRANN:  -- how it was conducted?

 17              REMO BUCCI:  No, no.  Tunnelling was --

 18  the tunnelling and the affordability cap were

 19  the -- were the -- were the major issues.

 20              KATE MCGRANN:  Okay.  In your view, was

 21  the in-market period long enough to address the

 22  challenges --

 23              REMO BUCCI:  Yeah.

 24              KATE MCGRANN:  -- that arose

 25  throughout?
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 01              REMO BUCCI:  Yeah, because you just

 02  keep extending it.  That's the value of it.  And I

 03  think the City also -- the other variable the City

 04  has, it's a stipend, the design and bid fee it

 05  pays, which frankly is -- they get tremendous value

 06  for, right, because you're actually buying the

 07  other two designs when you do that.

 08              So I think the City increased the

 09  stipend over that -- it doesn't recover all the --

 10  the bids are substantial to bid against.  You can

 11  appreciate, right, but it just at least respects

 12  the efforts that are being made.

 13              And particularly, like, third party

 14  legal, like, out-of-pocket expenses, it helps

 15  defray some of those costs, so it -- you -- and I

 16  think what the proponents want to see is, like,

 17  don't just cycle through these.  Don't waste my

 18  time, right.

 19              Like, if I'm coming to these meetings

 20  and I'm giving you input, and you're coming back

 21  and you're making substant -- you're making changes

 22  and you're hearing me, good.  Okay.  If you're not,

 23  you're wasting my time.  I'm just going to go

 24  somewhere else.  I'm not in to bid on a stipend.  I

 25  want to get a -- and if somebody wins, they'll tell

�0124

 01  you that's okay, right.  Like, you know, we bid

 02  these projects.  We lose them all the time.  We

 03  just want certainty on the process and don't waste

 04  our time.

 05              And I think that from that perspective,

 06  it was a very good process.  And I never heard

 07  rumblings that people had issues with any of that

 08  part of it.  It was -- it was more just about, you

 09  know, the challenges of the project.

 10              KATE MCGRANN:  I do want to understand

 11  the affordability and the geotech transfer

 12  challenges.  Does speaking about one in advance of

 13  the other make -- like, which makes sense to talk

 14  about first?

 15              REMO BUCCI:  Let's talk about the

 16  affordability cap.  It's probably an easier one to

 17  dispatch.

 18              KATE MCGRANN:  Yeah, sure.  So just

 19  explain to me, what was the challenge?

 20              REMO BUCCI:  So the challenge -- so the

 21  affordability cap was basically how much is the

 22  capital of the project going to cost.  Okay.

 23              So the first lever was to say -- so

 24  typically you could say, well, like, would -- what

 25  Infrastructure Ontario would do is say, well, we're
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 01  going to have 25 percent or 50 percent of it

 02  long-term finance because you don't actually know

 03  what the price is, right.

 04              So -- but in this case, you know, as an

 05  example of what makes things different in a

 06  municipal project is the City had a fixed funding,

 07  so we didn't want -- sorry, the finance didn't want

 08  to have a variable on the amount of private

 09  financing once you decided how much fit that bucket

 10  of affordability, so it became a nominal number.

 11  No more than $400 million in private financing.

 12              In our shadow bid, we did an assessment

 13  of what we thought the costs of that were based on

 14  the amount of debt and equity and the costs of it,

 15  and we got that pretty much right.

 16              So that was built into the shadow bid

 17  and then replaced by the final bid, but I think we

 18  were really confident on that because we had good

 19  information, lots of market soundings.

 20              Plus Infrastructure Ontario had also

 21  engaged Bank of Montreal as our capital markets

 22  advisor, so we were pretty confident about the math

 23  on the 400 million.

 24              And then we talked about that being the

 25  right amount of number, the appropriate number to
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 01  anchor the life cycle risk transfer, right.  Can

 02  you still hear me?  Hello?

 03              KATE MCGRANN:  I sure can, yeah.

 04              REMO BUCCI:  Okay.  Sorry.  So then

 05  that deals with the 400 million.  Then it's a

 06  matter of saying now how much of the capital -- the

 07  construction period payments do you add up.

 08              So the affordability cap was, in simple

 09  terms, no more than $400 million in long-term

 10  financing, became 300 million, and the amount of

 11  private financing during construction -- the amount

 12  of -- the total amount of construction period

 13  payments had to be less than X.

 14              And on the operations and maintenance

 15  side or the maintenance side, if you will, there

 16  was no cap mostly because the City was -- had

 17  enough flexibility in its funding program, and we

 18  didn't see as much variability there frankly

 19  because there were no issues coming forward during

 20  the in-market period that raised a concern on the

 21  maintenance pricing.

 22              KATE MCGRANN:  Okay.

 23              REMO BUCCI:  It was all on the -- now,

 24  let's go to the -- let's go to the tunnelling

 25  because of the -- of the issues -- of the civil
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 01  issues that arose on the project.

 02              You know, the vehicle supply was more

 03  or less dispatched during the RFQ because the RFQ

 04  said -- and I don't want to -- I don't want to

 05  skirt over that, if I may, just -- just to

 06  backtrack for a bit because the RFQ said you don't

 07  have to pick a vehicle supplier as part of

 08  pre-qualification, only pre-qualify your ability to

 09  procure vehicles.  It was following the CENELEC

 10  concept.  Okay.

 11              Allow the proponents to pick a vehicle.

 12  The City did some work to make sure that there was

 13  enough suppliers out there.  You would see that the

 14  RFQ was initially for shortlisted.  It went down to

 15  three to meet with what the City believed based

 16  on -- and some other markets who have done supply

 17  of vehicles.

 18              You know, there were still challenges

 19  with local content and the weather conditions, but

 20  that was all known at the RFQ.  Didn't become an

 21  RFP issue.

 22              The major issue, then, was the

 23  definition of the affordability cap, the math of

 24  it, and then what was driving the cost was the

 25  tunnelling risk allocation.
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 01              So where we started at before was --

 02  you know, if you go back to AFP at that time -- and

 03  other than Windsor-Essex Parkway which had a cut,

 04  didn't have a tunnel.  It had this kind of section

 05  that went underground.  So we're talking about

 06  boring, not digging and then putting a cap on top,

 07  right.

 08              So when you're boring and you're -- and

 09  you're not certain and you're boring 2 kilometres

 10  of a tunnel and you're not certain of the

 11  conditions you're going to hit, whether it's clay

 12  or rock or combinations thereof, it affects the

 13  type of boring machine you need to pick because

 14  you're mining basically.

 15              So those issues were -- so on a -- on a

 16  vertical project, when you're building up, social

 17  infrastructure, you've got a limited space.  You

 18  can drill as many boreholes as you want, and you

 19  get to a point where you can't have that many

 20  changes between the boreholes, right.

 21              So this idea of inferred or readily

 22  inferable is the standard.  I give you all the

 23  boreholes that you want, that you asked for because

 24  you can ask for -- I did some -- you ask for more

 25  during the bid-open period.  You have all the
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 01  information.

 02              Yes, there's some assurance, reliance

 03  that the geotechnical suppliers in terms of the --

 04  in terms of any accuracy of the lab results of that

 05  borehole, but generally speaking, in between the

 06  boreholes is your problem.

 07              And on the social side, that works

 08  really well because you've got limited space.  Now

 09  you're talking about a multiple-kilometre system

 10  through an urban environment, right, on top of all

 11  of that.

 12              So, you know, the issue of the

 13  geotechnical -- how to deal with the geotechnical

 14  risk allocation was critical, and it wasn't

 15  unprecedented.  There is a Port of Miami Tunnel

 16  project that had been done prior to Confederation

 17  Line which had used a gating structure that was

 18  similar to what was done in Ottawa.

 19              But to cut -- to make a short story

 20  long -- a long story short is that the solution,

 21  much like the milestones that was arrived to was to

 22  do a detailed geotechnical baseline report, the

 23  City did as much geotechnical surveys as they

 24  could.  Additional surveys were done at the

 25  proponents' -- at the three bidders' requests.
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 01              And then in order to find the right

 02  balance of risk allocation, there was basically a

 03  gating approach again that wasn't -- it was

 04  tailored to this project but not unprecedented that

 05  basically said, look, for these unknown risks and

 06  referables, the geotechnical assessment that was

 07  done by the City, valued that I think at

 08  $90 million, so that was the risk that was up in

 09  the air.

 10              The City said, If you're willing to

 11  take that risk -- the other way around, right.  If

 12  you take that risk -- if you don't take that risk,

 13  I'll add 30 million -- $90 million to your price

 14  because it's my risk, right, just so you know what

 15  it is.  That's disclosed in the RFP.  And if you

 16  don't, I won't add it to your price.

 17              And in between, there's another option

 18  where we could share -- there's kind of a

 19  deductible sort of concept to it, and so there was

 20  a way to financially put value on it and then allow

 21  the proponents to select the one that was most

 22  suitable to them, and that's how that problem was

 23  solved.

 24              And I thought it got to a good solution

 25  at the time frankly, and the other thing that it
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 01  brought was, you know, the additional insurance

 02  that comes along with P3s.  As the City saw the

 03  tunnel collapse, it actually worked to the -- it

 04  actually worked out well in the end.

 05              KATE MCGRANN:  The Port of Miami

 06  precedent project, did it also -- was one of the

 07  gating options a complete transfer of the risk?

 08              REMO BUCCI:  I think so, yeah.  There

 09  was -- there was three there.  I thought somewhere

 10  we had -- we had presented a summary of that.  I'm

 11  doing that by memory.

 12              So a lot of times what you see with

 13  these P -- with these -- I'll call them P3, these

 14  P3 projects is it's not projects that haven't

 15  occurred elsewhere.  So the first thing you do is

 16  you go, hey, did anybody else deal with this

 17  somewhere else, right.

 18              Now, this was a tailored solution, but

 19  I just say conceptually the issue of coming up with

 20  bands of risk and putting it to the market to

 21  decide wasn't -- wasn't -- in my opinion, wasn't --

 22  wasn't new, but the solution that the City came up

 23  with was specific to the project itself, including

 24  how shallow the tunnel needed to be, et cetera.

 25              KATE MCGRANN:  Yeah, I was going to ask
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 01  you.  If you could just -- high level for me, what

 02  was tailored about it?  Like, what was specific to

 03  the --

 04              REMO BUCCI:  The quantum.  The quantum.

 05  The quantum, the 90 -- I think it was 90 -- I

 06  should -- the quantum of the 90th percentile of

 07  those unknown risks, right, and that was -- that

 08  was what the geotechnical engineers on the City's

 09  side came up with when -- you know, based on the

 10  number of boreholes they had drilled, the

 11  uncertainty between the ones that they couldn't

 12  drill, what they saw in the soil samples, that was

 13  very -- that was arm's-length technical assessment.

 14  It was quantified, right, as best as you could.

 15              KATE MCGRANN:  Okay.  And it makes

 16  sense to me that that calculation would have to be

 17  specific to what's known about the tunnel.

 18              Anything -- any other ways in which the

 19  approach taken here differed from the Port of Miami

 20  precedent that you looked to?

 21              REMO BUCCI:  Conceptually, the -- I

 22  would just -- I would say the analogy is the gating

 23  process, right, because -- because when you're

 24  advising your client, you're trying to get the best

 25  solution for them, right, either cost or risk, and
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 01  the best way to do it is use competitive tension to

 02  your benefit, right, and if you don't know, let the

 03  market decide.  That's always the best approach to

 04  take.

 05              KATE MCGRANN:  Okay.  And then just

 06  trying to understand how analogous the Port of

 07  Miami project was, was the tunnel there of a

 08  similar nature in terms of size, challenges with

 09  being in an urban environment, things like that?

 10              REMO BUCCI:  That was in Miami.  I

 11  don't remember nothing about it to be honest with

 12  you.

 13              KATE MCGRANN:  Okay.  You mentioned a

 14  shadow bid.  What's that?

 15              REMO BUCCI:  Oh, that's just our

 16  est. cost.  That's a cost estimate on the City's

 17  side, construction, maintenance costs, and then

 18  what Deloitte did was we then put it in the

 19  construct of the payments in the project agreement.

 20              We mimic those milestone payments.  We

 21  mimic the payments during the maintenance period,

 22  and that becomes a payment schedule.

 23              12 milestones, substantial completion,

 24  and every month -- or every year -- let's simplify

 25  it.  Every year, and that's a shadow.  We create
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 01  that.  That gets fed into the City's affordability

 02  model and then we basically in the RFP described a

 03  schedule that mimicked exactly what we were

 04  modelling.

 05              You think of the output schedule of

 06  those payments.  The RFP had a schedule that was

 07  identical to that.  So what the City would do then

 08  is -- when the final bid came in, you could take

 09  that schedule from their financial model, take the

 10  one away that Deloitte had done, and you plug that

 11  one in.  It's configured in the same way, and you

 12  can run the real numbers to make sure it's still

 13  affordable.

 14              KATE MCGRANN:  In terms of the lessons

 15  learned report, Boxfish worked with Deloitte on

 16  that report; is that right?

 17              REMO BUCCI:  Yes.  Yeah, we did that

 18  together.

 19              KATE MCGRANN:  Sorry, go ahead.

 20              REMO BUCCI:  Yeah, we did it together.

 21              KATE MCGRANN:  How did you divide the

 22  work as between you?  Did Boxfish focus on --

 23              REMO BUCCI:  50-50.  It was -- honestly

 24  it was more of an investment.  We just thought as

 25  a -- so we had to do a bunch of interview -- we
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 01  identified -- the City identified people to talk

 02  to, and, you know, it was pretty straightforward.

 03  Just do a whole bunch of interviews, take the data

 04  in, take the notes, and then filter it up and write

 05  the document.  So we just split it 50-50.

 06              KATE MCGRANN:  One of the

 07  recommendations coming out of lessons learned

 08  report was the use of an owner's engineer.  Was

 09  that recommendation different than what the City

 10  did with Capital Transit Partners on Stage 1?

 11              REMO BUCCI:  No.  I think what the --

 12  what the report was getting to was maybe just a

 13  little bit more focused.  So, like, what the owner

 14  engineers.  What the engineers sometimes -- the

 15  engineers have to do is come up with a reference

 16  concept design to make sure you've got the land

 17  that's needed, confirm the output specifications,

 18  constructability, and the cost.

 19              The question becomes how much work does

 20  that entail and how much degrees of freedom do you

 21  restrict when you then write the output

 22  specification?  In other words, is the output

 23  specification a reflection of the reference concept

 24  design because that's what you're comfortable with,

 25  or is it truly open to allow flexible design and
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 01  construction solutions to come forward?

 02              That's a delicate balance.  I -- as an

 03  engineer and a commercial advisor, I don't

 04  underestimate that problem.  I'll just say that

 05  sometimes the output specification is just a

 06  reflection of the reference concept design.

 07              And the point was try to be more --

 08  like, use a reference concept design for what it is

 09  but make the output specifications more

 10  output-based and not just a pure reflection unless

 11  it has to be.

 12              Like, for example, if you get to a

 13  certain stage in configuration and the degrees of

 14  freedom are zero, it has to be like this, fine, but

 15  in those other areas where you have degrees of

 16  freedom on where to put a switch, et cetera -- I'm

 17  trying to simplify things -- then you should leave

 18  that open because you're buying a train service

 19  plan, right.

 20              You're buying kilometres.  You're

 21  actually not buying steel concrete vehicles.

 22  You're actually being measured.  The actual what

 23  you're buying -- like, the stick -- the analogy of

 24  the sticker price on your vehicle is service level,

 25  train service plans.
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 01              KATE MCGRANN:  Were there any

 02  particular aspects of the project-specific output

 03  specifications from Stage 1 that in your view were

 04  too prescriptive, too specific, too close to the --

 05              REMO BUCCI:  No, I think -- I think the

 06  idea was more just, look, you can always improve on

 07  things.  Go back and -- I mean, the general

 08  consensus was can you make it more flexible.

 09              That was -- I wouldn't say that that

 10  was a major thing, but I -- that's -- I would say

 11  that on any project actually.  I would tell any

 12  advisor going in.  Like, be careful here.  Like,

 13  don't get -- don't get caught into a particular --

 14  if you're going to do a solution that looks at

 15  design construction, operations, and maintenance,

 16  be very careful that if you're going to use that

 17  process, then you need to buy in to the

 18  output-based approach.  You can't kind of go half

 19  ways.

 20              KATE MCGRANN:  There's also mention of

 21  a need to develop a project definition report.

 22              REMO BUCCI:  Yeah.

 23              KATE MCGRANN:  Was that done on

 24  Stage 1?

 25              REMO BUCCI:  No.  This is trying to get
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 01  back to the challenge of how you communicate to --

 02  so council -- what is council concerned about,

 03  right.  The local constituents -- most of the time

 04  it's the station, the plat -- like, the -- how the

 05  station fits into the local community.

 06              And then you have this tension of

 07  during the open period, you're still going out

 08  consulting with the public, and you may need to

 09  make changes to your technical ask based on that

 10  feedback.  That's another delicate balance.

 11              If you can try to define that upfront

 12  as best as you can, then that could alleviate some

 13  of the issues you have to deal with when you go out

 14  to procurement.

 15              KATE MCGRANN:  Okay.  And was there

 16  a project -- sorry, I just didn't catch it.  Was

 17  there a project definition report done for Stage 1?

 18              REMO BUCCI:  I don't -- I think the

 19  closest thing was -- I think what we were trying to

 20  get is don't use the environmental assessment

 21  report for that.  That's -- it kind of does it, but

 22  it's actually meant -- that's to define the

 23  undertaking.  It's not principally to get at -- it

 24  kind of does because you still have to communicate

 25  with all the parties, but the thought was be a
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 01  little bit more focused, bring the community in,

 02  the decision-makers.

 03              That was my interpretation.  If you

 04  could do that -- and maybe it can help you set

 05  expectations with, for example, the local

 06  councillors in their ward when they're dealing with

 07  those station requirements.

 08              KATE MCGRANN:  Coming back to the

 09  project agreement for a second, the trial running

 10  requirements, did you have any involvement in the

 11  drafting of those in the project agreement?

 12              REMO BUCCI:  No.

 13              KATE MCGRANN:  And to your knowledge,

 14  who was in charge or who was working on that aspect

 15  of it?

 16              REMO BUCCI:  It would have been Capital

 17  Transit -- it would be probably -- well, Keith

 18  MacKenzie or Charles, either would be the --

 19  whether they did directly, I -- it would be a --

 20  those would be the -- that's where I would start to

 21  ask them.

 22              It's probably a -- it just wouldn't be

 23  one person.  It would be multi.  You got systems

 24  issues, you got station issues, vehicle issues.

 25  It's a combination thereof and between AECOM and
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 01  STV, and they were -- along with Morrison

 02  Hershfield and Jacobs Associates, not Jacobs

 03  Engineering, but the main sort of subject matter

 04  experts, if you will, were AECOM and STV people.

 05              KATE MCGRANN:  Okay.  Were you involved

 06  in any discussions about whether a vetting-in or a

 07  burning-in period should be included in the project

 08  agreement?

 09              REMO BUCCI:  I don't -- I don't

 10  remember if that came up actually.  John

 11  Traianopoulos might remember that from

 12  Infrastructure Ontario.  I don't remember if that

 13  ever came up.

 14              Again, Kate, that's something -- like,

 15  on the payment mechanism side, that's really easy

 16  to put in.  Like, if that was a big strategic

 17  issue, I would have just said, hey, if that's

 18  getting in the way of a deal -- like, it's been

 19  done on other projects.

 20              I don't -- I just don't -- like, if

 21  it's not in the top of my mind, then we didn't

 22  dwell on it.  We didn't put an analysis together.

 23  We didn't give the City advice on that, not that I

 24  remember.

 25              KATE MCGRANN:  And was Deloitte at all
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 01  in advising the City -- did Deloitte provide the

 02  City with any advice on the approach it should take

 03  to oversight of the construction of the project, so

 04  the governance model, project management agreement,

 05  anything like that?

 06              REMO BUCCI:  Only -- and, again, this

 07  is just the declaration of litigation issue.  Only

 08  once the City got to the point of realizing that

 09  the project was delayed, we got reengaged on

 10  Stage 1 to help inform the strategy to deal with,

 11  if you will, the construction claims, and then that

 12  morphed into the -- to maintenance issues.

 13              So I'm going to -- that's all I want --

 14  that's all I can say at this point in time on that.

 15  I'm just concerned about the litigation.  But up

 16  until then -- so that would have been 2017ish.

 17  Between 2013 and 2017, nothing.

 18              KATE MCGRANN:  Okay.  And heading into

 19  it, sort of at the time of financial close, were

 20  you having any discussions with them about this is

 21  the kind of governance model you would want.  These

 22  are the project management plans, anything like

 23  that?

 24              REMO BUCCI:  No.  No.  We were

 25  basically done, you know, at financial close.
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 01  Other than the -- other than that lessons learned

 02  and then getting engaged on Stage 2, nothing on

 03  Stage 1 until, like, 2017ish.

 04              KATE MCGRANN:  Any involvement in

 05  assessing the substantial completion submissions

 06  from RTG either the first time or the second time?

 07              REMO BUCCI:  So during the

 08  commissioning period when a colleague -- so the

 09  City was -- during the trial running -- I think it

 10  was around August, July, August.  I think

 11  commissioning was in September.

 12              They just needed some additional

 13  support, because during the trial running, you're

 14  doing these mock daily meetings with RTG, RTM

 15  looking at the data that's coming in off of the

 16  systems and trying to mimic how it works within the

 17  project agreement.

 18              And they needed help with that.  They

 19  just needed additional support, not strategic.  So

 20  one of my colleagues was involved literally for a

 21  month there, but it was mechanical.  Like, for

 22  example, no advice on what to do with it.

 23              And then we had a team -- during that

 24  period of time, the City was concerned -- and,

 25  again, this gets into the litigation side -- of the
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 01  suitability of the systems that RTG/RTM was putting

 02  in place to monitor things like work orders and a

 03  compliance with the -- particularly the service

 04  standards.

 05              Like, I talked about the rectification

 06  times and things like that.  Like, practically

 07  there's an issue, you issue a work order, you close

 08  it, you measure it.  Is there a deduction or not?

 09              So we had an IT team come in and just

 10  during that period of time do an assessment of --

 11  an independent assessment of the systems compared

 12  to what was asked for in the project agreement.

 13              But nothing around -- and we had a very

 14  detailed report we issued there, but nothing around

 15  should the system be commissioned, was it

 16  meeting -- you know, that was a decision that was

 17  made by others primarily.  I suspect the

 18  independent certifier but not Deloitte.

 19              But those are the two -- that's the

 20  level of involvement that we had during the trial

 21  running period.

 22              KATE MCGRANN:  Okay.  And when you say

 23  the mechanical support, just can you -- at a high

 24  level, what did that look like?  What's involved in

 25  that work?
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 01              REMO BUCCI:  So think about every day

 02  the City gets a report on kilometres delivered and

 03  if there were events because you're -- you're

 04  mimicking, oh, train had a problem.  The drivers

 05  showed up that day -- let's go back to our

 06  analogy -- and the light was broken.  Just silly

 07  example, right.  Then you would -- that would be

 08  logged, and you would agree, okay, how that -- you

 09  know, how would that apply.

 10              So this -- so at the same time I should

 11  say, we had a team -- I think you've interviewed

 12  some of them -- that was helping the City get

 13  operationally ready for implementation of the

 14  payment mechanism, the mechanics of it, how you do

 15  the math, how you interpret the administration of

 16  it, right, so we were helping them bring that team

 17  up to speed.

 18              So one additional person -- because

 19  effectively they were short-staffed.  There was

 20  just -- there was too much work to do, and they

 21  needed help.  That's what I mean by mechanical.

 22              It wasn't a matter of, hey, Deloittes,

 23  we need you to come in and tell us by the

 24  interpretation of this data whether or not we

 25  should be agreeing to -- to the extent that the
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 01  City agrees it's the independent certifier raising

 02  any issues with respect to trial running results.

 03  That was not our role.

 04              KATE MCGRANN:  Okay.  So this is more

 05  like a running reports --

 06              REMO BUCCI:  Like, it's almost -- I

 07  would call it a staff augmentation, right.  So the

 08  individuals there, I was just like, What are you

 09  doing?  Okay, everything is good.

 10              It's not coming back to me to make a

 11  recommendation or Deloittes to make a

 12  recommendation.  That never happened, but we did do

 13  a report on the systems.

 14              KATE MCGRANN:  And the systems, would

 15  that be the integrated management infrastructure --

 16              REMO BUCCI:  That's part of it, yeah.

 17  There's a title to it.  I forget the name of it,

 18  but it was September, October of 2018.  It was,

 19  like, a seven or eighty [sic] page PowerPoint, and

 20  that was provided to RTG as well.

 21              KATE MCGRANN:  Okay.  And did you say

 22  it was in the fall of 2018 that that --

 23              REMO BUCCI:  Yeah, the work was --

 24  yeah, it was -- you know, it was based on the

 25  observations during the trial running period.  Then
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 01  they had to write it, get the City's input, and

 02  then by the time that was all done, I think it was

 03  October.

 04              KATE MCGRANN:  Trial running is done in

 05  2019, so is it possible it's a 2019 report?

 06              REMO BUCCI:  Sorry.  Yes.

 07              KATE MCGRANN:  No, don't be sorry.  I

 08  just want to make sure that I'm following.

 09              REMO BUCCI:  Yeah, I get my years mixed

 10  up there.  Sorry about that.

 11              KATE MCGRANN:  Any involvement in the

 12  negotiation of the term sheet --

 13              REMO BUCCI:  No.

 14              KATE MCGRANN:  -- that was negotiated

 15  at the end of August of 2019?  No.

 16              To the extent that you can answer this,

 17  the gated affordability cap approach that was taken

 18  here, do you think that -- is there still market

 19  appetite to respond to an approach like that today?

 20              REMO BUCCI:  You know what's

 21  interesting is that Canada Line had cut and cover

 22  and bored.  It was on time, on budget.  It was the

 23  only LRT at the time.  I think right now with the

 24  amount of projects -- like, we have a huge capacity

 25  issue.  It's a good thing.  Lots of projects being
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 01  done.

 02              The reason I'm raising all this is

 03  because right now, if you're going out with an --

 04  if I was going out -- if I was advising on a

 05  project like Stage 1 today, the recommendation on

 06  delivery model would be completely different

 07  because market conditions are different, and

 08  they're different primarily because of experiences

 09  on every LRT, Purple Line in Maryland, you know,

 10  where they had to replace the DB contractor.

 11              I'll park Montreal for a moment because

 12  I don't know enough or understand about that

 13  structure, but Ontario all the way out to Alberta.

 14              And whatever the cause is, people can

 15  tell you different things, supply chain, et cetera,

 16  exacerbated by COVID, but if you put out a deal

 17  that kind of did a turnkey, I'm going to, you know,

 18  hold you to the substantial completion date with

 19  this payment, and you're going to take all that

 20  coordination risk, you wouldn't have any bidders,

 21  right, so that's this shift towards more

 22  collaborative.

 23              KATE MCGRANN:  You had mentioned early

 24  in our conversation of the impact of the election

 25  schedule on the project, and then I'm wondering if
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 01  there was anything else in terms of impact of the

 02  election schedule on the project other than what

 03  we've already discussed.

 04              REMO BUCCI:  Can I just recharacterize

 05  that a bit?  Any time we lay out a schedule, we

 06  work backwards from what are the decisions that

 07  need to be made, the appropriations -- sorry if you

 08  hear barking again in the background -- that need

 09  to be made that you don't -- the project team

 10  doesn't have control over, right.

 11              So those are typically defined as --

 12  and I would say -- I'm just thinking quickly.  Most

 13  municipalities we -- P3s we've done are the same

 14  way.  You go out with the RFQ decision, you update

 15  at the time that you shortlist it, but the next

 16  major decision is here's the preferred -- a

 17  recommendation for a preferred proponent.  If you

 18  agree on this, we're going to move to financial

 19  close.

 20              You mark those two checkpoints in, and

 21  then you build your timelines of your bid-validity

 22  period, your bid-open period, and you build around

 23  it.  And then you look at it, and you go, Is that

 24  council in a place where they can make that

 25  decision, right.
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 01              So I just want to be clear.  I should

 02  have described that better to you.  And typically

 03  municipal -- in municipal politics, when you

 04  approach -- and provincial would be the -- could be

 05  the same way.

 06              Like, Infrastructure Ontario would get

 07  authority.  They'd work around that because they

 08  would have approval prior to going into the -- to

 09  the writ period, but you just need to be cognizant

 10  of when you're blacking out or you're in that

 11  laned-up (ph) period, don't assume that you're

 12  going to get a decision made, so build your

 13  schedule around it.

 14              It's not because of political issues.

 15  It's just the reality of whether or not -- with the

 16  cycle that you're in, can you get an -- is it

 17  practical to go and get a decision, and typically

 18  we don't look past June if it's a municipal

 19  election here on -- in any province.

 20              KATE MCGRANN:  And then during revenue

 21  service, after the launch of the system, if you

 22  could just describe to me what Deloittes' role with

 23  respect to Stage 1 has been.

 24              REMO BUCCI:  So this is, again,

 25  skirting into the litigation issue, so the
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 01  interpretation -- so the support of -- let's just

 02  back up.  So I'll call it generally.

 03              We are not expert witnesses in any way.

 04  We can't be because we're an advisor to the City.

 05  We're not independent.  But we've helped the City

 06  quantify the potential construction issues that are

 07  known to both parties and help them assess the

 08  financial and commercial risk of each to inform

 09  their approach with respect to mitigating those

 10  issues, dispute resolution or some commercial

 11  arrangement thereof.  Okay.

 12              And then during the operating period --

 13  I'll separate the role that my other colleagues Sam

 14  and Bing Bing did, which was help -- like, I'll

 15  call it mechanically.  You take the data.  You

 16  write the quarterly performance reports.  There's

 17  no interpretation of that.

 18              My job, for example, similar to the

 19  construction was then to look at those reports and

 20  to help the City assess, particularly as January,

 21  February, and March 2020 came on, and the

 22  declaration -- or the City's declaration of default

 23  which -- and, again, I just want to be careful here

 24  because more of a litigation issue is, you know,

 25  what's the reality of that.  I mean, if I can just
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 01  describe it as simply -- I don't want to get too

 02  much more into it because it does affect the -- you

 03  know, the ongoing litigation that's there.

 04              So I would say the more -- you apply a

 05  practical or a commercial lens to what those --

 06  what the availability, service and quality

 07  performance data the City had available to it from

 08  RTM systems.

 09              KATE MCGRANN:  Okay.  So other than the

 10  more mechanical work of producing the quarterly

 11  performance reports, the litigation support work

 12  that you were doing that you've described, any

 13  other involvement in the day-to-day --

 14              REMO BUCCI:  No, that's it.

 15              KATE MCGRANN:  -- operations of the

 16  system?

 17              REMO BUCCI:  But I have been in front

 18  of council in commercial in-confidence meeting

 19  giving -- as part of the legal advice, giving

 20  advice related to, you know, what that -- why that

 21  default may be appropriate, let's put it that way,

 22  based on the terms of the project agreement.

 23              KATE MCGRANN:  You mentioned in terms

 24  of what the market is willing to bear on projects

 25  like this now for a variety of factors.  I think
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 01  you described it as more of a -- well, I don't want

 02  to put words in your mouth.

 03              I think you described it as more

 04  collaborative or more shared, but could you just,

 05  to the extent you can, characterize what the

 06  approach looks like for projects like this today?

 07              REMO BUCCI:  Okay.  I try and stay away

 08  from acronyms because they mean different things,

 09  DBFM, et cetera, P3s.  All right, so -- and let's

 10  use Stage 1.

 11              You describe the construction period

 12  payment regime, milestone payments, the amount of

 13  long-term private financing.  You put that over --

 14  and the conditions of acceptance.  You put that

 15  over.  You define it in the project agreement.

 16              Projectco bids that.  They have

 17  coordination completion risk.  Utilities were

 18  carved out.  They were in a cash allowance.  The

 19  specified utilities.

 20              Okay.  So other than that, you -- that

 21  date that they pick -- I forget.  The revenue

 22  service date was July 2018.  That's why I got 2018

 23  in my head.  That's -- that was RTG's date.  That

 24  was their assessment of all the things that they

 25  had control over.
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 01              Their schedule, they could have made

 02  that as long, as short as they wanted to, right.

 03  They picked that date, and the substantial

 04  completion payment and all of the issues of missing

 05  that was on their shoulders.

 06              Collaboration in my view -- and I'll

 07  get the governance of alliance, progressive

 08  design-build, all that, throw that out -- is to say

 09  you now have a target schedule and a target budget

 10  with an incentive mechanism to meet or not meet,

 11  okay, and therefore, you work together with the

 12  other party to solve those problems, right.

 13              In an alliance, you don't have a

 14  subcontractor-contractor relationship.  You're all

 15  together, right.  In a progressive design-build,

 16  you might be doing some development work up front

 17  to confirm that target -- the price and target

 18  schedule, but eventually you lock it down into a

 19  subcontract.

 20              But it's a -- it's an incentive regime

 21  to meet a schedule, not a -- I'm going to come down

 22  and hit you hard because -- with a substantial

 23  completion payment because it's all your problem.

 24              That's my interpretation of the

 25  differences, and it's about dealing with, you know,
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 01  the engineering procurement construction.  It's --

 02  everyone forgets about the procure -- the thousands

 03  of procurements you need to do, the contractor

 04  needs to do, and how they deal with those interface

 05  issues and how they coordinate all those activities

 06  to meet a schedule.  That's done sort of

 07  differently in the sense of it's not fixed or

 08  turnkey anymore.

 09              KATE MCGRANN:  Okay.  And the incentive

 10  regime is different -- it's high level.  Are there

 11  benefits --

 12              REMO BUCCI:  It's negotiated.  It's

 13  basically they put their overhead or profit margin

 14  at risk, some portion thereof.  So, like, basically

 15  the idea is you'll get your base costs recovered.

 16  The amount of money you make depends on whether or

 17  not you hit our budget that we agreed to and the

 18  schedule we agreed to.

 19              So therefore, you don't really get

 20  construction claims, do you, right, because you're

 21  making those decisions to collaborate.  An

 22  alliance, it is -- basically it should be

 23  claim-free because there is no contract or

 24  subcontract relationship.  You're effectively

 25  one -- in a -- in a -- in a progressive
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 01  design-build, you still end up having a

 02  design-build agreement, but because you've gone

 03  through a development phase upfront and you're

 04  dealing with a target price and target schedule

 05  that both parties sign off on, the likelihood of

 06  there being issues are significantly mitigated.

 07              KATE MCGRANN:  Ms. McLellan, any

 08  follow-up questions based on what we've discussed

 09  or otherwise?

 10              LIZ MCLELLAN:  I don't have any, no.

 11  Thanks.

 12              KATE MCGRANN:  Okay.  Couple final

 13  questions:  The Commission has been tasked with

 14  looking at the commercial and technical

 15  circumstances that led to the breakdowns and

 16  derailments that took place on Stage 1.

 17              Are there any topics or areas that we

 18  haven't discussed this morning that you think the

 19  Commission should be looking at as part of its

 20  work?

 21              REMO BUCCI:  Yeah, I think if you look

 22  at -- like, again, I'll trip into it a little bit,

 23  but I'll sort of stay high level.

 24              If you look at the issues that occurred

 25  post-substantial completion or revenue service
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 01  primarily in January going forward, they're all

 02  tied to the quality of the vehicle.  They're

 03  manufacturing issues.

 04              And I think if you look at Canada Line

 05  and you say, well, did Canada Line have those

 06  issues?  No.  Where did their vehicles come from?

 07  They were assembled in Korea on an established

 08  assembly line.

 09              Because of local content requirements

 10  for this project, in order to meet them, they had

 11  to be assembled in the maintenance facility in

 12  Ottawa.

 13              To the extent that -- you know, this is

 14  Alstom, right.  This is not somebody who doesn't

 15  build trains, and I don't -- I'm not a technical

 16  person.  I don't know for -- but I'm just -- the

 17  question that needs to be asked is is the

 18  assembly -- the requirement to have those vehicles

 19  assembled or local content requirement which

 20  necessitated the assembly in the maintenance

 21  facility, did it contribute to the manufacturing

 22  issues, as compared to Canada Line where they did

 23  because it was a known -- they picked a vehicle

 24  that was already in assembly.

 25              They didn't get the first vehicle or
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 01  the first 15 -- the first 30 vehicles coming off

 02  that assembly line, and it certainly wasn't an

 03  assembly line that was temporarily built in their

 04  maintenance garage.

 05              And I think the question needs to be

 06  asked, is that what contributed to the

 07  manufacturing issues?  Because these vehicles were

 08  new, and the problems that occurred weren't a

 09  preventative maintenance issue.  They weren't in

 10  that 10- to 12-year life cycle that we're talking

 11  about, the moving parts where you had to take

 12  things off and to replace them where you could then

 13  point, well, that's a maintenance problem.

 14              Maybe they are maintenance, but to the

 15  extent that they're manufacturing issues and it was

 16  contributed to the fact that there were not -- it

 17  wasn't an assembly in Canada at the time, and this

 18  wasn't the only project where that was encountered.

 19  I mean, Waterloo came to the same issues in a

 20  different way with respect to the vehicles that

 21  they purchased.

 22              So I think that's something that I

 23  would say is something that should be looked at.

 24              KATE MCGRANN:  Okay.  And when you say

 25  look at January going forward, that's January of
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 01  2020 and the first January after revenue service?

 02              REMO BUCCI:  Correct.  Yeah.  And I

 03  would just characterize -- my opinion is the issues

 04  that occurred prior to then were the bumpy issues

 05  that you would have -- they weren't like I'm taking

 06  vehicles off-line anymore because I've got a

 07  problem, right.  Like, that started in January.

 08              KATE MCGRANN:  Okay.  So before that

 09  was kind of like the -- this is a whole new system.

 10  There's going to be --

 11              REMO BUCCI:  And in October, the buses

 12  got -- you know, this was -- this is a -- this is

 13  unique from LRT in North America because from day

 14  one, it was going to be crowded.  They weren't

 15  growing into the ridership.  It was -- so there

 16  weren't a lot of room for errors if there were some

 17  integration issues because you're going to -- you

 18  know, it's like -- it's not quite like the subways

 19  in Toronto, but you got crush loads in the morning,

 20  right.

 21              KATE MCGRANN:  Yeah.  Any other areas

 22  or topics that you think we should be looking at as

 23  part of our investigation?

 24              REMO BUCCI:  I think the other one

 25  would be the extent to which -- within RTG, when
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 01  the problems occurred, whether they were

 02  infrastructure or vehicle-based, between the

 03  parties, RTG, RTM, and Alstom on both sides,

 04  because Alstom was a subcontractor to the DB joint

 05  venture for the vehicle supply and on the

 06  maintenance on the RTM side to the extent to

 07  which -- within that sphere of contracts and

 08  subcontracts, were they -- were they spending time

 09  litigating with each other, or were they actually

 10  trying to solve the problems?

 11              And was RTM, RTG dealing with Alstom?

 12  Like, were they paying them or not, right.  Like,

 13  why did -- why was -- why was -- why were they not

 14  behaving to solve the problems?  Why are the

 15  vehicles so late?

 16              KATE MCGRANN:  Okay.  And when you say

 17  "why are the vehicles so late," do you mean, like,

 18  the delivery of the vehicles themselves or --

 19              REMO BUCCI:  Yes, because remember

 20  stage -- we talked about that term sheet.  I mean,

 21  13 times 226 vehicles, there's supposed to be 30 in

 22  December.  What, they just got those additional

 23  vehicles, what, three months ago?

 24              KATE MCGRANN:  The Commissioner has

 25  been asked to make recommendations to try to
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 01  prevent issues like this from happening going

 02  forward.  Any specific recommendations or areas

 03  that you would suggest he consider in that work?

 04              REMO BUCCI:  I think that the other one

 05  to look at is the terms of the project agreement

 06  when you get to default or the declaration of

 07  default.  What gets really challenging when you get

 08  into the -- I'm just looking at the time, Kate.  I

 09  know we're one minute past, but is --

 10              KATE MCGRANN:  Go ahead.

 11              REMO BUCCI:  You declare default.  You

 12  go into rectification plan, okay, and then you've

 13  got dispute resolution going forward.

 14              There is no longer -- the project

 15  agreement doesn't say how long that rectification

 16  period is or how it gets resolved.  It just -- it

 17  becomes too litigious.

 18              So as a marker, the City declares

 19  default in March.  You can agree with it or not.

 20  Courts will settle that out, right, but the

 21  decision of a default won't be made until June

 22  2022.  That's two years and a bit through the

 23  project agreement.

 24              And it just seems to me if you've got

 25  bad service and you're like the City of Ottawa, the

�0161

 01  public, and you want to solve the problem, to go

 02  back to my other point, and your contractor is RTG,

 03  not RTM and not Alstom, you can't get down to, oh,

 04  is there a problem with the system or the vehicles,

 05  and I'm willing to solve that problem because I'm

 06  more interested in getting the system up and

 07  running and dealing -- because that's the way the

 08  public sector works, right.

 09              I can't do that because my contract

 10  doesn't allow me to, and I have to work through the

 11  process, and here I am two years plus later, and

 12  I'm still not able to get to what caused it.  Like,

 13  what really caused it, and what's the fix?

 14              And I think that's where, you know,

 15  collectively as advisors and policy makers and you

 16  name them, we need to look at the project agreement

 17  and say, all right, when -- if we thought this

 18  default event was going to be this big sledgehammer

 19  that was going to motivate everybody, why didn't it

 20  work here, and why is it just endless litigation

 21  between the parties?

 22              Because if that's the case, simplify

 23  the contracts, right, and then just as the City

 24  goes, okay, Alstom, what's the problem?  Three new

 25  vehicles.  There you go.  Here's the cheque.
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 01              I'm just making a silly analogy, but

 02  you can't do that in this circumstance, right,

 03  because that's not your contractor.

 04              KATE MCGRANN:  Right, because the City

 05  can't get directly to Alstom because there's layers

 06  of subcontracts in between them, and the issue that

 07  you've identified that is worth a look is there's

 08  no time limits.  There's no sort of --

 09              REMO BUCCI:  Read the supervening event

 10  regime in the project agreement frankly and, like,

 11  just try to map out what default looks like.  It

 12  is -- it's circular.  It's not clear.

 13              And typically -- and look, I'll admit

 14  to be part of that, right.  I mean, we're all part

 15  of the drafting of those documents.  And not to pin

 16  the blame on anybody, like, when we thought

 17  about -- I'll just say as an advisor, like,

 18  default?  Oh, my gosh, like, default, right.  Okay,

 19  it's happened now, right.  So go back and look at

 20  it and say, all right, can you provide a

 21  clarification?

 22              So my point of this is if I'm back in

 23  the shoes of the public sector, someone like the

 24  City of Ottawa, doesn't matter who it is in the

 25  future, if you feel your hands are tied because
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 01  your project agreement doesn't allow you to get to

 02  the source of the problem, then collectively the

 03  industry on the public sector policy side needs to

 04  solve that because, you know, like, this -- I think

 05  this -- my opinion, this problem could have been

 06  solved a long time ago if it wasn't for the

 07  complexity of the project agreement.

 08              KATE MCGRANN:  All right.  Well, I

 09  think that is it for my questions for you today.

 10  Thank you very much for your time.  We can go off

 11  the record.

 12  

 13              -- Adjourned at 12:05 p.m.

 14  
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