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KED
‘mistake
f0 cost
taxpayers
millions

IAN BERDUSCO
GUEST COLUMNIST

There is a belief the new
arena is going to pay for
itself. This myth originated
from the developer
claiming the arena could
be built on The Kingsway
at no cost to taxpayers, a
sentiment Ward 5 Coun.
Robert Kirwan echoed.

However, the Minnow Lake
Restoration Group says there
was a mistake in the taxation
calculations for the Kingsway
Entertainment District’s
business case. I believe the
group’s claim has merit.

It means that in addition
to the hotel and casino, the
KED will need the equivalent
of ten Costco stores to meet
its business case financials.

The mistake exists in
how property taxes were
calculated. The business
case report assumes that
in addition to the arena,
there would be $160 million
worth of construction at the
KED, including a casino, a
hotel, and other commercial
enterprises. The tax revenue
was calculated using the
construction value proposed.

The problem is property
taxes for hotels and casinos
are not calculated using
construction costs. According
to MPAC - the organization
responsible for preparing
the assessment values used
to calculate property taxes -
hotel and casino assessments
are related to the income
the property generates and
not the construction value.

Itis an important detail
that will result in the hotel
and casino contributing a
fraction of the taxes stated
in the business case.

The tax revenues from
the hotel and casino could
be confidently forecasted
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by having MPAC complete
an assessment before
construction. It doesn’t
appear this has been done.

In the absence of this
assessment, [ completed a
benchmarking exercise of
how much property tax is
paid by the existing casino
and hotels in Sudbury.
According to the city’s tax
tool, the hotel that pays the
most property taxes is the
Marriott Towne Place Suites,
at approximately $330,000
per year. The casino pays
around $60,000 per year.

Even if the new hotel
and casino pay double
the amount of property
taxes, it would still make
up less than a quarter of
the $4 million presented
in the business case.

The remainder would
come tfrom the other
unidentified commercial
enterprises. Even under
an optimistic scenario, the
KED business case would
require the equivalent of
10 new businesses the size
of Costco in addition to
the hotel and casino. It is
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an unrealistic assumption
this will be in place by the
time the arena opens.

I'will also point out the
financial information
presented in the business
case is incomplete. [t was
missing items such as
new gaming revenue and
mortgage-related costs.
Normally, all revenues
and expenses of a project
are combined into a single
document called a cashflow
model, but it appears that
one for the district has
never been published.

It’s unusual for a project
of this magnitude to
be approved without a
cashflow model. I've been
involved in the evaluation
of more than $10 billion
in capital projects and
cannot recall a project
of this magnitude being
approved without one.

In light of this, T compiled
public information and
comparable pricing into
a preliminary cashflow
model. [t shows the city
will lose $60 million at the
KED inits first 10 years.

To get some feedback,
I contacted council twice
explaining my {indings and
asking for corrections. I did
not receive any. Unsatisfied,
T completed a sensitivity
analysis that indicated even
if the numbers were 40 per
cent off, the district would
still lose tens of millions of
dollars in the first decade.

There is no possible way
the KED has a viable business
case. This venture will be a
financial liability. It remains
to be seen to what degree
additional tax increases and
service cuts will be needed
to address this liability.

I would like to thank
the Minnow Lake group
for bringing attention to
this mistake. [t’s easy to
characterize groups like
this as being a few people
who cause delays and cost
increases. In reality, citizen
groups play a crucial role
in democracy by bringing
awareness to issues like
the taxation mistake.
Ian Berdusco is a professional
engineer and holds an MBA
specializing in finance.
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